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1.0

LEARNING OBJECTIVES

After reading this unit you will understand:
1. Historical background of General Insurance.
2. Know the growth of General business in India.
3. Know what are the Role of Insurance Regulatory and Development
Authority(IRDA) in General Insurance business in India
1.1

ORIGIN OF GENERAL INSURANCE

Insurance, the word from
writings of Manu (Manusmrithi), Yagnavalkya
(Dharmasastra) and Kautilya (Arthasastra), talks about resources which are redistributed at the times of calamities such as fire, floods, epidemics and famine.
However, the ancient Indian history has also preserved insurance in the form of
marine trade loans and carriers’ contracts.
It was in the 14th century that the idea of insurance was first conceptualized. At that
time, it was used more as a tool for protection against financial loss of sea features
involved in foreign trade. Since then this concept has undergone several changes. It
is basically the unforeseen contingencies of human life that has given a very new
look to the insurance industry. Gradually as competition increased, the benefits given
by the industry to its customers improved. It was the breakup of the traditional
1

extended family system that provided a natural umbrella to each and every member
of the family, which gave the insurance (life and non-life) insurance institution an
impetus to excel. With the growth of industry, trade and commerce, the insurance
also grew over a period of time and it has gained a momentum.
The origin of General Insurance is lost in antiquity. The earliest traces of insurance
in the ancient world are found in the form of marine trade loans or carriers' contracts,

which included an element of insurance. The evidence is on record that arrangement
embodying the idea of insurance were made in Babylonia and India at quite an early
period. The codes of Hummurabi and Manu had recognised the advisability of
provision for sharing the future losses. However, there is no proof that insurance in
its present form was practiced prior to the 14th century. The code of Manu indicates
that there was the practice of marine insurance carried out by the traders in India
with those of Sri Lanka, Egypt and Greece.
HISTORY OF INSURANCE IN INDIA
The Oriental
Life The First English life insurance company which was set up in
India.
Insurance Co. Ltd
Triton Insurance Co. Ltd. The Non-life insurer which was established first in India
Bombay Mutual Assurance It was formed in 1870 in Mumbai and also First Indian
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Society Ltd.

Insurance company.

National
Insurance
Company Ltd.

It was founded in 1906 and it is the Oldest Insurance
Company in India.

Marine insurance is the oldest form of insurance followed by life insurance and fire
insurance. The history of non-life insurance can be traced back to the early
civilization. As civilization progressed, the incidence of losses started increasing
which was giving rise to the concept of loss sharing. The earliest transaction of
insurance as practiced today can be traced back to the 14th century AD. in Italy when
ships were only being covered. This practice of Marine Insurance gradually spread to
London and during the 16th century it was established in the form of mercantile
transactions. The history of Marine Insurance is closely linked with the origin and
rise of the Lloyds ship owners. The Lloyd's Act was framed to set up the Lloyd's, by
whom they were empowered to transact other classes of insurance. At present,
Lloyd's is regarded as the largest insurance underwriter in the world.
ROLE OF LLOYDS ACT
Lloyds:
Presently,
Commercial
Insurance
business as practiced which was traced to
Lloyd’s Coffee House in London.
The traders, who used to gather there,
would agree to share the losses such as :
(a) Loss to their goods being carried
by ships, due to perils of the sea.
Such losses
used to occur
because of maritime perils, such
as Pirates robbing on the high
seas, or bad sea weather spoiling
the goods or sinking of the ship
due to perils of the sea.
1.2

Amicable Society for a Perpetual
Assurance:
In the year 1706 it was founded at
London.
Further, it was considered to be the First
life Insurance Company in the world.

ORIGIN OF GENERAL INSURANCE IN INDIA

(A) GENERAL INSURANCE BEFORE –INDEPENDENCE PERIOD :
In India, the non-life insurance started working since 1850 with the establishment of
the Triton Insurance, Calcutta. Again in 1861, the North British and Mercantile
catered the requirements of non-life insurance business. Further, in the year 1907,
the Indian Mercantile, the first General Insurance Companies to be established with
Indian Capital. Moreover, five functional offices namely, The New India, Vulcan,
Jupiter. British India General and the Universal, were established in 1919 almost
simultaneously for transacting the General Insurance business.
3

Further, In the year 1928, prominent and leading insurance men of Bombay met and
formed the Indian Insurance Companies Association to protect the interest of Indian
insurers. Thus, Leaders of the insurance industry began to organise conferences,
educate public on the benefits of insurance, focus attention on the annual remove of
national wealth through invisible exports and arise public interest in favour of Indian
insurance. In this period, the General insurance in India could not progress too much.
The slow growth of general insurance business in India was due to slow growth of
joint-stock enterprise and mechanized production.
Table: stated Region wise Life and non-life Insurance Premium during 201819(Premium in USD billons)
Regional Country
Advanced Materials

Life Insurance
2231.35
(54.61)
Emerging Materials
588.82
(53.82)
Asia-Pacific
1092.85
(64.95)
India
73.74
(73.96)
World
2820.18
(54.30)
Source: Swiss Re 3/2019

Non-Life Insurance
1854.79
(45.39)
518.27
(46.81)
589.66
(35.05)
26.10
(26.14)
2373.05
(45.70)

Total
4086.14
(100.00)
1107.09
(100.00)
1685.51
(100.00)
99.84
(100.00)
5193.23
(100.00)

(B) GENERAL INSURANCE AFTER INDEPENDENCE :
In 1950, the Planning Commission was set-up to formulate plans for successive five
years. This five-year plan brought about large scale economic development and the
increased insurance consciousness among the people. As insurance business
increased, the number of claims for compensation against losses also naturally
increased. Settlement of too many large claims meant a severe demand on the funds
of insurance companies. Thus, to prevent this situation, the practice of Re-insurance
was adopted. However, the expansion of Indian insurance companies the need for
reinsurance was felt for which they had to explore foreign reinsurance markets.
Since, the importance and need for conserving foreign exchange was felt in India, all
the insurers within Indian or foreign companies operating in India formed the India
Reinsurance Corporation in 1956. With the sole aim of providing reinsurance
facilities. It was compulsory for insurers in India to reinsure a fixed percentage of
their insurance with the corporation.
(a) Insurance Amendment Act, 1950: The Insurance Amendment
Act, 1950 imposed certain limitations on expenses of management. The
commission payable to principal agents was also restricted. Further, a
statutory association called the Insurance Association was also
4

formed with two councils Life Insurance Council and General Insurance
Council. The General Insurance Council constituted was called the Tariff
Committee to control and regulate the terms and conditions of insurance
business.
(b) Nationalisation of Insurance Industry: There was a general demand for
nationalization of the industry. The government introduced some more social
control measures in 1968 like licensing of surveyors, guidelines on
investments, maintenance of statutory accounts, tighter control by the
controller of insurance, payment of premium in advance before insurance can
be accepted On 13th May 1971, finally an ordinance was promulgated by the
President of India to take over the management of general insurance
companies by the Government.
(c) Nationalisation of Non-Life Insurance: With the enactment of General
Insurance Business Nationalisation Act (GIBNA) in 1972, the non-life
insurance business was nationalised and the General Insurance Corporation
of India (GIC) and its four subsidiaries were set up. At that point of time, 106
insurers were operating in India doing non-life insurance business. These
companies were amalgamated with the formation of four subsidiaries of the
GIC of India.
The Government of India set-up these four subsidiary companies with the
following twin objectives:
(a) To ensure that these are so situated as to render their combined services
effectively and in all parts of India.
(b) To ensure proper service to the public through mutual competition.

SUBSIDIARIES OF GENERAL INSURANCE CORPORATION IN INDIA
National
New
India Oriental Insurance United
India
Insurance
Assurance
Company Ltd
Insurance
Company Ltd
Company Ltd
(Previously it is Company Ltd
“The Oriental Fire (Previously it is
& Insurance Co. United India fire &
Ltd”)
General Insurance
Co. Ltd
Head office at Head office at Head office at Head office at
Calcutta
Bombay
Delhi.
Madras

Table: Registered Insures including Foreign Re-insurer’s Branches Lloyd’s
India
Type
Public
Sector Private
Sector Total
Insurance
Insurance
5

Companies
Life Insurance
01
General Insurance 06
Standalone Health Nil
Insurance
Re-Insures
01
(including Foreign
Re-insurer’s
Branches Lloyd’s
India)
Total
08
Source: annual Report IRDA 2018-19.

Companies
23
21
07

24
27
07

11

12

62

70

DIFFERENT TYPES OF GENERAL INSURANCE
GENERAL INSURANCE BUSINESS

MARINE
INSURANCE

FIRE
INSURANCE

MISC.
INSURANCE

MOTOR
INSURANCE

ENGINEERING
INSURANCE

1.3

LIABILITY
INSURANCE

HEALTH
INSURANCE

NONMOTOR
INSURANCE

SOCIAL
&
RURAL
INSURANCE

HISTORICAL BACKGROUND OF TYPES NON LIFE INSURANCE
BUSINESS

The non-life insurance business involves the
(I)
Marine Insurance
(II)
Fire Insurance
(III) Miscellaneous Insurance
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(I) Marine Insurance
Marine insurance provides protection against loss due to marine perils. These perils
use damage, destruction of disappearance of the ship and cargo and non-payment of
freight. So marine insurance insures ship, cargo and freight.
The marine insurance is the oldest form of insurance. Under Bottomry Bond, the
system of credit and the law of interest were well developed and were based on a
clear appreciation of the hazard involved and the means of safeguards against it. If
the ship was lost, the loan and interest were forfeited. The contract of insurance was
made a part of the contract of carriage. Travel by sea and land were very risky due to
piracy on the open sea and highway robbery. The ship might be captured by the
king's enemies or robbed by pirates or got sunk in the deep sea water. The risk to
owners of such ships was enormous and therefore, to safeguard their interest, the
marine traders developed a co-operative device to help each others.
The oldest and the earliest records of marine policy relates to a Mediterranean
voyage in 1347. A book written by a trader of Florence in 1400, indicates premiums
rates charged for the shipments by sea from London to Pisa. Marine Insurance spread
from Italy to trading routes in other countries of Europe. In 1556, Philip II made
marine insurance regulations for Spain.
In 1575, during the reign of Queen Elizabeth-1, opened the Chamber of Assurance in
the Royal Exchange for the registration of marine parcels. In 1601, an Act of
parliament was passed to deal with disputes relating to marine insurance.
During the period 1720-1824, the two chartered companies i.e. London Assurance
and Royal Exchange Assurance enjoyed dominant position in the field of marine
insurance.
Specialized marine services were introduced with the introduction of steamship and
growth of foreign trade The Lloyd Association formed in 1692 and became then the
major centre of marine insurance.
Marine Insurance in India: Marine Insurance was practiced in India about three
thousand years ago. In earlier days, travellers by sea and land were exposed to risk of
losing their vessels and merchandise because of piracy on the open seas Moreland
has maintained that the practice of insurance was quite common during the rule of
“Akbar to Aurangzeb”, but the nature and coverage of insurance in this period is not
well known. Moreover, It was the British Insurers who introduced general insurance
in India in its modern form. The “Britishers” opened general insurance in India
around 1700. The “Sun Insurance Office Ltd.” was set up in Calcutta in the
year 1710 was first such company. Further, in the year 1972, the government of
India nationalised the General Insurance business by forming “General Insurance
Corporation”. The “Indian Marine Insurance Act 1963” which covers insurance of
cargo, hull and freight, as the main subject matters of insurance. Marine insurance
7

(cargo) covers transit risks to property, carried across seas, land and skies; in case of
Hull insurance, it covers ships and designated liabilities in respect of a variety of
related risks. Freight insurance is another cover.
Table stated Segment Wise Gross Direct Premium (Within India)
Crore)
2013-14
2014-15
2015-16
2016-17
2017-18
7362.63
8056.54
8731.46
9538.01
10780.70
Fire
3020.06
2984.38
2917.47
2894.66
Marine 3161.80
37379.32
42300.86
50250.53
59246.11
Motor 33822.75
22636.57
27457.30
34526.61
41980.56
Health 19634.30
13593.24
14905.37
30895.72
35760.09
Others 13572.34
77553.81
84685.73
96379.37
128128.34 150662.13
Total
Source: Hand book of Insurance 2020

(Rs. In
2018-19
11667.64
3238.14
64522.35
50833.55
39186.78
169448.46

(II) Fire Insurance
Fire Insurance is the branch of general insurance dealing with providing financial
protection against loss, damage to the property/assets from various named risks. The
property may be of an individual or of a business organisation. The term general
insurance is a bit of a misnomer and the technically correct word would be Non-Life
Insurance as opposed to life insurance.
Fire insurance was observed in “Anglo-Section Guild form” for the first time where
the victims of fire hazards were given personal assistance by providing necessaries
of life. It originated in Germany in the beginning of sixteenth century. The Fire
Insurance got momentum in England after the great fire in 1666 where the fire losses
were tremendous. About 85 percent of the houses were reduced to ashes and
property worth of sterling ten crores were completely burnt off. Fire Insurance
Office was established in 1681 in England. The fire insurance spread all over the
world in current form with colonial development of England.
Fire Insurance in India:In India, Fire Insurance was started during the British
regime and time period.. The oldest companies which were working in India were
“Sun Insurance Office, Calcutta (1710)”, “London Assurance and Royal Exchange
Assurance (1720)”, “Phoenix Assurance Company (1782)”, etc. At present fire
insurance business is in the hands of subsidiaries of General Insurance Corporation
of India. Further, prior to Nationalization of General Insurance business, out of 106
branches of General Insurance Companies, 92 were doing fire insurance business in
the country.
(III) Miscellaneous Insurance
Different forms of Insurance have been developed owing to the increasing demand.
Industrial Revolution of 19th century had facilitated the development of accidental
insurance, theft and dacoity, fidelity insurance, etc. In 20th century, many types of
8

other non-life insurances started operating, i.e. Motor insurance, Engineering
insurance, Public Liability, Employer's liability Insurance, Crop Insurance, Social
Insurance etc.
(i)

(ii)

Motor Insurance : Motor Insurance has been classified according to types of
vehicles i.e. Scooter/Motor Cycles, Private Cars, Commercial vehicles-privates
and public goods or passengers and Misc. vehicles.
Engineering Insurance: Engineering insurance had its beginning from boiler
insurance and dates back to the middle of the 19th century and owed its
inception to the necessity of inspection and safety of boiler plants to guard
against the risk of explosion. During the first half of the 19th century, steam
boilers came into use more and more in U.K. There was occurrence of frequent
explosions, involving serious loss of fire and damages to property, rendering it
necessary to take steps to guard against this damage. In 1854 an association for
the prevention of steam boiler explosions and for effecting economy in the
rating and use of steam was formed. The Manchester Steam User's Association
was not an insurance company but rendered valuable service in preventing
explosion and it soon became evident that inspection with insurance would be
an important step forward in the objects of the association. In the year 1858,
certain members of association started the 1st engineering insurance company
called the Steam Boiler Assurance Company. Development of Engineering
Insurance is of comparatively of recent origin in our country. The New India
Assurance Co. Ltd., started transacting Engineering Insurance on a modest
scale in 1953 with the technical assistance of Munich Reinsurance Co. of West
Germany. The Oriental Fire and General Insurance Co. Ltd. has set-up their
own Engineering Insurance Department in Bombay under the guidance of one
Mr. Michael Taylor.

