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4.1 LEARNING OBJECTIVES
After going through this unit, you will be able to :

x
x
x
x
x

explain the concept of life insurance
outline the difference between life insurance and non-life insurance
discuss the features of life insurance
describe the importance and advantages of life insurance
explain the different types of life insurance

4.2 INTRODUCTION
In this unit we are going to discuss the concept of life insurance.
Life insurance contract is a contract in which the insurer in consideration
of a certain premium either in lump sum or other periodical payments
agrees to pay to the assured an agreed sum of money on the happening
of a contingency e.g. death of the insured. The difference between the
life insurance and non-life insurance will also be discussed.
We will also discuss in the following sections the features,
1

importance and advantages of life insurance. Again, at the end of this
unit we will get a fair idea on the different types of life insurance.

4.3 MEANING OF LIFE INSURANCE
According to Life Insurance Act,1938, life insurance refers to the
contract of insurance on human life, under which if any individual’s
death ,other than accident ,or happening of any event concerning to
human life, a certain amount is guaranteed to be paid to the assured or
his/her legal representatives.
So, from the above definition given by Life Insurance Act,1938 now
we can get an idea that , the subject matter of life insurance is human
life and to protect the human life from future uncertainties.
The duration of life insurance normally exceeds a year and the sum
assured is paid on the happening of certain event or on the maturity of
the policy.

4.4 DIFFERENCE BETWEEN LIFE INSURANCE AND
NON-LIFE INSURANCE
In the above section we have discussed life insurance and now we
are going to discuss the meaning of non-life insurance before discussing
the difference between life insurance and non-life insurance.
Non-life insurance is insurance where the insurer in consideration
of a premium paid by the insured agrees to compensate him for the
financial loss suffered by him due to some unexpected event which is
covered by the terms of the policy. There are different types of non-life
insurance which are as follows:

a. Marine Insurance
b. Fire Insurance
c. Motor Vehicle insurance and
d. Personal Accident insurance
2

The above types of insurance will be discussed in the next units.
Now we will discuss the differences between life insurance and non-life
insurance from the following:
Life Insurance
1. There is an assurance as to

Non-Life insurance
1. Here, the event insured

the occurrence of the event i.e.

against may or may not

death but there is uncertainty

occur.

about thetiming.
2. The insurer is committed to
compensate the insured.

2. The insurer is under no
obligation to compensate
the insured.

3. The principle of indemnity does 3. This insurance is a contract
not apply to life insurance

of indemnity and the assured

contract.

can recover the actual loss
subject to the maximum
amount of the policy.

4. The life insurance contract is
always a long-term contract.

4. These contracts are annual
contracts.

4.5 EATURES OF LIFE INSURANCE
The following are some of the features of life insurance:

a.

There should be elements of a valid contract. Life insurance is
a contractual relationship between the insured and the insurer,
so there must be essential elements of a valid contract in
accordance with the provision of Indian Contract Act,1872

b.

The person who is going to insure should have interest in the
object of insurance called insurable interest.

c.

Warranties are important features of life insurance. If there is
some untrue statement regarding material, facts or figures, the
3

contract shall become null and void and the insurer will be
entitled to forfeit the premium paid by him.
d.

Again, nomination is an essential feature of life insurance.
Generally, nomination means the act of officially naming a
person and here the person is named to collect the amount to
be paid by the insurer on the death of the assured.

e.

Premium is also a feature of life insurance. Premium is the amount
paid by the insured for the loss undertaken. Premium can be
single premium, limited premium or whole-life premium.

4.6 DVANTAGES OF LIFE INSURANCE
There are some advantages of Life insurance. This can be discussed
as follows:

a.

Tax Relief: Life insurance is helpful in a way that it is the best
way to have benefit of tax deduction on income tax.

b.

Security and Protection: life insurance gives full guarantee
of protection and security against risk of death of the saver.

c.

Helps in taking credit: it helps in acquiring loans on the
security of any policy that has acquired loan value.

d.

Liquidity provider: this insurance policy plan can be used to
meet some type of monetary needs that may arise from time –totime. Some of the monetary needs are marriage provisions,
children’s education etc.

4.7 TYPES OF LIFE INSURANCE
According to ‘Life Insurance Corporation of India’ there are 12 types of
insurance plans. They are as follows:

4

1.

Whole Life Policy: Whole life policy is a life insurance policy that
remains in force for the insured’s whole life and requires premiums
to be paid every year into the policy. This policy is suitable for
people of all ages who wish to protect their families from financial
crises that may occur owing to the policyholder’s premature death.
According to LIC “This plan is mainly devised to create an estate
for the heirs of the policyholder as the plan basically provides for
payment of sum assured plus bonuses on the death of the
policyholder. However, considering the increased longevity of the
Indian population, the Corporation has amended the above provision,
thereby providing for payment of sum assured plus bonuses in the
form of maturity claim on completion of age 80 years or on expiry
of term of 40 years from date of commencement of the policy
whichever is later. The premiums under the policy are payable up
to age 80 years of the policyholder or for a term of 35 years
whichever is later.
If the payment of premium ceases after 3 years, a paid-up policy
for such reduced sum assured will be automatically secured
provided the reduced sum assured exclusive of any attached bonus
5

is not less than Rs.250/-. Such reduced paid-up policy is not entitled
to participate in the bonus declared thereafter but the bonuses
already declared on the policy will remain attached, provided the
policy is converted into a paid-up policy after the premiums are
paid for 5 years.
2.

Endowment Assurance Policy: An endowment policy is a life
insurance contract designed to pay a lump sum after a specified
period of time or on earlier death. Normally, an endowment
assurance policy matured period is ten, fifteen or twenty years up
to a certain age limit. In the case of critical illness some policies
also pay out. Endowments can be surrendered and the holder
then receives the surrender value which is determined by the
insurance company depending on how long the policy has been
running and how much has been paid in to it.

3.

Term Assurance Plans: This plan of assurance is designed
to meet the needs of those who are initially unable to pay the
larger premium required for a Whole Life or Endowment
Assurance Policy, but hope to be able to pay for such a policy
in the near future. This plan would be found useful also in
cases where it is desired to leave the final decision as to the
plan to a later date when, perhaps a better choice could be
made. Policy holders get an option of converting a policy into
endowment assurance or limited payment whole life assurance.

4.

Children Plan: This plan is specially designed to meet the
increasing educational, marriage and other needs of growing
children. It provides the risk cover on the life of child not only
during the policy term but also during the extended term (i.e.
7 years after the expiry of policy term). A number of Survival
benefits are payable on surviving by the life assured to the end
of the specified durations. You may choose Sum Assured
(S.A.), Maturity Age, Policy Term, Mode of Premium payment
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and Premium Waiver Benefit. You may pay the premiums
regularly at yearly, half-yearly, quarterly or through Salary
deductions over the term of policy. Premiums may be paid
either for 6 years or upto 5 years before the policy term.
5.

Plans for handicapped Dependents: This is an Endowment
Assurance plan designed for the benefit of handicapped
dependants. Premiums are payable quarterly, half-yearly or
yearly throughout the term of the policy or till the earlier death.
Alternatively, the premium may be paid in one lump sum (single
premium). The policy provides for the Guaranteed additions at
the rate of Rs.60 per thousand Sum Assured for each
completed policy year while the policy is in full force. The
Guaranteed Additions are payable at the end of the policy
term or on earlier death.This is a with-profit plan and
participates in the profits of the Corporation’s life insurance
business. It gets a share of the profits in the form of loyalty
additions which are terminal bonuses payable along with death
or maturity benefit. Loyalty addition may be payable from fifth
year onwards depending on the experience of the Corporation.

6.

Plans for high Worth Individuals: This is an endowment
Assurance plan offering the choice of three premium paying
terms. It provides financial protection against death throughout
the term of the plan Product summary with the payment of
maturity amount on survival to the end of the policy term.
Premiums are payable yearly, half-yearly, quarterly or monthly,
as opted by the customers, throughout the premium paying
term or till earlier death. The policy provides for the Guaranteed
Additions at the rate of Rs. 50/- per thousand Sum Assured for
each completed year for first five years of the policy. The policy
participates in the profits of the Corporation’s life insurance
business from the 6th year onwards. The Sum Assured along
with accrued guaranteed additions and vested simple
7

reversionary bonuses and Terminal Bonus, if any, is payable in
a lump sum on death of the life assured during the policy term.
7.

Money Back Plans: There may be money back policy for
different years, say 20 years and 25 years.
The money back policy 20 years: This is type of endowment
insurance plan scheme provides for periodic payments of partial
survival benefits as follows during the term of the policy as long
as the policy holder is alive. Here, 20 percent of the sum assured
becomes payable each after 5, 10, 15 years and the balance of
40 percent plus the accrued bonus become payable at the 20th
year.
The money back policy 25 years: In the money back policy 25
years, 15 percent of the sum assured becomes payable each
after 5, 10, 15 and 20 years and the balance of 40 percent plus
the accrued bonus become payable at the 25th year. In this policy
one important feature is that if at any time the event of death
occurs within the policy term, the death claim comprises the full
sum assured without deducting any of the survival benefit amounts,
which have already been paid.
The following are some of the types of money back policy:

8.

a.

Jeevan Surabhi (15 years, 20 years and 25 years)

b.

Jeevan Rekha(closed for Sale)

c.

Bima Bachat

d.

Special money back plan for women

Other Special Plans: Other Special plans are the plans where
there is provision of dual benefits. Here, both insurance as well
as investment life insurance corporation of India offers the
following plans:
a.
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Bima Gold (closed for Sale): in this Bima Gold plan the

policy holder should have to pay premiums over the entire
duration of the plan and certain amount of sum assured
is paid at regular intervals during the currency of the
intervals. On the maturity of the plan, the policy holder will
receive all the premiums paid, less the amount already
paid out in the intervening years. The minimum age for
entry should be 14 to 63 years but the maximum age at
the maturity should not be more than 75 years.
b.

New Bima Gold: this is a plan where the premiums that
are paid over the term of the plan are paid back during
the policy term in instalments and life insurance cover is
available not only during the term but also during the
extended period of the plan. The minimum sum assured
under the policy is Rs. 50,000.

c.

Bima Nivesh 2005: This policy is the revised version of
LIC’s bima nivesh plan 2004. This plan is for those who
have no regular income but have a good periodical
income. This plan is available for the term of 5 years and
10 years.
There are some other plans also, such as Jeevan Saral,
and jeevan Madhur.

9.

