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1.0

LEARNING OBJECTIVES

After reading this unit you will:
1. Understand the Marine Insurance and its Classification.
2. Discuss the Subject Matter of Marine Insurance
3. Know about the types of Marine Insurance Policies
1.1

INTRODUCTION

Insurance on the risks of transportation of goods is one of the oldest and most vital
forms of insurance. The value of goods shipped by business firms each year cost
millions of rupees. These goods are exposed to damage or loss from numerous
transportation perils. The goods can be protected by marine insurance contracts. It is
an important branch of general insurance. It essentially provides cover from loss
suffered due to marine perils. In India the marine insurance is regulated by the Indian
Maritime Insurance Act 1963, which is based on the original English Act.
There is evidence that marine insurance was practiced in India since long time. In
earlier days travellers by sea and land were exposed to risk of losing their vessels and
merchandise because of “Piracy in the Open Seas”. It was the British insurers who
1

introduced general insurance in India, in its modern form. The First Company known
as the “Sun Insurance Office Ltd was set up in Calcutta in the year 1710”, followed
by many insurance companies. Number of Insurance Companies have been
established in different parts of the world..
Further, in India marine insurance is transacted by the subsidiaries of “The General
Insurance Corporation of India” namely (a) “New India Assurance”, (b) “National
Insurance”, (c) “Oriental Insurance” and (d) “United India insurance”. Marine and
hull insurance contribute about twenty (20) percent to the total premium of the general
insurance industry in India.
Marine insurance can be described as mother of all insurances. It is believed to have
originated in England owing to the frequent movement of ships over high seas for
trade. In India, insurance has been in vogue for several centuries. The History speaks
about proof that Indian people had a system of pooling their contributions, to meet a
tragedy of the unfortunate in their “voyages”.
Present day, Marine Insurance has assumed a vast canvas due to the more export and
import trade and commercial activities across the globe. There are numerous large as
well as small shipping companies that require protection for their fleet against the
perils of the sea. The Marine insurance is “A contract under which the insurer
undertakes to indemnify the insured in the manner and to the extent thereby agreed,
against marine losses, incidental to marine adventures”
Marine Insurance emerged “As a form of insurance covering loss or damage to vessels
or to cargo during transportation in the high seas”. It follows from the above direction
the “Marine Insurance is a contract between the insurer and the insured and later may
be a cargo owner or a ship owner or a freight receiver”. The insurer is known as the
“Underwriter”.
The document in which the contract is incorporated is called “Marine policy”. The
insured pays particular sum, which is called “Premium”, in exchange for an
undertaking from the insurer to indemnify the insured against loss or damage caused
by certain specified perils.
1.2

MEANING OF MARINE INSURANCE:

Marine insurance is the oldest form of insurance. It is concerned with the foreign trade
conducted through sea routes. Marine risks are usually related to the ship or cargo.
The businessman and the owner of ship always want to ensure the safe arrival of their
cargo and ships. Marine insurance covers a large number of risks including sinking,
burning of ship, stranding or going astray of the ship, accident, stormy winds, collision
of ships, jettison, explosion sea dacoities etc. causing losses to the ship and cargo and
many other perils of the sea. Hence, marine insurance is an arrangement by which the
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insurance company agrees to indemnify the owner of the ship or cargo against the risks
involved in marine venture.
Marine insurance provides protection against loss arising out of maritime perils. These
perils cause damage, destruction or disappearance of the ship and cargo and nonpayment of freight. Thus, marine insurance insures ship (Hull), cargo and freight.
Marine insurance insure all types of risks which can occur during transportation in
high seas. The term “Perils of the Sea” refers only to accidents or causalities of the
sea, and does not include the ordinary action of the winds and waves.
Besides, “Maritime Perils” include contingencies such as
(a) “Fire”,
(b) “War perils”,
(c) “Piracy”,
(d) “Seizures”
(e) “Jettison”, etc.
In India, Marine insurance is regulated by the “Indian Marine Insurance Act, 1963”.
1.3

DEFINATIONS OF MARINE INSURANCE

Marine Insurance at International Level: The laws of Marine Insurance was
derived from the decisions of the “Courts and Treatises of Text Writers, until 1906”.
It was in the year 1906 that the laws and the legal principles governing the Marine
insurance contracts were codified in the now famous “Marine Insurance Act-1906” in
the “United Kingdom (UK)”.
Marine Insurance at national Level: In India this Act has been copied as a
wholesale and it enacted, as the “Marine Insurance Act 1963”. The passage of this
Act has become an insurance pin head for judging the legal basis of almost all
insurance contracts.
Meaning of Marine Insurance as per Marine Insurance Act, “A contract of marine
insurance is a contract whereby the insurer undertakes to indemnify the insured in a
manner and to the extent thereby agreed, against marine losses, i.e. to say, the losses
incidental to marine adventures”.
According to U/S 2(13) Insurance Act, 1938 “Marine insurance business means the
business of effecting contracts of insurance upon vessels of any description, including
cargoes, freight and other interests which legally insured in or in relation to such
vessels, cargoes, freights, goods, wares, merchandise or property of whatever
description insured for any transit by land or water or both and whether or not
including warehouse risks or similar risks in addition to or as incidental to such transit
and includes any other risks customarily included among the risks insured against in
marine insurance policies".
3

On the basis of above discussed definition it may be concluded that marine insurance
provides protection and security against the sea and inland risks relating to cargoes,
ship, freight, etc. There is a marine adventure when any insurable asset or property is
exposed to maritime perils such as perils consequent to navigation of the sea.
1.4

CHARACTERISTICS OF MARINE INSURANCE

The main features of marine insurance are as follows:
1. The Marine Insurance is based on the contract between Insured and Insurer.
2. The Insured is under an obligation to pay certain amount of premium as
consideration.
3. The Cargo, Ship and Freight can be insured under marine insurance policy.
4. The Insurance may be for a single journey or a number of journeys during a
specific
period of time.
5. Under Marine Insurance, the insurer only guarantees to compensate loss caused
by sea uncertainties.
6. The Marine Insurance may be inland transits also i.e. for railway, road
transportation.
Table: Marine and Aviation Insurance (in Crores) during 2009-10 to 2018-19.
Year
Marine Cargo
Marine Hall
Aviation
2009-10
1,316
919
394
2010-11
1,598
997
454
2011-12
1,927
1126
494
2012-13
2,023
1136
494
2013-14
2,117
1185
457
2014-15
2,143
1011
429
2015-16
2,194
875
447
2016-17
2,190
827
430
2017-18
2,300
663
411
2018-19
2,498
822
560
Source: Indian Non-Life Insurance Industry Year book 2018-19.
1.5

FEATURES OF MARINE INSURANCE

The salient features of a contract of marine insurance are as follows:
1. Utmost good faith (UGF): Both the insured and the insurer must disclose
everything which is in their knowledge and can affect the contract of insurance.
The doctrine of caveat emptor (Let the buyer beware) applies to commercial
contracts which are based on the legal principles of uberrimae fides (utmost
good faith or UGF). The contract can be avoided by any party if UGF is not
observed by the other party.
4

“The Section 19, 20,21 and 22 of the Marine Insurance Act, 1963 explains the
provisions. In all insurance contracts, although the duty of the UGF applies
also to the insurers, this rests highly on the insured because the insured only
knows the relevant material facts on the risk more than anybody else including
insurers. This principle is mostly impracticable in Marine insurance especially
in ocean voyage. It happens so when the risk is thousands miles away, changes
its ownership during maritime journey, and the insured knows no much of the
details. It is also not practicable by any party to arrange for the survey. Under
such circumstances, in addition to whatever knowledge the insured has, the
broker (in addition to the insured’s disclosure) tries to gather more information
from various other sources so that important material information is provided
to the underwriter to take a decision for acceptance of the risk. Many times, a
person can purchase a policy on the subject matter in which it is not known
whether the matter is lost or not lost and the insured is ignorant of the
conditions of the subject matter. Therefore, it is seen that the principle of UGF
is not in strict compliance as it is followed in other insurance contracts.
However the contract can be voided ab initio if the element of ‘fraud’ exists”.
2. Contract of Indemnity: “The insured is entitled to recover only the actual
amount of loss from the insurer. The contract of insurance is based on
principles of indemnity. The insured is not allowed to make a profit out of
insurance. In most of the insurance contracts, the compensation is limited to
actual loss suffered or the amount of sum insured, whichever is lesser. But
Marine insurance fails to adhere to strict indemnity due to large and varied
nature of marine voyage. “Under Marine insurance, the indemnity principle is
followed in the manner and to the extent agreed. Marine policies are construed
to be Agreed Value policies, i.e. when the basis of valuation of the
consignment is agreed in advance and incorporated in the policy; settlement of
claim is made accordingly. In other words, even incidentals and profit to a
reasonable extent can be included in the Marine Insurance cover. Claim for a
portion as profit, which is part of the sum insured is also considered for
payment. However, there are certain elements like customs duty which are
strictly indemnity based. The principle of indemnity is against making a profit
and therefore is another deviation in Marine insurance. It is customary in the
other branches of insurance to maintain the indemnity both at the time of
proposal, during the policy period as well as at the time of claim. Most of the
other policies are settled on the basis of market value irrespective of the insured
value. But in Marine, the principle is based on the insured value than on the
insurable value. Most Marine policies are agreed value policies, except in case
of customs duty element. Section 3 of the Act deals with this provision, which
provides that a contract of Marine insurance is an agreement whereby the
insurer undertakes to indemnify the assured in the manner and to the extent
agreed upon that is insured value”
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3. Insurable interest : In the subject matter insured must exist at the time of the
loss. It need not necessarily exist when the insurance policy is taken. Under
marine insurance, the following persons are deemed to have traceable interest:
(a) The owner of the ship.
(b) The owner of the cargo.
(c) A creditor who has advanced money on the security of the ship or cargo.
(d) The mortgagor and mortgagee.
(e) The master and crew of the ship have insurable interest in respect of their
wages.
(f) In case of advance freight, the person advancing the freight has an
insurable interest if such freight is not repayable in case of loss.
In all other insurance contracts, it is necessary that the insured has the insurable interest
not only at the time of proposal but throughout the policy period and even at the time
of loss. But the principle has hardly any meaning in Marine insurance because the
cargo in transit keeps on changing its ownership from hand to hand due to high-sea
sales and purchases. The initial purchaser might have taken the insurance, but sold the
cargo while the cargo is in mid sea and might have ceased to be the owner of the cargo
in transit. But the insurance remains in his name although he is not the real owner. On
the other hand, the purchaser becomes the real owner but does not have the insurance
in his name. Still, if there is a loss during which the purchaser is the owner, he can
claim the loss if the policy is assigned in his name.
Under such situations, it is not essential for the person to have an insurable interest at
the time of effecting the insurance, though he should have a resonable expectation of
acquiring such an interest. If he fails to acquire insurable interest in due course, he
does not become entitled to indemnification. In other insurance say in Motor
Insurance, if X sells the car to Y, it is necessary that the insurance has to be transferred
to Y’s name (Own Damage). Otherwise, Y is not entitled for any insurance claim.
Marine insurance is unlike others because the ownership of the subject matter changes
hands and is freely assignable. The insurable interest is more verifiable at the time of
loss in Marine insurance and it does not matter if the person has no insurable interest
any time before that.
“In Marine, it is not necessary that the insurable interest of the person should have to
be there at all times from inception of the policy till the expiry date. In a nutshell,
insurable interest is required throughout the period of contract in respect of all classes
of insurance except Marine insurance. In Marine insurance the existence of insurable
interest is necessary only at the time of a loss. The reason for the relaxation in Marine
insurance is based on practical necessities. When goods or properties are sold, the
insurable interest stands altered automatically in Marine venture. But it is not
automatic in respect of the insurance contract governing such goods or properties in
other insurance contracts. Generally, insurance contracts are personal contracts and
hence, unless the transfer of interest is advised to the insurer and is incorporated in the
policy by way of a specific endorsement from the insurer, the policy becomes void
6

from the date of such transfer of interest. But Marine insurance policies can be freely
assigned. They can be assigned either before or after loss”.
4. Doctrine of causa proxima: “Where a loss is brought by several causes in
succession of one after another, the proximate or nearest cause of loss must be
taken into account. If the proximate cause is covered by the policy, only then
the insurance company will be liable to compensate the insured. The cause
proximate to a loss is the cause of the loss, not necessarily in time, but in
efficiency. While remote causes in Marine insurance are normally disregarded
in determining the cause of loss, the doctrine is treated and interpreted with
good sense, so as to uphold and not defeat the intention of the parties to the
contract. Marine insurance is also significantly different from other insurance
in the following ways”.
5. Valid contract: e.g. lawful consideration, free consent, capacity of the parties,
etc.
BARRIERS OF MARINE INSURANCE
Insurance not only prevent the risks but also assist to reduce the negative / adverse
financial effects. It also acts as a kind of shield against the unexpected events which
may lead to a financial loss. The Marine insurance policies help in mitigation of risk
and also provide protection of financial interest against odd situations as well as
contingencies.
Some of the barriers of Marine Insurance are as under:
(a) Lack of Awareness about Marine Policy.
(b) Complexities and obtaining in the policy procedure and documents.
(c) Limited number of policy coverage issues and excess clauses.
(d) More complexities in the management of claim processing.
(e) Servicing Problems.
(f) Rates of Premium is more high.
(g) Lack of trained professionals..
(h) Priority is very low.
1.6

CLASSIFICATION OF MARINE INSURANCE

Marine Insurance may be classified into three categories:
1. Cargo insurance: When goods loaded on a ship are insured, it is called “Cargo
Insurance”. Any loss of cargo during journey is indemnified by the insurance
company. The cargo and ship is exposed to risks arising from an act of enemy,
fire, gales or other perils of Sea etc.
2. Ship insurance: Ships in high seas waters are also exposed to some risks. The
owner of ship may insure the ship against the risks of sea ventures. It is known as
“Hull Insurance”.

7

3. Freight Insurance : In case the cargo and ship gets destroyed, the shipping
company will also lose freight earnings on the carriage of cargo. The policy
covering such a risk is called “Freight Insurance”.
1.7

PROCEDURE OF PICKING MARINE INSURANCE POLICY

PROCEDURE FOR TAKING MARINE INSURANCE POLICY

MARINE INSURANCE
INSURANCE COMPANY

FROM

A

1. SELECTION OF INSURANCE
COMPANY
2. MAKING THE OFFER
3. ACCEPTANCE OF OFFER
4. PAYMENT OF PREMIUM
5. COVER NOTE
6. ISSUE OF MARINE INSURANCE
POLICY

MARINE INSURANCE
ASSOCIATION

BY

LLOYD’S

1. OFFER TO BROKER
2. PREPARATION OF INSURANCE
SLIP BY THE BROKER
3. ISSUE OF LOOYD’S MARINE
INSURANCE POLICY

However, in the year 1968, the Insurance Act was also amended to control the
investments and set minimal solvency levels. The Tariff Advisory Committee was also
formed. Moreover, “The General Insurance Business Nationalization Act, which was
passed in 1972” led to the nationalization of the general insurance business in India.
Subsequently, in addition to 107 number of insurers joined hand and grouped into four
number of companies. i.e., “The National Insurance Company Ltd”., “The United
India Insurance Company Ltd”., “The New India Assurance Company Ltd”., and
“The Oriental Insurance Company Ltd”. “General Insurance Corporation was
incorporated as a company”.
Marine insurance can be affected either by a joint Stock Co. or a Lloyd's association.
(I)
Marine Insurance from an Insurance Company: The General
insurance Companies and its subsidiaries are undertaking marine insurance
business in India. The following procedure is adopted.
1. Selection of Insurance Company: The insured has to select the one of
the best company out of various available companies. Further, generally
such a company should be preferred which provides quick good service
and make prompt system of payment of the compensation as well.
2. Filled up of Application Form: The insured is required to fill up an
application form which is prescribed by the insurance company. The
application form is given in the form of questionnaire in which the insured
8

3.

4.

5.

6.

(II)

is required to give information about (a)
Name, Address, (b)
Occupation,(c) Business, (d) Name of Ship, (e) Amount to be Insured etc.
Checking of application form: Insurance Company may accept or reject
the application or proposal. The Proposal is also checked thoroughly
before it is accepted by the insurance company.
Premium Payment: If the insurance company accept the proposal, it
determines the amount of premium payable on the policy. The amount of
premium is determined on the basis of (a) goods, (b) ship, (c) type and (d)
mode of packing, (e) route etc.
Cover Note: Further, on payment of the premium by the insured, a cover
note is despatched by the company. The company will be legally liable for
the risk covered under the contract with the issue of cover note.
Marine Insurance Policy Issued: In the meantime, the insurance
company prepares a marine insurance policy in a proper form containing
term and conditions of marine insurance contract.

Marine Insurance by Lloyd's Association:
1. Selection of Broker: The insured has to select or contract a broker for
making an offer to insurance policy. These brokers must be recognised by
Lloyd's Association.
2. Insurance Slip: After selection of broker, there is collection of necessary
information from the insured and prepares such as (a) a slip, (b) quoting
the facts e.g. (i) rate of premium, (ii) amount to be insured,(iii) name of
ship, (iv) type and nature of risk. Every insurer signs on the slip puts the
amount which she/ he want to insure and the rate of premium and slip is
forwarded to another broker to insure the remaining amount. Then the
broker prepares a policy on the basis of information and acceptance made
by various insurers.
3. Issue of Lloyd's Marine Insurance Policy: After the acceptance by the
insurer of the offer made by the insured in full, the broker prepares a policy
on the basis of the facts and information or acceptances of insurers given
in the slip. She/He gets it signed from different insurers who have accepted
the offer in full or in parts. Then he executes proper stamp duty on it and
then the policy is forwarded to the insured.

1.8

MEANING OF MARINE PERILS

A Peril can be defined as” the fortuitous (an element of chance or ill luck) accidents
or casualties of without willful intervention of human agency". Maritime perils are
incidental to journey in the sea.
There are different forms of perils, of which only a few are covered by insurance while
there are some other sea perils which are not covered under a Marine Insurance.
9

Accordingly we have insured and uninsured perils.
1. Insured perils such as (a) storm, (b) collision of one ship with another
ship,(c) collision against rocks, (d) burning and sinking of ship, spoilage of
cargo from sea water, (e) mutiny, (f) piracy or willful destruction of the ship
and cargo by master (captain) of the ship or the crew, (g) Stranding and (g)
jettison etc.
2. Uninsured perils such as (a) regular wear and tear of the vessel, (b) leakage
(unless it is caused by an accident), (c) leakage of goods due to bad movement
of the ship, inadequate and insufficient packings (d) damage by rats and loss
by delay. All losses and leakages caused due to reasons not considered as perils
of the sea are not provided insurance cover.
1.9

SUBJECT MATTER OF MARINE INSURANCE

The insured may be the owner of the ship, owner of the cargo or the person interested
in freight In case the ship carrying the cargo sinks, the ship will be lost along with the
cargo. The income that the cargo would have generated would also be lost. Based on
this we can classify the marine insurance into three categories:
1. Hull Insurance: “Hull” refers to the ocean going vessels such as ships trawlers
country boats etc. as well as its machinery. The hull insurance also covers the
construction risk when the vessel is under construction. A vessel is exposed to
many dangers or risks at sea during the voyage, An insurance effected to
indemnify the insured for such losses is known as “Hull insurance”.
2. Cargo Insurance: “Cargo” refers to the goods and commodities carried in the
ship from one place to another. The cargo transported by sea is exposed to
manifold risks at the port and during the voyage. “Cargo Insurance” covers
the shipper of the goods if the goods are damaged or lost. The cargo policy
also covers the risks associated with the transhipment of goods. The policy can
be written to cover a single shipment. If regular shipments are made, an open
cargo policy can be used that insures the goods automatically when a shipment
is made.
3. Freight Insurance: “Freight refers to the fee received for the carriage of goods
in the ship. Usually the ship owner and the freight receiver are the same person.
Freight which can be received in two ways in advance or after the goods reach
the destination. In the former case, freight is secure. In the latter the marine
laws say that the freight is payable only when the goods reach the destination
port safely”.
Hence if the ship is destroyed on the way the ship owner will loose the freight
along with the ship. That is why, the ship owners purchase freight insurance
policy along with the hull policy.
4. Liability Insurance: It is usually written as a separate contract that provides
comprehensive liability insurance for property damage or bodily injury to third
parties. It is also known as protection and indemnity insurance which protects
the ship owner for damage caused by the ship to docks, to third party vessels,
cargo, illness or injury to the passengers or crew, and fines and penalties.
10

Marine insurance is also significantly different from other insurance in the
following ways.
5. Different Laws: Since the subject matter in Marine insurance is covered from
the inception of maritime voyage till it reaches the final destination, the risk
floats and passes through various countries, and attracts the law of the land
where it is positioned at any particular time and not necessarily the law of the
land where the policy was purchased.
6. Insurance Clauses: The clauses of Overseas Marine insurance are
international in nature which comes under Institute Cargo Clauses ( ICC
clauses); whereas most of the other insurance contracts are designed keeping
in mind the national boundary.
7. Abandonment: This applies only in Marine insurance where in the event of a
constructive total loss, the insured is entitled to abandon all rights in the subject
matter to the insurer and claim for a total loss. A constructive total loss is where
insured is deprived of the possession of his ship or goods by a peril insured
against, and (a) it is unlikely that he can recover the ship or goods as the case
may be or (b) the cost of recovering the ship or goods, as the case may be,
would exceed their value when recovered. This envisages a situation where the
property is not completely destroyed. But it is as good as lost as far as the
insured is concerned. This is a very simplified explanation of a fairly complex
procedure.
8. Sum insured Value: There are insurances available that are not ‘valued’ but
based on ‘market value’. In these, the amount payable in the event of a total
loss is the current market value and not the agreed sum insured. ‘Agreed value’
insurance means that, if there is a total loss, the sum insured is the amount that
will be paid irrespective of the actual value at the time of loss. Of course there
are certain exceptions in the components of Sum Insured (SI) like Customs
Duty. The peculiarity is that the SI also includes some amount of profit which
is legal.
9. Use Proposal Form: For each and every insurance contract, the insurers insist
the insured to fill up the standard proposal form, which becomes the basis of
insurance policy. Any misrepresentation, suppression of facts in the proposal
form may make the contract void ab-initio. But the proposal form which is
very common in all insurance contracts is unknown in the Marine insurance.
Most policies under Marine insurance are prepared by the brokers known as
‘slips’ and it is treated as the proposal. There is no proposal form for Marine
insurance and even if it is, in some form or the other, it is neither common nor
standard as is found in all other insurances.
10. Stamp Duty: The stamp duty expenses may not form any significant quantum,
in India, the insurers bear the stamp duty in all contracts except in Marine
insurance. The insured bears the stamp cost in Marine insurance.
11. Assessment of Claim and Loss: In India, normally the insured is entitled to
appoint a surveyor of his own for assessment of the loss and submit the same
to insurers for claim settlement. The survey fees paid by the insured is
reimbursable if the original claim is payable. It is different in other classes of
business like Fire, Motor and other property insurance covers, where the
11

insured is required to approach the insurance company and expect the insurers
to appoint a surveyor. In such situations unlike in Marine, the survey fees is
payable irrespective of whether the claim is payable or not.
Table: Gross and Net Claim Ratio of Marine Insurance in (%)
Year
Marine Cargo
Marine Hall
Gross
Net Claim(%) Gross
Net Claim(%)
Claim(%)
Claim(%)
2009-10
80.2
75.1
52.7
100.5
2010-11
69.6
79.1
128.1
165.1
2011-12
74.9
78.2
43.0
116.2
2012-13
60.3
64.8
69.7
66.0
2013-14
69.3
66.2
26.5
47.4
2014-15
82.0
65.0
66.1
81.5
2015-16
92.7
73.0
64.5
67.0
2016-17
77.0
68.2
113.5
125.3
2017-18
58.5
58.3
43.6
144.5
2018-19
79.7
77.2
69.5
152.3
Source: Indian Non-Life Insurance Industry Year book 2018-19.
1.10

TYPES OF MARINE POLICY

There are different types of marine policies known by different names according to
the manner of their execution or the risk they cover. The major classification of marine
insurance policies is:
(a) Policies covering damage/loss to ship/vessel/carrier hull, risk during
repairs/construction, transfer risk, fleet cover.
(b) Policies providing cover against loss/damage to cargo particular average,
general average.
(c) Policies protecting against third party liabilities - collision, protection against
damage/loss, pollution cover, etc.
(d) Policies covering loss of freight, etc.
There are different types of marine policies known by different names according to
the manner of their execution or the risk they cover. They are:
1. Voyage Policy: Under the policy, the subject matter is insured against risk in
respect of a particular voyage from a port of departure to the port of destination,
e.g. Mumbai to New York. The risk starts from the departure of ship from the port
and it ends on its arrival at the port of destination. This policy covers the subject
matter irrespective of the time factor. This policy is not suitable for hull insurance
as a ship usually does not operate over a particular route only. The policy is used
mostly in case of cargo insurance. The voyage policy is issued to cover up a
specific transit from a particular point to another. The cover ceases upon the
carrier reaching the town of destination. In all the policies, the scope of cover can
be:
12

a)
b)
c)
d)
e)
(i)

Basic cover: Basic cover is described in ICC-C clause.
Wider cover: Wider cover is described by ICC-B.
All Risks cover: All risks cover by ICC-A.
All risks cover does not pay all losses.
All risks cover can be extended against “Delay start-up" or ‘Consequential loss
due to Marine delays' or 'Advance loss of profits' risks.
While the basic policy document contains general conditions, the scope of
cover and exceptions and special exclusions are attached by separate clauses
known as Institute Cargo Clauses (ICC).