(iii) Public Liability Insurance:Public Liability Insurance originated in U.K. as
back as in 1875 when the first policy was issued to cover liability to third
parties arising out the use of horse driven vehicles.
(iv) Employer's Liability Insurance:It originated as a direct result of the
Employer's Liability Act, 1880 and the first Workmen's Compensation
Act, 1897. Both these statutes imposed a liability on employers in respect of
accidents to their employees whilst at work and the employer's liability
Assurance Corporation Ltd. founded in 1880 was the first company to transact
this business.
(v)

Crop Insurance: The first ever, Crop Insurance Scheme by an Insurance
Company was the insurance of H-cotton under which each farmer was issued a
separate policy for each farm and the collaborating fertilizer company was to
supervise the implementation of the package and supply inputs and technical
guidance as well as assess the yields of individual farmer.
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(vi) Hut Insurance Scheme: Hut Insurance Scheme was introduced by the Central
Government with effect from 1st May, 1988. The Scheme provides for
payment compensation to very poor families in rural areas when their huts
and/or belongings are destroyed by fire (₹1000/- for huts and ₹500/- tor
belongings). “Very Poor Families” are defined in the scheme and includes
landless labourers, small farmers etc., whose annual family income does not
exceed 4800/-. The scheme operates along the lines of Personal Accident
Social Security Scheme.
Table stated the Number of General Insurance Companies in India
2013- 2014- 2015- 2016- 2017- 2018Particulars
Unit
14
15
16
17
18
19
No of General
Insurance
companies
Nos.
29
29
30
31
35
36
(including
reinsurers)
No. of foreign
reinsurers'
branches
Nos.
7
9
10
including Lloyd's
India
No. of branch
offices (inclusing
Nos.
9872
10407 10803 11141 11200 11578
standalone health
insurers)
Insurance
In
0.80
0.70
0.72
0.77
0.93
0.97
penetration
percent
Insurance density US $
11
11
11.50 13.20 18
19
Source: Hand book of Insurance 2020
1.4

GROWTH OF GENERAL INSURANCE BUSINESS IN INDIA

The non-life insurance was brought to India by Britishers and their operation was
through agencies. In the year 1858 at Kolkata, the First General Insurance Company
“The Triton Insurance Company Ltd”' was established. It was British owned
company and its share was held by them. The first Indian general insurance
company, “Indian Mercantile Insurance Company Ltd” was set-up in Mumbai
in 1907. It was to transact all types of general insurance business. Thereafter, a large
number of both Indian and foreign insurance companies were set-up in the country.
Moreover, till the time of independence, near about 40 percent of the insurance
business was held by foreigners mainly Britishers.
To ensure fair and sound business operation and to prevent unethical practices with
the setting up of a large number of insurance companies, as a positive result,”
10

Insurance Association of India” through its “General Insurance Council” framed a
code of conduct, which was to be administered by the Controller of Insurance.
Further, Its head office was located at Delhi with branch offices at (a) Mumbai, (b)
Kolkata and (c) Chennai. In the year 1956 “Indian Reinsurance Corporation” was
established to retain maximum business in India. All the insurance companies
voluntarily decided to cede 10 percent of their Gross Direct Premium Insurance
(GDPI) to reinsurance corporation.
1. Set-up of Indian Guarantee and General Insurance Company: In the
year 1961 the Government constituted “Indian Guarantee and General
Insurance Company Ltd”, as a Government owned “Reinsurance company”,
which co-existed along with Indian Reinsurance Corporation. Further, the
insurance companies were required to cede 10 percent of their premium to
each of the two companies. Moreover, the two different type of organisations
such as: “Fire Insurance Pool” and “Marine Insurance Pool” were
established.
2. Amendment of Insurance Act, 1938 : In the year 1968, the “Insurance
Act, 1938” was amended/ changed. Further, it also empowered the
Controller of Insurance to regulate the (a) deployment of assets,(b) provide
for more solvency margin, (c) issue of licences to surveyors,(d) Evaluate as
well as investigate, (e) search and (f) seize the books of accounts, etc. A
“Tariff Advisory Committee” was set-up under the Chairman ship of
Controller of Insurance to control and regulate the rates, terms and
advantages of General Insurance business in India.
3. General Insurance Business (Nationalisation) Act 1972: Further, after time
period of Independence, the General Insurance business was Nationalized
with effect from 1st January, 1973 through the “General Insurance Business
(Nationalisation) Act 1972” to meet the national objectives of growth, equity,
resource mobilization, employment generation etc.
The Government also took over the management of all the operating
companies in the year 1971, through “General Insurance (Emergency
Provision) Act, 1971”. The particular Emergency Act which is provided for
the appointment of custodians who were empowered to exercise the controls
over these insurance companies subject to the positive direction of the
Central Government at the time of “Nationalisation” of these companies.
However, there were a total of one hundred six (106) companies which were
operating General Insurance Business in India.
1.5

AMALGAMATION OF GENERAL INSURANCE BUSINESS IN
INDIA

All these companies were amalgamated and grouped into four companies, namely:
1. The National Insurance Company Limited with head office at Kolkatta;
11

2. The New India Assurance Company Limited with head office at Mumbai;
3. The Oriental Insurance Company Limited with head office Delhi; and
4. The United India Insurance Company Limited with head office at Chennai.
Establishment of General Insurance Corporation: The General Insurance
Corporation was formed as a holding company in November 1972. The General
Insurance Corporation was constituted with the main motive of (a) superintending,
(b) controlling and (c) carrying out the business of general insurance. The full capital
of General Insurance Corporation was subscribed by the Government. The four
companies company such as “The National Insurance company”, “The New India
Assurance Company”, “The Oriental Insurance Company” and “The United India
Insurance Company” are under the General Insurance Corporation on behalf of the
Government of India. These four companies were subsidiaries of General Insurance
Corporation. The functions of General Insurance Corporation are as follows:
Functions of General Insurance Corporation:
1. To carrying on of any part of general insurance business, if it thinks desirable
to do so.
2. To helping, assisting and advising the acquiring companies in the matter of
setting up of standards of conducts,
3. The sound / good practices are to be in general insurance business and in the
matter of rendering efficient service to holders of policies of general
insurance.
4. To advising the general insurance companies in the subject matter of
controlling their expenses.
5. It also including the payment of commission and other expenses.
6. To advising the acquiring companies in the matter of investment of their
funds, and
7. To issuing direction to acquiring companies in relation to the conduct of the
general
insurance business.
(I) National Insurance Company Limited(NIC)
The National Insurance Company Limited (NIC) which was incorporated in the year
1906. In the year 1972, twenty two (22) foreign and eleven (11) Indian insurance
companies were amalgamated with “National Insurance Company Limited”
headquartered at Kolkata. Further, the National Insurance Company Limited (NIC)
network of over nine hundred sixty four (964) offices with around 20,077 trained
workers are spread all over the country. The National Insurance Company has a
strong presence in northern part and eastern part of India. The company is also
operating out its foreign operations with opening of a branch offices at Nepal and
also Hong Kong. Moreover, It caters to the diverse requirements of more than 7.5
million policy holders by offering them more than 180 policies. It has also paid
regularly annual dividend to government at 25 per cent, amounting to `5,450 million,
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since nationalization. The National Insurance Company Limited is also ranks among
the top global business insurers.
(II) The New India Assurance Company Limited
The New India Assurance Company Limited was established by “Sir Dorab Tata” on
23rd 1919. The New India assurance Company was the First Fully Owned Insurance
Company in India which was set up and also provide insurance protection to
Indians. It was also nationalized in the year 1973 with merger of over twenty three
(23) Indian companies. It has commenced overseas operations in the year 1920.
Further, the company has twenty six(26) regional offices, three hundred ninety
seven (397) divisional offices, and Six hundred eighty eight (688) branch offices. It
has also overseas presence in twenty seven (27) countries such as : (a) Japan, (b)
UK, (c) Middle East, (d) Fiji, and (e) Australia. It has a wide network of eighteen
(18) branches, twelve (12) agencies, two associate companies, and two subsidiary
companies. It was the “First to set up an Aviation Insurance Department in 1946”,
to handle the hull insurance requirements of the Indian Shipping Fleet, to establish
its own training school, to introduce the concept of ”Model Offices Training”, to
create a technical departments in Engineering, and to start satellite insurance such as
INSAT 2E also.
(III) The Oriental Insurance Company Limited (OICL)
The Oriental Insurance Company Limited (OICL) is an insurance company which
was established in the year 1947. It was also earlier known as “The Oriental Fire and
General Insurance Company Limited”. It transacts all types of non-life insurance
business, ranging from insurance covers for very big projects to small and rural
insurance coverage. The company has twenty three (23) regional offices, three
hundred eleven (311) divisional offices, and six hundred thirty five (635) branch
offices in various places of the country. The company has also its overseas
operations in “Nepal”, “Kuwait”, and” Dubai”. It has also Re-Insurance connections
spread all over the world. The company was a pioneer in many different areas and
products. It was the “First to start Motor Third Party” insurance conciliation
proceedings and front office “computerization”. In addition, it was the first to issue
tailor made cover for (a) satellite and cellular system of communication, (b)
directors level and officers level liability policy, (c) the advance loss of profits
policy, (d) the package policy under mega risk to PSU oil giants underwriting . The
best example is the biggest grass root refinery project of “Reliance at Jamnagar”.
Further, it has designed a special coverage for large projects like: (a) the power
plants, (b) the petrochemicals, (c) the steel, and (d) the chemical plants.
(IV) United India Insurance Company Limited
The “United Insurance Company Limited” is headquartered at Chennai. As per
premium and market share wise, the United India Insurance Company Limited is the
second largest insurer. The major thrust of the company are in: (a) fire, (b) marine,
(c) motor, and (d) miscellaneous. It has a countrywide presence through a vast
network of twenty two (22) regional offices, three hundred thirteen (313) divisional
13

offices, and seven hundred eighty nine (789) branch offices, and manpower of
twenty one thousand (21,000) employees. Further, there are two new type of public
sector specialized entrants in the general insurance business as related to Agriculture
Insurance Company of India Ltd for crop insurance such as follows:
 Export Credit Guarantee Corporation Limited (ECGC)
 Agriculture Insurance Company of India(AIC)
The well-designed institutional arrangement such as insurance has to be put in place
to avoid risks in agriculture, covering all farmers and crops.
 Export Credit Guarantee Corporation Limited(ECGC)
The ECGC Limited is a specialized credit insurance company which is
functioning under administrative control of Ministry of Commerce and
Industry to protect the insurable interest of Indian Exporters and Banks in
India.The initial paid up capital of ECGC was Rs. 2000 Crores. The core
activity of the Company is to underwrite export credit insurance business.


Agriculture Insurance Company of India Limited(AIC)
The Agricultural Insurance Company of India Limited was setup on 20th
December 2002 under the Companies Act, 1956 with authorized and paid-up
capital of two hundred (200) crore . It started functioning from 1st April
2003.Further, there is a contribution of NABARD in form of the equity is
(30 per cent), while the contribution from General Insurance Company is (35
per cent) and (8.75 per cent) each from four public sector general insurance
comparable. Further,” The Agricultural Insurance Company (AIC)” has been
granted a insurance license on 29th October 2003, to transact crop insurance
business. The Agricultural Insurance Company (AIC) has been the main
insurer under “Pradhan Mantri Fasal Bima Yojana (PMFBY)”. Other than
PMFBY, Agricultural Insurance Company of India Limited (AIC) has been
also insuring farmers under” Restructured Weather based Crop Insurance
Scheme (RWBCIS)” and “Coconut Palm Insurance Scheme (CPIS)”. There
are certain in house products also for crop insurance (other than the abovementioned Government sponsored schemes).

Table: Gross Direct Premium in India (GDPI) -Export Credit Insurance during
2009-10 to 2018-19 (in Crore)
Year
Export
Credit Export
Credit Export
Credit
Insurance In crore Insurance
Insurance
Gross Claim (%)
Net Claim (%)
2009-10
813
141.5
117.2
2010-11
885
86.8
112.2
2011-12
1005
121.3
88.7
2012-13
1157
101.1
102.1
2013-14
1304
87.0
82.2
2014-15
1362
141.2
114.2
2015-16
1321
103.7
102.2
14

2016-17
1268
147.2
121.2
2017-18
1240
123.1
135.7
2018-19
1248
144.2
133.6
Source: Indian Non-Life Insurance Industry Year book 2018-19.
Table: stated the Net Retentions of Non-Life Insurers, Indian Reinsurers
and Foreign Reinsurers Branches (including Liyod's) in India as a
percentage of Gross Premium (including Indian reinsurers) (in Percent)
2013-14

2014-15

2015-16

69.24
64.54
63.01
Fire
85.99
81.59
81.01
Marine Cargo
31.94
35.47
44.51
Marine Hull
100.00
99.67
99.20
Motor
71.07
71.80
67.23
Engineering
1.00
38.91
27.15
Aviation
Other
89.43
88.14
84.28
miscellaneous
TotalAll
90.32
89.57
87.72
Segments
Source: Hand book of Insurance 2020
1.6

2016-17

2017-18

2018-19

57.03
85.19
20.03
97.02
68.25
27.85

57.14
82.15
37.23
98.99
74.72
38.97

47.80
65.20
34.77
91.01
56.81
20.97

78.83

88.57

47.82

83.17

90.37

59.78

WEAKNESSES IN GENERAL INSURANCE SECTOR

The growth after nationalization in terms of premium income, introduction of new
products, wide coverage of individual and organisations, innovating new covers for
weaker sections of society, investment in social sectors, creating infrastructure at
grass-roots level, etc., The Insurance covers with export trade, shipping and banking
services as an earner of foreign exchange to the country. Indian insurers operate in
more than 30 countries. These operations earn foreign exchange and represent
invisible exports. Insurers are closely associated with several agencies and
institutions engaged in (a) fire loss prevention, (b) cargo loss prevention, (c)
industrial safety and (d) road safety.
General Insurance Industry suffers from several weaknesses:
1. Insurance Penetration
2. Insurance Density
3. Poor quality of Insurance Services
4. Availability of Insurance Products
5. Productivity
6. Lower Spread of Information Technology
7. India's Share in the World
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1. Insurance Penetration: The measure of insurance penetration and the level of
development of density of insurance sector in a country. While the “Insurance
penetration” is measured as the percentage of insurance premium to GDP”.
Further, “Insurance Density” is calculated as the ratio of premium to
population (per capita premium)”. According to the “World Insurance in 2018”
report published by reinsurance major, “Swiss Re”, global economic growth
supported the insurance sector in 2018, with real Gross Domestic Product
(GDP). Global direct premiums surpassed the USD 5 trillion mark for the first
time ever in 2018, reaching USD 5193 billion (6.1 percent of global GDP). Total
premiums expanded in both nominal and real terms, but overall growth was
slower than in 2017 due to weakness in the life sector. The latter was due to
shrinking markets in (a) Europe,(b) China and (c) Latin America. The Non-life
insurance premium growth was steady at three (3) percent, outpacing the historic
average as advanced markets slowed and emerging markets improved. The
Global non-life premiums increased by three ( 3) percent to USD 2373 billion in
2018 up from 2.8 percent in 2017 as there was significant improvement in AsiaPacific region also premiums in the emerging economies grew by 7.1 percent in
2018, an improvement over the previous year 2017. The Emerging Asia
continued to expand rapidly, with premiums up more than 11 percent, and by 12
percent in China. The Indian insurance industry lagged far behind in non-life
insurance as compared to other Asian countries like South Korea, Japan, Taiwan
etc.
Table : International comparison of Insurance Penetration (in Percent)
2017-18
2018-19
Countries Total Life
Non-Life Total Life
Insurance Insurance
Insurance
India
3.69
2.76
0.93
3.70
2.74
World
6.13
3.33
2.80
6.09
3.31
Source: Swiss Re, Sigma volumes 3/ 2018 and 3/ 2019.