Group Insurance Schemes: Group Insurance Schemes is
life insurance plan which provide protection to a group of people.
This insurance scheme provides the benefits at a very low rate
to the associations, employers etc.
Following are some of the types of group insurance plan.
a.

Group term insurance schemes

b.

Group insurance schemes in lieu of EDLI (Employee’s
Deposit Link Insurance)

c.

Group gratuity Schemes
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d.

Group superannuation Schemes

e.

Rural group life insurance schemes

10. Pension Plans: This plan is for the senior citizen and for
those who plan for secured future. Following are some of the
types of Pension Plan:
a.

Jeevan Needhi: In this policy, on the survival of the policy
the accumulated amount (sum assured + guaranteed
additions + bonus) is used to generate a pension for the
po0licy holder.

b.

Jeevan Akshya-V: This is an Immediate Annuity plan,
which can be purchased through lump sum payment as
Single Premium. The plan provides for annuity payments
which are available throughout the life time of an annuitant.
Various options are available for the type and mode of
payment of annuities.

c.

New Jeevan Dhara-I: ‘New Jeevan Dhara-I’ is suitable for
professionals who do not have any pension scheme, can
provide a pension for themselves for post retirement
expenses.

d.

New Jeevan Suraksha-I: ‘New Jeevan Suraksha 1’ is a
unique plan designed to provide pension from a chosen
retirement date. The plan can be taken by anyone who
wishes to set apart an amount as pension.

11.

Unit Plans: Unit plans are investments plans for those who
realise the world of hard earned money. This plan helps in tax
saving. E.g. Pension Plus Plan.
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CHECK YOUR PROGRESS
Q1. State true or false for the following statements:
(i) Fire insurance is a non life insurance policy.
(True/False)
(ii) Life insurance policy never helps in acquiring loans. (True/
False)
(iii) Children plan is designed to meet the educational, marriage
and other needs of a child. (True/False)
Q2. Write any two advantages of Life Insurance Policy.
..................................................................................................
..................................................................................................
..................................................................................................
..................................................................................................

4.8 LET US SUM UP

x

In this unit we have discussed on the concept of Life insurance.
Life insurance is a contract in which the insurer in consideration
of certain premium, in lump sum or by other periodical period,
agrees to pay to the assured the assured sum of the money,
on the happening of a specified event or at the expiry of certain
period.

x

We also discussed on the difference between life insurance
and nonlife insurance.

x

There are certain features of life insurance. They are as follows:
i.

a valid Contract

ii.

Premium

iii. The person who insure should have interest for life
insurance
iv.

Warranties

v.

nomination
11

x

x

Advantages of life insurance
i.

Liquidity provider

ii.

Tax Relief

iii.

Security and Protection

iv.

Helps in taking credit

The following are the types of Insurance
i.

Whole Life Policy

ii.

Endowment Assurance Policy

iii.

Term Assurance Plans

iv.

Children Plan

v.

Plans for handicapped Dependents

vi.

Plans for high Worth Individuals

vii. Money Back Plans
viii. Other Special Plans
ix.

Group Insurance Schemes

x.

Unit Plans

xi.

Pension Plans

4.9 FURTHER READING
1) Mishra, M. N., Mishra, S. B. (2005); Insurance Principles and
Practice; S. Chand Publisher.
2) Tripathy, Nalini Prava, Pal, Prabir (2009); Insurance : Theory
And Practice, Phi Learning Pvt. Ltd.
3) Tripathy, Manas, Mishra, Simita, Mishra, K. C. (2009); General
Insurance Business Operations and Decision Making;
Cengage Learning India.
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4.10 ANSWERS
PROGRESS
Ans. to Q. No. 1 : (i) True,

TO

(ii) False,

CHECK

YOUR

(iii) True

Ans. to Q. No. 2 :
(a)

Tax Relief: Life insurance is helpful in a way that it is the
best way to have benefit of tax deduction on income tax.

(b)

Security and Protection: life insurance gives full guarantee of
protection and security against risk of death of the saver.

4.11 MODEL QUESTIONS

1.

Define Life Insurance Policy.

2.

State the features of Life Insurance Policy.

3.

Write short notes on:
(a)

Money back plans

(b)

Pension plans

(c)

Group insurance scheme.
_________
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5.1 LEARNING OBJECTIVES
After going through this unit, you will be able to :

x
x
x
x
x

define Fire Insurance
explain the causes of fire
describe the fire prevention methods
describe the different kinds of fire insurance policies
state the procedure of recovering Fire Insurance Claim.

5.2 INTRODUCTION
Fire Insurance is one of the most popular forms of insurance. It has
acquired an important position in all the industrialised countries of the
world. People are now increasingly aware of the hazards of fire and the
devastation it may cause. Colossal amounts are being spent for research
into the causes of fire and the means of fire preventions. But fire is still
one of the most common natural and accidental hazards. This unit
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deals with the important topic of fire insurance. We will discuss the
different aspects of fire insurance in on bid to educate the bearers about
its importance in view of the frequency of fire ascedanty and incalculate
devastations such accident may cause.

5.3 DEFINING FIRE INSURANCE
Discovery of fire is integral to human civilization as fire is used for
variety of purposes. But fire is also a great hazard as fire accidents are
very common occurrence entailing vast devastation of wealth. Fire
insurance is a kind of guarantee against such losses. Each year claims
worth 40-50 crores on account of fire are paid by the insurance
companies in India and much more damage caused by fire goes
unclaimed in the absence of insurance policies. Fire insurance belongs
to the category of general insurance.
Section 2 (64) of the Insurance Act defines fire insurance as follows
: “Fire insurance business means the business of effecting otherwise
than incidentally to some other class of business, contracts of insurance
against loss by or incidental to fire or other occurrence customarily
included among the risks insured against in fire insurance policies.” The
considerable security provided by fire insurance policies has led to their
rapid popularity not only amongst the individuals and business circles,
but also in the industries godowns, religious organizations, places of
worship like mosques and temples, colleges, universities and other
educational and charitable institutions, cinema-houses, clubs and hotels,
railways, transport, buses banks, which all are most vulnerable to large
scale arson. This under lines the need for protection from unexpected
and unfortunate calamities of fire and highlights the importance of
recognizing and meeting them intelligently through fire insurance schemes.
Thus, insurance provides a security to the insured that fire in the wrong
place or out of control should not prove to be a scourge.
Let us now discuss the causes of fire.
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5.3.1 Causes of fire
Broadly speaking, there are two main causes of fire waste: (a)
Physical hazard and (b) Moral hazard. As has already been
defined, hazard is a condition that may create or increase the
chance of loss arising from a given peril. In order to find out the
real cause of loss it is necessary to go behind the perils, which
apparently cause loss. For example, if a fire breaks out in the
garage, the apparent cause of loss no doubt, is fire itself, but it
hides the real cause. But if we go further to find why fire has
occurred, we have find that a pile of oily rags was left lying
around the garage which is the cause of fire and is the real
cause of loss. Subsequent enquiries may reveal that poor “housekeeping” is the basic cause of loss. For insurance purposes,
however, fire is the peril as well as cause of loss, but the hazards
may increase the chance of loss. Physical hazards refer to the
inherent risk of fire in the property which may be on account of
the situation, inflammable nature, construction of the premises,
artificial lighting and heating, lack of extinguishing appliances, trade
processes involved in the insured premises, proximity of fire
brigades, etc. For examples, a pile of oily rags in the cellar, near
the furnace, or a thatched dwelling or hazardous processes like
the production of gunpowder in a building or boiling of sugar-cane
juice in giant boilers or the cooking gas dealer’s stock etc may
increase the chance of loss by fire or explosion. Besides, the
physical hazard, moral hazard is another cause of fire and is
concerned with any human element involved with the risk. The
insured property may be willfully and maliciously set on fire either
by the owner himself or somebody else. An extreme example of
bad moral hazard is the person who effects a policy of insurance
in order to make a profit by means of false and exaggerated
claims. Thus, dishonesty of the insured will increase the probability
of loss by arson. Also, the loss of fire due to moral hazard may
16

be if a person is careless about the safety and welfare of his
employee, where he fails to take reasonable care of his property
or where his habits increase the risk of loss due to fire. Besides,
the general state of the economy has a bearing on the rate of fire
occurrences. In times of great distress such as trade depression,
the claims on account of fire losses increase because the
unsuccessful owners of property, in order to realize the capital
tied up in stocks which they could not sell and to earn profit, may
cause fire. These willful and unlawful acts of setting one’s own
property to fire with an evil purpose are known as incendiarism .
Also there are cases where third parties out of malice, political
situation or caste or religious fanaticism may set fire to the
properties belonging to other political, religious, or lingual groups.
Such intentional and unlawful acts are known as “arson”. Again,
some persons may well be tempted to set fire to the property of
others with the intention to get reward on giving first hand
information about the out break of the fire and assisting with extra
efficiency in its extinction. Finally, there are cases of “passive
dishonesty” where the insured is either personally careless or his
employees are careless or he fails to maintain proper safeguards
against fire or where the third parties are careless. As for instance,
vagrants and children have often caused fire damage by leaving
cigarettes or other burning substances. In short, both moral and
physical hazards are responsible for enormous loss to property
worth crores of rupees every year.

5.3.2 Fire Prevention
In order to minimize the fire hazards, the insurance companies
employ skilled officials, known as fire surveyors, who inspect the
risks insured or offered for insurance and to make suggestions.
Besides, the insurance companies, fire protecting associations,
fire testing stations, tariff associations etc. are constantly educating
the public and industry on the hazards of fire and means of fire
17

prevention. These organizations have set standards for the
construction of buildings and building materials so that the fire
wastes are minimum. Also, the insurers offer inducements by
way of lower premiums for well constructed fire proof buildings
and for the installation of fire extinguishing appliances, which
reduce the hazard of fire. The institution of Fire Protection
Associations (FPA) help in conducting a permanent publicity
campaign for mobilizing public opinion in favour of various firepreventive methods and for reducing the fire waste. Moreover,
colossal amount of money is being spent on carrying out
researches into the causes of fire and means of fire prevention,
including the discovery of new means, and checking the efficiency
of existing means, of avoiding or resisting fire. This task has been
entrusted to the Fire Testing Stations in industrially advanced
countries.