Extensions of Voyage Policy
a) FOB risks cover: The road/rail transit risks can be extended until the goods are
placed on board of the ocean going vessel, which may involve country
craft/lighter risks also.
b) Sellers' contingency risks: FOB cover can further be extended against ‘seller’s
contingency risks’.
c) Warehouse to warehouse basis: The policy covers all risks right from the moment
goods are dispatched from the supplier’s warehouse till they reach the buyers’
warehouse.
2. Annual Policy : “If a business involves regular dispatch of goods throughout the
year, and the quantity can be reasonably estimated in advance, an annual policy
can be obtained on the basis of estimated annual dispatches. Premium collected
in advance will be adjusted at the end of the year. In case of annual policies, the
previous year's turnover and the estimated increase during the current year is the
basis for fixing sum insured for annual policy”. The Insured is required to furnish
all transits that takes place during the particular time period for coverage under
the policy and premium adjustment.
3. Declaration Policy : “An alternative to annual policy is declaration policy. A
policy can be obtained for any specific amount so that every dispatch to be insured
for transit risks can be declared as agreed to and accounted until the sum insured
is exhausted. The policy can be extended for a further sum. In case of declaration
policies, one has to take a policy equivalent to 3 month's estimated dispatches,
which can be extended any number of times. All the dispatches should be declared
without exception as per terms agreed to”.
4. Special Declaration: “If sum insured selected is more than Rs. 2 crores, a special
declaration policy can be obtained for which volume discount in premium is
allowed. The annual dispatches should be reasonably be estimated and the policy
taken. However, the sum can be extended for a couple of times in extraordinary
cases of genuine reasons. In case of special declaration policies, the minimum
sum insured should be Rs.2 crores and the policies should be for sums equivalent
to estimated annual dispatches. The declarations can be made at an agreed period
(even after a loss). As the entire premium has to be paid in advance, volume
discounts are offered.”
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5. Open Cover: “It is a memorandum of agreement by which the insured will set
out the terms of cover and rates of premium for one-year transaction of marine
dispatches. The open cover is not a policy and it is not negotiable. A Certificate
of insurance is issued for each declaration duly stamped for appropriate value and
the Certificate will be negotiable”.
6. Duty Policy: A deviation in Marine Insurance is to issue custom duty payable for
imports by the same Marine Policy though there may not be any transit risks
involved. In case of CIF contracts, the exporter to the extent of CIF values would
have arranged the Insurance only. Custom Duty payable, any, would be the
responsibility of the importers and they can separately obtain Custom Duty policy
on 'standalone basis'. Another special feature of custom duty policy is that it is a
pure indemnity policy and the insured is paid the exact amount of loss of custom
be obtained before the vessel reaches the port of destination. Duty policy covers
duty liability as a result of loss or damage to the consignment. The policy should
the port of discharge.
7. Increased Value Policy :Increased value, if goods imported are damaged in
transit and such goods can be procured locally at prices higher than the CIF +
custom duty, the increased value policy covers such difference in value. This is
purely an indemnity policy and for the benefit of the insured only and cannot be
assigned to others. The policy should be obtained before the overseas vessel
reaches the port of destination.
8. Marine Delays (Marine LOP): In case of new project where equipment has to
be procured indigenously or by imports, any loss or damage to the equipment
during transit may involve ordering of fresh equipment which leads to delay in
completion of the project, commencement of production and thereby loss of
profits. The financial institutions who are interested in timely completion of the
project for their debt servicing, would like this risk covered by an Insurance
contract and the Marine (cargo) insurance policy can be extended against what
are known as “Consequential loss due to Marine Delay”' or “Simply Delay StartUp”.
9. Marine Policy as a part of Builders Risk (Marine-cum-Erection): In case of
Marine-cum-Erection Insurance policy, Marine risks are followed by storage
risks, followed by erection and testing. In a project site, it is not possible to
examine any internal damage to the consignment and such losses don't surface till
the time of erection. If any damage were found at the time of erection attributable
to transit risks, the marine policy and erection policy bear 50% each of the cost of
damage. This is possible only if both marine policy and erection policy is taken
from the same insurers.
10. Time Policy: It is one under which the insurance is effected for a specified period
of time, usually not exceeding twelve months. Time policies are generally used in
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connection with the insurance of ship. Thus if the voyage is not completed with
in the specified period, the risk shall be covered until the voyage is completed or
till the arrival of the ship at the port of call
11. Mixed Policies: It is one under which insurance contract is entered into for a
certain time period and for a certain voyage or voyages, e.g., Kolkata to New
York, for a period of one year. Mixed Policies are generally issued to ships
operating on particular routes. It is a mixture of voyage and time policies.
12. Valued Policies: It is one under which the value of subject matter insured is
specified on the face of the policy itself. This kind of policy specifies the settled
value of the subject matter that is being provided cover for. The value which is
agreed upon is called the insured value. It forms the measure of indemnity in the
event of loss. Insured value is not necessarily the actual value. It includes (a)
invoice price of goods (b) freight, insurance and other charges (c) ten to fifteen
percent margin to cover expected reasonable profits . Unvalued policy:- It is the
policy under which the value of subject matter insured is not fixed at the time of
effecting insurance but has to be ascertained wherever the subject matter is lost or
damaged.
13. Open policy: An open policy is issued for a period of 12 months and all
consignments cleared during the period are covered by the insurer. This form of
insurance policy is suitable for big companies that have large shipments. It saves
them the tedious and expensive process of acquiring an insurance policy for each
individual shipment. The rates are fixed in advance, without taking the total value
of the cargo being shipped consideration. The assured has to declare the nature of
each shipment, and the cover is provided to all shipments. The assured also
deposits a premium for the estimated value of the consignment during the policy
period.
14. Floating Policy: A merchant who is a regular shipper of goods can take out a
‘floating policy’ to avoid operation and waste of time involved in taking a new
policy for every shipment. This policy stands for contract of insurance in general
terms. It does not include the name of the ship and other details. The details are
required to be furnished through subsequent declarations. Thus, the insured takes
a policy for a huge amount and he informs the underwriter as and when he makes
shipment of goods. The underwriter goes on recording the entries under the
policy. When the sum assured is exhausted, the policy is to be “fully declared” or
“run off”
15. Block Policy: This policy covers other risks also in addition to marine risks. When
goods are to be transported by ship to the place of destination, a single policy
known as block policy may be taken to cover all risks. E.g. when the goods are
dispatched by rail or road transport for shipment, a single policy cover all the risks
from the point of origin to the point of destination.
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PIRATES OR SEA ROBBERS
Pirates or Sea Robbers are who prey on other ships and rob them of their
goods and sometimes capture the ship itself for their own purposes.
Different Types of Pirates:
(A)Privateers: The Privateers were lawful pirates who were authorized by
their government to attack and pillage ships of enemy nations. They shared
their profits with the government.
(B) Buccaneers: The Buccaneers were pirates and privateers who operated
from bases in the West Indies, and attacked Spanish shipping in the
Caribbean.
(C) Corsairs: The Corsairs were Muslim or Christian pirates who were
active in the Mediterranean from the sixteenth to the nineteenth centuries.
As per Data provided by the navy showed 46 pirate attacks in the area in
2012, compared with 222 in all of 2011 and 239 in 2010. Nine of the piracy
attempts in 2012 (till date) have been successful, according to the data,
compared with 34 successful attacks in all of 2011 and 68 in 2010,
ASSIGNMENT OF MARINE POLICY
Marine Policy Insurance Policy may be transferred by assignment unless the terms of
the policy expressly prohibit the same. The policy may be assigned either before or
after loss. The assignment may be made either by endorsement of the policy itself or
on a separate document. The insured need not give a notice or information to the
insurer about assignment. In case of death of the insured, a marine policy is
automatically assigned to his heirs.
At the time of assignment, the assignor must possess an insurable interest in the subject
matter insured. An insured who has parted with or lost interest in the subject matter
insured cannot make a valid assignment. After the occurrence of the loss, the policy
can be assigned freely to any person. The assignor merely transfers his own right to
the assignee.
1.11

MARINE POLICY AND ITS CLAUSES

“The policy of marine insurance may contain several clauses. Some of the clauses are
common to all marine policies while others are included to meet special requirements
of the insured. Hull, cargo and freight policies have different standard clauses. There
are standard clauses which are invariably used in marine insurance. Firstly, policy are
constructed in general, ordinary and popular sense, and, later on, specific clauses are
added to them according to terms and conditions of the contract”. Some of the
important clauses in a marine policy are described below:
1. Valuation Clause: This clause states the value of the subject matter insured, and
also the basis of valuation, as agreed upon between both parties.
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2. Sue and Labour Clause: This clause authorizes the insured to take all possible
steps to avert or minimize the loss or to protect the subject matter insured in case
of danger. The insurer is liable to pay the expenses, incurred by the insured for
this purpose.
3. Waiver Clause: “This clause is an extension of the above clause. The clause
states that any act of the insured or the insurer to protect, recover or preserve the
subject matter of insurance shall not be taken to that the insured wants to forgo
the compensation, nor will it mean that the insurer accepts the act as abandonment
of the policy”.
4. Touch and Stay Clause: “This clause requires the ship to touch and stay at such
ports and in such order as specified in the policy. Any departure from the route
mentioned in the policy or the ordinary trade route followed will be considered as
deviation unless such departure is essential to save the ship or the lives on board
in an emergency”.
5. Warehouse to Warehouse Clause: This clause is inserted to cover the risks to
goods from the time they are dispatched from the consignor's warehouse until
their delivery at the consignee's warehouse port of destination.
6. Inchmaree Clause: “This clause covers the loss or damage caused to the ship or
machinery by the negligence of the master of the ship as well as by explosives or
latent defect in the machinery or the hull”.
7. Free of Particular Average (F.P.A). and Free of All Average (F.A.A) Clause:
The F.P.A. (Free of Particular Average), clause relieves the insurer from particular
average liability. The F.A.A. (free of all average) clause relieves the insurer from
liability arising from both particular average and general average.
8. Lost or Not Lost Clause: “Under this clause, the insurer is liable even if the ship
insured is found to be lost prior to the contact of insurance, provided the insured
had no knowledge of such loss and does not commit any fraud. This clause covers
the risks between the issue of the policy and the shipment of the goods”.
9. Running down Clause: This clause covers the risk arising out of collision
between two ships. The insurer is liable to pay compensation to the owner of the
damaged ship. This clause is used in hull insurance.
10. Free of Capture and Seizure Clause: This clause relieves the insurer from the
liability of making compensation for the capture and seizure of the vessel by
enemy countries. The insured can insure such abnormal risks by taking an extra
‘war risks’ policy.
11. Continuation Clause: This clause authorizes the vessel to continue and complete
her voyage even if the time of the policy has expired. This clause is used in a time
policy. The insured has to give prior notice for this and deposit a monthly prorate
premium.
12. Barratry Clause: This clause covers losses sustained by the ship owner or the
cargo owner due to wilful misconduct of the master or crew of the ship.
13. Jettison Clause: Jettison means throwing overboard a part of the ship's cargo so
as to reduce her weight or to save other goods. This clause covers the loss arising
out of such throwing of goods. The owner of jettisoned goods is compensated by
all interested parties.
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14. At and From Clause: This clause covers the subject matter while it is lying at
the port of departure and until it reaches the port of destination. It is used in voyage
policies. If the policy consists of the word “from”’ only instead of “at and from”
the risk is covered only from the time of departure of the ship.
1.12






NATURE OF MARINE POLICIES
Marine policies, except increased policies, are freely assignable. Marine policy
document is a fundamental requirement for discounting invoices with local
bankers without waiting for the importer to receive the overseas shipments and
pay the invoices.
Even for sale contract on FOB basis when the insurable interest ceases ( once
goods are placed overboard by the seller) by a notional extension of principle of
insurable interest, the risk can be covered by “Seller's Contingency Policy”.
Consignments sold without the support of a 'letter of credit’ can also be insured
for importer default to pay by "Export Credit Guarantee Corporation of India".

But for the Marine insurance policies, the trade, industry and commerce would not
have developed to the present levels of turnovers anywhere in the world. A
manufacturer can export their produce with confidence as their dispatches have the
support of marine insurance policies, and they can also discount their bills with local
bankers without waiting for the bills being paid by the overseas importers after they
receive the goods which may take months by ocean transit. Marine Insurance Policy
is one of the important documents besides Invoice and Bill of Lading.
While there is no tariff rate of premium and the insurers can charge any rate depending
upon the nature of goods, the mode of transport/ shipment, type of package, the voyage
route and the past claims experience. However, extended covers like SRCC and War
risks (for overseas cargo) risks are governed by special regulations and the premiums
collected will be credited to the Central Government.
Shipping vessels are listed according to their age, drought weight, flag and their
classification by GIC. for approval. Full details of every shipping vessel built
anywhere in the world would be available in “Lloyd's Register” (issued by Lloyd's of
London). Minimum standards are fixed. Any vessel falling short of these standards
will attract loading of premium. Service Tax and Stamp duty is always collected from
the insured separately along with premiums.
Except, in the case of increased value policies, no formal proposal form eliciting
insurance history, claims history or matters relating to physical or moral hazards,
which are common in all other policies, is called for. However, simple details of the
property in transit, type of packing, made of transport and values are to be provided in
Marine Questionnaire being that all Marine Insurance policies (cargo) are easily
assignable to anyone and one should have insurable interest at the time assigned by
simply endorsing the policy on its reverse.
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“Open Cover” is a memorandum of agreement between the two parties
and it is not negotiable. “Increased Value Policy” is obtained to take care of market
fluctuation of prices and it can be obtained much after dispatch of goods but before
the vessel reaches the port of discharge. A completed proposal form is required in this
case.
MARINE INSURANCE POLICY CONDITIONS
The “Standard Form of Marine Insurance Cover” includes standard policy conditions
known as “Clauses”, which are attached to the policy document. These clauses define
(a) the Time Period, (b) Scope and (c) Coverage of the marine policy. In case of
international trade and transit, the clauses drafted by the technical and clauses
committee of the Institute of London underwriters are adopted globally to maintain
uniformity. Therefore, these are popularly known as "INSTITUTE.... CLAUSES". In
case of exclusive inland transit, the clauses drafted by “Tariff Advisory Committee
(TAC)” are used by the insurers. These are called as Inland Transit Risk Clauses.
WARRANTIES
There are the three important principles: (a) Good faith, (b) indemnity, and (c)
insurable interest. It is also necessary that all the marine insurance contracts must fulfil
the warranties forming part of policy.
The “Warrantee” means “a condition which is basic to the contract of insurance”. The
breach of which entitles the insurer to avoid the policy altogether. If the warranty is
not complied with by the insured the contract comes to an end.
Exceptions of Warranties:
There are two exceptions where the breach of warranty is excused and does not affect
that insurer's liability: (a) Where owning to change in the circumstance the warranty
is inapplicable and (b) Where due to enactment of a subsequent law the warranty
becomes lawful.
Types of Warranties: Warranties are of two types (A) Express, and (B) implied.
TYPES OF WARRANTIES
(A) Express Warranties
(B) Implied Warranties
“An express warranty is one which
is expressed or clearly stated in the
contract and it can be easily
ascertained whether it has been
fulfilled or not. For instance a marine
policy usually contains the following
express warranties:
(i) The ship will sail on a specified
day.

“The implied warranty on the other hand,
is not expressly mentioned in the contract
but the law takes it for granted that such
warranty exists. An express warranty does
not exclude implied warranty unless it is
inconsistent therewith. Implied warranties
do not appear in the policy documents at all,
but are understood without being put and as
such are automatically applicable. These are
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(ii)

The ship is safe on a particular
day.
(iii) The ship will proceed to the
port of destination without any
deviation.
(iv) The ship is neutral and will
remain so during the voyage”.

included in the policy by law. General
practice, long established custom or usage.
For instance a marine policy usually
contains the following Implied warranties:
(i) Sea-Worthiness of the ship
(ii) Legality of Voyage
(iii)Non-deviation of the ship route.”

Types of implied warranties: The important implied warranties are discussed below:
(a) Sea-Worthiness of the ship: The ship is sea worthy when it is in a fit condition
as to repair, equipment, etc, to encounter the ordinary perils of the voyage. This
implies that the ship must be suitably constructed, properly equipped and manned,
sufficiently fuelled and provisioned and capable of withstanding the ordinary
strain and stress of the voyage. It must not be overloaded.
(b) Legality of Voyage: The journey undertaken by the ship must be for legal
purposes. Carrying prohibited or smuggled goods is illegal and therefore, the
insurer shall not be liable for the loss.
(c) Non-Deviation of the Ship Route: It is assumed that the ship will maintain the
same route as stated in the policy in ordinary course, but in case of peril it is
permitted to deviate. If the ship does not follow the route, the insurer will not be
liable even if the ship regains her route before any loss takes place, the insured
remains liable for any loss which might have occurred prior to the deviation.
TYPES OF MARINE LOSSES
A loss arising in a marine adventure due to perils of the sea is a marine loss. Marine
loss may be classified into:
TYPES OF MARINE LOSS
(a) Total Loss

(b) Partial Loss
This may be divided in to:
(i)
General average and
(ii)
Particular Average

1. Total loss: A total loss implies that the subject matter insured is fully destroyed
and is totally lost. It can be: “Actual total loss” or “Constructive total loss”.
In Actual Total Loss subject matter is completely destroyed or so damaged that it
ceases to be a thing of the kind insured such as (a) sinking of ship, (b) complete
destruction of cargo by fire, etc.
In case of Constructive Total Loss the ship or cargo insured is not completely
destroyed but is so badly damaged that the cost of repair or recovery would be
greater than the value of the property saved such as a ship dashed against the rock
20

and is stranded in a badly damaged position. If the expenses of bringing it and
repairing it would be more than the actual value of the damaged ship, it is
abandoned.
2. Partial loss: “A partial loss occurs when the subject matter is partially destroyed
or damaged” The Partial loss can be “General Average” or “Particular Average”.
The “General Average” refers to the sacrifice made during extreme circumstances
for the safety of the ship and the cargo. This loss has to be borne by all the parties
who have interest in the marine adventure. A loss caused by throwing overboard
of goods is a general average and must be shared by various parties.
The “Particular Average” may be defined as a loss arising from damage
accidentally caused by the perils insured against. Loss is borne by the underwriter
who insured the object damaged. If a ship is damaged due to bad weather the loss
incurred is a particular average loss.
1.13

REGULATIONS OF MARINE INSURANCE BUSINESS

Marine insurance business is important in international and subject to national law and
international regulations in every stage of its operations. It is also governed by the
oldest insurance law called the “Marine Insurance Act 1906” subsequently amended
as the “Marine Insurance Act 1963 in India” and which is guided by the various rules/
clauses formulated by the “Institute of London Underwriters (ILU)” and the
International Commercial Terms now known as “Incoterms” developed by “ICC
(International Chamber of Commerce)”.
Thus in India Marine insurance is subject to the following statutes and international
regulations for import and export insurance and hulls insurance.
Marine
Statutes

Insurance Marine Insurance
International
Rules
&
Regulations

 The Insurance
Act 1938 with
Insurance Rules
1939
 The
Marine
Insurance
Act,1963
 The Stamp Act
1899

• ICC Regulation
Incoterms2000
• The Hague Rules
1924
• The Hague –Visby
Rules 1968
• The Hamburg
Rules

Institute
Clauses of ILU
for
import
/export
insurance
• Institute Cargo
Clauses
(A),
(B), and (C)
• Institute War
Clauses
(CARGO)
•
Institute
Strikes Clauses
(CARGO)

Institute
Clauses
for
Hull Insurance

• Institute Time
Clauses (ITC)Hulls
(1.10.83)
•
Institute
Voyage Clauses
–
Hulls
(1.10.83)
- in case of
insurance for a
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 The
Foreign
Exchange
Management
Act
 Rules and laws
relating
to
carriage
or
recovery.
 The
Multimodal
Transportation
of Goods Act
1993
with
UNCTAD/ICC
Rules
for
Multimodal
Transportation
Documents
 The
Indian
Carriage
of
Goods by Sea
Act,1925
(as
amended)
 The
Indian
Railways Act
1989
 The
Carriers
Act, 1865
 Indian Carriage
of Goods by Air
Act, 1943 and
Warsaw
Convention of
1929
 Indian
Post
office Act, 1898
 Major
Port
Trust Act, 1963
 Indian
Port
Trust Act, 1908
 Customs Act,
1962

• Institute Cargo
Clauses (AIR)
• Institute War
Clauses (AIR
CARGO)
• Institute Strike
Clauses (AIR
CARGO)

particular
voyage
•
Institute
Fishing Vessel
Clauses
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The underwriters are well equipped with institute clauses, which are attached with
policies. But the underwriters need also to refer the relevant provisions of the Marine
Insurance Act and the Incoterms in marine insurance management always. The major
types of marine insurance products sold to business buyers are seven main types of
contracts: 1) Voyage Policy. 2) Time Policy. 3) Valued Policy. 4) Open Policy. 5)
Floating Policy. 6) Builders Risk Policy. 7) Open Cover.
Product
1)Voyage Policy

Description
This is a policy in which the limits
of the risk are determined by place
of particular voyage.
It is designed to give cover for
2)Time Policy
some specified period of time, say,
for example, 1st April to 31st
December.
3)Valued Policy It specifies the agreed value of the
subject matter insured, which is not
necessarily the actual value.
The value of the subject matter
4)Open Policy
insured is not specified at the time
of effecting insurance.
It describes the insurance in
5)Floating
general terms, leasing the names of
Policy
the ship or ships to be defined by
subsequent declaration.
6)Builders Risk It is designed to cover risks
incidental to the building of vessel.
Policy

7)Open Cover

1.14

An agreement between the assured
and his underwriter under which
underwriter accepts all shipments
coming with the scope of open
cover.