Non-Life
Insurance
0.97
2.78

2. Insurance Density: Insurance density defined as premium per capital. In nonlife, global premiums will likewise grow faster than the historical average.
Advanced markets will outpace the average with premium growth tracking
overall economic growth, led by the US, Canada and advanced Asia-Pacific,
while advanced EMEA (Europe, Middle East, Africa) continues to lag. Growth
in the emerging markets will remain robust but undershoot the 10-year average
given moderation in China and other emerging Asian markets. Premium growth
in other emerging markets, however, will improve considerably. the share of
Indian non-life insurance premium in global non-life insurance premium was at
1.1 percent and India ranked 15 in global non-life insurance markets. The low
insurance density and penetration are also partly due to lack of awareness on the
part of general masses regarding the benefits flowing from the insurance in
improving their standard of living and welfare.
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3.

Insurance Products and Services: Insurance industry has suffered from low
levels of customer service. It is therefore, important to focus more on consumer
needs and preference and develop customised products and services. In general
insurance, the quality of insurance services has been at a low key. The quality of
insurance services may primarily be evaluated in terms of expeditious settlement
of claims, delivery of policy documents and after sales services. The general
insurance industry underwrote total direct premium of 169448 crore in India for
the year 2018-19 as against 150662 crore in 2017-18, registering a growth rate
of 12.47 percent as against 17.59 percent growth rate recorded in the previous
year 2017. The public sector insurers exhibited growth of 1.28 percent in 201819, over the previous year’s growth rate of 12.58 percent. The private general
insurers registered a growth rate of 24.25 percent, against 21.59 percent growth
rate during the previous year 2017.

4. FDI in Insurance: India’s insurance industry has witnessed rapid growth during
the last decade after opening up of the sector for FDI. Consequently, many
foreign companies have expressed their interest in Indian insurance sector. As of
now, the foreign share holding limit is fixed at 49% for the life as well as nonlife insurance sectors. If FDI in insurance could be raised further, it would bring
in more competition, latest innovation and technology. However, the Union
Budget 2021-22 announced in this regard 49 percent to 74 percent.
5. Availability of Insurance Products: There are a total of about 175 products
covering most of common insurance products in non life insurance, yet hardly
30 to 35 products are actively traded in the market. The policies catering to
special needs of the public such as Advance loss of profit, Director's and
Officer's liability etc. are quite limited in number. The policies in segments of
Health covers, Household Risk covers have not been properly marketed and
published. The Motor business continued to be the largest general insurance
segment with a share of 38.08 percent (39.32 percent in 2017-18). It reported
growth rate of 8.91 percent (17.90 percent in 2017-18).
6. Banacassurance Model: Despite existing for more than a decade,
bancassurance model has not developed to its full potential. Recently, the
Finance Minister proposed that banks should be allowed to sell policies of
multiple insurance companies. IRDA is also considering a proposal to allow
cross selling of micro-insurance products by banks. This would increase
insurance access due to the large network of banks for selling their products.
7. Productivity: There could be several parameters to measure the productivity in
the insurance sector. These could be in term of collection of premium per
development officer, insurance of documents per employee, underwriting
results, yield on investment income, etc. However, measuring productivity in
terms of collection of premium per development officer, insurance policy
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documentation and claim settlement by class III employees indicates that was
quite on a low scale and needs to be enhanced. In the general insurance sector,
the public sector insurers have offices in 647 out of 718 districts in the country
(i.e., 90.11 percent of total districts in the country). The private sector insurers
(excluding standalone health insurers) cover 290 districts (i.e., 40.4 percent of
total districts in the country). 71 districts in India do not have any offices of
general insurers.
8. Micro Insurance: The main thrust of micro insurance regulations is protection
of low income people with affordable insurance products to help cope with and
recover from common risks with standardized popular insurance products
adhering to certain levels of cover, premium and beneﬁt standards. These
regulations allow Non-Government Organizations (NGOs) and Self Help
Groups (SHGs) to act as agents to insurance companies in marketing the micro
insurance products and also allow both life and non-life insurers to promote
combination of micro insurance products (combination of different lines of
business). The General Micro Insurance Products cover health insurance, cover
for belongings, such as, hut, livestock or tools or instruments, personal accident,
either on individual or group basis with a maximum amount of cover of Rupees
one lakh (2.5 lakh for family/group health) and for a period of one year. Types
of Micro Insurance Product offered by the registered general insurance
companies are “Cattle Micro Insurance Policy”, “Kisan Agriculture Pumpset
Micro Insurance Policy”, “Janata Personal Accident Sukshma Bima Policy”,
“Silkworm Sukshma Bima Policy”, “Sheep & Goat Micro Insurance Policy”,
“Sampoorna Griha Suraksha Policy” etc.. These products are targeted at the low
income segment of the population The Authority has permitted “Prime Minister
Fasal Bima Yojana (PMFBY)” covering non-loanee farmers, to be solicited and
marketed by Micro Insurance Agents under IRDAI (Micro Insurance)
Regulations, 2015.
9. Be Aware of Spurious Calls: IRDAI has advised every insurer to have a Board
approved insurance awareness policy containing the strategy and efforts to build
awareness among customers. IRDAI has issued several public notices, press
releases, advertisements in leading TV Channels, newspapers, and directions to
Insurance Companies to caution public against spurious calls etc at various
touch points and in media as well. In order to ensure that all the complaints
under Mis-selling and spurious calls are handled as per the laid down policy of
the Insurance company in all cases, All the life insurers were advised to draw
out a plan such as (a) Company Speciﬁc Policy on handling Mis-selling
Complaints and also (b) Company Speciﬁc Policy on handling Spurious Calls
Complaints. All the life insurance companies have drawn above policies.
10. Lower Spread of Information Technology: The spread of information
technology in the industry has not been to the desired level. There is a need to
create technology infrastructure such as electronic fund transfer, internet,
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automatic teller machines, interactive voice response, electronic data
interchange, local network services, etc. Further, in present days, Insurance
market in India is on a rapid digital journey. Further, it has been adopting new
and complex technologies like Artificial Intelligence (AI) to shape a new
forwarded future. The AI is also yet to have a great extent accepted amongst
the customers. Moreover, the internet “(Wireless and Wire line)”, smart phones
and digital apps along with the demand for safe and secure customer
experiences are providing a new way of thrust to the adoption of financial
technology and going forward to next level of insurance business in India.
11. Rural business threshold: The insurance sector is very similar to the banking
sector in that both are vehicles and instrumentalities for encouraging savings
amongst the people in the country. The insurance laws in the country also
mandate that a certain proportion of every company’s business must emanate
from the rural sector. Thus, the vast number of villages in India, compared to
which the spread of banks is limited, to remove the hindrances posed by the
restrictions on acceptance of cash, the IRDAI had aligned the stipulation with
that prevalent in the banking sector. This was also aimed at encouraging
insurance companies to tap rural business effectively, consequently improving
on insurance penetration and density.
12. India's Share in the World: The total insurance business in India comprising
both non-life and life business constituted only 0.42 percent of the total world
insurance market in 1997. The relative figures of Japan, South Korea U.K. and
U.S.A. were 31.61 percent, 3.47 percent, 8.24 percent and 25.37 percent. The
share of entire Asian insurance business in the total insurance business was
36.53 percent.
Table: Insurance Penetration and Density in India during 2009-10 to 2018-19.
Year
Life Insurance
Non-Life Insurance
Industry

200910
201011
201112
201213
201314
201415
2015-

Density
(USD)
47.70

Percentage Density(
(%)
USD)
4.60
6.70

Percentage Density
(%)
(USD)
0.60
54.30

Percentage
(%)
5.20

55.70

4.40

8.70

0.71

64.40

5.10

49.00

3.40

10.00

0.70

59.00

4.10

42.70

3.17

10.50

0.78

53.20

3.96

41.00

3.10

11.00

0.80

52.00

3.90

44.00

2.60

11.00

0.70

55.00

3.30

43.20

2.72

11.50

0.72

54.70

3.44
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201617
201718
201819

46.50

2.72

13.20

0.77

59.70

3.49

55.00

2.76

18.00

0.93

73.00

3.69

55.00

2.74

19.00

0.97

74.00

3.70

Note: 1. Insurance Density is measured as ratio of premium (in USD) to total
population.
2. Insurance Penetration is measured as ratio of premium (in USD) to GDP (in
USD).
Source: Swiss Re, Sigma, various issues.
1.7 ROLE OF INSURANCE REGULATORY AND DEVELOPMENT
AUTHORITY(IRDA) IN GENERAL INSURANCE BUSINESS
The Insurance Regulatory and Development Authority (IRDA) is an autonomous
body which is establish to regulate the insurance as well as reinsurance business in
India. The authority was constituted on 19th April 2000, vide Government of India’s
notification no. 277. “The IRDA Act, 1999”, was enacted by parliament in the
fiftieth year of the Republic of India to provide for the establishment of an authority
to regulate, promote the insurance business, as well as to protect the interests of
policy holders, and matters connected and concerned with amendment of the
“Insurance Act, 1938”, the “Life Insurance Corporation Act, 1956”, and the
“General Insurance Business (Nationalization) act, 1972”. The Act was approved in
the parliament in December 1999 and the insurance sector was thrown open for
private licensees on 15th August 2000.
The Insurance Regulatory and Development Authority (IRDA) was constituted in
terms of the IRDA, 1999, as the regulator of the Indian insurance industry. The
“IRDA was set up in 1999” but it was formally constituted as a regulator of the
insurance industry in April 2000. The regulator was initially known as the Insurance
Regulatory Authority but was subsequently rechristened as Insurance Regulatory and
Development Authority as it was provided with a broader role to perform in the
Indian insurance market. It has not only to frame and issue statutory and regulatory
stipulations, guidelines, and clarification but it has also to perform a developmental
and promotional role.
The Insurance Regulatory and Development Authority (IRDA) has its chairman and
four full-time and four part-time members. IRDA has constituted the Insurance
Advisory Committee and in consultation with this committee has brought out
seventeen regulations. The leading consumer activist has also been inducted into the
“Insurance Advisory Committee”. The following are the members of the committee
as the representatives of (a) consumers, (b) industry, (c) insurance agents, (d)
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women’s organizations, and (e) other stake holders who are interest groups as a part
of this committee. It has also formed a “Consumer Advisory Committee” and a
“Surveyor” and “Loss Assessors Committee”. It has a panel of eligible chartered
accountants to carry out inspection and investigation, and so on.
1.8

LET US SUM UP

Insurance other than Life Insurance falls under the category of General Insurance.
The different types of General Insurance are fire, marine, Motor Vehicle, accident
and other types of non life insurance. General Insurance comprises of: (a) Insurance
of property against fire, theft etc.(b) Personal Insurance such as Accident & Health
Insurance. (c) Liability Insurance which covers legal liability arising out of third
party claims such as claim from a person injured in a motor accident etc. (d) Other
types of Insurances such as Credit Insurance, Crop Insurance, etc. General Insurance
provides indemnity against loss arising from damage to property or assets,
expenditure or loss of earning arising from injury to a person, legal liabilities etc.
1.9

KEY TERMS

 Insurance refers to protection against an event that might happen.
 Assurance refers to the protection against an event that will happen. Insurance
provides cover against a risk while assurance covers an event that is definite. For
example. Death, which is certain, only the time of occurrence is uncertain.
Assurance policies are associated with life cover.
 Life Insurance: life insurance is a mechanism whereby the life is insured.
 Life Insurance Premium: The Life Insurance Insured pays the premium at
specified times and in turn the Insurance Company undertakes to pay the
specified fixed amount to the legal heirs in the event of death of the Insured.
 General Insurance: It means Insurance other than Insurance related to life
which is falls under the category of General Insurance. The different types of
General Insurance such as (a) Fire,(b) Marine, (c)Motor Vehicle, (d) Accident
and other types of non life insurance.
 Fire insurance: It is a contract under which the insurer in return for a
consideration (premium) agrees to indemnify the insured/assured for the
financial loss which the Insured may suffer due to destruction of or damage to
property or goods which is caused due to fire, during a specified period.
 Marine Insurance: It is an Insurance against the loss or damage or destruction
of (a) Cargo, (b) freight, (c) merchandise or means or instruments of
transportation whether by(a) sea,(b) land or (c) air.
 Motor Vehicle Insurance: It is also referred to as “Automotive Insurance”, is a
contract of Insurance under which the Insurer indemnifies the Insured,. Further,
who is the owner or an operator of a Motor Vehicle, against any loss arises that
he may happen due to damage the property such as the Motor Vehicle or any
other person such as Third Party) as a result of an accident occur.
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 Health Insurance: It is also known as “Medi-Claim Policies” Further, it is
also referred to, are those policies which cover the expenses relating to
hospitalization for the treatment / care of health due to illness/ injury as per
the specified terms and conditions of the policy
 Personal Insurance: This is to provide for payment of a noted as well as fixed
compensation due to death or disablement which is resulting from injury to the
body of a human being caused due to major event such as an accident.
 Theft Insurance: the Theft generally refers to the act of stealing. This is the
contract which covers losses from robbery, burglary and other forms of theft.
 Burglary Insurance: It is also defined to mean the unlawful taking of the
property within the premises that have been closed and in which there are visible
marks evidencing forceful entry.
1.10

SELF-ASSESSMENT QUESTIONS

1) Enumerate the origin of non- life insurance business ?
-------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------2) Evaluate the performance of General insurance sector in the pre- and postIndependence period ?
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------3) Trace the History of marine Insurance.?
-------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------4) Briefly explain the various types of marine insurance covers available in India.
-------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------1.11

FURTHER READINGS

Banking and Insurance”, Gordon, E. And Gupta, P.K, First Edition, Himalaya
Publishing Company, New Delhi.
Insurance: Theory and Practice. Tripathy and Pal, Himalaya Publishing Company,
New Delhi.
Principle and Practice of Insurance. P. Paniasamy, Himalaya Publishing Company,
New Delhi.
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Insurance Principles and Practice, M. N. Mishra, S. Chand & Co., New Delhi.
Annual Report IRDA 2018-19.
1.12
1.
2.
3.
4.