5.3.3 Functions of Fire Insurance
Under a fire insurance contract the insurers, in return for the
premium, undertake to pay for or make good a loss sustained by
the insured as the result of damage to properly described in the
policy and caused by fire or some other insured peril, up to the
limit of the insured. Thus, insurance company acts as a middleman
between all the members of the society who are exposed to the
fire risk on the one hand and the victims of the fire losses, who
are also members, on the other. The premium is charged from
all the members and is utilized for meeting the losses of some
of the members. In other words, the primary function of fire
insurance is to spread the heavy fire losses of insured members
over the whole of the insuring community, by compensating the
unfortunate few from the funds built up from the contributions of
all members. After taking a fire policy the insured feels protected
against the risk of fire. Such a state of mind in fields and factories
encourages production. Indeed, insurance imbues them with a
18

sense of security and a feeling of confidence in the unknown
future, which ultimately pushes up economic growth.
It should, however, be remembered that though the greatest
advantage of fire insurance is that it removes anxiety and worry
from the minds of insured which creates a buoyant effect on their
psychological build up, yet the insurance plan does not, in any
way, minimize fire wastes. Surprisingly, fire insurance schemes
sometimes encourage the dishonest insurers to set fire to their
own properties in order to realize their cash values from the
insurance company. Broadly speaking, the total loss due to fire
waste to the society remains the same and is an irrecoverable
dead loss.

5.3.4 The Beginnings of Fire Insurance
Compared to marine and life insurance, fire insurance has not a
long history and is of late origin. The first recorded suggestion for
a fire insurance company seems to have been made in 1609 by
Count von Oldenburg in Germany, But the company was not
formed It, however, originated as a municipal undertaking in certain
German cities such as Hamburg, where fire compensation was
paid to the property-owners on the payment of an annual
contribution, calculated on the basis of annual rent of the property.
In India, fire insurance business was developed by the British
entrepreneurs on the pattern of English insurance companies.
Some of the earliest companies under English domination were
formed in Calcutta : Sun Insurance Office Ltd., (1710) Royal
Exchange Assurance (1720) London Assurance (1720) Phoenix
Assurance Company Ltd. (1782) Norwich Union Fire Insurance
Society Ltd. (1797) Later on, insurers from Australia (1886) Canada
(1851), France (1828), Hong Kong (1835) Japan (1879) Kenya
(1937), New Zealand (1859), Sweden (1855), Switzerland (1861)
and United State of America (1810) also joined the English insurers.
19

Thus most of the insurance business in our country was in the
hands of the foreigners, having their Head Offices in their
respective countries. Later on, Indian insurers also joined the
foreigners. In 1971, the general insurance companies were
nationalized. From 1st January, 1971, fire insurance business is
being transacted only by the General Insurance Corporation of
India and its four subsidiary companies : (1) National Insurance
Co., Ltd., Calcutta, (2) New India Assurance Co; Ltd., Bombay,
(3) Oriental Fire & General Insurance Co. Ltd., New Delhi (4)
United India Fire & General Insurance Co. Ltd Madras. Thus, the
management of 64 Indian and 42 foreign insurance companies is
now vested in the central Government.
In the previous sections we have discussed various aspects of
fire insurance. Let us now go into the kinds of fire insurance
policies.

5.4 KINDS OF FIRE INDURANCE POLICIES
Fire insurance companies issue a large variety of policies so as to
have a policy for everybody, suiting his requirements and financial position.
Insurers are always eager to devise newer varieties to the extent possible
for them. Thus, as fire insurance developed, various additional risks
were included within the cover of a fire policy or could be added by the
payment of an additional premium. These included special perils, such
as earthquake, riot and civil commotion, impact damage to buildings,
flood, storm, lighting damage, etc. Of late, consequential loss of profit
insurance was introduced which provides for compensation for profit
lost through interruption of business following a fire. Besides, rent policies
have also developed for the owners, if the tenant is not obliged to
continue payment while the premises are uninhabitable because of fire,
or for tenant, if his obligation to pay rent does not cease in the event
of a fire. Thus, in practice, any concessions are given to the insured
according to the nature of the subject-matter and modifications to the
20

principle of indemnity are made to meet the varying circumstances and
the requirements of the insured. Since the insured suffers tangible as
well as intangible losses, equity demands that certain modifications to
the rigid application of the principle of indemnity be made. Therefore, in
cases, even distinct departure from indemnity is necessitated. The four
main types of fire policies are:
(1) Valued policy
(2) Specific Policy
(3) Average Policy and
(4) Floating Policy.
Besides, there are some other subsidiary types of policies like
Declaration Policy, Reinstatement or Replacement Policy, Consequential
Loss Policy, Comprehensive Policy, Excess Policy, Sprinkler Leakage
Policy, Adjustable policy, Maximum value with Discount Policy, Blanket
Policy, Rent Policy, Transit Policy and Policies on Buildings in course of
erection.
1.

Valued Policy: A valued Policy is a policy which provides that a
special amount shall be paid in the event of total loss of the
property. In other words, it is a policy in which the amount payable
in case of loss is fixed at the time the policy is taken. In the event
of loss, the fixed amount is payable by the insurer irrespective of
the actual amount of loss, Thus, at the time of loss, the market
value of the subject matter of insurance is not taken into account.
Valued policy can be legally challenged because it is not a contract
of indeminity, rather it violates the principle of indemnity because
the amount of insurance may be higher or lower than the market
value. Such policies are not very commonly issued.
Usually, most fine arts policies which are issued on pictures,
sculptures, works of arts, Jewellery, specified articles, furniture,
antiques and similar rare articles are valued policies. These rare
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and valuable articles are under valued policies. These rare and
artistic pieces present a difficulty in their valuation at the time of
loss and for this purpose expert services are needed. Even minor
damage to these articles reduces their value considerably and
necessitates the payment of an agreed value. Valued policies have
an advantage that the insured knows in advance the exact amount
of compensation payable at the time of loss and he need not
prove the value of the insured articles at the time of loss. However,
this method ignores any appreciation in the value of these articles,
and if all appreciation is brought to the notice of insurance company,
revaluation of the inventory is done at the expense of the insured.
This method, to be effective, must make a provision of frequent
revaluation. From the point of view of the insurer the valued policy
violates the principle of industry as the value of some articles
might depreciate in value due to wear and tear, change in habit,
tastes and fashion, etc. In such a case, the insurer has to pay
more than the loss and therefore, it increases the moral hazard
and might tempt the insured to set fire to his own property. In
addition to this disadvantage, this method poses a big problem in
the settlement of partial losses claims, where opinions differ on
the extent of loss. In any case, this method guarantees an agreed
amount to be paid at the time of loss.
2.

Specific Policy: A specific policy is that which insures a risk for
a specific sum. Under such a policy, the insurer will pay the whole
loss to the insured provided that it does not exceed the specified
sum mentioned in the policy. The value of the property is not taken
into account. Thus, if a building worth Rs. 20.000 is insured against
fire for Rs 10,000 while the damage to the property is assessed
at Rs 8,000 the assured will get the whole loss of Rs 8,000 from
the insurance company. Even if the loss be Rs 10,000 this full
amount can be recovered. But if the loss is for Rs. 12,000 then
only Rs. 10,000 can be recovered. Hence, in a specific policy the
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value of property insured has no relevance in arriving at the
measure of indemnity and the sum assured sets the upper limit of
loss compensation. In fact, specific policy is a case of under
insurance and does not penalize the under- insurance and does
penalize the under insurer except when there is a total loss.
3.

Average Policy : The “average Clause” is often inserted in fire
policies, making them average policies. An average policy requires
the insurer to pay that proportion of actual loss as the insurance
bears to the actual value of the property at the time of loss. The
amount of claim is arrived at by dividing the insured sum by the
actual value of the object insured and then multiplying it by the
amount of the loss. Thus, if a person insures his property for Rs
15,000 and the market value of the property at the time of loss is
Rs. 20,000 and the loss assessed is Rs 8,000 then in this case
the proportion of the insured amount (15,000) to the actual value
of the property at the time of loss (20,000) comes to 75 per cent.
Hence, under an average policy a ratable proportion of loss is paid
which is arrived at as follows :_
Insured amount
Amount of claim = —————————————— × Actual loss
Actual value of property
15,000
= —————————————— × Rs. 8,000
20,000
= Rs. 6,000

The effect of average clause is that the insured has to bear a rateable
proportion of the loss where the value of goods at the outbreak of fire
is greater than the sum insured. In the example given clause is inserted
the insured has to bear Rs. 6,000 of the loss by himself on account of
under insurance, which comes to Rs. 2,000. But if the insured amount
is equal to the value of the property or more than that, it is not a case
of under insurance and the insured could have recovered the entire loss
of Rs 8,000.
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1.

Floating Policy: A floating policy is one which covers different
kinds of goods lying in different localities and sites under one sum
and for one premium. Such a policy is common in respect of
goods lying in docks or warehouses and is taken by big
manufacturers, traders, importers, exporters and industrialists whose
goods and raw materials lie in different warehouses, godowns and
localities. Since with every transaction of sale and export or fresh
purchases and imports, the quantities of goods stored at different
places may fluctuate from day to-day it becomes difficult for the
owner to take a policy for a specific amount. Hence, the best way
open for him is to take out a floating or fluctuating or variable
policy for all the goods. Under such a policy the insurers fix the
average rate of premium which is ascertained by taking into
account the total premium that would have been paid if each lot
of goods lying in different locations had been insured under specific
policies for specific amounts. Then an average of the total on a
percentage basis is found out. These rates are likely to be revised
annually. Generally, a floating policy contains the “average clause”,
which is meant to penalize the under insurance. Also it contains
a “marine clause” which provides that if any goods are covered
under marine insurance policy against fire, this policy becomes
inoperative and the insured can recover the loss only under the
marine insurance policy.

2.

Stock Declaration Policy: a stock declaration policy is one that
provides for an estimated sum insured, based on the maximum
amount likely to be at risk during the year; the actual amounts at
risk during the year are submitted, in periodic declarations, usually
monthly declarations. Since insured has to submit periodic
information in the declaration regarding the insured risk on the
basis of which the policy is issued it is known as declaration
policy. The normal form of fire policy is not suitable for covering
stock-in-trade, where great fluctuations in the value at risk can
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occur throughout the policy period. In such a case, if the
businessman takes a policy of the maximum value of goods, they
unnecessarily have to pay higher amount of premium. Contrarily,
if they take out a policy for minimum amount of goods, much of
their stock remains uncovered. To cover this situation, special
declaration policies can be arranged. Under the declaration policy,
the maximum value of the goods which the insured may hold at
any time during the year is insured which sets the upper limit of
the liability of the insurance company. 75 percent of the premium
is paid provisionally. The insured must make periodic declaration,
usually monthly, on a fixed date, regarding the value of stock at
risk on that date. However, if the declaration is not made on the
specified date, the maximum sum insured will be considered the
declaration amount. At the end of the year, the average stock at
risk is calculated and the final premium is based on that, with a
refund or extra premium payable, as necessary, when compared
with the provisional (75 per cent) payment. It is usually agreed
upon that the maximum refund will not exceed one-third of
provisional (75 percent) payment. The declaration policy contains
an average clause which discourages under insurance. The amount
of declaration offers scope for fraud, as the insured might under
declare the clues of his stock in order to pay lower rates of
premium. The insurance companies therefore, issue these policies
to persons of reputation and integrity.
3.