Feature
Generally used for goods
insurance, sometimes for
freight insurance.
Time policies are usual in
the case of hull insurance.

These policies are not
common now-a-days.
Insured is entitled to get
only up to actual loss
incurred.
Provides a long-term
contract
for
goods
insurance.
In the case of large
vessels, the period may be
extended over several
years.
It is a kind of blanket
insurance providing for
marine
insurance
in
advance and to be assured
to cover at all times.

LET US SUM UP

“Marine insurance is a branch of no-life insurance. It has developed over centuries. It
plays a very important role in both national as well as international trade. Marine
insurance is closely connected with important commercial institutions like banking
and shipping and assist the development of trade and commerce and thereby the
economy of a country. Marine insurance, is a contract under which the insurer
undertake to indemnify the insured against financial losses incidental to marine
adventures. Losses that occurs during transit of goods either by rail/road, sea or air.
Marine Insurance and marine cargo insurance cover the loss or damage of vessels at
23

sea or on inland water ways, and of cargo in transit regardless of the mode of transit.
When the owner of the cargo and carrier are separate corporations, marine cargo
insurance typically compensates the owner of cargo for losses sustained from fire,
shipwreck, etc., but excludes losses that can be recovered from the carrier or the
carrier's insurance. Many marine insurance underwriters will include "time element"
coverage in such policies, which extends the indemnity to cover loss of profit and other
business expenses attributable to the delay caused by a covered loss. Marine risks
usually relate to the ship and cargo. The businessman and the ship owner always want
to ensure the safe arrival of their cargo and ship.”
.
1.15

KEY TERMS

 Marine Insurance: is an arrangement by which the insurance company agrees
to compensate the owner of the ship or cargo against the risks involved in marine
ventures.
 Marine Insurance Covers: a large number of risks including sinking, burning
of ship, accident, stormy wind collision of ships, Jettison explosion, sea dacoities
etc, causing losses to the ship and cargo and many other perils of the sea.
 Marine Insurance Contract: is an agreement whereby the insurer undertakes to
indemnify the insured, in the manner and to the extent thereby agreed, against
transit losses, that is to say losses incidental to transit.
 Cargo Insurance: which provides insurance cover in respect of loss of or damage
to goods during transit by rail, road, sea or air.
 Hull Insurance: is concerned with the insurance of ships (hull, machinery, etc.).
 Marine Policy: This is a document which is an evidence of the contract of marine
insurance.
 Open Policy: An open policy is also known as ‘floating policy’. It is worded in
general terms and is issued to take care of all “shipments” coming within its scope.
 Open Cover: An open cover is particularly useful for large export and import
firms-making numerous regular shipments who would otherwise find it very
inconvenient to obtain insurance cover separately for each and every shipment.
 Bill of Lading: Bill of Lading is a document which serves as evidence that the
goods were actually shipped. It also gives the particulars of cargo.
 Cover Note: A cover note is a document granting cover provisionally pending the
issue of a regular policy. It happens frequently that all the details required for the
purpose of issuing a policy are not available.
1.16

SELF-ASSESSMENT QUESTIONS

1. Define Marine Insurance ? Discuss the Characteristics and features of Marine
Insurance ?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------24

2. Discuss the classification of Marine Insurance? What are the procedure of
obtaining Marine Insurance Policy ?
----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------3. Discuss the Marine Policy ? Discuss various clauses of Marine Insurance ?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------1.17

FURTHER READINGS

(a) Banking and Insurance”, Gordon, E. And Gupta, P.K , Himalaya Publishing
Company, New Delhi.
(b) “Insurance : Theory and Practice”. Tripathy and Pal, Himalaya Publishing
Company, New Delhi.
(c) “ Principles of Insurance Law”, M. N. Srinivasan , Wadhwa & Co.
(d) “Insurance Law and Practice”, Rajiv Jain , Vidhi Publication Private Limited.
(e) “ Insurance Manual”, Taxmann Publication Private Limited.
(f) “Manual of insurance Laws”, Bharat Publication Private limited
(g) “Principle and Practice of Insurance”. P. Paniasamy, Himalaya Publishing
Company, New Delhi.
(h) “Insurance Principles and Practice”, M. N. Mishra, S. Chand & Co., New Delhi.
(i) Annual Report IRDA 2018-19.
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a)
b)

MODEL QUESTION
Discuss in detail about Regulations of Marine Insurance Business ?
Meaning of Marine Perils ? Draw the Subject matter of Marine Insurance ?
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UNIT-2

AGRICULTURAL INSURANCE

Structure
2.0
2.1
2.2
2.3
2.4
2.5
2.6
2.7
2.8
2.9
2.10
2.11
2.12
2.13
2.14
2.15
2.16
2.0

Learning Objectives
Introduction
Need of Crop Insurance.
Types of Crop Insurance.
Different Schemes of Crop Insurance.
Problem and Challenges of Crop Insurance.
Categories of Agricultural Insurance.
Agricultural Insurance Schemes.
Types of Agricultural Insurance Schemes.
Problems related to Agricultural Insurance
Crop Insurance in India
Let us sum up
Key Terms
Self – Assessment Questions
Further Readings
Model Questions
Self – Assessment Questions and Answers
LEARNING OBJECTIVES

After reading this unit you will:
1. Need and types of Crop Insurance..
2. Know the Problems and challenges of Crop Insurance.
3. Know the Agricultural Schemes and its types, Problems related issues of such
insurance.
4. Know the status of Crop Insurance in India.
2.1

INTRODUCTION

The Agriculture production and farm incomes in India are affected due to natural
disasters such as (a) droughts, (b) floods,(c) cyclones, (d) storms,(e) landslides and
(f) earthquakes. The Susceptibility of agriculture to these disasters is compounded by
the outbreak of epidemics and man-made disasters such as: (a) fire, (b) sale of spurious
seeds,(c) fertilizers and pesticides, (d) crashes etc. Occurrences of one or more of
above event may affect the farmers to tune of loss in production and farm income
With the growing commercialization of agriculture, the magnitude of loss due to
unfavourable eventualities is increasing and need to be protected by way of insurance.
Agricultural insurance is considered to be an important system to effectively encounter
the risk to output and income resulting from various natural and manmade events. The
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“Agricultural Insurance” is a means of protecting the agriculturist against financial
losses due to uncertainties that may result in agricultural losses; arising out of named
or all unforeseen perils beyond their control. Further, Agricultural Insurance in the
country has not made much headway even though the need to protect Indian farmers
from agriculture vulnerability has been a continuing concern.
2.2

MEANING AND NEED OF CROP INSURANCE

The Crop insurance was conceived as an instrument of risk management process in
agriculture. Further, it is a measure to provide relief to innumerable farmers whose
crops are damaged by one or the other means or causes. Thus, the Crop insurance is
an alternative available to manage risk in yield loss by the farmers. The causes are
practically from all natural factors beyond their control such as”
1) “Rainfall (Drought or excess Rainfall)”,
2) “Flood”,
3) “Hailstorms”,
4) “Other weather variables like (Temperature, Sunlight, Wind)”,
5) “The pest infestation”,
1)

It is an Insurance arrangement aiming at mitigating the financial losses suffered
by the farmers due to damage and destruction of their crops as a result of various
production risks.
2) It is also brings stability under / low area cultivation.
3) It is also protects the farmers/ cultivators against financial loss on the account
of anticipated crop loss arising out of practically all natural factors beyond their
control covering almost all natural disasters such as (a) Adverse weather, (b)
flood, (C) Drought (d) pest and (e) diseases.
4) To encourage the farmers to adopt progressive farming or new practices, with
high value in-puts and higher and efficient technology in Agriculture.
5) To help stabilize farm incomes, particularly in disaster time period..
6) The fluctuation of weather such as: (a) “Rainfall”, (b) “Temperature,
Humidity”, (c) “Wind and Cyclone”, (d) “Hailstorm”, (e) “Pest and Diseases”,
(f) “Fire”, (g) “Quality of Inputs”,(h) “Soil” and (i) “Market prices”.
7) The Crop Insurance acts as financial security to farmers by mitigating the risks
associated with agriculture.
8) Crop Insurance provides compensation to the insured farmers in the event of
crop losses due to various factors such as deficit rainfall, excess rainfall, high
temperature, low temperature etc.
9) The Crop insurance also compensates insured farmers during adverse
atmospheric/ climatic conditions. It not only covers the farm losses but also
encourages investment on farming for next time period/ season.
10) The Crop insurance also helps in making availability of necessary credit to the
farmer on a continuous basis regardless of the inconsistencies of agricultural
performance.
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11) The Crop insurance also helps the risk average farmer to behave as a risk-neutral
profit maximizing entrepreneur by planning for optimal resource allocation so
that his resource use is higher under insurance coverage.
12) The Crop insurance which contributes to “self-reliance and self-respect” among
farmers as in case of crop loss they can claim compensation as a matter of right.
13) Under crop insurance, the sum insured for the policy is equivalent to scale of
finance decided for notified crop in notified district.
14) Under this case, Farmers have to pay a premium amount, which is charged by
insurance company, to insure the crop in specified location for defined risks and
policy periods during the season.
2.3

TYPES OF CROP INSURANCE

TYPES OF CROP INSURANCE
Based on Perils Based on Object Based
on Based on Scope
Insured
Insured
Administration
and Application
Single
Peril Single
Insurance
Insurance
All
Peril Multiple
Insurance
Insurance

Crop Public Insurance
Private Insurance
Crop

Voluntary Insurance
Compulsory
Insurance

Table: Crop Insurance Gross Direct Premium in India (GDPI) during 2009-10
to 2018-19.
Year
Crop Insurance in Crop Insurance
Crop Insurance
Crore
Gross Claim(%)
Net Claim(%)
2009-10
1520
92.2
116.3
2010-11
1950
71.1
74.5
2011-12
2577
80.2
77.3
2012-13
3297
101.4
97.9
2013-14
3395
106.2
104.4
2014-15
2740
116.9
108.54
2015-16
3521
75.8
99.7
2016-17
6980
120.0
119.8
2017-18
7893
105.4
102.2
2018-19
27,624
90.5
101.2
Source: Indian Non-Life Insurance Industry Year book 2018-19.
2.4
Sl.No
1

DIFFERENT SCHEMES OF CROP INSURANCE
Year
1970

Scheme
The Expert committee on Crop Insurance appointed by
Government of India.
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2

1973

3

1979
1985

4

1997
1999

5
6

2000
2007

7

2010
2013

8

2014

9

2016

2.5

The “General Insurance Corporation (GIC)” set up by
Government of India to do all types of insurance business
throughout nation with four subsidiaries
Introduction of “Pilot Crop Insurance Scheme(PCIS)”.
The “Comprehensive Crop Insurance Schemes (CCIS)” by GIC
started in the year 1985.
Introduction of “Experimental Crop Insurance Scheme(CCIS)”
The “National Agricultural Insurance Scheme (NAIS) launched
GOI in
1999” National Agricultural Insurance Scheme
(NAIS)launched to protect the farmers against losses suffered by
them due to crop failures on account of natural calamities like;
floods, drought, hailstorms, cyclone, pests and diseases etc.
“Seed Crop Insurance” introduced for 11 crops in 10 states
Introduction of
“Weather Based Crop Insurance
Scheme(WBICS)”
“MNAIS “was launched. It is modified version of NAIS. It was
initially launched in 50 districts of India”.
The government further improved and diversified crop insurance
scheme, by launching the “National Crop Insurance Programme
(NCIP)”.It has three components: MNAIS, WBCIS and the
Coconut Palm Insurance Scheme (CPIS)”.
FIIs (Farm Income Insurance Scheme) inaugurated by MOA and
AIC jointly.
The “Pradhan Mantri Fasal Bima Yojana” which is so called
(Prime Minister's Crop Insurance Scheme). The Government of
India has further updated the schemes by bringing out the Pradhan
Mantri Fasal Bima Yojana (2016). This scheme has re-emphasised
the role of all agencies related to the implementation of crop
insurance schemes, directed for the management of the scheme at
the state level and district levels to take effective care of
implementation, and almost all types of yield losses along with
prevented sowing, post harvest losses and localised calamities are
to be covered”.

PROBLEM AND CHALLENGES OF CROP INSURANCE

1. Claim Settlement subject to Delay: The most important challenge is claim
Settlement. Thus, Claims are an insurance scheme’s moment of truth and a delay
in claims dissemination can cause sufficient discomfort. To address such issue,
the use of new technology in claims checking / assessment is being thought off
from a long time. A lot of work is being done on remote sensing technology,
wherein the crop health can be checked to a great extent by using “NDVI
(Normalized Difference Vegetation Index)” signatures. Stakeholders should sit
together to decide how to use this data to decrease the number of “Crop Cutting
Experiments (CCEs)”. This will also reduce the financial burden on states as well
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as insurance companies and also improve efficiency which will enable timely
claim settlement.
2. Awareness of Insurance as regards to Low Levels: The biggest selling point
for any product is its timely adoption by its targeted customers. This has been one
of the chink in the armour of the crop insurance schemes of India. This is a main
challenge area as a lot of farmers need to be still made aware of the benefits of
having their crops covered by such insurance policy. Thus, they need to be
educated on the coverage offered and on what’s covered and what’s not covered
by the various schemes. The insurers and the Government all together can hence
do wide range outreach programmes aiming towards simplification of the policy
clauses and conditions to the farm sector at grassroots level. This would also help
to build a positive image about these schemes which despite having a claims ratio
of around 70 percent are often doubted for their reliability in protecting a farmer’s
financial interest. The major schemes implemented in the past are follows: (a)
National Agriculture Insurance Scheme (NAIS), (b) Modified National
Agriculture Insurance Scheme (MNAIS), (c) Weather Based Crop Insurance
Scheme (WBCIS) and (d) National Crop Insurance Programme (NCIP).
3. Lack of Professionalism: Although Insurance is the subject matter of solicitation,
unprofessional practices are prevalent in India. The innocent people are also
cheated by unscrupulous Advisors who do not elaborate the benefits and coverage
of the policy to the customers.
4. Lack of skill and Knowledge: The states like (a) Punjab, (b) Haryana, (c) Madhya
Pradesh, (d) Western Uttar Pradesh farmers usually do not have any skill and
knowledge about insurance and which remain without cover against risk exposure.
Thus, the Small farmers have no incentive or subsidy in matters Insurance
premium. However in many cases farmers do not take interest in obtaining
insurance from banks and financial institutions.
5. Farmer’s Suicide: In the present scenario, farmers’ debts to private moneylenders
is a serious issue. It is due to poor implementation of numerous state-sponsored
programmes and debt relief schemes and reveals huge gaps in formal banking
channels in rural India. This has led to numerous cases of suicide by farmers across
length and breadth of the country.
6. Personal point of view : The main reasons for the farmers suicide is due to (a)
bankruptcy for indebtedness, followed by (b) family problems, framing related
issues, (c) other causes, (d) illness, (e) drug abuse/ alcoholic addiction, (f)
poverty, marriage related issues, (g) property issues, (h) fall in social reputation.
It is most painful and eventful issue in India which needs immediate attention of
Government and Policy makers. They must pay special attention and remedial and
preventive as well as corrective measures should be taken.
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7. Renewal of Policies: After the occurrence of the catastrophe losses, there is a rush
for insurance cover, particularly for life and assets. But this is also short lived, and
in majority of cases these policies are not renewed. Another issue is the easy access
to the insurance products is still an issue. The problem of scaling up small scale
schemes to encompass large rural areas is the biggest hurdle in enhancing overall
penetration rates.
2.6

CATEGORIES OF AGRICULTURAL INSURANCE

There are two major categories of agricultural insurance:
(a) Single Peril Coverage: Single peril coverage offers protection from “Single
Hazard” and
(b) Multi-Peril Coverage.: Multiple- peril provides protection from “Several
Hazards”.
In India, Multi-Peril crop insurance programme is being implemented, considering the
overwhelming impact of nature on agricultural output and its disastrous consequences
on the society, in general, and farmers, in particular.
The agriculture insurance scheme was examined and introduced after Independence
in 1947. This is an assurance given in this regard by the then Ministry of Food and
Agriculture (MOFA) in the Central Legislature to introduce crop and cattle insurance,
a special study was commissioned during 1947-48 to consider whether insurance
should follow an “Individual approach” or a “Homogenous area Approach”. The
study favoured “Homogenous area Approach” even as various agro-climatically
homogenous areas are treated as a single unit and the individual farmers in such cases
pay the same rate of premium and receive the same benefits, irrespective of their
individual fortunes.
Further, the Government has also introduced a Crop Insurance Bill in year 1965 and
circulated a model scheme of crop insurance on a compulsory basis to State
governments for their views. The bill provided for the Central government to frame a
reinsurance scheme to cover indemnity obligations of the States. However, none of
the States stated positive remark / favoured the scheme because of the financial
obligations involved in it. Moreover, on receiving the feedback and reactions of the
State governments, the subject was referred to an Expert Committee headed by the
then Chairman, Agricultural Price Commission, in July, 1970 for full checking as well
as examination from the (a) economic point of view ,(b) administrative, point of view
(c) financial point of view and (d) actuarial point of view as implications of the subject.
CROP INSURANCE
(a) The Crop insurance policies are mostly seasonal in nature with a great majority
of policies running for a maximum period of four to five months.
(b) The risk period follows the crop season (possibly from sowing to harvesting) and,
thus, it is largely point of static.
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(c) The nature of strict crop seasonality and the marketing window for crop insurance
is very narrow.
(d) Further, all crop insurance policies are settled on “Agreed Value” basis and,
therefore, fixing the appropriate amount of sum insured assumes significance.
(e) It’s for this reason the sum insured is fixed mostly lower than the “value of
production (vop)”’.
(f) The sum insured in case of weather index insurance should normally be based on
the “cost of production (cop)”, however in case of some crops it could be little
higher than “cop”, but in no case should it be higher than ¾th of “vop”.
(g) The Crop insurance is a social instrument (safety-net) from the government’s
angle.
(h) It ensures that the subsidies are equitably distributed over a large number of
farmers, than a few farmers with high sum insured value.
There are two approaches to crop insurance, namely such as :
A. “The Individual Approach Method”: where yield loss of individual farms
forms the basis for indemnity payment.
B. “The Homogeneous Area Approach Method”: where a homogeneous crop
area is taken as a unit for assessment of yield and the payment of indemnity.
Firstly, this scheme has operated on a so called “Area Approach” which means that
the states would notify the unit areas of insurance such as: (a) blocks, (b) Mandals, (c)
Tehsil etc. The states would also notify the areas on the basis of past yield data, as
yield data is crucial/ important for crop insurance. Further, the success of this scheme
was dependent on the availability of the data.
Secondly, “the states needed to notify the unit areas on the basis of part yield data and
Crop Cutting Experiments (CCEs) every year well in advance. Most states did not
follow these prerequisites. The result was that Insurance companies started crying foul
because payable claims turned out to be several fold higher than the premium charged
and subsidy paid. It was assumed that the states would share the premium subsidy but
somehow most states were reluctant to do so., The NAIS was latter modified and was
called Modified NAIS or M-NAIS. In this scheme, the area approach was done away
with and the premium would be calculated on actuarial basis”.
“It is important to mention in the beginning that crop insurance is based on either Area
approach or Individual approach. The Area approach is also based on “Defined
Areas” which could be a district, or a “Taluk”, or a “Block” or a “Mandal” or any
other “smaller contiguous area”. The indemnity limit originally was 80 per cent,
which was changed to 60 per cent, 80 per cent and 90 per cent corresponding to high,
medium & low risks areas. The actual average yield per hectare for the defined area is
determined on the basis of “Crop Cutting Experiments (CCE)”. These CCES are the
same conducted as part of “General Crop Estimation Survey (GCES)” in various
states. If the actual yield in Crop Cutting Experiments (CCEs) of an insured crop for
the defined area falls short of the specified guaranteed yield or threshold yield, all the
insured farmers growing that crop in the area are entitled for claims”.
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The formula of Claims Calculation: “(Guaranteed Yield – Actual Yield) Sum
insured of the farmer (Guaranteed Yield)”. The claims are paid to the credit
institutions in the case of loanee farmers and to the individuals who insured their crops
in the other cases i.e. Non=Loanee farmers.. The credit institution would adjust the
amount against the crop loan and pay the residual amount, if any, to the farmer. The
Area yield insurance is practically an all-risk insurance.