MODEL QUESTIONS
Discuss the Growth of General Business in India?
Discuss in detail about Amalgamation of four General Insurance Business in
India?
Write down the weakness and challenges in General Insurance business in
India?
Discuss the role of Insurance Regulatory and Development Authority (IRDA) in
General Insurance Business in India?
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TYPES OF GENERAL INSURANCE

Structure
2.0
2.1
2.2
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2.4
2.5
2.6
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Learning Objectives
Introduction
Life Insurance in Brief
Procedure of Obtaining Life Insurance Policy
Importance of General Insurance
General Insurance in Brief
Difference Between Life Insurance, Fire Insurance and Marine Insurance
Principles of General Insurance
Let us sum up
Key Terms
Self – Assessment Questions
Further Readings
Model Questions

2.0

LEARNING OBJECTIVES

After reading this unit, you will be able to:
 Understand the types of General Insurance.
 Know the importance of General business in India.
 Know the how it is different from Life, Fire and Marine Insurance.
2.1

INTRODUCTION

Insurance can be classified into two broad categories from business point of view(i)
Life Insurance: Life Insurance may be defined as a contract in which the
insurer in consideration of a certain premium, paid either in a lump sum or by
periodical payments, agrees to pay to the insured, or the person for whose
benefit the policy is taken, an assured sum of money, on the happening of a
specified event contingent on the human life or at the expiry of certain
period, whichever is earlier.
(ii)

General Insurance: General Insurance business refers to fire, marine and
other insurance business whether carried on singly or in combination with
one or more of them.
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2.2

LIFE INSURANCE : IN BRIEF

Life insurance may be defined as a contract in which the insurer agrees to pay to the
insured or his nominee the assured sum of money on the happening of a specified
event contingent on human life i.e. death or at the expiry of certain period, in
consideration of a certain premium. In life insurance, the risk assured is death. The
life insurance company pays the sum assured to the nominee of the insured in the
event of death.
At present, life insurance enjoys maximum scope because human life is the most
important and precious property of the society. The life insurance provides
protection to the family at the premature death of family head or gives adequate
amount at the old age when earning capacities are reduced. The life insurance is not
only a protection but is sort of investment because a certain sum is returnable to the
insured at the expiry of a specified period. It provides financial protection against the
risk of early death of the assured. The life insurance contract can be described as a
contingent contracts' because the loss of life cannot be compensated and only a
specified sum of money is paid if the insured dies.
Definitions of Life Insurance
According to Section 2 of the Indian Insurance Act, 1938 :
"Life insurance business is the business of effecting contracts upon human life".
A life insurance contract may be defined as a contract whereby the insurer, in
consideration of a premium paid either in lump sum or in periodical instalments,
undertakes to pay an annuity or a certain sum of money, either on death of the
insured or on the expiry of a certain number of years.
According to LH. Maggee: “The life insurance contract embodies an agreement, in
which, broadly stated, the insurer undertakes to pay a stipulated sum upon the death
of the insured, or after some designated time to a designated beneficiary."
In simple words it may be defined as a contract whereby the insurance company, in
consideration of periodical premium payment, agrees to pay a certain amount either
on the death or on maturity of policy, whichever is earlier.
Characteristics of Life Insurance
1. Offer and Acceptance : The life insurance contract is the outcome of an
offer made by the insured and its acceptance by the insurer. Life insurance
contract is made in writing.
2. Sum Assured: The insurer agrees to pay a certain sum of money either on
death of the insured or on the maturity of the policy, whichever is earlier.
3. Premium obligation: The insured is under an obligation to pay periodically
premium amount till expiry of the period of policy or death of the assured,
whichever is earlier.
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4. Contract of Contingency: The contract of life insurance is a contract of

5.

6.
7.

8.

contingency because the loss caused by the death cannot be calculated in
money terms.
Insurable Interest: Insurable interest of insured must exist in person insured
at the time when the policy is taken in case of life insurance. It may or may
not be present at the time insured's death.
Financially Help: Life insurance extends the hand of protection to those are
left support less and helps financially in case of death of insured.
Transformation of Savings: Life insurance is also considered to be the best
alternative for making savings. Investment made in life insurance policies are
tax free investment.
Scope is wider: Life insurance also covers other perils other than death
which are related to human life, such as total or permanent disability, medical
expenses etc.

Sl.no Year

Detail about development of Indian Insurance Sector

1.

1818

The advent of life insurance business in India with the
establishment of the Oriental Life Insurance Company in Calcutta
which failed in 1834

2.

1829

The Madras Equitable had begun transacting life insurance
business in the Madras Presidency.

3.

1870

The enactment of the British Insurance Act.

4.

1871

The Bombay Mutual.

5.

1874

Oriental Insurance started in the Bombay Residency.

1897

Empire of India started in the Bombay Residency

6.

1912

Indian Life Assurance Companies Act, was the first statutory
measure to regulate life business.

7.

1928

The Indian Insurance Companies Act was enacted.

8.

1938

To protect the interest of the Insuring public, amended by the
Insurance Act,.

9.

1850

General Insurance in India has its roots in the establishment of
Triton Insurance Company Ltd., in the year 1850 in Calcutta by
the British.

1907

The Indian Mercantile Insurance Ltd, was also set up. Further,
This was the first company to transact all classes of general
insurance business.
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10.

1950

The Insurance Amendment Act of 1950 abolished Principal
Agencies. Thus, the allegations of unfair trade practices and the
Government of India decided to nationalize insurance business.

11.

1956

Nationalising the Life Insurance sector and Life Insurance
Corporation came into existence in the 1956. The LIC absorbed
154 Indian, 16 non-Indian insurers as also 75 provident societies
as well as 245 Indian and foreign insurers in all.

12.

1957

The formation of the General Insurance Council, a wing of the
Insurance Associations of India. The General Insurance Council
framed a code of conduct for ensuring fair conduct and sound
business practices.

12.

1958

The Insurance Act was amended to regulate investments and set
minimum solvency margins. The Tariff Advisory Committee was
also set up then.

2.3

PROCEDURE OF OBTAINING LIFE INSURANCE POLICY

The following are the procedure for taking a Life Insurance
any human being who wants to take a life insurance policy has to follow:

Policy

DOCUMENTS REQUIRED FOR LIFE INSURANCE POLICY
Proposal Proof
of
Age

Medical
Confidential Acceptance
Examination Report by of Proposal
the Agent

Payment Insurance
of First Policy
Premium

1. Proposal: The person who wants to get an insurance policy makes an offer to
the agent of the insurance company by filling up a prescribed proposal form
which is available free of cost from the insurance agents. Various types of
information elicited from Insured such as:
(i)
Name, occupation and address of insured.
(ii)
Family history and health of insured.
(iii) Facts about the income, life and habits of the insured.
(iv)
Date of birth and age proof of the insured.
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(v)

Mode of payment of premium.

These information are to be filled in the application form. The insured is under an
obligation to provide the true and correct information in the form.
1. Proof of Age: The Insured is required to give age proof along with the

2.

3.

4.

5.

6.

2.4
a.
b.
c.

d.

proposal form at the time of entering into the contract of insurance. The age
of the insured can be proved by a certified copy of an entry in the “Birth
Register of the Municipal Committee”, certificate of date of birth issued by
the school or college, or service book maintained by the employer etc.
Medical Examination: Then after the receipt of proposal form in the office
of insurance company, the proposer is required to get himself medically
examined from the doctor approved by the insurance company. The expenses
of medical examination are normally paid by insurance company.
Confidential Report by the Agent: The life insurance agent is required to
prepare a confidential report about the (a) health, (b) character,(c) financial
position and (d) other personal information of the insured. This report is
attached with the proposal form.
Acceptance of Proposal: On the basis of information given in the proposal
form, the corporation considers the acceptance of the proposal. After
determining the types of risk, volume of risk, premium rate etc., it accepts the
proposal. The Acceptance letter is also dispatched to the insured stating the
conditions to be fulfilled by the insured.
Payment of First Premium: On the receipt of acceptance letter the insured
pays the first premium and the corporation becomes liable for loss from the
day in which it is paid. The premium may be paid monthly, quarterly, half
yearly or yearly or lumpsum as the insured wishes.
Insurance Policy: On the payment of first premium, the policy comes into
operation and risk is covered then onwards. The Insurance policy is prepared
in proper form which is duly stamped and signed and finally issued to the
insured.
IMPORATNCE OF GENERAL INSURANCE

The best option of General Insurance is that every person who would likely to
cover himself/ herself from loss arising out of risks.
The Risk which is associated with everything that we do or are involved in.
Due to natural calamities such as Earthquakes, Floods, the Immovable
Properties owned by us that are prone to damage / destruction. Due to fire and
other accidental means.
The Movable properties which includes personal effects such as Jewellery are
prone to theft and burglary. The Vehicles are also prone to accidents. Similarly
the human beings are prone to injuries resulting from accidents and illnesses of
health..
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e.

The General Insurance is more focussed and provide variety of covers against
such contingencies.
The modern day General Insurance which covers practically all losses arising
out of various contingencies.
The primary risk which is not the covered under General Insurance is death of a
person which is covered by Life Insurance.
Further, when the losses is arises due to risks are covered under an insurance
policy a person would lead a peaceful life.
The Security which is provided by General Insurance would improve the quality
of life of a person.
Apart from peace of mind General Insurance also covers the business Losses
and Personal Losses in case the unfortunate incident happens resulting in
financial loss. This would help the person who has suffered loss to restart his
business smoothly.

f.
g.
h.
i.
j.

Asset

Peril

Hazard

Life

Cancer

Due to excessive Smoking.

Factory

Fire

Due to explosive material left Unattended.

Car

Car Accident

Due to careless driving by driver.

Cargo

Storm

Due to water seeping in cargo and spoiling;
Another case is due to Cargo which are not packaged in
waterproof containers.

2.5

GENERAL INSURANCE : IN BRIEF

In India General insurance policies are available covering almost any type of loss or
risk. General insurance companies offer a variety of products in commercial and
personal lines and also have a separate range of low priced products for the rural and
the social sector. The general insurance policies are broadly classified into following
categories as follows:
I. Marine Insurance Policies;
II. Fire Insurance Policies;
III. Motor Insurance Policies;
IV. Burglary Insurance Policies;
V. Personal Accident Policies;
VI. Rural Insurance Policies;
VII. Liability Insurance Policies;
VIII. Aviation Insurance Policies;
IX. Urban Non-Traditional Insurance Policies.
In addition to life, fire and marine Insurance, several other types of general insurance
policies are available today. The nationalized general insurance companies have also
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been offering special schemes meant for rural areas such as crop insurance, cattle
insurance, insurance for huts, poultry etc. According to Section 2(13B) Indian
Insurance Act, 1938 Miscellaneous Insurance Business is “the business of effecting
contracts of insurance which is not principally or wholly of any kind or kinds
included in Fire, Life and Marine Insurance business”.
The risks covered by miscellaneous insurance are classified into four main categories
concerning
(a) Person
(b) Property
(c) Pecuniary risks, and
(d) Liabilities.
The first category includes insurance for individuals and groups against health risks
such as accidents and hospitalization & critical illness.
1. Property risks relate to burglary, housebreaking, etc., and include other
classes like livestock, plate, glass, money in transit and others.
2. Pecuniary risks refer to fidelity and other credit or financial guarantees.
3. Liability insurance includes personal liability insurance, commercial general
liability, professional indemnity, product liability and other similar policies.

MARINE INSURANCE
The marine insurance policy is issued only when the contract has been finalised and
it would be legal documents of evidence of the contract. A standard policy of marine
insurance contains the following information:
(i) Name of Insured or his/ her agent.
(ii) Subject matter insured. (It may also be Ship, Cargo and Freight)
(iii)Perils (Risks) insured against.
(iv) Name of vessel/conveyance and officers.
(v) Description of voyage or period of voyage.
(vi) The amount and term of insurance.
(vii) Premium
There are various other clauses which are suitably attached according to the nature
and type of policies. Ship, cargo and freight policies have their own different
standard clauses.
FIRE INSURANCE
The number and nature of questions in a proposal form vary according to the class of
insurance concerned. The Fire insurance proposal forms are usually used for
relatively simple / standard risks like houses, shops etc. For large industrial risks,
inspection of the risk is arranged by insurer before acceptance of the risk. The
Special questionnaire are also used in addition to the proposal form to gather specific
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information. The Fire insurance proposal form seeks, among other things, the
description of the property which would include the following information:
(i) The Construction of external walls and roof, number of story.
(ii) The Occupation of each portion of the building.
(iii)The Presence of hazardous goods.
(iv) The Process of manufacture.
(v) The sums proposed for insurance.
(vi) The period / time of insurance, etc.
a) For motor insurance, questions are asked about the vehicle, its operations,
make and carrying capacity, how it is managed by the owner and related
insurance history.
b) In personal lines like health, personal accident and travel insurance, proposal
forms are designed to get information about the proposer’s health, way of life
and habits, pre-existing health conditions, medical history, hereditary traits,
past insurance experience etc.
c) In other miscellaneous insurances, proposal forms are compulsory and they
incorporate a declaration which extends the common law of Utmost Good
Faith.
2.6

PRINCIPLES OF GENERAL INSURANCE

Insurance is a technique which provides for collection of small amounts of premium
from many individuals and firms out of which losses suffered by few are reimbursed.
In this method the individual insured, who is exposed to large but uncertain loss, is
able to buy protection through payment of a small but definite cost i.e. premium.
The basic principles of insurance are as follows:
(1) The Contract and its Nature:
It is a primary as well as main principle of insurance contract. The contract
should be simple to be understood by each party. The insurance contract that
comes into existence, on such case when one party makes an offer or proposal
and the other party accepts the proposal. The person entering into the contract
should enter with his free consent.
(2) Principle of Utmost Good Faith:
All commercial contracts in general require that good faith shall be observed in
their transaction and there shall be no fraud or deceit. Apart from this legal duty
to observe good faith, the seller is not bound to disclose any information about
the subject matter of the contract to the buyer. The rule observed here is that of
“Caveat Emptor” which means buyer beware. “Both the parties to the contract
are required by law to observe utmost good faith. However, in general
transactions, it is pointed that a transaction where a person has gone to a store to
buy some products, the buyer is supposed to satisfy himself about the features of
the product that he/she is buying. The seller is supposed to disclose all material
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facts about the product and also the facts so disclosed should not be misleading
information. However, the seller is not obliged to disclose each and every fact of
the product”. This casts a responsibility on the buyer to satisfy himself about the
quality and other features of the product. This principle is known as Principle of
‘Caveat Emptor’ which means that let the buyer beware. This principle is
applicable to all commercial contracts.
However, the contracts of insurance are treated at law on a different basis. These
contracts are essentially of a fiduciary nature i.e. they are built on trust. The parties
to an insurance contract do not enjoy same status of knowledge as regards the subject
matter of insurance. The proposer knows or ought to know all relevant information
about the risk proposed for insurance whereas the insurer knows nothing. Insurer is
very much dependent on the proposer for insurance.
Hence Insurance Contracts are different from General Contracts. While general
contracts work on the principle of ‘simple good faith’ insurance contracts work on
the principle of ‘utmost good faith’. The principle of utmost good faith is also known
as principle of Uberrima Fides’.