Reinstatement Policy: Under such a policy, the insurer undertakes
to re-instate the asset or property destroyed. In other words, the
insurer promises to pay the cost of the replacement of the property
damaged or destroyed by fire. Thus the insurer, instead of paying
cash, may reinstate or replace the property, effecting settlement of
a “new for old” basis. The modes of discharge by the insurer are
alternative and if the insurer elects one, he cannot afterwards
change the other. If, for instance, he offers to pay he cannot
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subsequently claim in re-instate, and vice versa. In calculating the
amount of claim, depreciation is not deducted from the original
value of the asset. Replacement cost insurance is a departure
from the principle of indemnity, ordinarily considered one of the
essential ingredients of property insurance. Instead of collecting
only the actual cash value of his property, the policyholder can
recover the full replacement cost of his property with no deduction
for depreciation. These policies are generally issued on buildings,
plant and machinery and not on materials, stock or merchandise.
Since the replacement cost insurance allows the policyholders to
obtain new merchandise for old, the policy is also called “New
Lamps for Old” policy or Replacement Policy”. Because of the
moral hazard inherent in this type of transaction, this coverage is
only sold to carefully collect insured. The policyholders can collect
the replacement cost of his building only if he actually rebuilds it:
many policies even require that the building be rebuilt on the same
site. If the structure is not rebuilt, only the actual cash value of the
property is paid. Thus, the payment on a reinstatement or
replacement basis is made only after the expenditure has actually
been incurred. The reinstatement insurance is subject to average,
the basis of valuation for the purposes of average brings the cost
of reinstatement.
In

short, reinstatement or replacement policies were devised

because under the ordinary fire policies the measure of indemnity
is the market value of the subject matter damaged or destroyed
(after taking into account depreciation also). Hence, the amount of
indemnity is far less than the amount to be spent in reinstating or
replacing the property damaged. But in the replacement or
reinstatement policy the bases of settlement in the event of
destruction is the cost of rebuilding the premises, or in respect of
plant its replacement by similar machinery in a condition equal to
but not better or more extensive than its condition when new.
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Where the property is damaged, reinstatement means the repair
of the damage and restoration of the damaged portion of the
property to a condition substantially the same as but not better or
more extensive than its condition when new.
4.

Consequential Loss Policy: The purpose of this policy is to cover
the loss which is consequent to the fire, intangible and considerable.
In other words, the consequential loss policy covers loss of profits
due to interruption of business after the outbreak of fire and the
expenses of management. It is also called “Loss of Profits Policy”.
The need of consequential loss policy arises because the ordinary
fire policy covers only the physical loss or damage caused by fire.
Hence, for a manufacturing or mercantile concern, a landlord, or
any other businessman, this is not sufficient. In addition to the loss
of physical property a businessman may also suffer a loss through
the temporary suspension of his business activities and lack of
production while the premises are being repaired or rebuilt or a
alternative premises are sought after at fire. Many businesses such
as bakeries and florists may also suffer losses due to a change
in temperature or humidity, caused by fire damage due to heating
or air conditioning equipment. To cover this risk, a businessman
should buy consequential loss insurance. The consequential loss
is separately calculated from the actual loss. Initially, a fixed
percentage of the amount payable under the ordinary fire policy
was paid to the insured as the amount of consequential loss. But
it was found to be too inadequate and in recent years. More
scientific methods have been evolved to find out the profit based
on reduction of output and increased cost of working in maintaining
the concern at its pre-fire level.
Thus, the consequential loss insurance provides for the following:
(i) any net profit lost. (ii) all standing charges like expenses that
are still incurred during the period of disruption, such as salaries
of officers and employees, payroll of the workers, loss or use of
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premises while they are uninhabitable because of fire payment or
rent, mortgage and outlays for taxes heat and electricity. (iii) Any
necessary additional expenses incurred in minimising the loss like
extra clerical help in re-writing records, renting expensive lodgings
and temporary accommodation in a total, or a small store where
rent, meals and laundry will cost much more than at home or
factory, Business interruption insurance is a necessity for nearly
all business. For many manufacturing establishments the loss due
to suspension of operations may greatly exceed the loss due to
physical destruction of the property. The two most important policies
sold to manufacturing and mercantile firms are Use and Occupancy
insurance (U and O) and extra expenses insurance. Some business
like newspapers, banks, public utilities, post office, drycleaners, oil
companies, cooking gas companies etc. cannot afford to close
down, even though a fire destroys their physical plant. Hence,
business interruption insurance is not of much value to these
concerns as the business is not interrupted but, since the cost of
emergency operation from temporary accommodation may be
unusually high, they may take Extra Expense Insurance. Extra
Expense insurance provides for the cost of carrying on the business
from provisional rented offices without the customary equipment
on an emergency basis. Thus, companies whose income would
not decrease in case of a fire but whose expenses would skyrocket
need extra expense insurance. Consequential loss policies or loss
of profit policies are very popular, though these were criticized as
being a departure from the principle of indemnity, ordinarily
considered one of the immutable ingredients of property insurance.
5.

Comprehensive Policy : It has increasingly become the practice
for insurers to grant policies which cover many or all of the perils
like fire, explosion, bursting or overflowing of water tanks, apparatus
or pipes, earthquake, flood hail storm impact damage by vehicles
or animals or articles from the air including aircraft, riot and civil
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commotion storm or tempest, spontaneous combustion, self-heating
or fermentation subsidence and landslip subterranean fire,
thunderbolt, strikes, burglary or house-breaking labour disturbances,
public liability etc. Giving many forms of cover in one single policy
provides much facility and more benefits to the policyholder who
gets all risks covered in “All-in-policy” or “All Insurance Policies”.
Besides, these policies are also beneficial to the insured and are
a source of income or additional premium. Such combined policies
may be found both with commercial premises; such as a trader’s
combined policy, and private dwellings, in the householder’s or
house-owner’s policy. This type of policy is so popular in England
that both the fire policy and the burglary policy for private premises
have virtually disappeared as separate documents. It should,
however, be remembered that the comprehensive policy does not
cover each and every risk. Indeed, the policy contains many
exclusions and limitations which should be carefully considered.
6.

Excess policy: An excess policy is one which covers the insured
against certain hazards, which applies only to loss or damage in
excess of a stated amount. Generally, a businessman covers his
stock under one specific policy. But when the stock of the merchant
fluctuates from time to time it creates a problem as to what should
be the sum for which the policy should be taken. If the policy is
taken for the maximum amount, up to which his stock may go, he
might be unnecessarily put to the burden of paying the premium.
But, if he takes a policy of less value he might not be fully covered.
In such a situation, therefore, he might take two policy’s one policy
for an amount below which his stocks do not fall (this can be
found out from his past experience) and another policy will be
taken to cover the maximum additional amount by which the stock
may rise at times. The first policy is called the “First Loss Policy”
and the second “Excess Policy”. Thus, an excess policy is one
which covers the insured against certain hazards which applies
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only to loss or damage in excess of a stated amount. For instance,
if a merchant’s stock.varies between Rs. 20,000 and Rs 25,000
he may take the first Loss Policy for Rs 20,000 and an excess
Policy Prof Rs 5,000 (the balance) Like a declaration policy the
actual value of excess stock is to be declared every month. On
the basis of these periods declarations the average amount of risk
and the amount of premium are calculated. Usually the policy
contains an average clause. If the amount of excess stock is
more than what has been mentioned in the excess policy, it cannot
be recovered from the insurance company. Since the probability of
the insurer being called upon to pay a loss under an excess policy
is remote, the premium rates are always lower than the rates of
First Loss Policy.
7.

Sprinkler Leakage Policy : In Industrially advanced countries an
effective fire-fighting equipment, known as sprinkler system is
installed in the buildings which automatically operates when ire
breaks out. The installation or sprinkler entitle the insured firm to
earn a substantial premium discount. As the name suggests, this
comprises a net-work of sprinkler valves, invariably set in the roof
or ceiling, which operate automatically and throw a shower of water
on he surface when a certain abnormally high temperature is
reached. At the same time, it rings a warning bell. Sometimes, the
sprinkler system operates automatically or the water leaks out
accidentally which causes considerable damage to the building or
the goods lying in the building. Thus, in order to cover such losses,
a sprinkler leakage policy can be arranged. There are a number of
exclusions to such a policy, particularly if the system operates
through the neglect of the insured or if in the normal course of a
fire the insured fails to take all possible precautionary measure,
the insurer will not be responsible. The insured is also expected
to keep the apparatus for sprinkling water in order to prevent it
from being damaged. It should however, be remembered that
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sprinkler leakage policy is quite separate from the standard form
of other policies covering the insured premises.
8.