National
Crop
Insurance
Scheme
(NAIS)

2.7

CROP INSURANCE IN INDIA
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DIFFERENT AGRICULTURAL INSURANCE SCHEMES

First Individual Approach Scheme 1972-1978: “This scheme was based on
"Individual Approach" and included groundnut, wheat and potato. The scheme was
implemented in the states of Andhra Pradesh, Gujarat, Karnataka, Maharashtra. Tamil
Nadu and West Bengal. Further, different forms of experiments on agricultural
insurance on a limited, ad-hoc and scattered scale started from 1972-73 when the
General Insurance Corporation (GIC) of India introduced a Crop Insurance Scheme
on H-4 cotton. Moreover, general insurance business was nationalized and, General
Insurance Corporation of India was set up by an Act of Parliament. The new General
Insurance Corporation carried over the experimental scheme in respect of H-cotton”.
Pilot Crop Insurance Scheme (PCIS) 1979-1984: “The Pilot Crop Insurance
Scheme was launched by the GIC in year 1979. The scheme covered cereals, millets,
oilseeds, cotton, potato and chickpea and it was confined to loanee farmers of
institutional sources on a voluntary basis. Subsequent to the aforesaid experimental
scheme a study was commissioned by the “General Insurance Corporation of India”
and entrusted to “Prof.V.M. Dandekar” to suggest a suitable approach to be followed
in the scheme. The recommendations were accepted and it was agreed to provide
insurance cover against a decline in crop yield below the threshold level”.
“The premium paid was shared between the Central Government and State
Governments in the ratio of 2:1. The maximum sum insured was 100 per cent of the
crop loan, which was later increased to 150 per percent. The Insurance premium
ranged from 5 to 10 per cent of the sum insured. The Premium charges payable by
small/ marginal farmers were subsidized by 50 per cent shared equally between the
state and central governments. Pilot Insurance scheme 1979 was implemented in 12
states till 1984-85 and covered 6.23 lakh farmers for a premium of Rs.195.01 lakhs
against claims of Rs.155.68 lakhs in the entire period”.
33

Comprehensive Crop Insurance Scheme (CCIS) 1985-99: This scheme was
adopted in 15 states and 2 UTs. This scheme was also linked to short term credit and
implemented based on the "Homogenous Area Approach". Till Kharif 1999, both
PCIS and CCIS were confined only to farmers who borrowed seasonal agricultural
loan from financial institutions. The main distinguishing feature of the two schemes
was that PCIS was on voluntary basis whereas CCIS was compulsory for loanee
farmers in the participating states/UTs.
Experimental Crop Insurance Scheme (ECIS) 1997-98: This is a new type of
scheme, namely “Experimental Crop Insurance” scheme which was introduced during
Rabi 1997-98 season with the intention to cover even those small and marginal
farmers who do not borrow from institutional sources. This scheme was also
implemented in fourteen (14) districts of five (05) states. This Scheme also
provided 100 per cent subsidy on premium. Further, as demanded by various states
from time to time attempts were made to modify the existing CCIS. However,
during 1997, the premium and claims were shared by Central and State Governments
in 4:1 ratio. The scheme covered 4.78 lakh farmers for a sum insured of Rs.172 crores
and the claims were Rs.39.78 crores against a premium of Rs.286 28 crores. The
scheme was discontinued after one season based on its experience “National
Agricultural Insurance Scheme” was started.
National Agricultural Insurance Scheme (NAIS) 1999: “The National Agricultural
Insurance Scheme (NAIS) was introduced in the country from the “Rabi Season”
of 1999-2000. It covers all food grains, oilseeds and annual horticultural / commercial
crops for which past yield data are available for an adequate number of years. The
annual commercial and horticultural crops such as : (a) sugarcane, (b) potato, (c)
cotton, (d) ginger, (e) onion, (f) turmeric, (g) chillies , (h) coriander, (i) cumin,(j) jute,
(k) tapioca, (l) banana and (m) pineapple, are covered under the scheme. The
Agricultural Insurance Company of India (AIC) which was incorporated in
December, 2002, and started operating from April, 2003, took over the
implementation of NAIS. This scheme is available to both loanees and non-loanees.”.
2.8

TYPES OF AGRICULTURAL INSURANCE SCHEMES

The Agriculture insurance in India concentrated only on crop sector and confined to
compensate yield. Further, some other type of insurance schemes have also come into
operation in the country which goes beyond yield and also cover the non-crop sector.
These include such as : (a) Farm Income Insurance Scheme, (b) Rainfall Insurance
Scheme, (c) Livestock Insurance Scheme. All these schemes except rainfall insurance
and various crop insurance schemes used above remained in the realm of public sector.
Farm Income Insurance: The Farm Income Insurance Scheme started on a pilot basis
during 2003-04 to provide income protection to the farmers by integrating the
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mechanism of insuring yield as well as market risks. Under the NAIS scheme the
farmer's income is ensured by providing minimum guaranteed income.
Livestock Insurance: The Livestock insurance is provided by public sector insurance
companies and the insurance cover is available for almost all livestock species.
Normally, an animal is insured up to 100 per cent of the market value. The premium
is 4 per cent of the sum insured for general public and 2.25 per cent for “Integrated
Rural Development Programme (IRDP)” beneficiaries. The government subsidizes
premium for IRDP beneficiaries.
Weather Based Crop Insurance / Rainfall Insurance: During the year 2003-04 the
private sector came out with some insurance products in agriculture based on weather
parameters. The insurance losses due to weather, such as (a) excess or deficit rainfall,
(b) aberrations in sunshine, (c) temperature and humidity, etc. could be covered on the
basis of “weather index”. If the actual index of a specific weather event is less than
the threshold, the claim becomes payable as a percentage of deviation of actual index.
(1). National Crop Insurance Scheme (NAIS)
“The National Crop Insurance Scheme (NAIS), with the aim to increase coverage
of farmers, crops and risk commitment, was introduced in the country from Rabi
1999-2000 replacing the erstwhile Comprehensive Crop Insurance Scheme (CCIS).
The main objective of the Scheme was to protect the farmers against the crop losses
suffered on account of natural calamities”.
(2 ). Modified National Crop Insurance Scheme (MNAIS)
“To improve further and make the Scheme easier and more farmer friendly, a
proposal on Modified National Crop Insurance Scheme (MNAIS) was prepared and
was approved by Government of India for implementation on pilot basis in 50
districts from Rabi 2010-11 seasons. After evaluation of impact of pilot, the scheme
is being implemented as a full-fledged component of NCIP from Rabi 2013-14”.

(3 ). Weather Based Crop Insurance Scheme (WBCIS)
“With the objective to bring more farmers under the fold of Crop Insurance, a Pilot
Weather Based Crop Insurance Scheme (WBCIS) was launched in 20 States in
2007. The Scheme provides insurance protection to farmers against adverse weather
incidences, such as deficit and excess rainfall, high or low temperature, humidity
etc. WBCIS is implemented as a full fledged component of NCIP from Rabi 201314”.
(4 ). Coconut Palm Insurance Scheme (CPIS)
“The Coconut Palm Insurance Scheme (CPIS) was approved for implementation on
pilot basis for the years 2009-10 onwards in the selected areas of coconut grown
states. Now the CPIS is being implemented as a full-fledged component scheme of
NCIP from Rabi 2013-14 in all Coconut growing States”.
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(5 ). National Crop Insurance Programme (NCIP)
“To make the Crop Insurance Schemes more farmer friendly, a restructured Central
Sector Scheme in the name of ‘National Crop Insurance Programme’ (NCIP) was
introduced from Rabi 2013-14. The existing MNAIS, WBCIS and CPIS were
merged under this programme with various improvements and changes for
implementation throughout the country”.
(6). New Crop Insurance Scheme 2016:
“The cabinet has cleared a new crop insurance scheme which will go into
implementation on 13th January 2016 from the next Kharif season and will probably
feature prominently in the upcoming budget. This will subsume the other insurance
schemes already in place that have fallen short of their objectives. Further, bringing
up the crop insurance scheme, the government has taken the right initiative in
moving away from plain subsidies, towards a market oriented approach”.
2.9

PROBLEMS RELATED TO AGRICULTURAL INSURANCE

The issues related to agriculture are of two types. One is (a) issues concerning or
related to existing scheme namely NAIS, and another is (b) issues of general nature
which go beyond the present mechanisms for agricultural insurance.
ISSUES RELATED TO AGRICULTURAL INSURANCE
(A) Issues concerning or related to
(B) Issues of General Nature which go
Existing Scheme namely NAIS.
beyond the present mechanisms for
Agricultural Insurance.

(a) Issues Related to NAIS: The farming community at large does not seem to be
satisfied with the partial expansion of scope and content of crop insurance scheme
in the form of NAIS over Comprehensive Crop Insurance Scheme (CCIS). There
were several issues relating to its operation, governance and financial
sustainability. Under the Indian conditions, implementing of a crop insurance
scheme at the "Individual Farm Unit Level" is best with problems encountered
such as:
1. The Non-availability of the past records of land surveys, ownerships, tenancy
and yields at individual farm level.
2. The Small size of farm holdings.
3. The Remoteness of hamlets and inaccessibility of some farm-holdings.
4. The large variety of crops, varied agro-climatic conditions and package of
practices, and
5. Inadequate infrastructure.
(b) Threshold / guaranteed yield: Presently, Guaranteed Yield, based on which
indemnities are calculated, is the moving average yield of the preceding three
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years for rice and wheat, and preceding five years for other crops multiplied by
the level of indemnity. The concept does not provide adequate protection to
farmers, especially in areas with consecutive adverse seasonal conditions, pulling
down the average yield.
(c) Levels of Indemnity: “At present, the levels of indemnity are 60 per cent, 80 per
cent and 90 per cent corresponding to high, medium and low risk areas. It is
perceived that the 60 per cent indemnity level, does not adequately cover the risk,
especially in the case of small/medium-intensity adversities, since losses get
covered only if and when, the loss exceeds 40 per cent. Consequently, suggestion
was made that instead of three levels of indemnity there should be only two levels
of indemnity, viz. 80 per cent and 90 per cent”.
(d) Extending risk coverage to prevented sowing / planting, in adverse seasonal
conditions: The NAIS under the existing mode covers risk only from sowing to
harvesting. Many a times sowing/planting is prevented due to adverse seasonal
conditions and the farmer loses not only his initial investment, but also the
opportunity value of the crop. A situation where the farmer is prevented from even
sowing the field, is a case of extreme hardship and this risk must be covered.
(e) Coverage of Post-Harvest losses: In some states, crops like paddy are left in the
field for drying after harvesting. Quite often, this “cut and spread” crop gets
damaged by cyclones, floods, etc., especially in the coastal areas. Since, the
existing scheme covers risk only up to the harvesting, these post-harvest risks are
outside the purview of insurance cover. This issue was examined in the light of
difficulties in assessing such losses at the individual level.
(f) On-Account Settlement of Claims: The processing of claims in NAIS begins
only after the harvesting of the crop. Further, claim payments have to wait for the
results of Crop Cutting Experiments (CCEs) and also for the release of requisite
funds from the Central and state governments.
(g) Service to Non-Loanee Farmers: The awareness about the scheme is poor, partly
due to lack of adequate localized interactions and substantially due to the lack of
effective image building and awareness campaigns.
(h) NAIS being a Multi-Agency Approach: The implementing agency presently has
no presence, except in the state capitals The scheme is marketed to non-loanee
farmers through the rural credit agencies. These farmers are neither familiar nor
comfortable in going to the distantly-located credit agencies. Dedicated rural
agents, who could provide service supported by the effective communication and
training programs, would be a needed initiative (Planning mission, 2007).
(i) Premium sharing by Financial Institutions: Crop Insurance claims are paid for
adverse seasons, against the loan availed, which in any case could not have been
repaid by the farmer. The claim amount is automatically adjusted against the
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outstanding crop loan, leading to the recovery of dues for the financial institutions
(Fls), and providing farmer eligibility for fresh loan. In other words, Crop
Insurance helps the flow of credit, to crop production.
(j) Agricultural insurance in several ways. “In case farmers are asked to pay full
premium themselves then chances of adoption of insurance are bleak. There is a
need for some subsidisation by government. It can provide information, on
weather patterns, locations of farms and crops, incidence and history of crop
yields. It can help to meet the costs of the research to be undertaken before starting
an agricultural performance program. It can also provide reinsurance”.
(k) Crop insurance program: “This work as collateral security, therefore also
benefit banks. When claims are paid, bank first adjust the claim against their
outstanding dues, and balance, if any, is credited to the farmers”.
2.10

CROP INSURANCE IN INDIA: A NEW ROAD MAP

There are different crop insurance schemes in the country, when the Congress
Government had launched a “Comprehensive Crop Insurance Scheme (CCIS) 1985”.
Further, in 1997-98, the Government re-launched the scheme but it continued till 1999.
Again in 1999, Government also launched a new scheme, namely “National
Agricultural Insurance Scheme (NAIS)” but there were some loopholes/problems in
the scheme. The NAIS scheme was implemented only in 14 States of India. The
insurance settlements were handled by the insurance company named, Agriculture
Insurance Company of India Ltd (AIC). Under NIAS, the insurance premium rates
were 1.5 percent to 3.5 percent of the total sum assured for food crops like (a)
pulses,(b) oilseeds, (c) cereals, etc. But, for commercial crops like cotton and
horticultural crops, the actuarial premium rates were charged.
“Further, the NIAS facilities were given according to the areas where the calamities
are frequent and later it was converted into MNIAS such as “Modified NIAS”. The
MNIAS was also not a successful project as it was applied in 6 States of India. These
schemes were not successful because of several reasons such as (a) low awareness, (b)
low sum insured amount and (c) slow claim process etc. Further, “As per the reports
of Home Ministry, in 2015, there were 207 draught hit districts throughout the country
where the farmers suffered great economic losses on crop cultivation. Also reports
show that more than 300 districts were affected by irregular rainfall”. This resulted in
a large number of farmer suicides as there was no strong insurance plan to get through
the losses and start afresh. Over 3000 farmers have chosen the path of suicide in the
last three years. Most suicide cases were registered with the state of Maharashtra.” So,
to encounter this problem and to provide a good financial support to the farmers of the
country, the Government has launched the new crop insurance scheme by making
some alterations in the existing scheme. The new scheme is named as “Pradhan Mantri
Fasal Bima Yojana (PMFBY)”. Under this new crop insurance plan, the premium rates
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will be discounted from the existing rates for all types of crop like Kharif crops, Rabi
crops, horticulture crops and commercial crops.
NEED OF CROP INSURANCE IN INDIA
1) The Crop insurance is the one of the alternative which is available to manage risk
in yield loss by the farmers.
2) It is a mechanism to reduce the overall impact of income loss on the farmer
(family and farming).
3) “Thus, it is a means of protecting farmers against the probable variations in their
yield, resulting from uncertainty of practically all natural factors beyond their
control such as rainfall (drought or excess rainfall), flood, hails, other weather
variables like (temperature, sunlight, wind), the pest infestation, etc”.
4) “It is also a financial tool to minimize the impact of loss in farm income by
factoring in a large number of uncertainties occurring which affect the crop yields
of the farmers”.
5) “It is a risk management alternative process, where the production risk element is
transferred to another party at a cost, which is called Premium”.
6) To design and implement an appropriate insurance programme for the agriculture
is therefore very complex process and a challenging task.
7) “There are two approaches to crop insurance, namely, the individual approach
method, where yield loss on individual farms forms the basis for indemnity
payment, and the homogeneous area approach method, where a homogeneous
crop area is taken as a unit for assessment of yield and the payment of indemnity.
In fact in both the cases the reliable and the dependable yield data for past 8-10
years are needed for the fixing premium on actuarially sound basis”.
“India is a land of farmers where the maximum proportion of rural population depends
on agriculture. Agriculture is the backbone of Indian economy. The Govt. of India is
also dedicated to protect its farmer’s community’s interest always which not only help
in sustaining the livelihood of our farmers, but also increase the yield of crops grown.
Further, there are several natural hindrances which impact and prevent growth of
crops. Several difficult situation are encountered by farmers like droughts, irregular
rainfall, floods, etc. Further, these natural calamities result in the poor yield of crops
and as the crops gets damaged in midway and production gets reduced”.
Moreover, another important concern is when there is an over production of the crops,
which happens sometimes, then the market demand falls and thus the farmers do not
good prices for their crops and they suffer great losses. This leads to greater economic
losses for farmers and in some cases even, farmers have committed suicide. Thus in
order to provide financial support to the farmers of this country, the Govt. of India has
replaced the old crop insurance plan and it has drafted a new one this year, for the
welfare of our farmers. This is a big initiative which will change the destiny of Indian
farmers in the near future.
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PRADHAN MANTRI FASAL BIMA YOJANA (PMFBY)
INTRODUCTION:
“Pradhan Mantri Fasal Bima Yojana” (PMFBY) which is the new crop damage
insurance scheme that has been approved by the Union Cabinet in January 2016. It
clearly indicates how our present government is seriously concerned for alleviating
the problems of our farming communities in India and wants to provide every help
to them always, who are the back bone of Indian Economy”.
OBJECTIVES OF PMFBY:
 The New crop insurance scheme will bring about a major transformation in the
lives of farmers. A great initiative to transform Indian farming life style.
 The Scheme is a Laudable measure taken by Govt., as it is focussing more on
Crop Insurance which is the most vulnerable part of agriculture.
 The scheme is Inclusive and will surely help the farmers of our country at the
time of distress.
 The new scheme is significant as the country is facing drought for the second
straight year due to poor monsoon rains and the government desire to enhance
insurance coverage to more crop area to protect farmers from vagaries of
monsoon.
BENEFITS OF THE SCHEME:
(a) The Low Premium rates and Total Coverage under Insurance of Crops, Farmers
will benefit financially.
(b) The widening meaning of the term Disaster (like Flooding of Crops and
Damage after Harvest) ,will enlarge the Protection base and hence beneficial to
farmers.
(c) Post Harvest Losses are also included, so it will provide safety and confidence
to the Farmers.
(d) The time Bound Payment of Losses will prevent delays and further worsening
of Farmers's distress condition.
(e) Reduce Farmers' Suicide (Since Crop Failure and Financial Distress earlier was
undressed but now ensured).
(f) The usage of technology like mobile phone, quick assessment of damage and
disbursement within a timeframe.
It will replace the existing two crop insurance schemes National Agricultural
Insurance Scheme (NAIS) and the Modified form of NAIS.
“The new scheme will come into force from the Kharif season starting in June this
year. Crops covered the scheme covers kharif, rabi crops as well as annual
commercial and horticultural crops. For Kharif crops, the premium charged would
be up to 2 percent of the sum insured. For Rabi crops, the premium would be up to
1.5 percent of the sum assured. For annual commercial and horticultural crops,
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premium would be 5 per cent. The remaining share of the premium will be borne
equally by the central and respective state governments. Insurance”.
“There will be one insurance company for the whole state. Private insurance
companies will be roped in along with Agriculture Insurance Company of India
Limited (AIC) to implement the scheme. Losses covered: Apart from yield loss, the
new scheme will cover post-harvest losses also. It will also provide farm level
assessment for localised calamities including hailstorms, unseasonal rains,
landslides and inundation”.
2.11

LET US SUM UP

Agricultural production and farm incomes in India are frequently affected by natural
disasters such as droughts, floods, cyclones, storms, landslides and earthquakes. There
are man-made disasters such as fire, sale of spurious seeds, fertilizers and pesticides,
price crashes, etc. All these events severely affect farmers through loss in production
and farm income, and are beyond the control of farmers. Thus, Crop Insurance is
considered to be an important mechanism to address the risks to output and income
resulting from various natural and manmade events. The Prime Minister’s Fasal Bima
Yojana (PMFBY) has been implemented from Kharif 2016. The major schemes
implemented in the past are National Agriculture Insurance Scheme (NAIS), Modified
National Agriculture Insurance Scheme (MNAIS), Weather Based Crop Insurance
Scheme (WBCIS) and National Crop Insurance Programme (NCIP).
2.12

KEY TERMS

1) Crop Insurance : This is an Insurance arrangement aiming at mitigating the
financial losses suffered by the farmers due to damage and destruction of their
crops as a result of various production risks.
2) Single Peril Coverage: The Single peril which coverage of offers protection from
single hazard.
3) Multi-Peril Coverage.: The Multiple- peril which provides protection from
several hazards.
4) National Crop Insurance Scheme (NAIS): The main objective of the Scheme
was to protect the farmers against the crop losses suffered on account of natural
calamities. The main aim was to increase coverage of farmers, crops and risk
commitment, was introduced in the country from Rabi 1999-2000 replacing the
erstwhile Comprehensive Crop Insurance Scheme (CCIS)..
5) Modified National Crop Insurance Scheme (MNAIS): The Scheme easier and
more farmer friendly, a proposal on Modified National Crop Insurance Scheme
(MNAIS) was prepared and was approved by Government of India for
implementation on pilot basis in 50 districts from Rabi 2010-11 seasons. After
evaluation of impact of pilot, the scheme is being implemented as a full-fledged
component of NCIP from Rabi 2013-14.
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6) Weather Based Crop Insurance Scheme (WBCIS): The Scheme provides
insurance protection to farmers against adverse weather incidences, such as deficit
and excess rainfall high or low temperature, humidity etc. The objective to bring
more farmers under the fold of Crop Insurance, a Pilot Weather Based Crop
Insurance Scheme (WBCIS) was launched in 20 States in 2007. WBCIS is
implemented as a full fledged component of NCIP from Rabi 2013-14.
7) Coconut Palm Insurance Scheme (CPIS): The Coconut Palm Insurance
Scheme (CPIS) was approved for implementation on pilot basis for the years
2009-10 onwards in the selected areas of coconut grown states. Now the CPIS is
being implemented as a full-fledged component scheme of NCIP from Rabi 201314 in all Coconut growing States.
8) National Crop Insurance Programme (NCIP): The aim was to make Crop
Insurance Schemes more farmer friendly approach. It is also a restructured Central
Sector Scheme in the name of ‘National Crop Insurance Programme’ (NCIP) was
introduced from Rabi 2013-14. The existing MNAIS, WBCIS and CPIS were
merged under this programme with various improvements and changes for
implementation throughout the country.
9) Pradhan Mantri Fasal Bima Yojana (PMFBY): This is the new type of crop
damage insurance scheme that has been approved by the Union Cabinet in January
2016.
2.13

SELF-ASSESSMENT QUESTIONS

1) Discuss the Need and types of Crop Insurance ?
-----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------2) What are the different Schemes of Crop Insurance ? What are problems and
challenges of Crop Insurance ?
-----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------3) What is Agricultural Insurance ? Discuss the problems related to Agricultural
Insurance?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------
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2.14

FURTHER READINGS

1) Banking and Insurance”, Gordon, E. And Gupta, P.K , Himalaya Publishing
Company, New Delhi.
2) “Insurance : Theory and Practice”. Tripathy and Pal, Himalaya Publishing
Company, New Delhi.
3) “ Principles of Insurance Law”, M. N. Srinivasan , Wadhwa & Co.
4) “Insurance Law and Practice”, Rajiv Jain , Vidhi Publication Private Limited.
5) “ Insurance Manual”, Taxmann Publication Private Limited.
6) “Manual of insurance Laws”, Bharat Publication Private limited
7) “Principle and Practice of Insurance”. P. Paniasamy, Himalaya Publishing
Company, New Delhi.
8) “Insurance Principles and Practice”, M. N. Mishra, S. Chand & Co., New Delhi.
9) Annual Report IRDA 2018-19.
2.15

MODEL QUESTION

1) Discuss the types of Agricultural Insurance and its Categories?
2) What is the concept and objectives of Pradhan Mantri Fasal Bima Yojana?
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3.0

LEARNING OBJECTIVES

After reading this unit you will:
 Understand the concept, Coverage and Classifications of Motor Insurance.
 Know basic Principles and Chronology of Motor Insurance.
 Discussion on types of Motor Insurance Policy and Motor Vehicle
(Amendment) Bill 2016.
 Discussion on the role of Insurance Information Bureau of India and procedure
of claim Settlements.
3.1

INTRODUCTION

Motor Vehicle insurance comes under miscellaneous types of insurance. Insurance
companies have to maintain a separate section due to large business scope in this type
of insurance. It is a tariff driven business. Under motor-vehicle insurance standardized
and uniform covers, premium rates, regulation and policy forms are used. Every
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individual who owns a motor vehicle assumes various types of risks. These risks are
broadly grouped into two types:
(i) The Legal liability arising out of death/ bodily injuries to Third Party and
their property
(ii) The Loss/damage of own vehicle.
Under Motor insurance, the motor vehicle is the asset / property, which is exposed to
loss, or damage. The insured has insurable interest on the motor vehicle, which entitles
him/ her to insure. The insured also has also exposure to legal liability towards the
third party for injury/death caused by negligent use of the vehicle. Thus, insured has
insurable interest to protect himself against vicarious liability. “Motor insurance
policy is a contract between the insured and the insurer in which the insurer promises
to indemnify the insured against financial liability arising out of repair/replacement of
accidentally damaged Motor Vehicle.” The Motor Vehicles Act in 1939 mainly
focuses on safeguarding the interests of pedestrians.
According to the Act, a vehicle cannot be used in a public place without insuring
against third part liability. According to Section24 of Motor Vehicles Act 1939, “No
person shall use or allow any other person to use a motor vehicle in a public place
unless the vehicle is covered by a policy of insurance.”
1.
2.
3.
3.2

Motor Vehicle Insurance came into force in England in 1895.
The First Policy was issued under Motor Insurance to cover Liability to
Third Party.
Motor Vehicle Act was passed in India in the year 1939.
MEANING OF MOTOR INSURANCE

In recent times, there has been an increase in number of motor vehicles plying in
Public places and also a huge increase in number of Motor Accidents. Thus, every
vehicle which is driven on roads has to be compulsorily insured. The Motor Vehicle
Insurance policy is package combining coverage of the vehicles including accessories
against accidental loss or damages as well as loss of life/injury to Third party.
The Persons driving vehicles may cause losses and injuries to other persons. Every
individual who owns a motor vehicle is also exposed to certain other risks. These
include damage to his vehicle due to (a) “Accidents”, (b) “Theft”, (c) “Fire”, (d)
“Collision” and (e) “Natural Disasters” and also (f) “Injuries to himself”.
Motor vehicle Act, came into force in the year 1939 in India. The Compulsory
insurance was introduced by motor vehicle act to protect the pedestrians and other
third parties. The Claims for damages may arise due to (a) Possession of Car, (b) Usage
and Maintenance of Car. The Motor Insurance Policy will pay the financial liability
arising out of these risks to the insured person.
Motor insurance provides protection to the owner of vehicle against:
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The damages to his/her vehicle and
Further, pays to cover legal liability of the Insured for any third party
Injury/Death as well as damage to third party property, decided as per law,
against the owner of the vehicle.