PRINCIPLES OF GENERAL INSURANCE

Nature

Principle

Principle

Principles

Principle

Principle

of

of

of

of

of

Contract

Utmost Good Insurable
Faith
Interest

Indemnity

Subrogation

of
Contribution

(3) Principle of Insurable Interest:
It is one of the essential ingredients of an Insurance Contract. Further, it is
essential that the insured must have insurable interest in the subject matter of the
contract. A person is supposed to have Insurable Interest in something when the
loss or damage to that thing would cause the person to suffer financial or any
other kind of loss. “Thus, insurable interest means that the Insured must stand to
suffer a direct financial loss if the event against which the insurance policy is
taken does actually occur. The insurable interest is generally established by
ownership, possession or direct relationship”. Further, example like people have
insurable interest in their own houses and vehicles and not in neighbour’s houses
and certainly not that of strangers. There are four essential components of
Insurable interest: such as follows:
(a) There must be some property, right, interest, life, limb or potential
liability which is capable of being insured.
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(b) Any of the above i.e. property, right, interest etc must be subject matter of
insurance.
(c) The insured must have a formal or legal relationship with the matter
which is the subject of insurance.
(d) The relationship between the insured and the subject matter of insurance
must be recognized by law.
(4) Principles of Indemnity :
As per Cambridge International Dictionary Indemnity means “Protection
against possible damage or loss”. Thus Indemnity means as security, protection
and compensation given against damage, loss or injury. In context of Insurance
indemnity is stated as “Financial Compensation sufficient to place the Insured
in the same financial position after the loss as he enjoyed immediately before the
loss was incurred”.
The principle of indemnity is most compulsory to Non-life insurance policies. It
means that the policyholder, who suffers a loss, is compensated so as to put him or
her in the same financial position as he or she was before the occurrence of the loss
event. The insurance contract which is evidenced through the insurance policy
guarantees that the insured would be indemnified or compensated up to the amount
of loss and no more. “The philosophy is that one should not make a profit through
insuring one’s assets and recovering more than the loss.” The insurer would assess
the economic value of the loss suffered and compensate accordingly.
(5) Principle of Subrogation: The Principle of Subrogation is basically a corollary
or an offshoot of the Principle of Indemnity. Subrogation follows from the
principle of indemnity. “Subrogation means the transfer of all rights and
remedies, with respect to the subject matter of insurance, from the insured to the
insurer”. It means that if the insured has suffered from loss of property caused
due to negligence of a third party and has been indemnified by the insurer for
that loss, the right to collect damages from the negligent party would lie with the
insurer. Further, it is the amount of damage that can be collected is only to the
extent of amount paid by the insurance company.
However, in case the Insured gets compensated for the loss by the Insurer and,
simultaneously or subsequently, also gets compensated, fully or partly, for the same
loss from a third party, the insurer is entitled to recover such additional
compensation from the insured. In case the insured, after having received
compensation for loss (i.e. Indemnity) from the Insurer also receives from another
person any amount towards such loss then he will be placed in a position of gain
which is against the Principle of Indemnity. Hence, the Insurer will have the right to
recover the indemnity or the compensation paid to the Insured to the extent the same
has been received by the Insured from a person other than the Insurer though limited
to the compensation paid by the Insurer. The theory discussed above forms the
premise or the objective of the “Principle of Subrogation”.
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(6) Principle of Contribution:
Contribution is also a Corollary or Offshoot of Principle of Indemnity. An
individual may have more than one policy covering the same property and in
case of a loss if the Insured is able to claim compensation for the said loss from
all Insurers it is but obvious that he would be making a profit out of this loss.
This is against the Principal of Indemnity. This situation is taken care of by the
Principle of Contribution. Contribution may be defined as the right of the
Insurer who has for a loss to recover a proportionate amount from other insurers
who are also liable for the same loss.
(7) Proximate Cause:
It is defined as the active and efficient cause that sets in motion a chain of events
which brings about a result, without the intervention of any force started and
working actively from a new and independent source. The last of the legal
principles, which applies only to non-life insurance, is the principle of proximate
cause. Non-life Insurance contracts provide indemnity only if losses that occur
are caused by insured perils, which are covered by the policy. The determination
of actual cause of loss or damage is a fundamental step in the consideration of
any claim. “The Proximate cause is a key principle of insurance and is
concerned with how the loss or damage actually occurred and whether it is
indeed as a result of an insured peril”.
Under this rule, insurer looks for the predominant cause which sets into motion
the chain of events producing the loss, which may not necessarily be the last
event that immediately preceded the loss i.e. it is an event which is closest to, or
immediately responsible for causing the loss. Unfortunately when a loss occurs
there will often be a series of events leading up to the incident and so it is
sometimes difficult to determine the nearest or proximate cause. For example, a
fire might cause a water pipe to burst. Despite the resultant loss being water
damage, the fire would still be considered the proximate cause of the incident.
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KINDS OF INSURANCE
ON
THE
BASIS
OF
NATURE OF
INSURANCE
a) LIFE
INSURANCE
b) FIRE
INSURANCE
c) MARINE
INSURANCE
d) SOCIAL
INSURANCE
e) MOTOR
INSURANCE
f) HEALTH
INSURANCE
g) MISC
INSURANCE

FROM BUSINESS
POINT OF VIEW

FROM RISK POINT
OF VIEW

1) GENERAL
INSURANCE
2) LIFE INSURANCE
1)
2)
3)
4)

PERSONAL INSURANCE
PROPERTY INSURANCE
LIABILITY INSURANCE
GUARANTEE INSURANCE

Peril: Risk always implies a probability. Its value always lies between 0 and 1,
where 0 represents certainty that a loss will not happen while 1 represents certainty
that it will happen.
Further, the event, whose occurrence actually leads to the loss, is known as a peril.
It is the cause of the loss.
Examples of perils are fire, earthquakes, floods, lightning, burglary, heart attack etc.
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Insurance

Non-Life
Insurance

LIC of India

National
Insurance

The New India
Assurance

United India
Insurance

Oriental
Insurance
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2.7

DIFFERENCE BETWEEN LIFE INSURANCE, FIRE INSURANCE
AND MARINE INSURANCE

Basis
Meaning
Objectives

Life Insurance

Fire Insurance

Life insurance is Fire insurance is
based on protection of promise
to
human life.
compensate the loss
caused by fire.
Risk is certain but the The occurrence of
Risk
time is uncertain.
risk is uncertain.
Life insurance is for a It is generally for a
Period
long period may be year or lesser than
fifteen or Twenty period.
years.
When
policy
is When policy is
Insurable
purchased
it
is purchased as well as
interest
associated
when the loss occur.
Risk attached Premium is based Premium is based
upon nature of risk upon the types of
and
death
tables risk insured.
prepared
scientifically.
Payment of Premium can be paid The whole premium
monthly,
quarterly, is payable at the
premium
half yearly instalments time of insurance.
or lump sum.
The
principal
of In fire insurance
Indemnity
indemnity
is
not principle
of
applicable as the loss indemnity
is
in case of death applicable. In case
cannot be determined. of loss either the
actual loss or sum
insured, whichever
is less, is paid to the
insured.
The
objective
is It
provides
Protection
security as well as protection against
investment.
loss only.
The life policy can be These policies can
Surrender
surrendered.
On not be surrendered
Value
surrender, he gets the and hence there is
surrender value.
no
question
of
receiving surrender

Marine Insurance
Marine risks are usually
related to ship or cargo.

The happening of an event
is uncertain.
It is also for a year or for a
voyage.

When the loss occurs to the
subject insured.
The premium is calculated
on the basis of risk
attached, Port and weather
condition.
In marine insurance also
premium is paid in one
instalment at the time of
effecting insurance.
In certain policies, amount
of compensation may be
more than the actual loss.

It is also effected for
protection purposes.
These policies also cannot
be surrendered.
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value.
A person can purchase Double
insurance Here also double insurance
Double
more than one policy can be effected.
is possible.
Insurance
for the same person.
On death, loss will be The actual loss may The loss compensation
Policy
paid on all policies.
not be claimed on cannot exceed the actual
Maturity
all policies.
loss suffered.
this
insurance
Value
of There is no question The value of policy Under
of under or over cannot be taken (except valued policy) also
policy
valuation
of
life more than the actual the policy amount cannot
policies.
value of property or exceed value of property
goods.
insured.
of Under marine insurance
Determinatio Premium payable can Determination
premium
n of premium be determined with premium is difficult also
reference to life tables on
account
of determination
is
bit
easily.
variety
of
risk difficult.
involved.
MOTOR INSURANCE PRODUCTS
The Motor Vehicles Act, 1938 has made it compulsory for the motorists to insure
against the risk of liability to third parties. Vehicles for the purpose of insurance are
classified as below(i) Private Car (not used for carrying passengers for hire or reward)
(ii) Commercial vehicles such as goods carrying vehicles, passenger vehicles,
tractors
and others.
(iii)Motor Cycles, Scooters etc.
BURGLARY INSURANCE PRODUCTS
Burglary Insurance is one of the major classes of business underwritten in the
miscellaneous department and accounts for a sizable part of premium income of the
department.
PERSONAL ACCIDENT INSURANCE PRODUCTS
Personal accident insurance is one of the popular classes of accident insurance and as
a supplement to life insurance. It provides an ideal protection against death or
disability arising out of accident. This policy has been found favourable to
employers who offer personal accident insurance benefits as a part of the service
benefits to their employees. Industrial accidents are more frequent due to rapid
industrialisation and use of complex machinery. Different types of policies are
available to cover the risks from industrial accidents. Individuals are provided this
risk cover under an individual personal accident insurance policy.
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RURAL INSURANCE
The Rural insurance covers Cattle Insurance, Sheep and Goat Insurance,
Plantation/Horticulture Insurance, House Holder's Insurance, Rajeshwari Mahilla
Kalyan Bima Yojna and Sports Insurance etc.
FIDELITY GUARANTEE INSURANCE
These types of policies indemnify the employers against direct pecuniary loss that he
may sustain through acts of fraud or dishonesty by an employee in the course of its
employment.
AVIATION INSURANCE PRODUCTS
This class of insurance has been introduced mainly because of the steep increase in
the values of aircrafts and the consequent phenomenal increase in the limits of
indemnity under third party and other legal liability covers.
URBAN NON-TRADITIONAL INSURANCE PRODUCTS
The non-traditional insurance policies applicable in urban areas may be personal
insurance, property insurance, liability insurance, and package insurance.
MISCELLANEOUS INSURANCE
The process of fast development of the society gives rise to a number of risks in our
daily life. Many other types of insurance have also been developed to provide
security against such risks. The important among them are:
(a) Duty Insurance
(b) Erection All Risks Insurance (E.A.R)
(c) Contractor's All Risk Insurance (CAR)
(d) Machinery Breakdown Insurance
(e) Product Liability Insurance
(f) Money-In-Transit Insurance
(g) Burglary (Business Premises) Insurance
(h) Shopkeeper's Insurance Policy
(i) Rural Insurance
(j) House Holder's Insurance Policy (HHI)
(k) Rajeshwari Mahilla Kalyan Bima Yojna
(l) Sports Insurance
(a) Duty Insurance: This policy is normally taken by an importer to seek indemnity
against payment of actual duty on the imported goods, after cargo is damaged
due to an insured peril.
(b) Erection All Risks Insurance (E.A.R.): E.A.R. insurance has become an
important part of progress in all industrialized countries. Large projects like
erection of Thermal Power Stations, Fertilizer Plants, Oil Refineries etc. bring
many risks for both the contractors and the principal i.e. only possible to bear
these risks in an economical manner by taking out an EAR Insurance.
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(c) Contractor's All Risk Insurance (CAR): This insurance has been specially
designed to protect the interest of civil contractors against damage to or
destruction of various civil engineering projects (under taken) by them.
(d) Machinery Breakdown Insurance: The Machinery break down Insurance was
developed to grant industry specific insurance cover for expensive plant,
machinery and mechanical equipment.
(e) Product Liability Insurance: This is a variant of liability insurance. It is
affected by the producers of products, traded commercially when they are
susceptible to claim on account of defect. This is a specialized policy for
vicarious legal liability arising out of defective products.
(f) Cash Insurance: Cash insurance policy intends to protect banks and industrial
business establishments against loss of money which may be carried by
messengers and which may be in transit from one place to another.
(g) Business Premises Burglary Insurance: This policy covers contents of
business premises against all risk of loss or damage by burglary and house
breaking.
(h) Shopkeeper's Insurance Policy: This policy is specially designed to cover
various risks and contingencies faced by small shopkeepers under a single
policy. It provides protection for property and interests of the insured and his
partners in the shop, arising out of operations of various named perils.
(i) Rural Insurance: The various important schemes under rural insurance
category are:
1. Cattle Insurance: This policy is meant for milk cows, milk buffaloes,
bullocks. It provides risk cover of death due to accident including diseases,
natural calamities, strikes, riots. Maximum sum assured cannot be in excess
of market value of cattle concerned.
2. Sheep and Goat Insurance: This policy covers the risk of death from
diseases or accident including natural calamities to sheep and goats.
3. Plantation/Horticulture Insurance: This policy cover Grapes, Citrus,
Chicco, Bananas, Rubber, Teak wood, Tea, Apple, Oil palms, Floriculture,
Kadam and Coconut. The policy shall cover and compensate the insured to
the extent of loss or damage to the insured trees/fruits due to any one or
more of risks like, fire, lightening, storm, earthquakes, cyclone floods, riots
etc.
(j) House Holder's Insurance Policy (HHI) : HHI policy is designed to cover
various risks and contingencies faced by householders under a single policy. It
provides protection to property and interests of the insured and his family
members who permanently reside with the insured.
(k) Rajeshwari Mahilla Kalyan Bima Yojna : This policy has been designed to
provide relief to the family members of insured women in case of their death or
disablement arising due to all types of accidents or death or disablement arising
out of problems incidental only to women.
(l) Sports Insurance : This policy provides a comprehensive cover available to
amateur sportsmen covering their sporting equipment, personal effect, legal
liability and personal accident risks.
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Table : stated the Gross Direct Premium Income (GDPI) Of Public Sector
General Insurance Companies during 2000-01 to 2015-16. (in Million)
Year
Fire
Marine
Miscellaneous
Total
In
Outside In
Outside In
Outside In
Outside
India India
India
India
India
India
India
India
2000-01 18451 3050
7392
893
67341
5597
93183
9540
2001-02 24110 2229
7705
457
77394
2266
109209 4952
2002-03 25121 3182
11307
502
89135
5957
125563 9642
2003-04 24463 3078
9655
578
99253
5819
133371 9476
2004-05 24114 2926
9830
611
105786
6221
139730 9759
2005-06 25159 2839
10023
640
114788
6315
149970 9794
2006-07 26069 2764
11377
674
125143
6808
162589 10245
2007-08 21267 2612
12522
730
134530
6472
168318 9814
2008-09 21804 2536
13164
847
145340
7382
180308 10765
2009-10 25760 3179
15550
683
165125
8093
206435 11955
2010-11 30874 3353
18028
766
202624
8535
251526 12654
2011-12 35760 4709
20074
1786
249772
10531
305606 17026
2012-13 42154 6498
20987
1290
287080
12709
350221 20497
2013-14 44642 7900
20909
1483
320447
14416
385998 23799
2014-15 47793 8812
18885
1346
358831
14500
425509 24658
2015-16 48841 9342
17341
844
410732
19349
476915 29535
Table : stated the Number of Policies issued General Insurance during
2013-14 to 2018-19. (in Lakhs)
Insurer
2013-14 2014-15
2015-16
2016-17
2017-18 2018-19
Public
Sector
Insurance
677.82
671.32
852.62
797.71
733.02
companies 600.06
Growth/
(-12.99) (12.95)
(-0.96)
(27.00)
(-6.44)
(-8.1)
Decline
Private
Sector
Insurance
504.97
549.44
624.45
787.13
1021.23
companies 424.47
Growth/
(11.54) (18.96)
(8.84)
(13.65)
(26.10)
(29.70)
Decline
TOTAL
1024.52 1182.79
1220.76
1477.07
1584.84 1754.25
Growth/
(-4.27)
(15.44)
(3.21)
(21.00)
(7.30)
(10.68)
Decline
Parentage of Growth/ decline over the previous year
Source: Handbook of Indian Insurance Statistics 2018-19.
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Other Major Insurance Products
Major Category Description
1.Fidelity
“The Insurer undertakes to
Guarantee
indemnify
the
assured
Insurance
(employer) up to certain
specified amount insured against
loss arising out of fraud or
embezzlement on the part of the
employees”.