Adjustable Policy : An adjustable policy covers the risk in respect
of goods for a period of twelve months at the full annual premium
for the amount of existing stock a risk and allows for a prorata
adjustment of premium at any time. The adjustable policy is a
contract limited to merchandise or stock-in-trade other than farming
stock. A notice of adjustment by the insured and its acceptance by
the insured are essential conditions of adjustable policy. The amount
of premium is determined in the ordinary manner and is paid in full
and at the inception of the policy. When there is variation in the
value of stock, the same is informed by the insured to the insurer.
On receiving this information, a suitable endorsement on the policy,
is made and the premium is adjusted on pro rata basis. The
premiums are adjusted on the expiry of the policy term. In certain
respects, adjustable policy is similar to declaration policy but the
main difference between the two is that in case of declaration
policy, the liability of the insured is limited to the insured amount
and the periodical declarations have no relation with the measure
of indemnity. However, in an adjustable policy the liability of the
insured is limited to the value of last declaration made by the
insured. The declaration policies, therefore, provide a good margin
of safety. Even if the insured takes a policy of unusually inflated
price, the final premium payable by him will not be affected and he
will get a refund of premium. Contrarily the premium is payable on
the actual of declaration. Suppose, a merchant takes a declaration
policy on his stock for Rs, 50,000 on 1st January; On 1st April he
makes a declaration for Rs 35,000 On 15th April, the stock is
destroyed by fire and the loss is estimated at Rs 45,000 In this
case, the insured can recover full loss loss of Rs. 45,000 from the
insurance company, after giving an explanation of declaring low
value of his stock (35,000) just before 15 days of the outbreak of
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fire. Under an adjustable policy, the insured can recover the amount
of the last declaration in this case being Rs 35.000.
As already stated, the amount of premium in an adjustable policy
is determinein the ordinary manner and is adjusted at the expiry of
the policy term, consider, for example, a merchant whose goods
fluctuate as under : First three months Rs. 40,000 next six months
Rs. 50,000 and last three months Rs. 25,000. In this case, the
average annual premium would be calculated as under :Since the value of goods in the beginning of the year was Rs.
40,000 (first three months), so premium will be charged on this
amount for 12 months. Then, in the next six months the value of
goods was Rs. 50,000 i.e. Rs. 10,000 more than Rs 40,000. Hence
½ (6 months) of Rs 10, 000, which comes to Rs. 5,000 will be
added to Rs 40,000 = 45,000. For the last three months the value
being 25,000 hence, pro rata adjustment will be made ¼ (3 months)
of 15,000 (40.000 – 25,000)

= 3,750. This amount will be

deducted from Rs. 45,000 (Rs. 45,000 – 3,750) = 41,250, If the
rate of premium is : First three months ½ of annual premium,
Next six months ¾ of annual premium and Last three months ½
of annual premium, then the average annual premium on Rs. 41,250
will be payable (0.5 + 0.75 - 0.5) = 1.75 divided by 3 = 0.58
percent of annual premium on Rs. 41,250.
9.

Maximum Value with Discount Policy : Under such a policy the
insurance is taken for the maximum amount of the stock of the
year and the full premium is paid. No periodic adjustments or
declarations are to be made. At end of the policy term, one third
of the premium is refunded in the form of discount to the insured
in consideration for variations in the value of the goods. This method
does away with the botheration of declarations and serves as a
rough and ready made method of coverage for maximum amount
at risk. However it is confined to certain types of commodities
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according to customs of the trade and it is an arbitrary method of
coverage for the maximum amount. The amount refunded by way
of discount by the insurer is not based on any scientific principle
and as such, it may be inequitable to any of the parties.
10.

Blanket Policy : Blanket policy is issued to cover several different
properties or all assets fixed as well as current of the insured
under one insurance. In other words, it is a policy which covers
more than one type of property in one location or one or more type
of property at several locations. For example, a businessman may
have a blanket policy to insure a building and its contents at one
location, or any insure furniture, flxtures, and stock in two or more
buildings under a blanket policy. Hence, this policy covers all
contents in one insurance without the customary divisions between
fixed assets (building, machinery, furniture) as well as current assets
(stock), without regard to separate building. The only condition is
that all goods to be insured must belong to the one and the same
insured. Such policies are not very common and are neither
beneficial to the insured not to the insurer.

11.

Rent Policy : Rent insurance policy protects the building owners
against the loss of rent. In the event that a tenant does not pay
rent because of fire, the insurance company will pay such loss.
Such an insurance may constitute a separate policy, or can be
included within other forms of cover and may be effected either by
the owner, or by the tenant, or by an owner-occupier. If the tenant
is not obliged to continue payments as the premises are
uninhabitable because of fire, the owner can claim rent. Also, if the
obligation of the tenant to pay rent does not cease in the event of
a fire or if his tenancy agreement requires such insurance, he can
take this policy. Likewise, in the event of fire, the owner-occupier
would be required to pay for alternative accommodation during the
period of repairs and reinstatement, so he can also take a rent
policy.
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12.

Transit Policy : A transit policy covers goods in course of transit
from one place to another by rail, road, air or sea transports.
Under this policy the insurance company promises to make up for
the loss or damage to merchandise while it is being moved.

13.

Builder’s risk insurance : Builder’s risk insurance policies are
also issued by fire insurance companies to protect against loss to
buildings including machinery and equipment, in course of
construction, and to materials incidental to construction. With the
value of the construction changing during the building process, a
fixed amount policy would not properly cover the risk. This type of
insurance may be written on a reporting form or on a certificate of
work completed. This policy is also known as contractors’ all risks
or contract works risks policy.

CHECK YOUR PROGRESS
Q1. Define fire insurance
...........................................................................
...........................................................................
...........................................................................................................
...........................................................................................................
...........................................................................................................
Q2. Fill in the blanks:
i.

These willful and unlawful acts of setting one’s own
property to fire with an evil purpose are known as ------------------------.

ii.

In India, fire insurance business was developed by the
-------------

iii. -----------covers the insured against certain hazards, which
applies only to loss or damage in excess of a stated
amount.
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5.5

PRODEDURE
OF
INSURANCE CLAIM

RECOVERING

FIRE

When the subject-matter of insurance is lost or damaged after the
outbreak of fire, the insured victim looks towards the insurance company
for the timely help and for rehabilitating himself. The following procedure
is adopted in order to register and recover the fire insurance claim from
the insurer on the occurrence of a loss or damage by fire : (1) Notice
of loss (2) Evidence of loss. (3) Police Report in case of arson. (4)
formal statement of claim (5) Inspection of loss (6) Ascertainment of
loss (7) Application of average clause (8) Estimation of claim when
more than one fire take place. (9) Estimation of claim when property is
insured with more than two insurers. (10) Estimation of claim when
books and records are destroyed. (11) Payment in accordance with the
terms of the policy (12) Rejection of claim under certain circumstances
(13) Settlement of claim when the property is insured with more than
one insurer.
1.

Notice of Loss : It is obvious that the insurers cannot be liable
to meet a claim unless they receive a notices of that claim. Hence,
immediately after the occurrence of a fire, the insured must give
notice of loss to the insurance company so that the informal claim
is registered. Early notification is necessary so that insurers may
make whatever preliminary investigations they may deem expedient.
This communication must be sent to the company immediately
after the loss or as soon as the circumstances permit. But sooner
the information is sent, the better. Delay of any kind may seriously
prejudice the position of the policyholder and may reduce the
chance or recovery from any negligent party as enquiries were not
put in hand due to delays.

2.

Evidence of Loss : The notice of loss must be accompanied, if
possible, by the evidence of loss, the time, place and circumstance
under which the loss occurred. He must also mentioned that the
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loss has been sustained by the insured peril and the role played
by him to mitigate the loss. In order to claim the insured money,
the insured must have taken all possible steps as are within his
powers to mitigate the loss. The duty of providing full particulars
and proof of loss rest entirely upon the insured.
3.

Police Report in case of arson : If the loss or damage due to
five is caused by arson (i.e. act of setting something on fire
intentionally and unlawfully) by some known person, the matter
should at once be reported to the nearest police station. Even if
there is a slightest suspicion of anybody’s involvement in this arson.
The same should also be included in the report. A copy of the
police report should also be sent to the company. If the fire-brigade
was summoned, the fire brigade records will also be submitted.

4.

Formal Claim Form : The insurance companies them0selves send
a claims form on receipt of the notice of fire loss. This printed
form is sent to the insured with the request that the same should
be submitted along with the maximum possible details and
evidences so that the insurer is able to determine his liability
towards his claim. The form contains all possible details of the
property lost or damaged, the market value of the property lost or
damaged, the time place and circumstances under which the loss
occurred. Sometimes, the insurer requires the insured to send an
affidavit in support of the claim along with other evidences of the
loss. However, reputable insurers allow a liberal interoretation of
what constitutes a proof and unless there are reasons for suspecting
the honesty and integrity of the insured the insurer will never insist
on technicalities. If the amount claimed is small and the company
considers it reasonable, it is more than probable that the insurer
will admit the claim and send the cheque in full settlement without
further enquiry. Nothing creates a better impression upon the
policyholder than prompt settlement of claims. It rather helps to
counteract the popular misconception that insurance companies
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usually avoid the payment of claims or try to reduce the claims
money. But if the claims are for large sums, a through investigation
will be made.
5.

Inspection of Loss : If the claim form shows a serious claim
(heavy loss or the damage is large) the company on the receipt
of the intimation of fire will have the loss or damage inspected by
its authorized expert and specialized staff, known as “assessors”
or “surveyors” or “valuers” who have the right of entry and inspect
the place and property. The negotiation will naturally take place
over a period of time. The assessors get the value of the loss
computed and are employed by the insurers to adjust claims in
fire insurance. These assessors or valuers inspect the damaged
subject-matter of insurance at the scene of fire and contact the
insured, his neighbours, employees, and other persons connected
with the fire scene, and collect the desired information. This
investigation enables the assessors to have an idea of the nature,
and extent of loss and origin and causes of fire. They also prepare
a detailed item-wise list of the subject-matter left at the scene of
fire and get it attested by the insured in order to avoid any attempt
of exaggerated claim by the insured at some later stage. Besides,
the assessors also carry out salvage operations. I.e. the wreckage
of the subject-matter of insurance having some scrap or salvage
value, will be taken into account to reduce the net cost of the
claim. If the insured agrees to retain the salvage, an appropriate
sum is deducted from the claim payment. The damaged and
undamaged goods will be separted in order to prevent any further
loss taking place.

6.

Ascertainment of Loss : Having inspected the site of loss and
collected the relevant evidences, the assessors will now determine
the liability and ascertain the total extent of loss. In determining the
liability of the insurer the assessor has to take into account a
number of factors, such as (a) the time of the outbreak of fire.
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This is an important consideration as no liability attaches if the fire
takes place before the commencement of risk or after the expiry
of the policy. (b) the number of policies on the same subjectmatter, inorder to distinguish the concurrent insurances from nonconcurrent insurance and apportion the amount of loss (c) the real
cause of fire as it directly affects the liability of the insurer. For this
purpose, the assessor may interview all persons and witnesses
connected with fire, study the police report, fire-brigade report. Or
newspaper reports of the fire incident, (d) Now the assessor is in
a position to calculate the final loss in accordance with the policy
conditions. The amount of compensation is to be paid within the
framework of the principle of indemnity, except in cases of valued
policy, replacement policy, consequential loss policy, or any other
policy issued by waiving the indemnity principle. However, the
amount so determined cannot exceed the insured value. If, however,
the insurer and the insured fail to agree upon various points
concerning loss, the matter is referred to the arbitrator.
7.