The third party insurance is a compulsory requirement. Under motor vehicle Act, the
owner of the vehicle is legally liable for any injury or damage to third party or property
caused by or arising out of the use of the vehicle in a public place.
“In terms of the Motor Vehicle Act, 1988, it is a punishable offence to drive a motor
vehicle in public place without insurance. In order to comply with Sec 32D of the
Insurance Act, 1938, the Authority, in consultation with the Insurance Advisory
Committee issued the IRDAI (Obligations of Insurers in respect of Motor Third Party
Insurance Business) Regulations, 2015 on 2nd June 2015 stating the methodology for
the minimum obligation of Insurers transacting motor insurance business. Further, the
year 2019-20, out of the Twenty five (25) General Insurers, (02) Two insurers did not
comply with the minimum obligation with respect to motor third party insurance
business. The matter is under examination from the regulatory perspective. All the
public sector insurers complied with the Motor Third Party obligations for the
financial year 2019-20. Considering that significant time has elapsed from the
issuance of the Regulations, and also in the light of the Supreme Court judgement on
issuance of Long-Term Motor Third Party (TP) policies as well as certain concerns
raised by various insurers, it was decided to review the Regulations. A Working Group
was formed to review the current framework during August 2019.The Working Group
has submitted its report during April 2020 which is under examination.”
Table: Road Accidents and number of persons killed during 2015-16 to
2019-20.
Year
Total No. %
Total No. %
Total No. %
of Road Change
of
Change of
Change
Accident
persons
persons
(In Nos.)
killed
injured
(In Nos.)
(In Nos.)
2015-16 5,01,423
------1,46,133 -----5,00,279
-----2016-17 4,80,652
(-4.14)
1,50,785 3.18
4,94.624
(-1.13)
2017-18 4,64,910
(-3.28)
1,47,913 1.90
4,70,975
(-4.78)
2018-19 4,67,044
0.46
1,51,417 2.37
4,69,418
(-0.33)
2019-20 4,49,002
(-3.86)
1,51,113 (-0.20)
4,51,361
(-3.85)
Source: Road-Accidents in India 2019 Ministry of Road Transport and Highways
3.3

DEFINITION OF MOTOR INSURANCE

Motor Insurance policy is “a contract between the insured and the insurer in which the
insurer promises to indemnify the financial liability in event of loss to the insured”.
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Motor Vehicles Act in 1939 was passed mainly to safeguard the interests of
pedestrians. According to the Act, a vehicle cannot be used in a public place without
insuring against third part liability. According to Section 24 of vehicle Act, “No person
shall use or allow any other person to use a motor vehicle in a public place, unless
vehicle is covered by a policy of insurance.”
Table: Gross Direct Premium in India (GDPI) Motor own Damage Insurance
(in Rs. Crore)
Year
Number of Claims of Number of Claims of Motor Third Party
Own Damage
Third party liability Claims
segments
(Rs. In Crores)
2009-10 10,013
5,573
14,59,736
2010-11 12,408
6,355
14,40,922
2011-12 15,295
9,679
15,56,285
2012-13 18,090
12,460
16,73,452
2013-14 19,572
15,237
15,19,036
2014-15 20,730
17,615
15,77,693
2015-16 22,714
21,036
15,87,602
2016-17 25,140
26,573
18,58,454
2017-18 27,745
32,935
11,87,904
2018-19 28,092
38,046
13,15,936
Source: Indian Non-Life Insurance Industry Year book 2018-19.
3.4

COVERAGE OF MOTOR VECHICLE INSURANCE

Under OD section of the Motor Insurance Policy, the losses to vehicle due to following
perils are generally covered:
(i)
Fire,
(ii)
Explosion,
(iii) Self-ignition,
(iv)
Lighting
(v)
Burglary/House breaking/Theft.
(vi)
Riot and Strike.
(vii) Earthquake.
(viii) Flood,
(ix)
Storm,
(x)
Cyclone,
(xi)
Hurricane,
(xii)
Tempest,
(xiii) Inundation,
(xiv) Hailstorm, Frost.
(xv) Accidental External Means.
(xvi) Terrorism Acts.
(xvii) Landslide/Rockslide.
47

3.5

CLASSIFICATION OF MOTOR VECHICLES

The Motor Vehicles Act for the purpose of insurance the vehicles are classified into
three broad categories such as follows:
1. Private Cars
a) Private Cars: The vehicles used only for social domestic and pleasure
purposes
b) Private vehicles:
1. Motorcycle Scooters,
2. Auto cycles, and
3. Mechanically assisted pedal cycles.
2. Commercial vehicles
1) Goods carrying vehicles,
2) Passengers carrying vehicles,
3) Miscellaneous & Special types of vehicles
The risks under motor insurance are of two types:
1) Legal liability arising out of (a) bodily injury, (b) death or (c) damage caused to
the property of others
2) Loss or damage to one's own vehicle; injury to or death of self and other occupants
of the vehicle.
Table: Some causes of accident as per Interview based survey by Ford India
(Cartesy 2.0) (in Percent)
Details
Delhi Mumbai Chennai Bengaluru Hyderabad Kolkata
Talk
on 47
56
58
52
66
70
phone while
Driving
Drive
on 51
57
55
48
63
65
wrong side
Use dipper at 29
45
55
32
33
71
night
Use Indicator 28
47
65
35
38
72
for
Lane
change
Wear
29
43
74
35
43
66
Seatbelt on
Front Seat
Follow
32
40
69
36
41
72
Traffic
Lights
Maintain
25
40
71
32
34
71
Safe distance
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Multi
task 80
while
Driving
Stop abruptly 72
on road
Open door 29
carefully

67

41

73

64

33

63

38

67

63

34

39

71

37

35

68

Source: Dash, Deepak.(2021)”95% of Drivers unaware of half of the rules:
survey”, The Times of India, 17th January 2020,p.10.
3.6

TYPES OF MOTOR INSURANCE POLICY COVERAGE

Two types of insurance policies provide motor insurance cover:
(a) Liability only Policy (Third Party Insurance)
(b) Package Policy (Liability only Policy + Loss to owner's Vehicle usually called
O.D. Cover)
3.7

TYPES OF MOTOR POLICY COVERAGE

Motor Insurance is mainly of two types such as (a) Motor Own Damage (MOD) and
(b) Third Party Liability or / Motor Third Party (MTP).
Motor
Own Motor Own Damage (MOD): Insurance gives protection to the
vehicle owner against damages to his/ her vehicle and the Sum
Damage (MOD)
Insured.
“Motor Own Damage (MOD) Insurance policy” reflects the
value of the motor vehicle determined based on the concept
known as Insured’s Declared Value (IDV)”.
“Insured’s Declared Value (IDV): is the value arrived at
based on the Manufacturer’s present value and depreciation
based on the age of the Vehicle”.
Third
Party “The Third Party Liability or Motor Third Party (MTP):
Liability or / Insurance pays for any Third Party Liability determined as per
Motor
Third law against the owner of the vehicle”.
Party (MTP).
“Third Party Liability or Motor Third Party (MTP): Insurance
is a statutory requirement. The owner of the vehicle is legally
liable for any injury or damage to third party life or property
caused by or arising out of the use of the vehicle in a public
place”.
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Driving a motor vehicle without insurance in a public place is
a punishable offence as per the Motor Vehicles Act, 1988.
3.8

MOTOR VECHICLE INSURANCE EXCLUSIONS

Under the Motor Vehicles Insurance Policy, the following contingencies are generally
excluded:
(i)
“Not having a valid driving license”.
(ii)
“Under Influence of intoxicating liquor/drugs”.
(iii) “Accidents taking place beyond Geographical limits”.
(iv)
“Vehicle is used for Unlawful Purposes”.
(v)
“Electrical/Mechanical Breakdowns”.
3.9
Year
1939

1988

2011
2014
2016

CHRONOLOGICAL DEVELOPMENT OF MOTOR INSURANCE
Developments of Motor Insurance
“The Motor Vehicles Act, 1939 (MV Act, 1939) was mandated to provide
relief to Third Parties who meet with road-accidents caused by a negligent
Motor vehicle driver”.
“Indian and International Road and Vehicle Safety Standards as
recommended by Expert Committee Report under the Chairmanship of
Mr S Sundar for the Review of the Motor Vehicles Act”.
The 12th Five Year Plan Sub-group on Road Safety and Human Resource
Development.
The National Transport Development Policy Committee Report .
“The Central Government constituted a Group of Sate Transport
Ministers during April 2016, under the Chairmanship of “Mr. Yunus Khan
(Minister for Transport, Rajasthan)” to recommend reforms in road
transport sector.
The Committee recommended that amendment to Motor Vehicles Act,
1988 is required on an urgent basis. Thus, the Motor Vehicles
(Amendment) Bill, 2016 was introduced in Lok Sabha on 9th August 2016
by the Minister of Road Transport and Highways, Mr. Nitin Gadkari”.

3.10

BASIC PRINCIPLES OF MOTOR INSURANCE

Motor Insurance being a contract; like any other contract; which has to fulfil the
requirements of a valid contracts laid down in the Indian Contracts Act 1872. Further,
in addition it has certain special features common to other insurance contracts. They
are:
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PRINCIPLES OF MOTOR INSURANCE
Utmost Good Insurable
Indemnity
Faith
Interest

Subrogation
and
Contribution

Proximate
Cause

The Details as follows:
1. Utmost Good Faith: The principle of Utmost good faith means an obligation on
the part of insured to disclose all the material tracts. The material facts must be
disclosed to the insurer at the time of entering into the contract. Further, all the
information given in the proposal form should be true and complete. Correct
information about the driving history, physical health of the driver, type of vehicle
etc. Moreover, if any of the mentioned material facts declared by the insured in
the proposal form are found inaccurate by the insurer at the time of claim it may
result in the claim being repudiated.
2. Insurable Interest: For a valid insurance contract it is necessary on the part of
the insured to have an insurable interest in the subject matter of insurance. The
presence of insurable interest in the subject matter of insurance gives the person
the right to insure. The interest should be pecuniary and must be present at
inception and throughout the term of the policy. Thus, the insured must either
benefits by the safety of the property or must suffer a loss on account of damage
to it.
3. Indemnity: Motor Insurance contracts are contracts of indemnity. The indemnity
means reimbursing the exact monetary/ financial loss. Primarily it aims at keeping
the insured in the same position as he/she was before the loss occurred and thus
prevent him/her from making a profit from insurance policy.
4. Subrogation and Contribution: Subrogation comes into picture only in case of
damage or loss caused by third party. Subrogation refers to transfer of insured's
right of action against a third party who caused the loss to the insurer. Thus, the
insurer who pays the loss can take up the assured place and sue the party that
caused the loss in order to minimise his outgo which he has already indemnified
the assured by way of claim payment. The insurer derives this right only after the
payment of loss to the insured. Contribution ensures that the indemnity provided
is proportionately borne by other insurers in case of double insurance.
3.11

MOTOR INSURANCE POLICIES

The Motor Vehicles Act, 1939 has made it compulsory for the motorists to insure
against the risk of liability to third parties. The vehicles for the purpose of insurance
are classified as below; primarily on the basis of use of vehicle;
(i) “Private Car” (not used for carrying passengers for hire or reward)
(ii) “Commercial vehicles” such as (a) Goods Carrying Vehicles,(b) Passenger
Vehicles,(c) Tractors and others.
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(iii) Motor Cycles, Scooters and Auto cycles.
3.12

TYPES OF MOTOR INSURANCE POLICY

The All India Motor Tariff governs motor insurance business in India. According to
the Tariff of all classes of vehicles can use two types of policy forms.
They are Form A: known as Act Policy is a compulsory requirement of the motor
vehicle act. Further, use without such insurance is a penal offence. Another is Form
B: This is also known as Comprehensive Policy is an optional cover.
1. Liability only policy: This policy which covers the third party liability and the
death and the damage of property. Further, the Compulsory personal accident
also covers owner against personal accident cover
2. Package policy: This covers loss or damage to the vehicle insured in addition
to 1 above.
3. Comprehensive policy: Moreover, from the above mentioned coverage, it is
permissible to cover private cars against the risk of fire and/or theft and third
party risks. “Every owner of motor vehicle has to take out a policy covering
third party risks but insurance against other two risk is optional. Further, when
insurance policy covers third party risks, third party who has suffered any
damages, can sue the insurance company even though he/she was not a party
to the contract of insurance. Insurance policies for the vehicles subject to
purchase agreements like lease agreements and hypothecation are to be issued
in the joint names of the “hirer and owner”, “lease and lessor”, “owner and
pledge” respectively. For policy renewal a notice of one month in advance
before the date of policy expiry is issued by the insurers. The notice also
indicate details of premium payable for renewal.”
4. Transfer of Ownership: In case of any sale of vehicle involving transfer of
policy, the insured should apply to the insurer for requesting for transfer of
insurance policy. The transfer is allowed, if within 15 days of receipt of
application, the insurer does not reject the plea. The transferee shall apply
within fourteen (14) days from the date of transfer in writing to the Company
who has insured the vehicle, with the detail data of registration of the vehicle,
the date of transfer, the previous owner of the vehicle and the policy number
and date of the insurance policy so that the insurer may make the necessary
changes in his record and issue fresh Certificate of Insurance.
5. Insurer' Duty to Third Party: It is obligatory on the part of the insurer to
pay the third party affected by accident brought about by an insured vehicle
since the insurer has no rights to avoid or reject the payment of liability to a
third party. The duties of the insurer towards a third party are provided in
section 96(1). The court has jurisdiction to determine the quantum of liability
to be paid to the third party and accordingly compensation is paid. However,
the liability of insurer is unlimited.
6. Cancellation of Insurance: “The insurer may cancel a policy by sending
seven notice of cancellation to the insured by recorded delivery to the insured's
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last known address and the insurer will refund to the insured the pro-rata
premium for the balance period of the policy. The policy may be cancelled
at the option of the insured by serving seven days notice of cancellation and
the insurer will be entitled to retain premium on short period scale of rates for
which the cover has been in existence prior to cancellation of the policy and
if no loss has been reported under the policy. The balance premium; if any; is
fundable to the insured”.
POLICIES REGARDING DOUBLE INSURANCE
(a) It is quite clear that when two policies are in existence on the same vehicle with
identical cover, one of the policies may be cancelled.
(b) It is customary to cancel that policy which is taken later and the policy taken first
usually remains in force. The policy which commences at a date later than the
other policy, the policy commencing later is to be cancelled by the insurer
concerned.
(c) If a vehicle is insured at any time with two different offices of the same insurer,
100 percent refund of premium of one policy may be allowed by cancelling the
later of the two policies.
(d) However, if the two policies are issued by two different insurers, the policy
commencing later is to be cancelled by the insurer concerned and pro-rata refund
of premium thereon is to be allowed.
PREMIUM CALCULATION OF MOTOR INSURANCE
In the case of comprehensive Insurance Cover, for the purpose of premium, vehicles
are categorized as follows:
1. Private Car: “This is used for personal purposes. Private cars are lesser exposed
to Accidents than taxis, as the latter is used extensively for commercial use.”
a) Geographical Area of Use: “The large cities have higher average claim costs
followed by suburban areas, smaller cities, and small towns or rural areas. In
India, the geographical areas have been classified into group A and Group
B”.
b) Cubic Capacity: The more the cubic capacity, the higher the premium rate.
c) Value of the vehicle: The premium rate is applied on the value of the vehicle.
Owner has to declare the correct value of the vehicle to the insurer. This value
is known as the “Insured's Declared Value (IDV)” in motor insurance and
represents the sum insured.
2. Two wheelers: Usually Two Wheelers are used for personal purpose only. The
premium is calculated on cubic capacity, age of the vehicle and value of vehicle.
3. Commercial Vehicle: This means vehicles used for commercial purpose/ hire.
The goods carrying commercial vehicle premium is calculated on the basis of
carrying capacity such as gross vehicle weight, age of the vehicle and value of the
vehicle. The passenger carrying commercial vehicles premium is calculated on
the basis of again carrying capacity such as: (a) number of passengers (b) age of
the vehicle and (c) value of the vehicle. Further premium is loaded to cover
accessories; if any. Heavy Commercial vehicles are more exposed to accidents
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by virtue of the very nature of their use and the resultant damages are also more.
Similarly, vehicles with higher carrying capacity expose more passengers to risk.
Therefore, heavier vehicles attract higher premium rate.
4. Liability only Policy: According to the new Section 147(1) the liabilities incurred
by the user of the motor vehicle should be covered by insurance in order to satisfy
the requirements of chapter XI of the 1988 Act. These liabilities are also referred
as Compulsory insurable risks. According to chapter XI of 1988 Act, it is
necessary for a motor vehicle to be insured against user's liability for death or
bodily injury to third party. The policy amount is fixed by the Act. For example:
A motorist while parking his vehicle unintentionally hit the compound wall
resulting in third party liability.
This policy provides coverage can even if the value of the property is hig; under
wider legal liability coverage. It means the compensation provided by the insurer
may be upto the value of insurance, which could be higher than the minimum
amount, prescribed under the Act. This policy covers the risks mentioned in the
Motor Vehicles Act. This policy normally covers risks under Fatal Accident
Act 1855, and common law.
5. Package policy: This policy covers all the risks under liability only policy and it
also includes compensation for the damage to the vehicle as well.
6. Policy Renewal: In case of policy renewal a notice of one month in advance
before the date of expiry is issued by the insurers. The notice gives the details of
premium payable for renewal. No claim bonus; if earned; is indicated. A claim
may arise between the date of notice and the expiry of insurance. The premium
renewal is subject to adjustment. The insured is informed of the change in the IDV
of the car and about the revision of the sum insured of motorcar.
7. Renewal Receipt: This document is issued in lieu of policy at renewal (but new
certificate is to be issued). The issue of receipt shows that insurer has received the
renewal premium and has the policy renewed for further one year. A fresh policy
has to be take; if the renewal is not under the same conditions as the old policy.
3.13

CLAIMS AND SETTLEMENT

The Claims under Motor Insurance arise on following causes: (a) The insured's vehicle
is damaged or any loss incurred due to accident or any other contingency covered
under the policy and (b) Any legal liability is incurred for death of or bodily injury or
damage to the property of a third party caused due to the usage of insured vehicle.
HOW TO HANDLE THE CLAIMS :
(a) “Insurance Officials should visit the garages either along with surveyor or
on their own before repairs or at random during repairs. At times they can
visit the workshops to check job-card even after completion of repairs.
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(b)

(c)
(d)
(e)

(f)

(g)

(h)

(i)

(j)
(k)

(l)