“The policy is available to
commercial
establishments,
factories, godowns, shops, etc.
3.Motor Vehicle “This is as per the provisions of
Insurance
Motor Vehicles Act 1938, it is
compulsory for the motorists to
insure against the risk of liability
to third parties”.
4.
Health “The Insurer undertakes to
Insurance
indemnify loss arising in respect
of hospitalisation or injury
sustained by the insured person.”
2.Burglary
Insurance

5.Public Liability “The public liability insurance
Insurance
Act 1991, all the businesses
owning and dealing hazardous
goods are required to take
insurance policy”.

Types of Policies
1. Individual Policy
2.
Collective
Policy
(embracing all employees
falling
within
certain
category)
3. Positions Policy (e.g.
position of cashier)
4. Blanket Policy (covering
entire staff).
1.Business
premises
insurance policy
2.All Risks Insurance Policy
1.Act
only
Policy
(compulsory
insurance)
2.Package policy (covers
own losses, third party and
Act only Liability)
1.Individual
mediclaim
policy 2.Group mediclaim
policy
(available
for
corporate
bodies).
3.Overseas mediclaim policy
(for illness suffered by
Indian residents during their
foreign trips)
4.Videsh Yatra Mitra Policy
(wide coverage for loss of
passport, baggage personal
accident etc.)
1.Industrial Risk Insurance
(applies to industrial and
storage risks such as depots,
godowns, etc. Further, it may
also cover pollution and
transportation risks)
2.Industrial
All
Risks
Insurance (applicable to risks
having sum insured of Rs.
100 crore and above) 3.NonIndustrial Risks insurance
(applicable to cinema halls,
hotels,
theatres,
office
premises etc.)
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6.Engineering
Insurance

2.8

“It is designed to protect the
interest of contractors and
principals in respect of civil
engineering
projects
like
buildings, bridges, tunnels, etc”.

1.Boiler Insurance Policy
2.Engine Insurance Policy
3.Electrical Plant Insurance
Policy
4.Lifting
Machinery
Insurance Policy

LET US SUM UP

Life insurance may be defined as a contract in which the insurer agrees to pay to the
insured or his nominee the assured sum of money on the happening of a specified
event contingent on human life i.e. death or at the expiry of certain period, in
consideration of a certain premium. In life insurance, the risk assured is death. The
life insurance company pays the sum assured to the nominee of the insured in the
event of death. The general insurance policies are broadly classified into following
categories as follows: (a) Marine Insurance Policies; (b)
Fire Insurance Policies;
(c) Motor Insurance Policies; (d) Burglary Insurance Policies; (e) Personal Accident
Policies; (f) Rural Insurance Policies; (g) Fidelity Guarantee Insurance Policies; (h)
Aviation Insurance Policies; (i) Urban Non-Traditional Insurance Policies.
2.9

KEY TERMS

 Insurance: Under such system by which the individual is exposed to the
potential risk also arising out of the events beyond his/her control, transfers the
financial loss; in part or in full to a third party i.e. the insurance company.
 Life Insurance: Under Life Insurance, the Insured also pays the premium at
fixed times and in relation to that the Insurance Company who undertakes to pay
the specified fixed amount to its legal heirs in the particular event of death of the
Insured. Thus life insurance is a mechanism whereby the life of the Insured is
insured.
 General Insurance: The Insurance other than Life Insurance falls under the
category of General Insurance. Different types of General Insurance are (a) Fire
Insurance, (b) Marine Insurance, (c) Motor Vehicle Insurance, (d) Accident
Insurance and other types of non life insurance.
 Division of Insurance: It can be divided in two categories such as Life and
Non-Life. Further, the Non-Life Insurance is so called or referred to as General
Insurance.
 Division of General Insurance: The different types of General Insurance are
such as : (a) Fire Insurance, (b) Marine Insurance, (c) Health Insurance, (d)
Motor Vehicle Insurance,(e) Theft and Burglary Insurance etc.
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 Fire Insurance: It is a contract under which the insurer in return for a
consideration (premium) agrees to indemnify the insured/assured for the
financial loss which the Insured may suffer due to destruction of or damage to
property or goods, caused by fire, during a specified period.
 Marine Insurance: It is an Insurance against loss or damage or destruction of
Cargo, freight, merchandise or means or modes of transportation whether by sea,
land or air.
 Motor Vehicle Insurance: The other name of Motor Vehicle Insurance is
“Automotive Insurance”. “This is a contract of Insurance under which the
Insurer indemnifies the Insured, who is the owner or an operator of a Motor
Vehicle, against any loss that he may incur due to accident to the property (i.e.
the Motor Vehicle) or any other person means “Third Party” as a result of an
accident”.
 Division of General Insurance Companies: The Public Sector insurance
companies operating in India. These are as follows: (a) “National Insurance
Company Ltd”, (b) “New India Assurance Company Limited”, (c) “Oriental
Insurance Company Ltd” and (d)”United India Insurance Company Ltd”.
 Subrogation: It is the process whereby an insurance company uses to recover
claim amounts paid to a policy holder from a negligent third party.
2.10

SELF-ASSESSMENT QUESTIONS

5.

Define Life Insurance. What are its main characteristics ? Explain the procedure
for taking Life Insurance ?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------6. What is fire insurance ? Explain the procedure for purchasing Fire Insurance
Policy?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------3. Difference between Life Insurance Fire Insurance and Marine Insurance?
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------44

2.11

FURTHER READINGS

Banking and Insurance”, Gordon, E. And Gupta, P.K, Himalaya Publishing
Company, New Delhi.
Insurance: Theory and Practice. Tripathy and Pal, Himalaya Publishing Company,
New Delhi.
Principle and Practice of Insurance. P. Paniasamy, Himalaya Publishing Company,
New Delhi.
Insurance Principles and Practice, M. N. Mishra, S. Chand & Co., New Delhi.
Annual Report IRDA 2018-19.
2.12

MODEL QUESTIONS

1) Distinguish between Life Insurance and General Insurance ?
2) Explain briefly the various types of General Insurance Policy in use in India ?
3) Explain the following in context with Insurance:
(a) Social Insurance
(b) Rural Insurance
(c) Fidelity Guarantee Insurance
(d) Liability Insurance
(e) Scope of Marie Insurance
Table: stated the General Insurance companies in India as on 31st March 2019
Insurers

Foreign
Partners/
Investors

Year
Date of
of
Registra
Oper
tion
ation
PUBLIC SECTOR COMPANIES

Date of Year of
Registra Operati Insurers
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LEARNING OBJECTIVES

3.0

After studying this unit, you will be able to know:






3.1

How risk is managed by individuals.
Explain, re-insurance and its importance.
The role of insurance in economic development and social security.
Different types of customers, and how they differ.
Customer mindsets and customer satisfaction.
The importance of ethical behaviour
INTRODUCTION

This chapter aims to help you understand, the management of risk, insurance and
premiums. It also will help you understand, how insurers manage their risk, using reinsurance; and the contribution, insurance makes to society, as a whole.
Look at this Scenario:
Aban off-shore is a company that makes oil rigs, used for oil and gas exploration. On
13th May 2010, one of their oil rigs, ‘aban pearl’, sank in the waters, off the Coast of
Venezuela. Due to his disaster, the company had to deal with the loss of the rig and
also the loss of future earnings from using the rig. The company had insured the rig
with an Indian insurer, and they had re-insured it with a re-insurer. What aban offshore had not done though, was to insure for loss of income from the rig. The rig was
the highest revenue-earning rig for the company, and with its sinking, the company’s
cash-flow and debt-re-payment were affected. This caused the share price of the
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company to fall when the stock exchanges were aware of the event. The claim for the
oil rig was received; however, there was no way to recover the lost future income.
Therefore, it is essential for risk, to be managed, to ensure that, no loss affects the
business adversely, and to ensure that, not only are the assets insured but also the
income, they provide. When assessing risk, it is important to look at the ‘whole
picture.’ The above case study highlights the lapse of risk management on part of the
company. The company managed to insure the rig but did not insure the loss of income
from the risk of losing the rig. This led to near-term cash-flow problems for the
company.
3.2

HOW RISK IS MANAGED BY INDIVIDUALS

Understand The Ways To Manage a Risk:
Risk is unavoidable in life; we all, take risks, every-day, whether it is driving a car or
managing a business. The ways, in which, we manage risk, depends upon the type of
risk and the potential impact, it can have on our life.
Situation-1:
 Imagine that, you are buying a house. Think of some of the risks, associated
with this. These can include:
 The risk of damage to your house from fire or flood.
 The risk of being unable to make loan payments, if you are injured and unable
to work, or die unexpectedly.
There are ways, to manage the risks, described above. Before the risks can be
managed, they must be identified and analysed. There are 4ways, in which, risks can
be managed. These are:





Avoidance or prevention of risk.
Reduction of risk.
Retention of risk.
Transfer of risk to an insurance company

Avoidance or prevention:
Risks cannot be completely avoided or prevented, as, these are, often, caused by
natural perils, such as floods, earthquakes and land-slides or by the actions of others.
For example, car accidents are caused by mistakes or errors in judgement, made by
drivers, and buildings can collapse, due to a person’s negligence.
Reduction: It is possible to reduce risk. Moreover, risk reduction can occur, either
before or after, an incident has occurred. This can be done in many ways. Examples
of reducing risk, before an incident, would be, wearing seatbelts in cars, installing
smoke detectors and sprinkler systems in buildings, or regularly scheduled
maintenance of electrical wiring, to prevent fire. Reducing risk, after an incident, can
involve, having fire-extinguishers available for use, having regular fire drills in
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buildings, so, people know the procedure to evacuate the building in the case of an
emergency, etc. If a risk is to be reduced, plans and strategies must be put-in-place,
before an incident occurs. Reducing risk is a continual process, and efforts should be
made to find ways, to reduce the risk.
Retention: If a risk is retained, the person, exposed to the risk, determines that he or
she can bear the loss, associated with the risk.
They do not pass the risk, on to an insurer. Before determining that, risk can be
retained, the seriousness of the risk, must be assessed by considering:
 How often, the risk may happen.
 The extent of damage that may be caused to equipment, machinery, or to the
ability to continue with the business.
 Any potential damage to the safety of people, their health, and their jobs, both,
within and outside the organization.
 The possibility of any damage to the environment. It may be feasible, to retain
the risk.
 The possibility of the risk-occurring seems low;
 The cost of insurance is greater than the cost, should the risk occur;
 There would be no adverse impact on profit, should the risk occur; and
 A reserve fund is a set-up, to meet risk, should it occur.
3.3

HOW INSURERS MANAGE A RISK

Insurance allows for risk to be shared. Insurance companies are intermediaries in the
process, just like banks play the role of intermediaries between those who have money
to spare, and those who need it. Insurance spreads the losses of individuals over a
group of individuals, who are exposed to similar risks, thus, making the process, fair
and equitable for all. The potential for any of the individuals, to be compensated for a
loss, is, similar across all individuals.
The purpose of insurance, is, to:
 Bring the people, who are exposed to similar risks, together, (sharing the same
risk).
 Collect the premium from the individuals.
 Pay the compensation, called claims, in the event of a loss.
3.4

HOW PREMIUMS ARE FIXED?

Insurance companies receive substantial amounts of money from policy-holders, and
these funds must be managed carefully, to ensure, they have enough funds to pay the
claims.
1. Insurers’ revenue and expenses: Insurance companies’ revenue comes from:
 Premiums, paid by the insured.
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 Income from interest and dividends on investments that the insurance
companies have made. Expenses for the insurance company, include:
 Payment of claims.
Salaries, commission, rent, and expenses associated with managing the business. As
you would expect, the revenue is usually greater than the expenses, in any year. This
difference, however, is not treated as profit, as, the money is held as a reserve to meet
the costs associated with paying claims for policies, which are still in force. The costs
(liabilities) are calculated according to the principles relating to the valuation of
liabilities under insurance policies. The funds to be held in reserve, are determined,
after providing for the solvency margins, as required by law. Any profit, available for
distribution, as dividends to share-holders or as a bonus to policy-holders, is
determined after these provisions have been made.
2. Managing the Funds:
An insurer is effectively a trustee, as, it is managing a common fund on behalf of its
policy-holders, and as such, must ensure that, it protects the interests of these policyholders. To this extent, an insurer must:
 Not accept a risk, which is, not of the same kind, as faced by the people, already
in the group.
 Not pay the claims for losses, which are not accidental.