Application of Average Clause : In ascertaining the extent of the
actual loss, the assessors have to see if the policy is subject to
an average clause. (In India all fire policies are subject to average
clause). The presence of average clause in the policy requires the
valuation of the undamaged property also. These amounts are
usually determined by mutual agreement between the insurer and
the insured. This clause is inserted to penalize under insurance by
a corresponding underpayment (pro rata) of loss. For the purpose
of loss. For the purpose of loss, fire policies are divided into average
policies and non-average policies and both of them are further
sub-divided into (a) concurrent policies which cover exactly the
same kind of subject matter is exactly the same situation and (b)
non-concurrent policies which do not cover exactly the same kind
of subject-matter in exactly the same situation. It is to be noted
that if one of the several concurrent or non-concurrent policies is
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subject to average, there is invariably a condition in other policies
worded in such a manner as to make all of then average policies.
Hence, in an average policy the insurance company will be called
upon to pay only such proportion of the loss as the sum insured
bears to the total value of the property. For instance, if the property
valued at Rs. 20,000 at the time of loss has been insured for Rs.
12,000 only then on a loss of Rs 12,000 taking place, the insurance
company will pay only
12,000
Rs. ————————— × 12,000 = Rs. 7,200
20,000
In the absence of the average clause, the assessor will determine
the liability at Rs 12,000.
8.

Estimation of claim when more than one fire take place : When
more than one fire take place during the currency of one five
insurance policy, i.e. one fire takes place in January and the other
in march, still a third in June, of the same year, then in such a
case, the insurer will pay in the aggregate a sum upto the original
amount of insurance. Nothing more than the amximum amount
insured will be paid. Suppose, a policy of Rs. 10,000 is obtained
on a building valuing at Rs 30,000 which catches a series of fires
and the loss is estimated at Rs. 15,000 in the first fire, Rs. 12,000
in the second fire and Rs. 3,000 in the third fire. In such a case,
the insurance company will pay only Rs. 10,000 (sum insured) in
settlement of all the three fires as follows :-

First fire

10,000
——————— × 15,000 (loss) =

Rs 5,000

30,000

Second fire

10,000
—————— × 12,000 (loss) = Rs 4,000
30,000
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First fire

10,000
———————— × 3,000 (loss) = Rs 1,000
30,000
Total Claims

—————
Rs. 10,000
—————

But if the insured has, after the happening of the first fire, paid an
extra premium, and a further extra premium after the second fire,
then the insurer will cover to the full extent of the risk second or
third time.
9.

Estimation of claim when property is insured with more than
two insurers : Sometimes a property damaged or destroyed by
fire is insured with two or more than two offices (double insurance),
then in such a case the claim is settled by the application of the
contribution clause in the policy, i.e. the liability of the insurer is
limited to its rateable proportion. Thus, in such a situation each
office will pay a rateable proportion of the loss. For instance, if a
building is insured with X co. for Rs 10,000 with Y co. for Rs
8,000 and with Z co. for Rs 2,000 then of the actual loss X co. will
pay ½ (10,000/20,000), Y Co. (2/5 (8,000/20,000), Z co. 1/10 (2,000/
20,000) The insurer can claim the loss of 20,000 from any insurer
in any order he likes but the co-insurers will make adjustments
among themselves in such a manner that the above proportion is
shared. Also, if any policy contains an average clause, then it will
be applicable to all other policies. Thus, this rateable proportion is
affected by the average clause. If average and contribution clauses
apply simultaneously the average clause is applied first to ascertain
the liability and then the contribution clause is applied. But in case
where the total loss of each policy exceeds the amount of each
policy, the contribution clause has no effect whether the policy is
subject to average or not. In such case, each policy will pay its full
liability.

10.
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Estimation of claim when account books and records are

destroyed : Sometimes, When the loss is due to fire, involves
extensive damage and destruction of all the account books and
records of stock and stores, then in such a case neither the value
of the loss can be easily determined nor the claim is estimated.
Generally the practice is to estimate the stock and to value the
loss and claim by constructing an estimated Trading and Profit
and Loss Account for the period of interval from the date of last
account till the date of fire. The value of the opening stock of the
estimated Trading Account is known with the help of the closing
stock of the last balance sheet. Credit purchases are verified by
the creditors directly and the cash purchases are interpolated on
the basis of past records (Past ration or cash to credit purchases).
Likewise, cash and credit sales are found out. Other things
remaining the same, the past ratio of gross profit to sales is applied
to current year also and the gross profit is estimated. With the
help of these available figures [Opening stock which is the closing
stock of last year, purchases (cash plus credit), sales (cash plus
credit) and the ratio of gross profit to sales), the balancing figure
of the credit side is known and is the estimated value of stock and
stores as on the date of loss or damage. On the basis of this the
assessor will assess the amount of loss and settle the matter with
the insured.
11.

Payment of claim : After the ascertainment of actual loss by the
assessors, he will sell the salbage at the price obtainable, and
settle the claim amicably. The assessor will take a declaration
from the insured regarding his acceptance of claim money in full
and final settlement of his claim. This declaration and assessor’s
final and comprehensive report are sent to the insurance company,
which verify that all the warranties have been fully complied with
then finally, the insurance company will settle the claim in
accordance with the terms of the policy. Here are four basic ways
in which claims may be settled : (a) Cash payment (b)
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Replacement of insured property (c) Repair of insured property,
(d) Reinstatement. The basic principle which applies in this respect
is the principle of indemnity. The fee of the assessor is paid by the
insurer but the insured has to bear the cost incurred in the
preparation of his claim and documents.
12.

Rejection of claim: Under certain circumstances, the insurance
company rejects the claims. These reasons of rejection will differ
from case to case but the following are common reasons of
rejection: (1) When no insurable interest exists at the time of loss
or at the time of taking out a policy (2) When the principle of good
faith is not observed and the claim is fraudulent. (3) When the
loss has arisen out of an “excepted peril” or “perils excluded” (4)
When the loss was not caused directly and proximately through
one of the perils insured against. (5) The loss occurred due to any
defect in the insured property not disclosed at the time of insurance.
(6) When the insured has not played an active role in mitigating
the loss at the time of fire (7) When the policy conditions and
warranties have not been fully complied with. It should however, be
remembered that the report of the assessor is usually final and it
cannot be called in one question by the insurer or the insured.

13.

Ex Gratia payment : Sometimes, the insurance company does
not think itself legally obligated to pay or regards it as a moral
obligation on its part to make good the loss due to some technical
ground and remove the hardships of the insured or to prevent and
even larger expense of defending itself in the courts. In such a
situation, they do not always take a purely legalistic view and hardly
avoid the payment of claim. Such payments are called “ex-gratia
payments” which denote an act of grace. In other words, an exgratia claim payment “is a payment, either in full or in part, where
there was no legal obligation on the insurer to make such a
payment. It is a payment, therefore, out of grace (or favour) and
not out of obligation”. In other words, it is a payment made where
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no legal obligation to pay exists. As such, it has the nature of a
gift, which acquires no legal rights. It is to be noted that ex-gratia
payments should not be made liberally but only in extraordinary
circumstances as these payments will affect the profits of the
company. However, in various occasions the insurance company
feels that there are good sympathetic or commercial ground (not
legal grounds) where it is expedient to go out of the way to help
the insured and to remove his hardships. Some of the occasion
when there are strong ground for making the ex-gratia payment
are : (a) A breach of warranty or policy condition, though, it gives
the insurance company a right to refuse any payment of
compensation, yet this is too much or may be a little “harsh.” (b)
A wider interpretation of claim is itself is a good advertisement and
provides solace to the policyholders who might be placed in the
similar circumstances. (c) Outright rejection of the claim might
bring negative goodwill of the firm and night lead to a substantial
loss of business. Likewise, there are various strong grounds for
non-payment of exgratia payments such as the payments without
obligations will unnecessarily increase the premium rates, the loss
which does not come within the purview of the policy should be
rejected and night create a tendency amongst the policyholders to
claim something. Even if it is a clear case to be rejected or refused.
In short, though these payments involve some cost, yet they keep
the reputation of the company as a fair” and “Generous” as against
“uncompromising” and “harsh” in the insurance market. The liberal
interpretation of claims serves as a sort of self-advertisement and
enhances the goodwill of the company and provides comfort to
other policyholders. However, the “too ready to make payments”
attitude of the company should not set an unfortunate precedent
and raise the expectations of each and every policyholder to get
something irrespective of the policy conditions and warranties.
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CHECK YOUR PROGRESS
Q3. Mention the steps for recovering fire
insurance claim.
...........................................................................
...........................................................................................................
...........................................................................................................
...........................................................................................................

5.6 LET US SUM UP

In this unit we have discussed about the following:

x

Fire insurance is a kind of guarantee against losses caused
by fire.

x

There are two main causes of fire wastes, namely- physical
hazards and moral hazards.

x

In order to minimize the fire hazards, the insurance companies
employ skilled officials, known as fire surveyors, who inspect
the risks insured or offered for insurance and to make
suggestions.

x

The four main types of fire policies are:
(1) Valued policy
(2) Specific Policy
(3) Average Policy and
(4) Floating Policy.

x

The following procedure is adopted in order to register and
recover the fire insurance claim from the insurer on the
occurrence of a loss or damage by fire : (1) Notice of loss (2)
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Evidence of loss. (3) Police Report in case of arson. (4) formal
statement of claim (5) Inspection of loss (6) Ascertainment of
loss (7) Application of average clause (8) Estimation of claim
when more than one fire take place. (9) Estimation of claim
when property is insured with more than two insurers. (10)
Estimation of claim when books and records are destroyed.
(11) Payment in accordance with the terms of the policy (12)
Rejection of claim under certain circumstances (13) Settlement
of claim when the property is insured with more than one
insurer.

5.7 FURTHER READING
1) Mishra, M. N., Mishra, S. B. (2005); Insurance Principles and
Practice; S. Chand Publisher.
2) Tripathy, Nalini Prava, Pal, Prabir (2009); Insurance : Theory
And Practice, Phi Learning Pvt. Ltd.

5.8 ANSWERS
TO
PROGRESS

CHECK

YOUR

Ans. to Q. No. 1 : Section 2 (64) of the Insurance Act defines fire
insurance as follows : “Fire insurance business means the business
of effecting otherwise than incidentally to some other class of
business, contracts of insurance against loss by or incidental to
fire or other occurrence customarily included among the risks
insured against in fire insurance policies.”
Ans. to Q. No. 2 : (i) incendiarism, (ii) British entrepreneurs, (iii)
excess policy
Ans. to Q. No. 3 : 1) Notice of loss (2) Evidence of loss. (3) Police
Report in case of arson. (4) formal statement of claim (5) Inspection
of loss (6) Ascertainment of loss (7) Application of average clause
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(8) Estimation of claim when more than one fire take place. (9)
Estimation of claim when property is insured with more than two
insurers. (10) Estimation of claim when books and records are
destroyed. (11) Payment in accordance with the terms of the policy
(12) Rejection of claim under certain circumstances (13) Settlement
of claim when the property is insured with more than one insurer.