Offices that are practicing these methods have produced good results in
controlling their OD losses”.
Surveyors may be advised to submit 3-sets of photographs to substantiate
their assessment: (i) Pre-repair condition; (ii) during repairs in pre-painted
condition; (iii) After repairs with salvage.
For replacement of parts costing more than Rs.10, 000 surveyors should
specifically mention “why repair was not possible?”
Re-inspection report should comment as to whether the parts replaced are
generic local brand or manufacturer’s original part.
“Surveyors should record the manufacturer’s serial number or fix stickers or
put some paint mark on major parts considered for replacement, to avoid
non-replacement and pilferage at salvage collection/verification stage”.
“It should be ensured that in case of total-loss, important spares are not
removed from vehicles. Battery, radiator, AC Condenser, tyres at times have
been found substituted from vehicles that become a total-loss in their early
life stage.
“Wherever surveyor recommends settlement on cash loss, they must also
submit their recommendation on total-loss and settlement on repair-basis.
Second surveyor, if any should not give opinion by just looking at the file
but rather should inspect the vehicle and should submit his independent
opinion. The Report of 1st surveyor should not be passed on to him”.
“Cash-loss Settlements should be preferred only in exceptional cases. The
Vehicles settled on cash-loss basis should be hot branded or crushed into
metal presses to avoid re-use of such damaged vehicles for fictitious claims
from other offices/insurers. The data on cash-loss/ total-loss should
invariably be shared among insurers or at least internally within the
company”.
“The assessment of proper salvage value in case of total-loss should start
from initial stages of claim process so that proper value may be procured at
the time of settlement. Insured may publish a tender notice to find out
reasonable sale value of the salvage/ vehicle in “as-it-is-condition” before
settlement of claim and insurers may reimburse the tender cost. The process
must be completed speedily; otherwise salvage value realized may go down
with each passing day”.
Storage of salvage at insurers’ Godown should be regularly monitored.
The Spot surveyors should not submit any report prefixed with terms like
“may be” or “seems to be” rather, the damages should be specifically
reported. All important assemblies prone to accommodation like radiator,
condenser, battery, fuel-pump, differential housing, tyres etc must invariably
form part of spot report, indicating whether these parts are intact or
damaged.
“Spot surveyor should always check all vehicular documents. Spot reports
are helpful as they lay down the outer periphery of damages before
dismantling of the damaged vehicle. These reports may not be given to final
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surveyor to have fair and independent opinion. It can check the moral hazard
of final surveyor and repairers to some extent”.
(m) “Surveyors must invariably examine “Doctrine of Cause of Accident” that
reads “there is always a direct relationship between cause of accident and
damages caused to vehicle out of particular reason.” It depends on
circumstances of accident, intensity of impact load and jerk-loads,
absorption of these load-waves at different points by the chassis and the
structure of the vehicle. There is a tendency among the surveyors to narrate
cause of accident, as described in claim form’ which should not be permitted
as it leaves scope of manipulation by the dishonest claimant”.
(n) Estimates prepared by professional estimate makers not having their own
garages should not be considered.
(o) Salvage of total-loss vehicles should be disposed off without RC and RC
should be surrendered for cancellation.
Source: Sharma, Vinay (2003)”Building Profitability in auto Insurance”,
the Journal of Insurance Institute of India, July-December Issue, pp.52-71.
The duties at the time of claim process such as follows:
Duties when claim arises
1. Point of view as per Insured's:
a) When there is a claim in respect of a motor accident it is the duty of the
insured to intimate the insurer about the accident as soon as possible.
b) He must furnish complete information required by the insurer such as
names and addresses of the witnesses of the accident etc.
c) The insured should not make any admission of liability or promise of
payment to a Third Party without the insurers consent.
d) The insured must attend to the damaged vehicle and must not leave
damaged vehicle unattended in a public place.
e) Insured must take utmost care about repair of the damages or losses before
usage of such a damaged vehicle
f) Repair to the damaged vehicle can be undertaken by the insured within the
declared/ stated amount.
g) Repair charges must be immediately intimated to the insurer.
h) The insurer can also check about the repairs carried out to satisfy himself
that the cost of repair is reasonable.
2. Point of view as per Insurers:
(a) The insurer gather relevant facts about the accident from the insured in
order to indemnify the insured.
(b) The insurer through a form (called Claim Form) sent to insured collects the
all relevant information as and when required.
(c) The insurer may collect information through other means; if information
furnished by insured is not complete.
Rights of the Insurer when a claim arises:
a) Own Benefit: “The insurer may settle or defend the claim for his own benefit
and the insured is required to cooperate and give the necessary information”.
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b) Insurer option: “The insurer has the option to either repair, reinstate or replace
any of the parts of the damaged vehicle or pay in cash the amount of loss or
damage not exceeding the declared value or the value at the time of loss is
whichever is less”.
c) Subrogation: “The insurer is entitled for subrogation and in case of double
insurance he cannot contribute more than the rateable proportion of loss”.
d) Time Limit: “If the insurer disputed the amount of claim the matter should be
arbitrated within 12 months”.
Table: Class wise Complains as regards to Motor, Health and Others during
2009-10 to 2018-19. (in Number)
Year
Motor
Health
Others
2009-10
85,187
58,807
42,621
2010-11
58,498
45,132
23,028
2011-12
42,982
34,836
15,337
2012-13
35,793
30,279
12,855
2013-14
28,100
23,677
11,558
2014-15
25,633
24,647
10,408
2015-16
26,838
24,536
7,709
2016-17
26,937
18,904
6,263
2017-18
25,516
13,227
5,252
2018-19
25,369
11,809
5,583
Source: Indian Non-Life Insurance Industry Year book 2018-19.
3.14

SETTLEMENT OF CLAIMS

The claims under motor insurance for own damage are settled in three phases:
SETTLEMENT OF CLAIMS UNDER MOTOR INSURANCE
Preliminary Scrutiny

Assessment of Loss

Settlement

(A) Preliminary Scrutiny: The Preliminary scrutiny which involves certain
procedure such as:
 The insured gives a notice about the loss to the insurer.
 The insurer to verify whether the policy is in force.
 The checks whether the loss falls within the purview of Policy.
 The checking of scope of the policy.
 The verification of claim form submitted by the insured.
 The surveyor is appointed.
 The detailed estimate of repairs is to be submitted by the insured as prepared
by the repairer.
 The surveyor inspects the damages and scrutinises the repairs estimate.
 The insurers normally accepts such estimates prepared by the repairer but
another estimate may be asked for under specific circumstances.
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(B) Assessment of loss: The Assessment of loss takes following course:
 The loss is assessed by the automobile surveyors who is assigned with the
job.
 The copy of the policy is referred to,
 The claim form is scrutinised.
 Final repairer estimate is consulted.
 The verification of damaged vehicle is carried out.
 There is discussion about the cost of repair or with the repairer.
 Then the Survey report is submitted.
 Further, a surveyor is not appointed in case of any minor damages.
(C) Settlement: The Settlement Procedure as follows:
 The claims are settled on the basis of the survey report.
 The report is properly examined and accordingly the settlement is made.
 The repairer gets a letter from the insurer and is paid only after the repairs are
carried out.
 The voucher to this effect is given to the insured for discharge to the effect
that he is satisfied with the repairs.
 The insured can also make payments for repairs directly to the garage. In such
cases the insured is later reimbursed.
Claim Settlement Procedure in respect of Third Party Claim
The third party claim settlement procedure adopted by the insurer involves following
steps:
1) The entry of notice received from Motor Accidents Claims Tribunal (MACT)
about the third party regarding damages; in claims register.
2) The Third Party death/injury, claims are only through Motor Accidents Claims
Tribunal (MACT) whether out-of-court or Lok Adalat or after the award. For
Third Party property damage, third party can also directly claim from insurer.
3) The appointment of advocate by the company.
4) A letter is sent to Motor Accidents Claims Tribunal (MACT) seeking details
of the claim.
5) The copy of “Panchnama Report” or accident report and the “Police Report”
are sought.
6) To obtaining a copy of own damage claim from submitted by the insured; if
there is one.
7) To obtain information regarding the liability of the insured.
8) To estimate the quantum of damages.
9) To obtain legal opinion in the case.
10) The Motor accidents claims tribunal will decide the case if no settlement is
worked out between the parties by mutual agreement.
Claims payment: The payment of claim to the third party is based on the position
relating to:
(a) No Fault Liability,
(b) “Law of Negligence and Nuisance” (is the insured legally liable to the third
party? )
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(c) “Motor Vehicles Act” (is the insurer liable to indemnify the insured?.
Law of Negligence and Nuisance: “Negligence refers to breach of duty”. As per the
terms of the policy the insurer has to indemnity the insured; if the insured's conduct is
negligent or amounts to nuisance, he is liable to pay the third party. The Negligence
also arises when the driver carry such things as follows:
a) Indulges in dangerous and reckless driving without any concern for the safety
of pedestrians,
b) Breaks traffic rules and regulations,
c) Careless while driving,
d) Uses a defective vehicle
But in practice insurance company pays even if negligence and nuisance on the part
of insured is proved. They may proceed in recovery of the claim amount from the
Insured; if mandated by the MACT.
Motor Accidents Claims Tribunal (MACT):
“The Motor Accident Tribunal was set up with the object of providing less expensive
and quicker settlement of third party claims to the victims of motor vehicle accidents.
The Tribunal is a substitute of civil courts and has all the powers of a civil court in
matter of recording evidence. The provisions relating to claims tribunal, procedure,
awards, powers, compensation and appeals are contained in Motor Vehicles
Act, 1988. “The Motor Accident Claims Tribunal is established in areas notified in
the official gazette by the state government. These tribunals have no jurisdiction of
civil courts. The claims tribunal adjudicates upon claims preferred by injured parties
for compensation in case of accidents causing bodily injury and loss or damage to third
party due to the use of motor vehicle.The provision has been omitted from the Motor
Vehicles Act, 1988 stating that a victim in case of damage to the property exceeding
Rs. 2,000 (two thousand) has the choice to go to a civil court and thereafter the tribunal
will not have any jurisdiction. The victim in case of compensation u/s 166 of the Motor
Vehicles Act, 1988 has an option to either claim under Motor Vehicles Act or under
Workmen's Compensation Act but not under both”.
Procedure to file a claim in tribunal:
1) An application for compensation can be filed in an MACT (Motor Accidents
Claims Tribunal) any time after the accident without any time limit.
2) “The injured person can himself file an application or in case of a deceased person
any of the legal representatives or any authorised agent of the victim can file the
application”.
3) If the injured or the deceased person has insurance for his vehicle, the insurer will
be a party to the proceedings.
4) “The tribunal is empowered to make an award for determining the compensation
payable and mentioning the amount payable to the concerned person by the
insurer or owner or driver of the offending vehicle”.
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In case of Damages: “The damages awarded by tribunal are of two types (A) Special
Damages and (B) General Damages. This distinction of damages helps the tribunal in
determining whether the damages awarded are correct or invalid. The tribunal is also
empowered to direct interest payments. There can be no appeal in the tribunal if the
amount awarded is less than Rs. 2000(two thousand). Further, any other appeal to the
tribunal should be made within 90 days (from the order copy is made ready by the
tribunal). The High court can approve delay (delay condonation) in filing of claim; if
the delay is supported with reasonable cause. As per the provisions of section 173 of
the Motor Vehicles Act, 1988 no appeal will be considered by the High court of a
person who has to pay any amount in terms of award, unless the party liable for
payment pays Rs.25,000(twenty five thousand) or 50 percent of the amount awarded
whichever is less”.
3.15

MOTOR VECHICLES (AMENDMENT) BILL 2016

It is quite clear that as regards to road safety in India, the Ministry of Road Transport
and Highways has appointed the Committee on Road Safety in 2007 under the
Chairmanship of “Mr. S. Sundar” to examine the magnitude of road traffic injuries
and fatalities. The committee recommended the setting up of Central and State levels
road safety authorities to advice and regulate the highly “Fragmented and Diffused”
system from the Central to the local levels such as (a) municipal authorities, (b)
police,(c) transport department, (d) stakeholders including automobile and insurance
industry, members of civil society, etc. The committee also noted that adequate
insurance cover was not available either for the vehicle or the affected party to cover
the medical expenses. In view of the same, the committee suggested for the
establishment of an appropriate fund and scheme to facilitate medical coverage to road
accident victims. In first of its kind, the Mr. S. Sundar Committee also suggested that
insurance companies should link insurance premium with the accident record of the
driver in order to provide an incentive for safe driving.
Further, there are Several other committees had been set up to improve the road safety
in the last 10 years and to bridge the gap between Indian and International Road and
Vehicle Safety Standards such as Expert Committee Report under the Chairmanship
of Mr S Sundar for the Review of the Motor Vehicles Act, 1988, 12th Five Year Plan
sub-group on Road Safety and Human Resource Development (2011), and the
National Transport Development Policy Committee Report (2014). However, with
certain causes like road safety, third party insurance, regulation of taxi aggregators,
recall of unsafe vehicles, and compensation for victims in case of road accidents, in
April 2016, under the Chairmanship of Mr. Yunus Khan the central government
constituted a group of state transport ministers. Thus, the “Motor Vehicles
(Amendment) Bill, 2016” was introduced in Lok Sabha on August 9, 2016 by the
Minister of Road Transport and Highways, Mr. Nitin Gadkari.
“As per the study by General Insurance council of India in 2015-2016, there were 190
million registered vehicles in India but only 82.6 million were insured, means that
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around 56 percent of the registered vehicles are not insured. The Motor Vehicles
(Amendment) Bill, 2016 has put forth various amendments which will provide the
required impetus to the Motor Insurance sector by bringing more uninsured vehicles
under the insurance coverage. Increasing the penalties for non-conformity with the
Act will encourage more vehicles to take insurance”.
“The Motor Vehicles (Amendment) Bill, 2016 has recommended for the capping of
maximum liability for Third party insurance at Rs 10 lakh for death victims and Rs 5
lakh for grievous injury, but the bill passed by Lok Sabha has removed any such cap
to clear the uncertainty on the responsibility of paying of the balance compensation
amount. But a major win for insurers came from the fixing of time limit of six months
for application of compensation to the Tribunal for road accidents. Previously there
existed no time limit of the application of claims. This will surely help insurers to
optimise their IBNR/IBNER provisions based on the claims application. The Bill also
laid down guidelines for the establishment of Motor Vehicle Accident Fund which
will be utilised for treatment of injured persons in the golden hours and compensation
for accident victims with the payment of funds through grant or loan from central
government or through the balance of Solatium Fund which is managed by General
Insurance Corporation through the premiums earned from various insurance
businesses”.
3.16

ROLE OF INSURANCE INFORMATION BUREAU OF INDIA (IBBI)

“Insurance Information Bureau of India (IIBI) was promoted in year 2009 by the
IRDA, with the participation of stakeholders of the insurance sector. The main
objective of IIBI concerned with supporting the insurance industry with sector-level
data to enable data-based and scientific decision making for pricing and framing of
business strategies. The data for Motor insurance is submitted on a daily and monthly
basis to IIBI. The IIBI is also collecting policy data on a daily basis for the insurance
search facility that it provides to the various enforcement agencies across India.
Further, all insurers have been mandated by the Authority to submit data to IIBI for
the policy incepted every day.
“IIBI in particular has put in place a data sharing arrangement with National
Informatics Centre (NIC) for uploading in “VAHAN” portal and update insurance
database for identification of the uninsured vehicles in India. The same is done in
compliance with the directions of the Supreme Court Committee on Road Safety. As
of today the data is being exchanged on monthly basis manually, however it is
envisaged that the data shall be shared on daily basis through web services that is being
put in place. Based on the data shared by NIC and the mapping exercise done by IIBI
till May 2017, more than 50 percent of the vehicles on road in India today are
uninsured”. Thus, for the enforcement agencies IIBI has put in the following services
:
a) Vehicle Insurance Status Search System (VISSS)
b) Vehicle Stolen Status Search System (VSSSS)
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c)
d)
e)
f)
3.17

Stolen Vehicle Recovery Information System (SVRIS)
Accident Vehicle Information Submission System (AVISS)
Accident Vehicle Information Retrieval System (AVIRS)
Vehicle Claim History Verification System (VCHVS)
HAZARDS IN MOTOR INSURANCE

The term hazard is derived from the Arabic word “Az-zaha”’ meaning chance or luck.
A hazard within the framework of insurance represents a condition that may create or
accelerate a loss-generating event out of a peril. Basically, Hazards are external factors
that trigger peril, leading to losses.
From an underwriting perspective, hazards represent the unknown factor that may lead
to unwarranted losses resulting in increase in premium. “General insurance covers
hazards associated with property and liability”.
Products where the claim amount relates to making good loss due to hazard of
physical damage to property is referred to collectively as “Short-Tail Risk”.
“The Liability and similar products, such as public liability, product liability,
professional indemnity, workers’ compensation and motor third party, which is
compulsory insurance for vehicle owners against damages arising from injury to other
parties; are referred to collectively as ‘long-Tail Risks”. These products often operate
within a framework of government’s social policy or certain legal benchmark.
The Hazards in Motor Insurance are as follows:
Morale Hazard: The Morale hazard means a tendency on the part of the insured to
be careless merely because there exists an insurance cover. The carelessness of attitude
of the insured tends to magnify the risk and which increases the liability of the insurer.
This differs from Moral hazard, as there is no deliberate intention to cause the loss.
Ex-ante Morale Hazard: The Ex-ante morale hazard means to a “situation wherein
the insured behaves in a more risky manner having obtained a motor insurance. It is
the attitude of the insured and his reckless nature that causes accidents and losses. In
motor insurance the events of morale hazard are comparatively more than that of any
other product of general insurance and factors more on the claim events than the policy
events during the tenure of a typical motor insurance policy”.
An insured is always expected to act in a way as if not insured. “Morale hazards in
motor insurance in India mostly arise from the adventurous predisposition of the
insured. For example more serious accidents occur on the national highways or on
the smoother, swifter and wider roads of India. The tendency of being lax in driving
on such roads although hazardous is not uncommon. The most glaring examples of
morale hazards falling into this category are driving under the influence of alcohol or
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drugs. It could easily be assessed that every fourth or fifth major accidents in India
have some connection with the toxicity of the driver”.
Ex-post Morale Hazard: The Ex-post morale hazard means the negative
consequences of a loss. When the loss has occurred and insurance cover is valid, the
insured desires the insurer to pay for more than what the negative consequences
actually amount to. Here because it is the insurer who shall pay for the negative
consequences of the loss, the insured desires the best and the most elaborate of
services.
Moral Hazard: The Moral hazard refers to a certain undesirable predisposition on the
part of the insured or the party to be insured, which adds to the chance of risk and
increases the liability of the insurer. Further, the fraudulent cases are examples of
existence of moral hazards. But existence of moral hazard necessarily need not result
in fraudulent claims.
Hazards in Own Damage Claims: Subsequent to an incident, desperate insured
always looks for ways and means to secure a hassle free claim. Under such
circumstances when the insured gets to know that there exists some element in the
circumstance of the accident which may invoke repudiation of the claim by the insurer
fully or partially, the insured instinctively puts every endeavour to conceal such
anomalies. In an informed motor insurance market like India such endeavours by the
insured easily finds vicious advices in fulfilment of the desires”.
In own damage claims the events of independent effort of insured to conceal or
reconstruct the facts which may lead to repudiation of the claim ranges widely. The
Substitution of a licensed driver confessing to the accident in place of an unlicensed
driver actually driving the vehicle, misrepresentation of the facts to secure a claim for
repair of a damage caused to the vehicle prior to insurance etc are most common
examples of such “Inflicted Hazards”.
Hazards in Third Party Claims: In terms of claim quantum, Motor Third Party
Insurance claim is the biggest outgo of all claim components of motor insurance. The
liability of insurers is unlimited in case of Third Party Injury/Death Claims. However,
as far as moral hazard in motor third party claim is concerned, the system has
understandably become notorious with the term “Ambulance Chasing”.
MOTOR VEHICLES ACT, 1988
CERTIFICATE OF INSURANCE
Certificate No :

Policy No

1. Registration mark and Number, Place of registration, Engine No. / Chassis No. /
Make / Year of manufacture.
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2.
Type of Body / C.C / Seating capacity / Net Premium / Name of Registration
Authority,
3.
Geographical area – India. `
4.
Insured declared value (IDV)
5.
Name and address of the Insured, Business or profession.
6.
Effective date of commencement of Insurance for the purpose of the Act.
From………. 'O' clock on ………
7.
Date of expiry of insurance: midnight on ……………
8.
Persons or classes of persons entitled to drive. Any of the following:
(a)
The insured:
(b)
Any other person who is driving on the insured's order or with his permission
Provided that the person driving holds an effective driving license at the time of the
accident and is not disqualified from holding or obtaining such a license. Provided
also that the person holding an effective learner's license may also drive the vehicle
and such a person satisfies the requirement of Rule 3 of Central Motor Vehicles
Rules 1989.
LIMITATIONS AS TO USE
The policy covers use for any purpose other than:
(a)
Hire or reward;
(b)
Carriage of goods (other than personal luggage)
(c)
Organised racing,
(d)
Race making,
(e)
Speed testing
(f)
Reliability Trials
(g)
Any purpose in connection with Motor Trade.
I/we hereby certify that the Policy to which this Certificate relates as well as this
Certificate of Insurance are issued in accordance with the provisions of Chapter X
and Chapter XI of the Motor Vehicles Act, 1988.
Examined.......
(Authorized Insurer)
Motor certificate of Insurance is required to be carried in the vehicle at all times for
the scrutiny of the relevant authorities.
3.18

LET US SUM UP

Motor Insurance Policy is a contract between the insured and the insurer in which the
insurer promises to indemnify the financial liability in event of loss to the insured.
Motor third-party insurance or third-party liability cover, which is sometimes also
referred to as the “act only” cover, is a statutory requirement under the Motor Vehicles
Act. It is referred to as a 'third-party' cover since the beneficiary of the policy is
someone other than the two parties involved in the contract i.e. the insured and the
insurance company. The policy does not provide any benefit to the insured; however
it covers the insured's legal liability for death/disability of third party loss or damage
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to third party property. Motor Insurance being a contract like any other contract has to
fulfil the requirements of a valid contract as laid down in the Indian Contract Act 1872.
In addition it has certain special features common to other insurance contracts. They
are : (a) Utmost Good Faith, (b)Insurable Interest, (c) Indemnity Subrogation and
Contribution, (d) Proximate Cause . Further, parties to Motor Insurance are (i) Owner
of the Vehicle (b) Insurance Company and (c) Third party on the street.
3.19

KEY TERMS

 Hazard: is derived from the Arabic word ‘Az-zahar’ meaning chance or luck. A
hazard within the framework of insurance represents a condition that may create
or accelerate a loss-generating event out of a peril. Basically hazards are external
factors that trigger peril, leading to losses.
 Morale Hazard: refers to a tendency on the part of the insured to be careless
merely because there exist an insurance cover.
 Principle of Utmost Good Faith: casts an obligation on the insured to disclose
all the material tracts
 Motor Own Damage (MOD) Insurance: gives protection to the vehicle owner
against damages to his/ her vehicle and the Sum Insured.
 Third Party Liability or Motor Third Party (MTP): The insurance pays for
any Third Party Liability determined as per law against the owner of the vehicle.
 Insurance Policy: represents a combined coverage of the vehicles including
accessories, loss or damage to his life and the third party coverage.
3.20

SELF-ASSESSMENT QUESTIONS

1) Define Motor Insurance? Discuss its Coverage and Classification of Motor
Vehicles?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------2) What are the Chronological Developments of Motor Insurance?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------3) What are the basic Principles, Policy, Policies and its types Motor Insurance?
-------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------
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MODEL QUESTIONS

1) Discuss the types of Hazards of Motor Insurance?
2) Discuss the Motor Vehicle (Amendment) Bill 2016?
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UNIT-4

AVIATION INSURANCE

Structure
4.0
4.1
4.2
4.3
4.4
4.5
4.6
4.7
4.8
4.9
4.0

Learning Objectives
Introduction
Meaning of Aviation Insurance
Types of Aviation Insurance Policy
Types of Aviation Insurance Coverage.
Let us sum up
Key Terms
Self – Assessment Questions
Further Readings
Model Questions
LEARNING OBJECTIVES

After reading this unit you will:
5. Understand the meaning of Aviation Insurance.
6. Cover the types of Aviation Insurance.
7. Know types of Aviation Insurance Coverage.
4.1

INTRODUCTION

Aviation Industry is vulnerable to risks of devastating losses. A “single aeroplane
crash”, “lives of hundreds of people are lost” along with the aircraft besides the
damage caused to the place where the accident occurs. Flying comes with a huge
amount of life risks, thus, it is unavoidable. However, the causes such as “turbulent
weather”, “terrorist activities leading to hijacks”, “mysterious disappearance of
flights”, “auto/technical failure”, or a “plane crash”; taking a flight is never devoid of
these life threatening dangers. It is said that, for a better safety; a comprehensive
aviation insurance policy the against the aforementioned dangers; is needed.
4.2

MEANING OF AVIATION INSURANCE:

The Aviation Insurance is a specialised insurance which has been formulated to
provide coverage to the specific operations of an Aircraft and other possible level of
risks in Aviation. This is also different from other type of insurance. The most
common coverages of aviation insurance are:
1. “Aircraft Liability Insurance”
2. “Full Coverage”
3. “Personal Accident”
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Aircraft Liability Insurance:
The liability in case of Aviation Insurance is divided into two categories:
1. “Passenger liability”
2. “Death and injury to Third Parties”
There are different policies; which covers both these categories as well such as
property damage with a single limit to cover all three of them like floating policies in
fidelity guarantee.
Admitted liability:
“The specific amounts are allocated before hand to the various kinds of injuries like
the loss of a limb, eye or life. The policy is written on "Per Seat' basis. In case of an
accident the insurer offers the payment along with the release of liability against the
insured. The injured party is required to sign the release against the insured if he wants
payment from insurer. Otherwise he will have to obtain compensation on his own. As
the insurer voluntarily offers compensation on the occurrence of accident, this policy
is also called “Voluntary Settlement Charge”.
Medical Payments
The Medical Payment is applicable to aircraft liability insurance, also provides
coverage of injuries sustained while travelling in or entering or alighting from the
aircraft. This policy coverage is available only if the policy includes passenger bodily
injury liability.
Hull Coverage: “Hull refers to the body and machinery of the aircraft. Some policies
provide open perils coverage both on ground and in fight whereas others restrict the
open perils coverage to ground only. In fight policies do not cover crash or collision.
They cover perils of fire, lightning or explosion in air.”
Companies Providing Aviation Insurance:
 “New India Assurance Co. Limited”
 “AON Global India “
 “Alliance Insurance Brokers”
 “Emed life”
 “Far sight India Wealth Management”

4.3

TYPES OF AVIATION INSURANCE POLICY

(A) Aircraft Hull and Spares All Risks Aviation Liability Insurance (Airlines):
This policy is best suited for scheduled airlines. The Covered Risks are as
follows:
 “Accidental physical loss or damage to the Aircraft”
 “Aircraft Spares”,
 “Legal liability to Third Parties towards bodily injury/ death”
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“Property Damage”,
“Passenger Bodily Injury”
“Loss of Baggage”,
“Cargo”,
“Hanger keepers”,
Catering and Vehicle liability on airports also can be covered.