3.5

RE-INSURANCE AND ITS IMPORTANCE:

Just as individuals transfer their risk to insurance companies, insurance companies can
also transfer some of their risks to other insurance companies. Insurance companies
have to pay claims as they occur. They cannot be certain as to when claims would
occur, and how big the claims would be. They have estimates, based on probabilities,
but there can be huge variances between the estimates and the actual amount of claims,
as there can be no certainty regarding perils. Insurers normally have enough funds to
pay the claims, however, events, such as earthquakes or tsunamis, can put a strain on
the funds of the insurer, as there would be thousands of claims, amounting to
extremely large sums of money. In much the same way, as an individual transfers their
risk; insurers too can transfer their risk to other insurers. However, insurers do not
transfer all the risk. They retain some of it, themselves, up to a certain level, and
transfer the rest to another insurance company, known as, the re-insurer. These
transfers of risk are called re-insurance, and this allows the burden of paying the
claims, to be shared by the primary insurer and the re-insurer. An insurance company
issues general insurance for fire and has a significant number of policies. Think of
some of the risks, that the insurance company may face, in terms of payment of claims.
 Several major fires may occur, throughout 12 months, which results in a
substantial number of claims.
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 One catastrophic event may occur, such as, an earthquake, that results in severe
damage to several buildings, that were insured by the company, resulting in
huge claims.
Re-Insurance Fundamentals:
The transfer of risk from one insurance company to another is called re-insurance.
Catastrophic events, such as, earth-quakes or oil tankers spilling oil into the sea, can
generate claims, that could place a considerable financial burden on the insurer. To
ensure that, they can fulfil their promise to pay the claims, insurers transfer a part of
their risk to another insurer. Should one of the above events happen, the primary
insurer would pay a part of the claim, and the re-insurer would pay the rest In India,
all the insurers are to compulsorily cede 10% of their premium to the national reinsurer that is the general insurance corporation (G.I.C.) (Re-Insurance). Insurers
retain the risk, up to a certain limit (retention limit), and transfer the rest to the reinsurer. There are insurance companies that deal exclusively in re-insurance; although
re-insurance can be done with any insurer.
With effect from 9th March 2016, regulations permitting Lloyds to set up a branch in
India to carry on all functions in respect of the re-insurance business in India have
been notified.
 Re-insurance is not a simple business; it is complex and can be arranged in
numerous ways. Some of which, are:
 Re-insurance brokers act as intermediaries and find a re-insurer, willing to
accept the risk.
 Treaties between the insurance company and the re-insurer, specify retention
limits for various risks and agree to re-insure any amount above the retention
limit, on the terms, specified in the treaty.
 Treaties may specify that re-insurance would be a certain proportion of the
risk, underwritten by the insurance company.
 The re-insurer may or may not have the option, to refuse particular risks. In
some treaties, when the loss exceeds a certain limit, the re-insurer gets
involved.
3.6


ROLE OF INSURANCE IN ECONOMIC DEVELOPMENT
Insurance and Economic Development:

The non-life insurance business grows parallel to economic growth. Economic growth
depends on the business, and business depends on insurance. Without insurance, the
ability of a business to continue after a peril is reduced. For small businesses, having
no insurance could stop them from operating. If there is no way for a business to
recover from a loss, it cannot operate. This impacts the economic growth of the
country.
Fire destroys the premises, where, the business is run.

25

Machinery used to manufacture the textiles is stolen.
The stock of finished goods is stolen. Insurance plays an important role in economic
development, as, the industry depends on insurers, to manage their manufacturing
risks and commercial risks.
As in the above example, if insurance was not available to businesses, and a fire
destroyed their premises, it would be likely that the business could, no longer,
continue. Although insurance cannot remove the risk of fire or theft, the impact of
these events is reduced, as, the compensation, paid by the insurance company, will
allow the business to continue. At any given time, insurers have a substantial amount
of money, and these funds must be invested. These funds are used for investments and
lead to economic growth. To make sure that, the funds are not invested in high-risk
investments, the insurance act has strict guidelines, ensuring, the money is invested
safely, in investments, such as, government bonds, and companies, that have stable
financial positions. Insurers also invest in Indian companies, by giving them loans and
subscribing to their shares. There are strict limits, placed on insurers, by law and
regulation, limiting the amount, they can invest, in any one company. Share of insurers
in the capital of companies, both: equity and debt, together, would not be 20% or more.
Insurers also contribute liberally to government funds. More than 60% of the funds
are directed towards the projects, enhancing the lives of people in villages, such as
water and sewerage schemes, electricity generation and supply, housing and other
projects, etc.


Insurance and social security:

Imagine, what would happen, if the income-earning member of a family, unexpectedly
dies, and they did not have life assurance.
The family would be affected, in some of the following ways:
 Inability to pay, any outstanding debt, as, the sole income-earner has died.
 Inability to pay, for basic essential items, such as food, clothing, and housing.
 Inability to pay, for children’s education.
The family would become a burden to the society, as, they would rely on the
government for income. Life assurance and general insurance social security schemes
prevent the families, from becoming a burden on society. If the income-earner in a
family, was to die, the family may have no income, to survive. With limited income
or no income, the family would rely on the government, for subsidies; and there would
be no money to pay, for the education of their children, limiting the future employment
opportunities of the children. With life assurance, in such an event, families can
continue to live in their homes, provide education for children, and look after their
financial needs. In India, the government Uses Life Insurance Corporation (L.I.C.) Of
India and General Insurance Corporation (G.I.C.) In India, it designs insurance
programmes for the promotion of its social welfare objectives. Insurers have an
obligation, by law, to provide insurance benefits to low income-earners of the weaker
sections of the society and the un-organised sector. Life assurance, pension products
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and annuities, for the persons, who live long, make it possible for them, to live
comfortably, without being a burden on the government for allowances and medical
costs. This reduces the government’s costs.
Who is insured?
Without the insured, there will, of course, be no insurance.
We have seen that the insured has been relatively easily identifiable in the past;
perhaps, a merchant, who wants marine insurance, or a guild-member, who wants his
or her family to be looked-after, in the event of death.
The aim is to identify niche customers and approach them with the products or
solutions, relevant to them. Some insurers restrict themselves solely to particular
niches;
The best examples in India being the health insurers. But, in other markets, this could
be as specialist as classic cars, blood-stock (race-horses), fine arts, etc.
a) Retail: Individual or Personal:
Here, we are talking of the individuals, in their capacity. The major products, bought
by individuals, include:
Personal accident, motor: third-party cover is compulsory insurance in most countries.
Health: this will vary from hospitalisation treatment costs to full medical
reimbursement.
b) Retail: Small and Medium Enterprises (S.M.E.):
In many ways, this is similar to the segment, mentioned above, with the major share
of sales, now being via the web. Much of it again, is seen as a commoditised market;
frequently via a packaged product, where, risks can be grouped into relatively simple
underwriting sectors, such as:





Small shops,
Offices,
Restaurants and cafes, and
Hotels.

Many insurers are also expanding this into small manufacturing sectors, but excluding
obvious heavy risks, such as woodworking, fireworks, risks with international links,
etc. Underwriting is simplified and terms and conditions are common, across most
covers.
c) Corporate:
The third general sector is the corporate market (for example, S.M.E.S). This is almost
exclusively the province of the professional insurance brokers, in major markets, such
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as the United States Of America (U.S.A.), Europe, Australia, etc. Over 90% of the
corporate market is in the broker province.
It can be sub-divided based on sector (for example, specialization in sectors, like,
energy, finance, leisure markets, etc.); or size (for example, mid-size companies,
companies having national footprint, Multi-National Corporations (M.N.C.s),
etc.).Here, the classes are big enough, to require and warrant, individual underwriting
and pricing.
3.7 DIFFERENT TYPES OF CUSTOMERS
 Customer Differences:
Not all customers are out-siders. The term: ‘internal customer’ is one, which is
commonly used in management. This expression refers to the inter-relationship of the
departments, that is, the work output of one department, being an input for another
department, in the same organization. Although, there is no purchase of goods or
services, the department, providing the output,
 How Insurance Customers are Different?
When customers make purchases, especially when purchasing tangible goods, there
is, in most cases, an immediate sense of gratification or satisfaction from that purchase.
Even in the case of purchases of services, such as holiday bookings, there is the same
sense of pleasure from the purchase. The purchasing of insurance is very different to
this, as, it does not give the customer, any immediate sense of pleasure; they receive
nothing tangible from the purchase. In most cases, the customer needs to wait for some
time, before the benefit of the insurance purchase can be experienced. During this
time, customers may doubt, the wisdom of their insurance purchase.
The purchase of insurance is based on the likelihood of tragedy, and not on the
expectation of immediate pleasure. Because of this, the customer’s perception is
Understand, Customer Mind-Sets and Customer-Satisfaction.
The Changing Mind-Sets of Customers:
The mindset of a customer differs, during the policy. The customer’s mindset, when
they are taking the policy, can be very different from their mindset, at the time of
making a claim.
In the case of life assurance, the customer, who buys the policy, may not be the same
customer, who is claiming the policy. The real value of life assurance is experienced,
at the time of claim. There are 3types of customers, in life assurance; and each one has
a different mindset. These are:
 The person, who buys the policy: his or her mindset, at the time of purchase,
may be, one of reluctance to set aside the money, which, they could spend on
other things that would provide more immediate enjoyment.
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 The person, collecting the maturity proceeds: he or she will be happy that he
or she has survived, and also may regret that he or she did not put his their
money to better use.
 The person, who receives the death claim: this person, while dealing with the
death of a loved one, will also be feeling relieved from anxiety, knowing, he
or she is receiving money, (perhaps, wishing it was more), and also will be
grateful for the help-received.
3.8

IMPORTANCE OF ETHICAL BEHAVIOUR.

Being Ethical in Business is about Doing the Right Thing, such as, Not Lying or
Stealing, but Being Honest. A Lot of Attention is focused on Ethics in Today’s
Business-World, as, there have been Numerous Reports of Un-Ethical Behaviour and
Practices in Companies. Bank-Funds, being misused by the Management; Officials
gaining Personal Benefits by Improper Use of their Authority, are, a Few Examples of
these
There has been increased discussion about Accountability and Corporate Governance,
which, together, are called Ethics in Business. The Right to Information Act, 2005,
and the Development of Public Interest Litigation (P.I.L.) have assumed Considerable
Importance, as Ways of achieving Better Accountability and Governance. The
Foundation of Good Governance is Ethical Behaviour. When People perform their
Duties, conscientiously and sincerely, the Result is Good Governance. Un-Ethical
Behaviour shows Little Concern for Others and a High Concern for Self. When People
try to serve their Self-Interest, using their Position, then, their Behaviour is Un-Ethical
Interests.
The Business of Insurance is based on Trust. Policy-Holders entrust their Savings to
an Insurer, trusting it to look after these Funds and to look after their Interests and
those of their Dependants, in Later Years. In General Insurance, Policy-Holders trust
that, in the Event of a Claim, the Insurer will keep up their Promise of Compensation.
Propriety and Ethical Issues are Important in Insurance. These Issues relate to Trust,
and a Breach of Trust amounts to Cheating. Things go wrong when In-Correct
Information is given to Potential Policy-Holders, in an attempt to get them to buy
Insurance. This is also known as Mis-Selling.
The Code of Ethics spelt out by the Insurance Regulatory and Development Authority
of India (I.R.D.A.I.), in the Various Regulations is directed towards Ethical Behaviour.
It is Important to Know, Every Clause in the Code of Conduct, to ensure, there is No
Violation of the Code
Some Characteristics of Good Ethical Behaviour, include:
 Placing the Best Interests of the Customer, above One’s Own Director InDirect Benefits.
 Keeping in the Strictest Confidence, All Business and Personal Information,
regarding a Customer’s Affairs.
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 Making full and adequate disclosure of all facts, to allow customers to make
informed decisions. There is a possibility for ethics to be compromised in the
following situations:
 Having to choose between 2plans, one of which, has considerably less
premium or commission, than the other.
 The temptation to recommend discontinuing an existing policy, and taking a
new one.
 Becoming aware of circumstances that, if known to the insurer, could
adversely affect the interests of the customer or the beneficiaries of a claim.
3.9

LET US SUM UP

There are four ways, in which, risk can be managed. These are prevention or
avoidance, reduction, retention, or transfer.
 Insurance spreads the losses of individuals, over a group of individuals, who
are exposed to similar risk, thereby, making the process, fair and equitable, for
all.
 The process of transferring the risk, from one insurance company to another,
is called re-insurance.
 The general insurance corporation of India is the national re-insurer.
 The difference in an insurer’s revenue and expenses is not treated as profit, it
is held in reserve, to cover claims costs. After maintaining a reserve, the
balance can be distributed as profit to share-holders, and bonuses to policyholders.
 Insurance premiums are based on the expectation of loss, and insurers use
statistical principles, such as, ‘law of large numbers’, to determine these.
 General insurance contributes to the continuation of trade, by fulfilling the
obligations at claim-time, which, in turn, can prevent businesses, going broke.
 The code of ethics, spelt out by the Insurance Regulatory and Development
Authority of India (I.R.D.A.I.), in various regulations, is directed towards
ethical behaviour.
 Unethical behaviour is, when, the benefits of self are considered more
important than the benefits to the policy-holder.
 Being ethical in business is, about doing the right thing, such as, not lying or
stealing, but being honest.
3.10





KEYWORDS
Premium: An amount to be paid for a contract of insurance.
Reinsurance: Reinsurance is the practice whereby insurers transfer portions of
their risk portfolios to other parties by some form of agreement to reduce the
likelihood of paying a large obligation resulting from an insurance claim
Ethical Behaviour: Ethical behaviour is characterized by honesty, fairness and
equity in interpersonal, professional and academic relationships and research and
scholarly activities
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3.12

PIL: Public interest litigation is the use of the law to advance human rights and
equality, or raise issues of broad public concern. It helps advance the cause of
minority or disadvantaged groups or individuals.
SME: Small and medium-sized enterprises or small and medium-sized businesses
are businesses whose personnel numbers fall below certain limits.
Trustee: A person or member of a board given control or powers of
administration of property in trust with a legal obligation to administer it solely
for the purposes specified.
Policy Holder: The owner of an insurance policy.
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MODEL QUESTIONS

Q1: What are the characteristics of good ethical behaviour?
Q2: How insurance customers are different?
Q3: What is the role of Insurance in Economic development?
Q4: Briefly describe the importance of Reinsurance.
Q5: How risk is managed by an individual?
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4.0

LEARNING OBJECTIVE

After studying this unit, you will be able to know:



4.1

The terms, apply to life assurance and non-life insurance.
The terms are specific to life assurance.
The terms are specific to non-life insurance.
INTRODUCTION

This chapter aims to help you understand, the common terms used in insurance. Some
terms are common to both: life assurance and non-life insurance, whereas, some terms
are specific to life assurance or non-life insurance.
Look at this Scenario:
Mr Vivek decides that he needs to buy insurance. He doesn’t know enough about
insurance, and the process involved in buying insurance; so, he goes to see Mr Mahesh,
who is his close friend and also an insurance advisor, to help him understand the
importance of insurance, as well as, the process of buying insurance. Mr Vivek has
worked hard, to build up the assets that he has, and so, wants to make sure, his car,
home, etc., are covered for risks. He also wants to take life assurance, as, he is married,
with children; and wants to be sure that, should anything happen to him, his family
would be taken care of, financially.
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4.2

UNDERSTAND THE TERMS, THAT APPLY TO LIFE & NON-LIFE
INSURANCE

Insurance is a contractual process, wherein, a person protects their physical assets
(such as a car or home), as well as, life, from certain events or perils, by transferring
the risk to an insurer.
An insurer is a company, who provides protection, by entering into a contract, with
the person, seeking protection for their assets.
The person, who applies for insurance protection is called the insured.
The insurance process starts with an application in writing, called a proposal, made by
the person, who wants to take insurance, and includes the details of what they want to
insure, and the type of cover, they require. The proposal is given to an underwriter,
whose job is to assess the proposal and decide:
 Whether insurance can be given or not;
 If given, what will be the terms of the policy
 What will be the amount of premium to be charged?
Premium is the amount of money or consideration that has to be paid in exchange for
the insurance. When a person, requesting insurance, agrees to the terms, offered by
the insurer, and pays the premium, the contract is complete, and the risk commences.
At this stage, an insurance policy is issued by the insurer.
The insurance policy is the evidence of the contract and states the terms and conditions
of the contract, details of promises made by the insurer, obligations of the policyholder, and conditions attached thereto.
It also contains the following:
 Any amendments to the standard policy conditions: these amendments are
called endorsements, and would normally be written separately, and signed by
the insurer.
 Details regarding what is being insured: called, the subject matter of insurance,
and maybe a car, building, machinery, stock, or, in the case of life assurance,
a human life.
 The sum-assured: which is, the value of the subject matter of insurance, and
becomes the basis for payments, made by the insurer, in the event of a claim.
The sum-assured is the maximum amount of the insurer’s liability under the
policy
 The tenure of the policy or period of insurance: this is called, the term, and
maybe as little as a few hours (for example, travel insurance for air travel from
one city to another), or as much as 1 year, for non-life insurance products, or
many years for a life assurance policy.