5.9 MODEL QUESTIONS

1.

Explain different kinds of fire insurance policies.

2.

Describe in brief, how fire insurance can be claimed?

3.

Write short notes on the following:
(a)

Causes of fire

(b)

Fire prevention

(c)

Functions of fire insurance
_________
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UNIT 6: MARINE INSURANCE
UNIT STRUCTURE
6.1
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6.4
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6.5
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Further Readings
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Answer to Check Your Progress

6.12

Model Questions

6.1

LEARNING OBJECTIVES
After going through this unit, you will be able to:

z explain Marine Insurance
z describe marine insurance contract
z state the difference between fire and marine insurance
z explain the meaning of marine insurance policies
z discuss the various types of marine losses

6.2

INTRODUCTION
In the earlier unit we have discussed life and fire insurance. In this

unit we are going to discuss marine insurance, marine insurance contract,
insurance of property and Marine Insurance Act 1963.
Marine insurance is the oldest form of insurance business. Its history
has been linked closely with that of navigation and of trade, the development
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of them often having gone hand in hand. In the absence of marine insurance,
the progress in commerce and international trade would have been seriously
affected.
At the end of this unit you will get a fair idea on the difference between
fire insurance and marine insurance also you will come to know about the
kinds of marine policies and the various types of marine losses.

6.3

DEFINING MARINE INSURANCE
Marine insurance is a device to secure protection from loss or

damage to property while in shipment. The insured finds his interest (in the
property on the ship or cargo freight) protected from many risks of overseas
transport. Such risks include collision, burning and sinking of the ship,
spoilage of the cargo from sea water, mutiny, piracy or willful destruction of
the ship and cargo by the master (captain) of the ship or the crew.
There are two major branches of marine insurance: (a) Ocean marine
insurance and (b) Inland marine insurance. The ocean marine insurance
covers ships, cargoes and freight of both ocean going and inland ships
while inland marine insurance is written to insure three broad types of
business, namely, domestic shipments, instrumentalities of transport and
communication, and property floater policies.
Through effecting a marine insurance policy (ocean marine or inland
marine) the insurer agrees to compensate the owner of a ship or cargo
against complete or partial loss or destruction at sea or at any place specified
in the policy in return of the premium. Marine insurance in this country is
regulated by Marine Insurance Act, 1963, which came into force on 1st august,
1963. Prior to this, this business was regulated by the English marine
Insurance Act, 1906 as well as the Common Law to the extent it was not
violative of the provisions of the Act.

6.4

MARINE INSURANCE CONTRACT
A contract of marine insurance is an agreement whereby the insurer

undertakes to indemnify the assured in the manner and to the extent thereby
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agreed, against marine losses, that is to say, losses incidental to marine
insurance. Marine insurance contract may also be defined as a contract by
which the insurer promises to compensate the insured for all losses
incidental to marine adventure, that may be sustained by the subject-matter
insured. The insured undertakes to pay a certain sum of money called the
premium in consideration of the insurer’s guarantee to make good the losses
arising from certain specific perils which may include “perils of the sea” as
well as any land risks incidental to a sea voyage. The contract is embodied
in a document called the Marine policy. The insurer is often called “the
underwriter” and the contingency insured against is referred to as “the risk”.
The term “maritime adventure” includes the following : (a) any
insurable property exposed to maritime perils, (b) The earnings or acquisition
of any freight passage money, commission, profit or other pecuniary benefit
or the security for any advances, loans or disbursements are endangered
by the exposure of property to maritime perils and (c) Any liability to a third
party may be incurred by the owner of, or other person interested in or
responsible for insurable property by reason of maritime perils. Maritime
perils are consequent on, or incidental to the navigation of the sea, that is to
say, perils of the seas, fire, war perils pirates rovers, thefts, captures,
seizures, restrainst and detainments of princes and people, jettisons, barratry
and other perils which are of the like kind or may be designated by the
policy.
As in the case of every type of insurance a contract of marine
insurance is embodied in a policy and must specify the following: (a) The
name of the assured or of some person who affects the insurance on his
behalf (b) The subject-matter insured and the risks insured against. (c) The
voyage, or period of time, or both as the case may be. (4) The sum insured
(e) The name of the insurer. (f) The rate or amount of premium (g) The risk
insured against etc. The contract is concluded when the proposal is accepted
by the insurer and it is not essential for the company to issue policy for this
purpose. The contact comes into force from the time the ship or covering
note or other customary memorandum is issued, even if such instrument is
unstamped. Insurance company may take some time to issue the policy.
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6.5

INSURANCE OF PROPERTY
The insurance of property in marine insurance may be divided into

three broad categories : (1) Hull or ship (2) Cargo or Goods (3) Freight or
the cost of transporting the goods. In other words, the object of marine
insurance policies may be to protect goods, ships, freight or any of the
above from loss due to some perils insured against.

z

Hull Insurance: Hull Insurance refers to the insurance of the actual
ship or vessel and its machinery, as it moves from one port to another
and is subject to the marine risks or perils of the sea. These policies
are normally taken on an annual basis and cover all perils of the sea.
The owners of the ship can, therefore, take out an insurance policy on
their ships.

z

Cargo Insurance: As the name cargo suggests, cargo insurance
covers “goods carried in a ship” or merchandise carried by the ship”.
In other words, when the goods or cargo to be carried from the port of
departure to the port of destination forms the subject matter of
insurance, it is called cargo insurance. Cargo insurance policies may
be arranged for the duration of a voyage or as time policies or open
policies or on other bases.

z

Freight Insurance: The term “freight” means payment received for
the transportation of goods. It is exactly equivalent in its field to the use
of the word “fare” to describe payments made for the transportation of
people. The freight interest is owned by the person who is operating
the vessel. This person may be the owner of the ship or he may be the
charterer of the vessel. Generally, the ship-owner and the freight
received are one and the same person. Freight may be paid either in
advance or on the arrival of the goods at the port of destination. If the
freight is paid in advance, and the goods are lost, the freight received
does not lose anything but the cargo owner will lose it. Hence, cargo
owners usually insure it along with the goods by adding it to the value
of the goods. If freight is to be paid on the port of destination, then
according to marine law, it becomes payable only if the goods reach
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the port of destination. In case they fail to reach destination on account
of being lost in the way or any marine perils, the shipping company or
the freight receiver loses freight. To protect itself against such a loss
of freight, the freight receiver or the shipping company purchases a
marine insurance policy. This is called “Freight Insurance”. Generally
the freight receiver and the shipping company are one and the same
company, and, therefore, the shipping company takes out a policy to
cover the hull insurance and the freight insurance.

6.6

DIFFERENCE BETWEEN FIRE AND MARINE
INSURANCE
Although the two classes of insurance are basically contracts of

indemnity and are issued for a short period, say one year or for a specific
voyage, the following comparison should be noted :FIRE INSURANCE
1. Under a fire insurance policy, only

MARINE INSURANCE
1. Under a marine insurance

the actual loss based on the market

policy the insured is also

value of the property at the time it

allowed a margin of expected

was destroyed by the fire or the

profits, say, upto 10 to 15 per

amount insured whichever is less,

cent of the insured amount.

is indemnified
2. Insurable interest must exist at the

2. Insurable interest must exist

time of taking out the policy as well

only at the time of loss and

as at the time of loss.

need not Exist when the
insurance is affected.

3. A fire policy can not be transferred

3. A marine policy can be freely

without the permission of the

transferred from one party

insurance company

to another.

6.7

KINDS OF MARINE INSURANCE POLICIES
There are various kinds of Marine Insurance Policies which are known

by different names. Chief among them are : (1) Time Policy, (2) Voyage
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Policy, (3) Mixed Policy, (4) Valued Policy. (5) Open or Unvalued Policy, (6)
Floating Policy, (7) Block Policy (8) Named Policy, (9) Single Vessel and
Fleet Policies, (10) Currency Policy (11) Blanket Policy, (12) Wagering or
Honour Policy. The Marine Insurance Act deals with only the first six types of
policies. Now we shall discuss the above types of policies in detail as below:
1.

Time Policy: When the contract is for insuring a subject matter for a
definite period of time irrespective of the number of voyages made the
policy is called a “time policy” A time policy has nothing to do with the
voyage of the ship. The ship may pursue any course it likes, the policy
would cover all the risks from the perils of the sea for a stated period
of time, say, “from noon 1st January, 1976, to noon 1st January 1977”.

2.

Voyage Policy: When the contract is to insure the subject matter at
and from, or from one place to another or other as, e.g., Bombay to
Karachi, or Calcutta to Tokyo or Madras to London, the policy is called
a “Voyage Policy”. Thus, a voyage policy is one by which the subject
matter is insured on a specified voyage from the port of departure to
the port of destination, the limits of the risk being defined by the places.

3.

Mixed policy: A mixed policy combines the characteristics of a time
policy and voyage policy. It insures the subject-matter from and to
certain places between specified periods. In other words, it is a policy
which covers the risk during a particular voyage for a specified period.
Such a policy contains a contract for both voyage and time

6.

Valued Policy : This is a policy in which is inserted the agreed value
of the thing insured. In other words, it is a policy which specifies or
expressly declares the agreed value of the subject-matter insured.

5.

Unvalued Policy : An unvalued or open policy is the one in which the
value of the subject-matter of insurance is not stated, but is left to be
ascertained and proved later on when the loss occurs. In other words,
unvalued policies leave the value of the loss to be subsequently decided
subject to the limit of the sum insured, in case of loss. The value so
left undecided is called. “Insurable value” and forms the basis of the
measure of indemnity, when the loss occurs.
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6.

Floating Policy: This is a marine policy describing the insurance in
general terms without starting the name of the ship. It, thus, mentions
the amount for which the insurance is taken out, and leaves the name
of the ship or ships and other particulars to be defined by subsequent
declarations.

7.

Blanket Policy: Like floating policy, a blanket policy covers several
different properties or exposures under one form. And within the
geographical and time limits instead of under separate items. It is taken
for a certain amount but the premium is paid on the whole of it in the
beginning of the policy and is re-adjusted at the end of the term of the
policy in accordance with the actual amounts at risk as shown by the
accounts and records of the insurance companies.