(B) Aircraft Hall Liability Insurance policy: This is the policy which is meant for
the owners operators of smaller aircrafts used for (a) private pleasure, (b)
training, (c) industrial aid,(d) business, (e) commercial, (f) offshore operation
set. The Covered Risks such as follows:
 “Bodily Injury”
 “Death of the Passenger(s)”,
 “Accidental Physical loss”
 “Damage to the Aircraft”.
 “Loss of Passenger's Baggage”
 “Bodily injury/death” and
 “Property damage to the Third Parties”.
1. Aviation Fuelling/Re-fueling Liability Insurance Policy: This policy which is
meant for the suppliers of Aviation Turbine Fuel (ATF). The Covered risks are as
follows:
 “Legal liability to Third Parties arising out of Injury”.
 “Death and Property Damages”.
2. Aviation Personnel Accident (Crew Members): This policy is meant for pilots
and other crew members. The following Covered risks as follows :
“Accidental bodily Injury”,
“Disablement (temporary/permanent) and Death”.
“Policy operates worldwide”.
3. Loss of license Insurance: This policy is meant for operating crew, pilots, copilots and fight engineers. The following Covered risks as follows:
 “Suspension” or
 “Termination of license due to Disease”,
 “Sickness or Accident”.
Table: Gross Net Incurred Claim Ratio of Aviation Insurance during 2009-10 to
2018-19.
Year
Gross
Claim(%)
of Net
Claim(%)of
Aviation Insurance
Aviation Insurance
2009-10
57.4
53.0
2010-11
124.9
101.6
2011-12
83.8
229.3
2012-13
52.7
54.3
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2013-14
55.6
153.0
2014-15
74.4
120.8
2015-16
168.2
133.9
2016-17
125.1
116.9
2017-18
121.8
178.8
2018-19
154.3
183.9
Source: Indian Non-Life Insurance Industry Year book 2018-19.
4.4

TYPES OF AVIATION INSURANCE COVERAGES:

(A) Aircraft Comprehensive Insurance Policy: The Policy covers: (a) Loss or
damage to the aircraft, (b) legal liability to the third party and passengers, (c)
Legal liability for freight, mail, etc., (d) Personal accident risk to the pilots, crew
and ground staff, (e) Loss of professional licence of pilots and other crew
members.
(B) Air Line Insurance (Hull and Liability): “The Hull Policy covers loss and
accidental damage including emergency landings, air and ground risks; the
liability policy covers the airline against legal action from third parties or
customers in respect of death, injury or physical damage to property. Most of the
airlines have policy wordings devised by the brokers, insurers and purchasers to
reflect individual needs, circumstances and preferences. The Hull claims are
quickly determined and settled. The Liability losses are usually complex, as
accidents often result from a combination of factors. Further, the liability will
be split with other parties, such as airports and particularly manufacturers”.
(C) Airline Insurance (Hull War): The policies which provide the airlines cover for
loss of or damage to their property such as aircraft as well as spares. Further, the
risk which are covered may exclude from hull all risks policies and arise from the
war or war related activities including:
 “War invasion, Hostilities, Civil War, Rebellion, attempted Coups”, etc.
 “Strikes, riots, Civil commotion or labour disturbances”.
 “Sabotage”.
 “Hijacking (attempted or actual) or seizure of control (including pilot
suicide)”.
 “Acts for political or terrorist purposes”.
 “Confiscation, naturalisation, detention, etc. for the use of any government or
public authority”.
(D) Product Liability : The Product liability which covers an insured's legal liability
to third parties for injury and loss or damage which arising out of the defective
design or manufacture of an aircraft product. It also encompasses all types of
aircraft products such as examples (a) airframes, (b) engines, (c) seats and (d)
minor components.
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(E) General Aviation: The General Aviation is the insurance of all aircraft other than
commercial and military aircraft. Further, it includes commercial aircraft capable
of carrying less than 40 passengers. Moreover, often planes that can carry between
40 and 60 passengers may be included in either this book or the airline book,
depending on the insurer’s reinsurance program.
(F) Miscellaneous Covers: Aviation Insurance can be purchased in two ways:
(i) “From a direct writing company where the insured contacts the company
director.”
(ii) “Through an independent insurance agent who represents several
companies”.
The Indian aviation insurance business is worth around $20 million. In India, the
major chunk of this business is owned by General Insurance Company. However,
hardly 2 per cent of the same is retained by it since the premium is large, various
complexities are involved and as the risk is huge and it is reinsured. On a global basis,
the loss ratio in general aviation insurance has exceeded 1.1 to as much as 1.25 or
more for the last several years. The key reasons that the insurance companies have
been losing money in aviation business are:
1. The cost of repairs is increasing fast.
2. The number of insured aircraft meeting with accidents is up.
3. The value of the aircraft is soaring.
To keep insurance costs under control in the current difficult environment, aircraft and
aviation business owners have to think on the following aspects:
 Self-insurance
 Matching equipment to needs
 Optimise maintenance costs
 Promote revenues
 Promote personal aviation
 Focus on safety
Additional Covers
The risks of one project differ from another. In order to meet the particular
requirements of the project concerned, care should be taken to check on which
additional coverage/s out of those listed below is/are required and action taken thereon.
 Dismantling Cover
 Express Delivery
 Third Party Liability Cover
 Testing of Second-hand Machinery
 Deletion of 60 days Clause in the Policy
 Cross Liability Cover
 Maintenance Period
 Terrorism Cover
 Additional Transits
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Clearance and Removal of Debris
Additional Customs Duty.

Storage Risks at Fabricators' Premises/Workshop
In short, the cover is against all risks of physical loss or damage arising out of
operation of any one or more of the following perils:
 Location Risks: (a) Fire,(b) Lightning, (c) Theft and (d) Burglary.
 Handling Risks: “Impact from falling objects”, “Collision”, “Failure of Cranes
or Tackles”.
 Operational Risks: “Failure of safety devices, Leakage of electricity, Insulation
failures, Short-circuit, Tearing apart on account of centrifugal forces, Explosion”.
 Human Risks: “Carelessness, Negligence, Faults in erections, Malicious
Element, Damage, Strikes and Riots, Terrorism”.
 Acts of God: “Earthquake, Storm, Tempest, Hurricane, Flood”.
 Subsidence: Landslide, Rockslide.
AVIATION CLAIM PROCESS
The claim process for aviation insurance is quick and hassle free. This is also need to
provide the following valid documents such as :
 “Aircraft Details Document(ADD)”
 “Flight Details Document (FDD)”
 “Details of the Crew Members”
 “Documented Proof of the Accident”
 “Information on aircraft’s Maintenance and Engineering”
 “Documents of Operational Manual Passenger”
The Aviation law is the branch of law which is more concerned with flight, air travel,
and associated legal and business concerns. Further, the Aviation law governs the
operation of aircraft and the maintenance of aviation facilities. Moreover, both federal
and state governments have enacted statutes and created administrative agencies to
regulate air traffic.
4.5

LET SUM UP

Aviation insurance is a specialised insurance which has been formulated to provide
coverage to the specific operations of an aircraft and other possible risks in aviation.
There are different aviation insurance policies which provide a series of options tailormade to suit the varied needs of each customer. The types of coverage provided are
extremely specific to each plan. The Aviation Insurance offers protection against a
wide array of perils, dangers, risks and damages to policyholders.
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4.6

KEY TERMS

 Aviation Insurance: is a specialised insurance which has been formulated to
provide coverage to the specific operations of an aircraft and other possible risks
in aviation.
 Hull Coverage: The Hull refers to the body and machinery of the aircraft. Further,
some policies provide open perils coverage both on ground and in fight whereas
others restrict the open perils coverage to ground only. Moreover, the fight
policies do not cover crash or collision. They cover perils of fire, lightning or
explosion in air.
4.7

SELF-ASSESSSMENT QUESTIONS

i. What is aviation Insurance ? What are its Coverages?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------ii. Discuss the different Policies relating to Aviation Insurance ?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------iii. Discuss the Comprehensive Aviation Insurance Policies ?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------4.8







FURTHER READINGS
Banking and Insurance”, Gordon, E. And Gupta, P.K , Himalaya Publishing
Company, New Delhi.
“Insurance : Theory and Practice”. Tripathy and Pal, Himalaya Publishing
Company, New Delhi.
“ Principles of Insurance Law”, M. N. Srinivasan , Wadhwa & Co.
“Insurance Law and Practice”, Rajiv Jain , Vidhi Publication Private Limited.
“ Insurance Manual”, Taxmann Publication Private Limited.
“Manual of insurance Laws”, Bharat Publication Private limited
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 “Principle and Practice of Insurance”. P. Paniasamy, Himalaya Publishing
Company, New Delhi.
 “Insurance Principles and Practice”, M. N. Mishra, S. Chand & Co., New Delhi.
 Annual Report IRDA 2018-19.
4.9

MODEL QUESTIONS

1. Discuss the different cover risk of Aviation Insurance?
2. Discuss in Detail about
(b) Aircraft liability Insurance,
(c) Full coverage and
(d) Personal accident
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UNIT-5

LIABILITY INSURANCE

Structure
5.0
5.1
5.2
5.3
5.4
5.5
5.6
5.7
5.8
5.9
5.10
5.0

Learning Objectives
Introduction
Meaning and Definitions of Liability Insurance
Characteristics of Liability Insurance
Types of Liability Insurance
Tort Liabilities
Let us sum up
Key Terms
Self – Assessment Questions
Further Readings
Model Questions
LEARNING OBJECTIVES

After reading this unit you will:
8. Understand the Concept of Liability Insurance.
9. Know the Characteristics of Liability Insurance.
10. Know the types of Liability Insurance in General Insurance business.
5.1

INTRODUCTION

In simple words, “liability insurance” is any type of insurance that protects the
purchaser such as the insured against the risk of being sued or held legally liable for
errors of omission and commission. “Liability Insurance Policies” which can provide
for both defence costs and any legal payouts for which the insured is held liable.
Liability insurance is one of the most growing and vibrant form of general insurance.
The same is a compulsory form of insurance in most of the countries for covering
those at risks of being sued by third parties for negligence. Further, Liability insurance
is very different form of insurance from property insurance. Property insurance covers
the first party while liability insurance covers the third party .Liability insurance is a
growing market in USA, UK and in other advanced countries just because the people
of these countries are very much aware of their rights and remedies.
Liability insurance is an essential segment of general insurance system of risk
financing. It protects the insured (policyholder) from the risks of liabilities imposed
by lawsuits and similar claims. Liability insurance is designed to provide particular
protection against third party insurance claims under which payment is made to
someone suffering a loss and who is not a party to the insurance contract.
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Liability insurance is a compulsory form of insurance in many countries for those at
risk of being sued by third parties for negligence. Liability insurance policies do not
cover the damage caused intentionally as well as contractual liability.
5.2

MEANING AND DEFINITIONS OF LIABLITY INSURANCE

“Liability Insurance which protects the against financial loss if your action, your
negligence or due to condition of your property, a third party is injured or killed or
third party’s property gets damaged. It also protects the insured if third party suffer
loss as a result of utilising your services or advice”.
“Liability insurance covers (a) Motor Third Party Liability Insurance, (b) Workmen’s
Compensation Policy, etc., offer cover against legal liabilities that may arise under the
respective statutes such as Motor Vehicles Act, The Workmen’s Compensation Act,
etc. Further, some of the covers such as the foregoing (Motor Third Party and
Workmen’s Compensation Policy) are compulsory by statute. The Liability Insurance
that are not compulsory by statute is also gaining popularity these days. However,
many industries insure against Public liability, which means the liability of the
industry for any loss caused to the general public due to the operations of the industry.
There are liability covers available for Products as well”.
“Liability insurance is a type of insurance that provides protection from claims arising
out of injuries or damage to other people or property.”
“Liability is one's legal responsibility to pay for damages due to an accident or loss.
Liability insurance coverage for automobile insurance is the one insurance coverage
that is required in all states.”
“Liability Insurance Policy is any type of insurance policy that protects an individual
or business from the risk that they may be sued and held legally liable for something
such as malpractice, injury or negligence. Liability insurance policies cover both legal
costs and any legal payouts for which the insured would be responsible if found legally
liable. Intentional damage and contractual liabilities are typically not covered in these
types of policies.”
Hence, liability insurance is very significant type of insurance for those who may be
held legally liable for the injuries of others especially medical practitioners and
business owners. A product manufacturer may also buy a product liability insurance
to cover himself against legal liabilities if his product is harmful and causes damage
to the purchasers or any other third party. Business owners may obtain liability
insurance policy that covers them if a worker is injured during business operations.
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Table: Gross Direct Premium in India (GDPI) Liability Insurance during 200910 to 2018-19.
Year
Liability Insurance (in Gross
Claim Net Claim
Crore)
Ratio(%)
Ratio(%)
2009-10
752
57.6
47.9
2010-11
887
35.2
43.4
2011-12
1066
44.7
34.6
2012-13
1163
40.2
43.8
2013-14
1329
26.2
30.2
2014-15
1328
24.3
31.4
2015-16
1890
30.6
40.1
2016-17
2039
27.6
32.3
2017-18
1912
43.5
20.4
2018-19
318
47.3
38.7
Source: Indian Non-Life Insurance Industry Year book 2018-19.
5.3

CHARACTERISTICS OF LIABILITY INSURANCE

1. The liability insurance policies have per incidence limit and a per year limit. These
can be t in the range of (1:1), (1:2), (1:3) and (1:4) ratios. The Insured selects the
limits as per anticipated exposure.
2. All the ability policies are subject to completion of proposal forms.
3. Fines and penalties are not covered under Liability Insurance.
4. Insured can also include the Legal costs incurred by him with prior consent of
insurance company.
5. Generally, two types of policy basis are used in liability policy such as claims
made basis or on occurrence basis. The occurrence based policies cover all the
losses falling within the policy period coming to the knowledge of the insured
even after expiration of the policy period. On the other hand, in the claims made
basis, liability insurance policies cover only known and reported losses by the
insured during the policy period or extended policy period.
MAJOR LIABILITY INSURANCE AVAILABLE IN INDIA .
 Public Liability Insurance
 Product Liability Insurance
 Professional Liability Insurance
 Aviation Liability Insurance
 Motor Third Party Liability Insurance
 Commercial General Liability Insurance
 Employers’ Liability Insurance
 Directors & Officers’ Liability Insurance
 Errors & Omission Liability Insurance
 Clinical Trial Liability Insurance
 Stock Brokers Liability Insurance
 Insurance Brokers’ Liability Insurance
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 Cyber Liability Insurance
 Environmental Impairment Liability Insurance
5.4

TYPES OF LIABILITY INSURANCE

The following types of liability insurance policies are available in the market to meet
the diversified requirements of society.
1. Public Liability Act Policy
Public Liability Insurance Act 1991, provide for public liability insurance for the
purpose of providing immediate relief to persons affected by accident occurring while
handling any hazardous substance and for matters connected therewith or incidental
thereto. The limits as prescribed in the Act for the insurance are such as :
 Per accident minimum paid-up-capital subject to maximum 5 crore;
 Annual limit is 3 times of per accident limit subject to maximum of 15 crore.
An amount equal to the amount of premium is deposited with Environment Relief
Fund managed by authority appointed by Central Government. The amount so
deposited should be equal to the amount of premium.
2. Public Liability( Industrial and Non- Industrial) Policy:
“The policy indemnifies the insured against their legal liability other than liability
under the Public Liability Insurance Act, 1991 or any other statute that may come into
force after the issue of the policy to pay compensation including claimant's costs, fees
and expenses anywhere in India in accordance with Indian Law and in respect of
accidents which cause death or injury or damage to property of third parties”. The
indemnity only applies to claims :
(a) It is arising out of accidents during the period of insurance and
(b) Further, First made in writing against the insured during the policy period.
“Policy Period” means the period starting from the effective date and hours as shown
in the Policy Schedule and terminating at midnight on the expiry date as shown in the
Policy Schedule. For Example the period may commence at 11 A.M. on 1st January
2020 and expire at midnight on 31st December 2020.
“Period of Insurance” means the period commencing from the retroactive date and
terminating on the expiry date as shown in the Policy Schedule. e.g. if the policy is
from 1-1-2019 to 31-12-2019 and the policy renewed from 1st January 2020 to 31st
December 2020 then under the renewed policy the retroactive date will be 1st January
2019.
The following are under such as follows:
 “Hotels”,
 “Motels”,
 “Club Houses”,
 “Restaurants”,
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“Boarding and Lodging Houses”.
“Cinema Hall”,
“Auditoriums”,
“Theatres”,
“Public Halls”,
“Pandals”,
“Open Air Theaters”.
“Residential Premises”.
“Office/Administrative Premises”,
“Medical Establishment”,
“Research Institutes and laboratories”.
“Schools”,
“Educational Institutions”,
“Public Libraries”.
“Exhibitions”,
“Fair and fetes”.
“Permanent Amusements parks”.
“Film Studios-Indoor and Outdoor, Circus, Zoos”.
“Depots”,
“Warehouses”,
“Godowns”,
“Shops and Similar other Non-Industrial Risks”.

3. Product Liability Policy
The demand for products liability insurance has increased due to the wide variety of
products manufactured and sold to the public in modern industrial society which may
cause death, bodily injury or illness or even damage to property if find defective. The
indemnity only applies to claims arising out of accidents during the period of
insurance. The policy does not cover liability for claims:
(a) For costs arising out of any product guarantee.
(b) For costs arising out of failure of the goods or products to fulfill the purpose
for which they were intended.
(c) For costs arising out of recall of any product or part thereof by the
manufacturer.
4. Commercial General Liability Policy
Commercial General Liability Policy is a standard insurance policy issued to business
houses to protect them against liability claims for bodily injury and property damage
arising out of premises, operations, products and completed operations and advertising
and personal injury liability. The Commercial General Liability Policy was introduced
in 1986 and replaced by the "Comprehensive" general liability policy. The
Commercial General Liability provides comprehensive protection against:
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COMMERCIAL GENERAL LIABILITY POLICY
Bodily injury and Personal
and Medical
Property Damage
Advertising injury Expenses.