8.

Named Policy: Named policy specifies the specific vessel by which
the shipment is made. This policy differs from the floating policy only
in respect of the declaration of the name of the ship. In a floating policy,
the name of the ship is not specified at the time of taking out the policy
but is declared afterwards when the shipment is made. But in a named
policy the name of the vessel, by which shipment is made, is mentioned
with the specified interest.

9.

Single Vessel and Fleet Policy: When the owner of the vessels or
ships insures his individual vessels separately, it is called “Single Vessel
Policy”. But when an individual or a corporation insures whole fleet of
liners or steamers under one policy, it is called a “Fleet Policy”.

10.

Block Policy: Block Policy is a special type of marine insurance policy
which covers all the property of the insured against most perils,
including transportation. The interest is covered from the time of
collection, through the land journey, and to the port of shipment and
finally reaching the port of destination.

11.

Currency Policy: A currency Policy is one which is issued in foreign
currency. In other words, a currency policy specifies the sum insured
and the value of the goods in foreign currencies such as pound sterling,
dollar, francs, yen, rubles, mark, bats tika etc.
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12.

Wagering Policy: A wager policy is one which does not have any
evidence that the insured has any insurable interest in the subject
matter of insurance or in which the underwriter dispenses with any
proof of interest. Such policies are clearly indicated by such words as
“policy Proof of interest” (PPI) or “Interest or No Interest” or other
expressions of the same types, in order to make a clear distinction
and to make the point clear, since these policies do not have any
insurable interest these are void and nothing but the gambling contract.
Hence, they are known as “Wager Policies” and cannot be enforced
in a court of law.

13.

Interest Policy: All policies which can be legally enforced are called
“Interest Policies”. In contradiction to the wagering policies, Interest
policies are insurable and are not void but they are legally enforceable
contracts.

14.

Composite Policy: A policy underwritten by more than one underwriter
is known as Composite Policy”. But the liability of each underwriter is
distinct and separate i.e. each underwriter is responsible for only that
specified portion of the risk which has been underwritten by him.

15.

Port Risk Policy: A port policy is that policy which covers the ship
when it is anchored in a port. Thus, all losses or damages to the subject
matter of insurance after the arrival of the ship on the port are covered
during a certain period.

16.

Construction Builder’s Risk Policy: This type of policy is issued for
the builders of the ships and is issued for a period exceeding one
year. It covers risks of vessels during period of construction.

CHECK YOUR PROGRESS
Q 1: Define Marine Insurance
...................................................................
...................................................................
..................................................................................................
..................................................................................................
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Q 2: State any two differences between fire insurance and marine
insurance.
i. ...............................................................................................
ii. ...............................................................................................
Q 3: What are the six types of marine insurance policies that deal
with Marine Insurance Act, 1963?
a. ...............................................................................................
b. ...............................................................................................
c. ...............................................................................................
d. ...............................................................................................
e. ...............................................................................................
f. ...............................................................................................

6.8

TYPES OF MARINE LOSSES
Marine Losses may be divided into two broad classes: (1) Total Loss,

and (2) partial Loss. Total loss may be further divided into : (a) Actual Total
Loss, and (b) Construction Total Loss, Besides, partial losses may also be
classified into : (a) Particular Average Loss, (b) particular charges, (c)
General Average, and (d) Salvage Charges. Thus, a loss may be either total
or partial. A loss other than a total loss is partial loss. Insurance can be
taken to cover either total loss or partial loss or both.

Marine Losses

Total Loss

Partial Loss

Actual

Constructive

General

Particular

Particular

Salvage

Loss

Loss

average

average

Charges

Charges

Loss

Loss

We shall discuss the kind of total and partial losses in detail below, along
with the procedure of making the claim.
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6.8.1 Total Loss
The complete destroying or ruining of the property insured is
known as “total loss”. In other words, when the subject-matter insured
or the goods are totally lost or completely destroyed there is total
loss.
As already discussed, the total loss may be either actual
total loss or constructive total loss.
A.

Actual Total Loss : When the subject-matter insured is wholly
destroyed or so damaged that it ceases to be a thing of the
insured, or where the insured is irretrievably (which cannot be
got or recovered or remedied again) deprived of the possession
of the subject matter it is called actual total loss. The loss is
considered to be actual in four cases:
1.

Physical destruction of goods: Where the subject-matter
is actually destroyed or irreparably damaged, damaged,
or lost completely.

2.

Alteration of species or kind: Where the subject matter
ceases to be a thing of the kind insured, or where it
ceases to exist in specie.

3.

Irretrievable deprivation: When the insured is deprived
of the possession of the subject-matter which cannot be
recovered or remedied again, it is known as irretrievable
deprivation. An irretrievable subject matter cannot be
restored to the insured.

4.

Lost by a decree of a Court: Where the subject matter is
lost to the owner by a decree of a court, in consequence
of a peril insured against.
In all the above cases the total loss is said to be actual
loss. In case of an actual total loss where the subject
matter has ceased to be the kind insured the insured is
entitled to the full amount of the total loss from the insurer.

B.

Constructive Total Loss: A constructive total loss occurs
when the ship or cargo is justifiably abandoned because its total
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loss appears unavoidable or when the ship or the cargo is so
damaged that it is commercially impossible to repair, recover
or restore it to the original position, when saved. In particular,
total loss is considered to be constructive in three cases.
1.

Deprivation of the possession: Where the assured is
deprived of the possession of his ship or goods by a peril
insured against, and it is unlikely that he can recover the
ship or goods, as the case may be or the cost of
recovering the ship or goods would exceed their value
when recovered.

2.

Huge costs of repairing the Vessel: In the case of damage
to a ship, by the perils insured against, where the cost or
repairing the damage exceeds the value of the ship when
repaired.

3.

Huge cost of repairing and forwarding the goods: In the
case of damage to goods, where the cost or repairing
the damage and forwarding the goods to their destination
exceeds their value on arrival.

6.8.2 Partial Loss
A loss under a marine insurance policy which does not either
completely destroy or render worthless the insured property, is known
as “partial Loss.” Partial loss is divided into two main classes (1)
particular Average Loss and (2) General Average Loss. Besides,
two more terms are used, which are Particular charges, and Salvage
charges. These have been discussed in detail.
A.

Particular Average Loss: Particular average loss is a loss
which is borne by one of a number of carriers in marine
insurance, such as partial loss of cargo, hull, or freight, falling
entirely on the interest concerned. This means, primarily a loss
suffered by the insured without benefit to or right of remuneration
from others. A loss to be particular must fulfill four conditions:
(1) The loss must be a partial loss, i.e. it should be of the part
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of the subject matter or damage thereto or both. (2) Only a
particular subject matter should have been lost or damaged.
(3) The loss should be accidental and fortuitous and not
intentional. (4) The loss should be proximately caused by a
peril insured against. If al the above essential features are
present, then there is a particular average loss. The loss may
be on hull (ship) or on cargo or on freight.
B.

General Average Loss: General average loss means a loss
suffered through expenses voluntarily incurred and sacrifices
intentionally made by a master of a ship of a part of a ship’s
cargo to preserve the rest from destruction. Since these losses
are for the benefit of all, these losses and expenses must be
shared proportionately by each of the interests involved as such
ship-owner, cargo-owner, and freight-earner.

CHECK YOUR PROGRESS
Q 4: State True or False:
a. Freight refers to the cost of transporting
the goods or the hire for the use of the
vessel. (True or False)
b. Particular average loss is a loss which is borne by one
of a number of carriers in marine insurance. (True or False)
c. A constructive total loss occurs when the ship or cargo
is justifiably abandoned because its total loss appears
avoidable. (True or False)
d. The underwriters are responsible to pay for the partial
losses. (True or False)
e. A partial loss is technically called non-average. (True or False)
Q 5: What do you mean by Total Loss?
..................................................................................................
..................................................................................................
..................................................................................................
..................................................................................................
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6.9

LET US SUM UP

In this unit we have discussed about the following:

z

Marine insurance is a device to secure protection from loss or damage
to property while in shipment.

z

A contract of marine insurance is an agreement whereby the insurer
undertakes to indemnify the assured in the manner and to the extent
thereby agreed, against marine losses, that is to say, losses incidental
to marine insurance.

z

The insurance of property in marine insurance may be divided into
three broad categories: (1) Hull or ship (2) Cargo or Goods (3) Freight
or the cost of transporting the goods.

z

There are various kinds of Marine Insurance Policies which are known
by different names. Chief among them are: Time Policy, Voyage Policy,
Mixed Policy, Valued Policy, Open or Unvalued Policy, Floating Policy,
Block Policy. Named Policy, Single Vessel and Fleet Policies, Currency
Policy Blanket Policy, Wagering or Honour Policy. The Marine Insurance
Act deals with only first six types of policies.

z

Marine Losses may be divided into two broad classes: (1) Total Loss,
and (2) partial Loss.
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6.11 ANSWERS
PROGRESS

TO

CHECK

YOUR

Ans to Q No 1: Marine insurance is a device to secure protection from loss
or damage to property while in shipment.
Ans to Q No 2: The two differences between fire insurance and marine
insurance are as follows:
1.

Fire Insurance: Under fire insurance, policy only the actual loss
based on the market value of the property at the time it was
destroyed by the fire or the Amount insured whichever is less, Is
indemnified
Marine Insurance: Under a marine insurance policy the insured
is also allowed a margin of expected profits, say, upto 10 to 15
per cent of the insured amount.

2.

Fire Insurance: Insurable interest must exist at the time of taking
out the policy as well as at the time of loss.
Marine Insurance: Insurable interest must exist only at the time
of loss and need not Exist when the insurance is affected.
b. Voyage Policy

Ans to Q No 3: a. Time Policy
c. Mixed Policy
Policy

d. Valued Policy

f. Floating Policy,

Ans to Q No 4: a. True
d. False

e. Open or Unvalued

b. True

c. False

e. False

Ans to Q No 5: The complete destroying or ruining of the property insured
is known as Total Loss.
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Marine Insurance

Unit 6

6.12 MODEL QUESTIONS

Q 1: Define Marine Insurance.
Q 2: Describe Marine Insurance Contract.
Q 3: Discuss the insurance of Property.
Q 4: Briefly discuss marine Insurance Act 1963.
Q 5: What are the differences between Fire Insurance and Marine
Insurance?
Q 6: Discuss the various kinds of Marine Insurance Policies.
Q 7: What are the types of Marine Losses.

*** ***** ***
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