Supplementary
Payment

COVERED EXPOSURES IN GENERAL LIABILITY POLICY
Premises Operations Products Completed Duty to Coverage for defense
Liability Liability
Liability Operations Defend costs
apart from
Liability
Form
Damages.
KEY EXCLUSIONS IN GENERAL LIABILITY POLICY
Product Defects
Expected
or Workers’
War & Terrorism
Intended
Compensation and
Injury
Similar Laws
5. Errors and Omissions/Professional Liability Policy
“Professional Liability Policy is also designed to provide insurance protection to
professional people against their legal liability to pay damages arising out of
negligence in the performance of their professional duties”. The policy is ideal for all
those engaged in service industry such as:
(i)
Medical practitioners;
(ii) Engineers, architects and interior decorators;
(iii) Chartered accountants, financial consultants, management consultants,
(iv) Software firms.
The policy offers for limits of indemnity any one year and any one claim.
6. Directors and Officers Liability Policy
Under this policy, a legal liability protection is provided for the directors and officers
of the company for wrongful acts committed by them in the supervision and
management of the affairs of the company. The policy is specifically designed to
provide protection to Directors and Officers against their personal civil liability. This
policy does not provide insurance coverage for liabilities arising out of criminal
wrongs, prior or pending litigations, infringement of intellectual property rights.
7. Employer's Liability Insurance Policy
It is also known as Workmen's Compensation Insurance. The policy projects the
employers against their legal liability for payment of compensation arising as a result
of death or disablement of the employees arising out of and in the course of
employment who falls in the category of workman as defined in the Workmen
Compensation Act.
5.5

TORT LIABILITIES

A legal wrong is a violation of a person's legal rights, or a failure to perform a legal
duty owed to a certain person or to the society as a whole. These wrongs may either
be crime (against the society), breach of contracts or torts. A tort is a civil wrong for
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which the law allows a remedy in the form of pecuniary damages. Tort may be of
following types:
(a) Intentional Torts: frauds, infringement of rights, assault, trespass, etc.
(b) Strict Liability: absolute liability in respect of loss or injury due to use of
hazardous substances, occupational injury to employees, etc.
(c) Negligence: failure to perform duties
Some of the specific Tort liability covers are discussed in following sections.
PRODUCT LIABILITY
“Insurance means collective bearing of risk. This insurance is intended to provide an
indemnity to the insured (upto the limit of liability) in the event of a claim being
brought against him. This may be caused by anything harmful or defective in the
products sold or supplied by the insured in connection with the business specified. The
insurer, in addition, reimburses all costs and expenses incurred with its written consent
defending such a claim for compensation. The insurance does not cover the cost of
removing, replacing or repairing defective products or loss of use thereof. Liability for
injury or damage caused by a defective product may arise due to the operation of Sale
of Goods Act or Consumer Protection Act.”
“The product liability policy seeks to indemnify the insured against his legal liability
to pay compensation including claimants costs, fees and expenses in respect of injury
damage or pollution for third parties for claims arising out of accidents due to any
defects in the products specified in the policy during the period of the insurance and
first made against the insured during the policy period”. For the purpose of
determining, the indemnity granted:
1. Injury: It means death, bodily injury, illness or disease of or to any person.
2. Damage: This means actual and/or physical damage to the atmosphere or of
any water, land or other tangible property.
3. Pollution: The meaning of pollution or contamination of the atmosphere or
of any water, land or other tangible property.
4. Product : “It means any tangible property after it has left the custody or
control of the insured which has been designed, specified, formulated,
manufactured, constructed, installed, sold, supplied, distributed, treated,
serviced, altered or repaired by/or on behalf of the insured”.
5. Accident: “It means fortuitous event or circumstance which is sudden,
unexpected and unintentional including resultant continuous, intermittent or
repeated exposures arising out of the same fortuitous event or circumstances”.
The product policy is on “Claims Made Basis”. This means that the accident giving
rise to the claim shall occur during the period of insurance and further that the claim
shall be first made against the insured during period. The retroactive date is the date
of commencement of the first “Claims made” product liability policy. This date
remains unaltered as long as the policy has been renewed without break and there has
been no substantial material change in the risk.
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The Policy is subject to :
Special Exclusions
1. “The policy excludes liability for costs in the repair, reconditioning, modification
or replacement of any product which is or is alleged to be defective”.
2. The cost arising out of recall of any product or part thereof.
3. “It is arising out of any product which is intended for incorporation into the
structure, machinery or control of any aircraft”.
4. It is arising out of deliberate, wilful or intentional non-compliance of any statutory
provision.
5. It is arising out of full financial loss such as “loss of goodwill”, “loss of market”,
etc.
6. It is arising out of penalties and fines, punitive and exemplary damages.
7. The injury and/or damage occurring prior to the retroactive date shown in the
schedule.
8. “It is arising out of deliberate, conscious or intentional disregard of the insured's
technical or administrative management of the need to take all reasonable steps to
prevent claims”.
9. “For injury to any person under a contract of employment or apprenticeship with
insured where such injury arises out of the execution of such contract”.
10. It is arising out of contractual liability which would not have existed in the
absence of the specific contract.
11. It is arising out of any product guarantee.
12. The claims for failure of the goods or products to fulfil the purpose for which they
were intended.
In addition, war and nuclear perils are specifically excluded. The policy does pays for
loss or damage due to:
 “The War”
 “The War like Perils”
 “Wear and Tear”,
 “Depreciation, Consequential loss”
 “Nuclear Group of Perils”
 “Gross and Wilful Negligence of Insured”
 “Violation of policy conditions”
 “Loss/damage/ liability where Insured's family or insured's employee are
involved as principal/Accessory”.
 “Intentional Act/Self injury/influence of drug/Intoxicant”.
Additional Covers
 The Vendors liability extension
 The Technical collaborators liability
 The Products manufactured by sub contractors /licensed manufacturers on
their own brand name can also be covered under the same policy.

82

The claims arising out of accidents during the policy period due to defects in the
products covered by the policy are payable. The policy which also covers injury to
third party and pollution liability on account of products covered. The Indemnity is
extended to officials of the insured in their business capacity such as officers,
committees and members of insured's welfare association personal representative of
the estate. The costs, fees and expenses incurred investigation, defence and settlement
of claim made against the insured, cost of representation at any inquiry or other
proceedings in respect of matters having direct relevance to the claim made against
the insured are covered by the policy Subject to the overall limits stated in the policy.
LEGAL LIABILITY
The Legal Liability arises from 3 classes of legal wrongs such as follows:
A. “Crime” : which Cannot be covered under insurance)
B. “Tort “: which Can be covered under Insurance)
C. “Breach of Contract”: which are Contractual liabilities are generally not
covered under insurance)
Categories of Tort
 Negligence
 Strict Liability
Note: Both are covered under liability insurance.
What is Strict Liability?
“Strict liability is a legal term referring to the holding of an individual or entity
liable for damages or losses, without having to prove carelessness or mistake. The
doctrine of strict liability is commonly applied to cases involving defective
products. Such a claim relies, not on wrongdoing, but on the inherent hazards of the
situation or product. When pursuing a legal action for liability, the plaintiff must
generally prove that the defendant was somehow at fault, whether by negligence or
direct fault, for the damages incurred by the plaintiff. The law, however, recognizes
there are certain circumstances that are so inherently dangerous or hazardous, that
there is no need for the plaintiff to prove direct fault or negligence. Strict liability,
also referred to as “absolute liability,” applies to such issues as injuries or other
damages caused by a defective product, damages caused by animals, and engaging
in certain hazardous activities. An individual or entity may be held strictly liable in
both civil and criminal actions”.
Examples of Strict Liability
• Workman Compensation Insurance
• Motor Accidents
• Explosives Note: Whether you are negligent is not relevant
Statutory Liability May Arise Out of
• The Public Liability Insurance Act 1991
• Workman Compensation Act
• Motor Vehicle Act 1988
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•

Other acts pertaining to various professional bodies such as errors and
omissions for Certifying authorities, Insurance brokers, Stock depositary acts.

What is Negligence in Tort?
“Negligent torts are the most prevalent type of tort. Negligent torts are not
deliberate actions, but instead present when an individual or entity fails to act as a
reasonable person to someone whom he or she owes a duty to. The negligent action
found in this particular tort leads to a personal injury or monetary damages. The
elements which constitute a negligent tort are the following: a person must owe a
duty or service to the victim in question; the individual who owes the duty must
violate the promise or obligation; an injury then must arise because of that specific
violation; and the injury causes must have been reasonably foreseeable as a result
of the person’s negligent actions.”
Elements of Negligence
• There must be a legal duty of care to another person.
• There must be a breach of that duty.
• The claimant must have suffered damages , and
• The damages must have been proximately caused by the breach of duty.
Legal Liability can Arise from:
(a) Employees: The same is covered under WC policy, employer’s liability, D&
O Policies.
(b) Customer/Clients: Cover under product Liability, errors and omissions, cyber
liability.
(c) Third Parties: Cover for bodily injury & property damage under public liability
policies Shareholders/Stakeholders in an organisation/ Govt. and regulatory
bodies under Directors and Officers Liability policy.
Need for Liability Policies:
• To satisfy statutory requirements
• To satisfy contractual requirements
• Demanded by the legal scenario of the country of operations
• To effect risk transfer
DIRECTORS' AND OFFICERS' LIABILITY INSURANCE
Ordinarily, the directors and officers are bound by duty towards the company itself,
shareholders, employees, creditors, customers, competitors, members of the public,
government and other regulatory bodies. The breach or non-performance in the duties
can result in claims against the companies and/ or directors of the company by reason
of any wrongful act in their respective capacity. In recent time, spate of litigation, a
number of adverse court verdicts regarding the liability of directors and officers of
companies to a third party were passed where the directors and officers were held
personally liable for payment of compensation to the third party. The Directors' and
Officers' Liability Insurance policy is designed specifically to meet any financial
liabilities imposed upon them as follows:
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LIABILITY INSURANCE WHICH COVERS THE DIRECTORS AND OFFICERS
Employees Suppliers
Competitors Regulators Customers Sharehold Other
ers
stake
holders
This policy provides cover for directors and officers of a company to reduce the impact
of potential litigation owing to:
 The failure of checking and supervision.
 The Inaccuracy in statements of financial accounts.
 The Lack of judgement and good faith.
 The Mismanagement including misappropriation of funds.
 The Misstatements / Misleading in prospectuses.
 The Wrong Allotment of shares.
 The Unauthorised Investments or loans,
 The Failure to acquire the competitive bids.
 The Imprudent expansion and modernisation resulting in a loss.
 The Using inside information.
 The Unwarranted salaries or compensation and dividend payment.
 The Misleading statements filed with the stock exchange.
 The Misrepresentation in acquisition or takeover, agreement for the purchase
or acquire of another company.
 The Wrongful dismissal of an Employee.
Risks covered
This policy covers all claims made in event of:
 “Mergers”,
 “Takeovers”
 “Divestment”.
 “Liquidation”.
 “Changes in Control of Shareholding”.
 “Share Issues”.
 “Shareholder Claims”.
 “Misdeeds of co-directors”.
 “Trustee Accountability and Responsibility”.
 “Customs and excise Allegations”.
 “Administrative liabilities”.
 “Termination of Employment”.
 “Disposal of old firm/ entry of new owners”.
 “Miscellaneous litigation”.
Compensation Offered
“The extent of indemnity being severely restricted by the Companies Act will
reimburse the extent of legal costs expended only if the Director/Officer successfully
defends the act taken against him. Further, coverage is available on a “claims made”
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basis and applies only to claims made against the Board of Directors during the policy
period, irrespective of when the wrongful act occurred”.
The cover applies to:
 Liabilities arising from any claim made against Directors and/or Officers of
the company by reason of any wrongful act done in their respective capacity.
 Liabilities against the company where it is required to indemnify the
Directors/Officers pursuant to common or statutory law provisions or
Memorandum and Articles of Association.
 The company and its subsidiaries that are under the common control of the
Directors/Officers.
Exclusions
 The policy does not pay for the losses arising from any claim.
 The Prior and pending litigation and claims submitted under previous policies.
 The Bodily injury, sickness, disease, emotional distress, death, damage or
destruction of tangible property including loss.
 The Insured vs. Insured, viz., Directors suing each other.
 The Illegal personal profit and remuneration.
 The Deliberate, dishonest or fraudulent acts.
 The Pollution and/or Contamination.
 The Insider Trading.
 The Outside Directorship (can be covered with specific information).
EMPLOYER'S LIABILITY
The Workmen's Compensation Act, 1923 and the common law which impose liability
of an employer for employment injury (including death) of any of his employees who
is a workman as defined under the Act. Section 3 of the Act provides that the employer
is liable for compensation if personal injury is caused to workmen by accident arising
out of and in the course of employment. The next stage will explain that if the
workman contacts any disease, specified in the Act as an occupational disease, the
illness is deemed to be injury by accident arising out of and in the course of
employment with changing scenario.
Coverage of the Policy under the WC Act, 1923
 The Indemnity to insured against his liability as an 'employer' to accidental
injuries (including fatal) sustained by the 'workman' whilst at work.
 Further, by payment of extra premium- medical, Surgical, and hospital
expenses including the cost of transport to hospital for accidental employment
injuries; are covered upto a limit stated in the Policy.
 The Liability in respect of diseases mentioned in Part C/ schedule III of WC
Act, on additional premium; which arise out of and in the course of
employment.
The rates of insurance premium are prescribed by the tariff which is in two forms:
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Table A: Indemnity against the legal liability for accident to employees under:
(a) Workmen's Compensation Act, 1923
(b) Fatal Accident Act, 1855
(c) Common Law
Table B : Indemnity cover for legal liability arising under:
(a) Fatal Accident Act, 1855
(b) Common Law
Compensation
Subject to the provisions of Workers Compensation Act, the amount of compensation/
reimbursable is as follows:
 The employee injury results in death, then 40 percent to 50 percent of the
monthly wages of the deceased multiplied by the relevant factor or Rs. 20,000/
(Twenty thousand) whichever is more.
 The Permanent Total Disablement- 50 percent to 60 percent of the monthly
wages of the injured disabled (PTD) workman multiplied by relevant factor or
Rs. 24,000/- (Twenty four) whichever is more.
 The Permanent Partial Disablement such as (a) For an injury specified in Part
II of disablement (PPD) schedule. The percentage of loss of earning capacity
caused applied to the compensation payable for permanent total disablement.
(b) For an injury not specified in schedule- the percentage of permanent loss
of earning capacity as assessed by qualified Medical Practitioners applied to
the compensation payable for permanent total disablement.
 Where more than one injury caused by same accident, it shall be aggregate but
in any case not to exceed the amount payable for permanent total disablement.
 For Temporary disablement: A half monthly payment equivalent to 25 percent
(total or partial) of monthly wages of the workman to be paid in accordance
with the provisions of subsection (2) the WC Act.
 The Actual medical expenses incurred in connection with on-duty accident
ranging from Rs. 80/- to Rs. 2,400/ (Two thousand four) per case as per the
option given at the inception of the policy by the insured and extra premium
paid.
 The Legal costs and expenses incurred with the company’s consent.
Exclusions
 The injury which does not result in fatality or partial disablement for period
exceeding Three (3) days.
 The First Three (3) days of disablement where the total disablement is less than
28 days.
 The non-fatal injury caused by any accident, which is directly attributable to:
(a) Influence of drinks or drugs
(b) Wilful disobedience of an order for securing safety of the workman
(c) Wilful removal or disregard of safety guard device.
 The war group and nuclear group of perils.
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The Liability to employees of contractors of the insured (unless specifically
declared)
The Employee who is not a "workman" as per Workers Compensation Act.
The Liability of insured assumed under an agreement.
Occupational diseases mentioned in part "C" of schedule III of WC Act, unless
cover is extended on payment of extra premium.
There is increase in hazard due to any change in statute provisions after policy
had incepted under more than one statute/one forum for the same injury.

PROFESSIONAL INDEMNITY POLICIES
The Professional Indemnity Insurance Policy is available for all doctors, medical
establishments, contractors, engineers, architects, interior decorators, chartered
accountants, financial accountants, management Consultants, lawyers, advocates,
solicitors and counsel.
Jurisdiction applicable under the Professional Indemnity policy will be within Indian
Courts. Under this cover, the policyholder will be covered for any Professional Act or
omission occurring during the period of insurance provided the policy is renewed
without interruption and is in force at the time of claim. Any claims; during the policy
period; arising out of act of omission of policy holder; have to be made in writing. The
retroactive date of the policy is the period commencing from the date and hour
mentioned in the policy and expiring at midnight on the expiry date mentioned in the
policy. If the policy holder notifies any event or circumstance leading to a claim during
the policy period and if insurance company accepts it, then the insurer will deal with
the claim. The “Extended Claim Reporting Clause” allows the policy holder a time
limit up to 90 days from cancellation or non-renewal of policy to notify claims which
had taken place during the period of insurance. And the only condition is that another
policy does not exist.
SPECIFIC STATUTORY LIABILITIES
Public Liability Insurance
The Public Liability Insurance Act, 1991 imposes "no fault" liability in respect of use
of hazardous substances as specified by the Act. The object of this Act is to provide
through insurance immediate relief to persons affected due to "accident" while
"handling" "hazardous substance" by the owners on "no fault liability basis".
It would be seen that this has also been brought under Tariff. The definition of
"Owner" is so comprehensive as to cover any person who owns or has control over
any hazardous substance at the time of accident. This includes any firm or its partners.
It is quite clear that the Association or its members, Company or its Directors and all
other persons associated with and responsible to that company in the conduct of their
business. The various terms like "Accident", "Hazardous substances" as defined in
Section 2 of the Act are given below.
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"Accident: means an accident involving a fortuitous, sudden or unintentional
occurrence while handling any hazardous substance resulting in continuous,
intermittent or repeated exposure to death of, or injury to any person or damage to any
property but does not include an accident by reason only of war or radioactivity”.
"Handling: in relation to any hazardous substance, means (a) the manufacture, (b)
processing, (c) treatment, (d) package, (e) storage, (f) transportation by vehicle, use,
collection, destruction, conversion, offering for sale, transfer or the like of such
hazardous substance”.
“Hazardous Substance: means any substance or preparation which is defined as
hazardous substance under the Environment (Protection) Act,1986 and exceeding
such quantity as may be specified by notification by the Central Government”.
“Hazardous Substance: means any Substance or preparation which, by reason of
its chemical properties or handling is liable to cause harm to human beings, other
living creatures, plants, microorganism, property or the environment as per the
Environment Protection Act, 1986”.
Cyber Risk Insurance Policy
“The cyber insurance policy is designed to help an organization or business to cover
against the liability and property losses arising due to any cyber related activity that
the business engages in. This policy also helps to offset the risk involved with
recovery, after a cyber-related security breach”.
Commercial Crime Insurance Policy:
The Commercial Crime Insurance policy which offers to protect the businesses
against the losses due to (a) third-party fraud or (b) employee fidelity. It also protects
the business against:
EXAMPLES OF COMMERCIAL CRIME INSURANCE
Employee Theft of Burglary
Robbery
Forgery
Dishonesty Money

Computer
Fraud

Carrier legal liability Insurance Policy:
“The Carrier legal liability Insurance which covers the insured for the physical loss or
damage to goods or merchandise directly caused by fire or/and accident to the vehicle
while such goods or merchandise are in transit. It covers losses of the goods or
merchandise when they are in the custody of the insured”.
Product liability Insurance Policy:
“The product liability insurance covers the business against claims arising with
respect to its products and services. The claims may arise due to personal injury or
property damage caused due to the products or services of the business. This insurance
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also helps the business owners to protect their receivable accounts from loss due to
credit risks such as (a) protracted default, (b) insolvency or (c) bankruptcy.
MAJOR INSURANCE PRODUCTS
Major Category Description
Types of Policies
1.Fidelity
Insurer undertakes to indemnify 1.Individual Policy
Guarantee
the assured (employer) up to 2.Collective
Policy
Insurance
certain
specified
amount (embracing all employees
insured, against loss arising out falling
within
certain
of fraud or embezzlement on the category)
part of the employees.
3.Positions
Policy (e.g.
position of cashier)
4. Blanket Policy (covering
entire staff).
2.Burglary
The policy is available to 1.Business
premises
Insurance
commercial
establishments, insurance policy
factories, Godowns, shops, etc. 2.All Risks Insurance Policy
3.Motor Vehicle As per the provisions of Motor 1.Act
only
Policy
Insurance
Vehicles Act 1938, it is (compulsory insurance)
compulsory for the motorists to 2.Third Party Insurance
insure against the risk of 3.Comprehensive
policy
liability to third parties.
(covers own losses, third
party and Act only Liability)
4.
Health Insurer undertakes to indemnify 1. Individual mediclaim
Insurance
loss arising in respect of policy 2.Group mediclaim
hospitalisation
or
injury policy
(available
for
sustained by the insured person. corporate bodies). 3.Overseas
mediclaim policy (for illness
suffered by Indian residents
during their foreign trips)
4. Videsh Yatra Mitra Policy
(wide coverage for loss of
passport, baggage personal
accident etc.)
5.Public
Under public liability insurance 1.Industrial Risk Insurance
Liability
Act 1991, all the businesses (applies to industrial and
Insurance
owning and dealing with storage risks such as depots,
hazardous goods are required to godowns, etc. May also cover
take insurance policy.
pollution and transportation
risks)
2.Industrial
All
Risks
Insurance (applicable to risks
having sum insured of Rs.
100 crore and above) 3.NonIndustrial Risks insurance
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(applicable to cinema halls,
hotels,
theatres,
office
premises etc.)
5.6

LET US SUM UP

Liability insurance is designed to provide particular protection against third party
insurance claims under which payment is made to someone suffering loss and who is
not a party to the insurance contract instead of the policy holder i.e. the insured.
Further, Commercial General Liability Policy is a standard insurance policy issued to
business houses to protect them against liability claims for bodily injury and property
damage arising out of premises, operations, products and completed operations and
advertising and personal injury liability.
“Liability for injury or damage caused by a defective product may arise due to the
operation of Sale of Goods Act or Consumer Protection Act. Moreover, a product
liability insurance covers the business against claims arising with respect to its
products and services. The claims may arise due to personal injury and/or property
damage caused due to the products or services of the business. This insurance helps
the business owners to protect their accounts receivable from loss due to credit risks
such as protracted default, insolvency or bankruptcy”.
5.7

KEY TERMS

 Liability Insurance: “It covers Liability risks such as Motor Third Party Liability
Insurance, Workmen’s Compensation Policy, etc., offer cover against legal
liabilities that may arise under the respective statutes”.
 Product liability: “It provides protection to companies engaged in manufacturing
of products and sold to the public in the modern industrial society, products; if
defective, may cause death, bodily injury or illness or even damage to property”.
 Director and Officers Liability: is a specialised insurance policy introduced to
cover the liabilities of Directors or Officers of a Company.
 A Cyber Insurance Policy: “It is designed to help an organization or business
to cover against liability and property losses arising due to any cyber related
activity that the business engages in”.
 Accident: “It means an accident involving a fortuitous, sudden or unintentional
occurrence while handling any hazardous substance resulting in continuous,
intermittent or repeated exposure to death of, or injury to any person or damage
to any property but does not include an accident by reason only of war or
radioactivity”.
 Handling: “This is in relation to any hazardous substance, including
manufacturing, processing, treatment, package, storage, transportation by vehicle,
use, collection, destruction, conversion, offering for sale, transfer or the like of
such hazardous substance”.
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 Hazardous Substance: “It means any substance or preparation which is defined
as hazardous substance under the Environment (Protection) Act,1986 and
exceeding such quantity as may be specified by notification by the Central
Government.”
 Hazardous Substance: “It means any Substance or preparation which, by reason
of its chemical properties; its handling is liable to cause harm to human beings,
other living creatures, plants, microorganism, property or the environment (as per
the Environment Protection) Act, 1986)”.
5.8

SELF– ASSESMENT QUESTIONS

1. Meaning and Definitions of Liability Insurance ? Discuss Characteristics of
Liability Insurance ?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------2. Discuss; in detail; types of Liability Insurance ? .
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------3. Discuss about Tort Liabilities aspects of Liability Insurance ?
---------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------5.9
(j)
(k)
(l)
(m)
(n)
(o)
(p)
(q)
(r)
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5.10

MODEL QUESTIONS

(i) Discuss the Commercial General Liability Policy of covered exposure and
Exclusions of this policy?
(ii) Discuss the Product Liability? Discuss its characteristics?
(iii) Discuss the Directors and Officer’s Liability Insurance ?
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