33

 Exclusions: the policy may also have exclusions, which arise when the
underwriter excludes some losses, perils from the cover. These are included in
the terms of the policy as “exclusions” conditions or special endorsements.
 The policy will also state any conditions to the policy. There are 3types of
conditions for insurance policies. These are:
 Conditions precedent: which require the insured to disclose any material facts,
to make sure, the policy is valid.
 Conditions subsequent: which require notification of changes, while the policy
is valid. The policy may cease to operate if these conditions are not met.
 Conditions precedent to liability: which require the insured to give notice of an
event happening, within a specified period, and also comply with certain
stipulations, before the occurrence of the loss; for example, condition of dual
control in a policy, covering dis-honesty of employees.
A customer may innocently make a misrepresentation, believing that, the statement
they are making, is true. There are also fraudulent misrepresentations, where, the
customer is aware that, the statement they are making, is, false or misleading.
Representations can be based on fact (the car is 5 years old) or can be based on belief
(the ship will sail someday during next week, not exactly known).
When representations are based on fact, they have to be true; and if based on belief,
they may be substantially true. Representations must substantially be true. Warranties,
un-like representations, must be strictly complied with.
A warranty is a promise, assurance, or guarantee, made by the policy-holder. Warranty
is promissory. Breach of warranty in a general insurance policy, makes the policy,
voidable, even if, the breach has not resulted or contributed to the loss. If a warranty
is breached, there will be a penalty.
In some cases, a breach of the warranty will make the policy, void. An example of a
warranty is the declaration at the end of the proposal. There may also be warranties,
attached to policies, as terms or conditions of the policy. When an insured event
happens, and the policy-holder requests the insurance company, to compensate them
for their loss, the policy-holder is making a claim. A person, making the claim, is
known as the claimant. In non-life insurance policies, the claimant is the policy-holder.
In the event of death of a life-assured, the person, making the claim, is the claimant,
who could be a nominee, assignee, or legal heir. Sometimes, insurers pay a claim, even
if the claim is not payable, under the terms of the policy. These payments are called
ex-gratia payments. This is usually done if the conditions of insurance have been
substantially met, even though there has been a minor irregularity.
An assignment is the transfer of rights and liabilities of the policy-holder, to someone
else. The policy-holder, who transfers the rights and liabilities, is known as the
assignor; and the person, to whom they were assigned, is known as the assignee.
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On assignment, the assignor loses rights over the policy. Depending upon the type of
insurance policy, an assignment can only be made with the consent of the insurer. For
instance, a marine hull policy cannot be assigned, without the consent of the insurer,
whereas, a marine cargo policy can be freely assigned, without prior permission from
the insurer. For life assurance policies though, the insurer need not consent to the
assignment, but they must be notified when the assignment is made.
4.3

TERMS, THAT ARE SPECIFIC TO LIFE ASSURANCE.

Look at this scenario:
After explaining the basics of insurance to Mr Rajesh, insurance advisor, Mr Mohan
talks to him about life assurance specifically. He explains the process of paying the
premiums and the frequency of payment. He also explains, how life assurance differs
from non-life insurance and explains the terms that relate only to life assurance.
In the above example, Mr Mohan explains the process of paying the premium for life
assurance, to Mr Rajesh, and that, the premiums are paid over a long period, for this
type of policy. He also explains that there are options for the frequency of payments.
Mr Mohan explains that the premium paid initially, at the commencement of the
policy, is referred to as the first premium, and the subsequent premiums that are paid
after the first premium, are called renewal premiums. The frequency of premium
payments is called the mode of payment. Life assurance premiums can be paid at
varying intervals. The premiums may be paid in yearly, half-yearly, quarterly, or
monthly instalments. There is an option of a limited premium-payment policy, which
means, premiums are paid for a period, shorter than the term of the policy, or if chosen,
there is the option of a single premium policy, if all the premiums are paid in the first
year itself, at the start of the policy. Depending upon the mode of payment, an insurer
will allow the insured, a certain number of days of grace to pay the premium. If the
insured does not pay the premium within this time, the policy is in default of premium
payment, and it will then, lapse. When a policy lapses, the benefits of the policy can
either be lost or partially lost. The loss of benefits will depend upon the terms of the
policy, and the amount of time that has passed since the policy commenced. It may be
possible for a lapsed policy, to be converted into a paid-up policy, which will provide
the benefits of the original policy, but, with a reduced sum-assured, and without
payment of any further premiums. There is also a revival process that can return a
lapsed policy, to its original status. The term: ‘deferred date’, can have 2meanings in
life assurance. Firstly, it can be used, in the case of a children’s policy, where, riskcover begins on a different date than the commencement date of the policy. Secondly,
the term: deferred date, is also used, to describe the date, when the annuity begins. In
both cases, the time between the commencement date and the deferred date is called
the deferment period. It is possible for a policy-holder, to transfer his or her rights
under a policy, to another person. This process is called an assignment. The one, who
transfers his or her rights, is called the assignor, and the other person, is known as, the
assignee.
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A policy-holder can make a nomination under the policy. The person-nominated is
known as the nominee and will be able to give a valid discharge to the insurer, in the
event of a death claim. Unlike an assignment, the policy-holder still owns the policy.
If the policy matures, the policy-holder gives the discharge, and not the nominee. a
life insurer can collect a fee of rupees 50/-in case of policies issued in electronic form,
and rupees 100/-in case of policies issued in another form; for registering the
cancellation or change of the nomination by the policy-holder; effected after the
inception of the policy.
It is possible to have a “with-profits” or “participating” life assurance policy, or, a
“without-profits” or “non-participating” life assurance policy. With-profits or
participating policies have payable bonuses based on the insurer’s profits. Withoutprofits or non-participating policy-holders do not receive any bonus, and premiums
for such policies are lesser than the with-profits policies. If a policy-holder chooses to
terminate their policy before maturity of the policy or a death claim, they are said to
surrender the policy. They will then receive an amount called the surrender value. This
amount may be lesser than the premiums-paid and differs among insurers.
4.4

TERMS, THAT ARE SPECIFIC TO NON-LIFE INSURANCE

Look at this Scenario:
Mr Rajesh, now, has all the information, he needs, about life assurance, but he also
wants to protect his assets, like, his car and house, so, he asks Mr Mohan, to help him
with non-life insurance.
Mr Mohan explains that the non-life insurance basics about proposals and premiums
are similar to life assurance; however, non-life insurance is more complex, as, there is
more variety of products. He then highlights the differences between the two. Unlike
life assurance policies, non-life insurance policies are generally for the short term.
Policies are issued for one 1year, at a time, and at the end of that year, the policy can
be renewed. The policy requires renewal, every year, for it to remain valid; if it is not
renewed, the policy comes to an end. Unlike life assurance, the risk is re-assessed at
renewal time, and the terms of the policy may be changed. With each renewal, there
is a new contract. The right to decide and grant the insurance lies with an underwriter,
and the process takes time. However, to assist the customers, who require insurance
to be granted quickly, such as, in the case of motor vehicles, which should be insured,
before they are driven on the road, as required by law, a cover note can be issued
immediately, by authorized officials of insurance companies, who grant insurance
cover. A condition of a cover note is that, once the proposal is assessed by an
underwriter, the premium can be changed retrospectively.
Certificates of insurance are issued for motor insurance policies, to provide evidence
that, the motor vehicles act has been complied with. The certificate of insurance must
be kept in the vehicle and produced when required by authorities. If a policy-holder
has not had a claim and renews their policy, they may be given a no claim bonus. This
is effectively either a discount on their premium, or an increase in benefits (sum36

assured in medi-claim policies), and is offered as an incentive. If the policy-holder has
had a claim, and it exceeds a specified limit, the premium is increased. This increase
or loading on the premium is called malus.
If a policy-holder suffers a loss and makes a claim on the insurance policy, they will
need to bear or pay a deductible or excess. This amount is the portion of the claim,
which is not covered by the insurer. The term: ‘franchise’, denotes that, one can only
claim, if the amount they are claiming, exceeds a specified amount. Deductible or
excess, however, is the amount, that is deducted from the claim amount. A franchise
is similar to an excess, where, the insurer will pay when the claim exceeds a specified
amount. The difference between an excess and a franchise is that, under a franchise, if
the claim exceeds the specified amount, the entire amount is paid, and not just the
portion, that exceeds the specified amount, which is, the amount paid under excess.
There are different types of policies, available, depending upon the type of insurance.
These are:
 Valued policies: also called, agreed value or admitted value policies, where,
the insurer agrees to pay a certain amount in the event of a total loss, without
taking into account, the allowances for depreciation or appreciation. This is not
relevant for partial losses.
 Full value policies: where the policy-holder states that the sum-assured is the
true and full value of the subject matter of insurance. This type of policy can
be used for household goods
 First loss policies: these policies fix the sum-assured as, less than the full value,
as, it is unlikely that, the loss would be total. This can be used in burglary
insurance.
 Floater policies: these policies are issued to cover fire risks on stock at different
locations, under one sum-assured. The locations have to be specified. These
types of policies can be issued, when the total value of the stock at all locations,
can be declared, but not the value at the separate locations.
 Declaration policies: in cases, where, there can be substantial fluctuations in
stock or goods at a location, a declaration policy with a provisional premium
may be issued. The declarations, required to be made periodically, show the
value of the stock during the relevant period. The final premium on the expiry
of the policy is determined as the average of these declarations.
For marine insurance, the cover is provided as per the institute cargo and hull clauses,
drafted by the Institute of London underwriters and used internationally. If cargo is to
be moved within the country, the in-land transit clauses, drafted by the erstwhile Tariff
Advisory Committee (T.A.C.), are used.
The types of policies, available in the marine department, are, as follows:
 A specific policy is issued to cover a single consignment for a single transit
 An open policy is a contract for a specific period, usually, 12 months, and
covers shipments, as they are made, when the consignments are reported to the
insurer, within a specified period by declarations. Terms are agreed, and the
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final premium is settled at specified intervals, based on declarations of
quantities and other details of the shipment, every time, a shipment is made.
Increased value policies provide for an increase in the value of goods, due to
the increase in the market value of the goods, at the destination. This type of
policy applies to marine cargo insurance.
Duty insurance covers the custom duty paid, in case of loss to goods-imported.
Time policies or voyage policies are issued for hull insurance and are for a
fixed term, generally 12 months, or a specific voyage.
Institute cargo clauses are drafted by the Institute of London underwriters and
used internationally. These clauses are used in marine insurance, when goods
are being moved from One Country to another, and clarify the Cover. If Goods
are being moved locally, then Local Clauses are used.

Definition:
When a loss occurs, it can be either partial or total. There are two types of total losses.



Actual total loss is, where, the subject matter of insurance is destroyed, beyond
repair. The insured is irretrievably deprived of the subject matter.
A constructive total loss occurs, when, the actual loss appears inevitable or the
prevention of the actual loss would require expenditure that would exceed the
saved value of goods. Constructive loss is common in marine insurance,
including air cargo. It may also occur in fire insurance policies and motor
insurance policies, where, the cost of repair exceeds the value of the subject
matter.

The average clause is used, when, an insured deliberately under-states the value of the
property insured, and as a result, their contribution to the insurance pool is lower than
the risk-insured. So, in the event of a claim, the claim amount also would be reduced
by the same proportion as the property value was understated. If the policy-holder
overstated the value, the amount would not be increased.
General average is related to marine insurance; is a loss, caused by extraordinary
sacrifice or expenditure, voluntarily and reasonably, made or incurred, at the time of
peril, to preserve the property. Examples would be, cargo-jettisoned (thrown-off), a
vessel in an attempt to re-float it, or tugs employed to tow the vessel to safety.
The particular average loss is a partial loss, caused by a peril, insured against; and is
not a general average loss. The concepts of general average and partial average, are
the terms, used in marine insurance. The meaning of ‘average’, in marine insurance,
is, ‘losses.
Whatever is recovered from damaged property, is called salvage. This happens, when,
a claim is settled as a total loss. Some parts of the salvage might have some value for
recycling. Etc. If so, the insurer may either sell the salvage themselves, or return it to
the policy-holder, and deduct that value from the claim-payable.
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Another way of settling a claim, is, using a replacement. This is where the lost property
is replaced with a new one.
Examples would be, jewellery, where, the value is difficult to assess or shop windows,
which are, unable to be repaired.
General information:
There are in-formal agreements, known as, market agreements, which, exist between
the four public sector insurers. These agreements are made, so that, insurers do not
compete on premiums, for certain kinds of businesses; and prevent unhealthy
competition.
A solarium fund has been established by the central government. The central
government and the state governments and the general insurers, contribute to this fund,
and it is used to pay the claims for third parties, involved in accidents, where, the motor
vehicle disappears after the accident, and cannot be identified. These accidents are
commonly referred to as “hit and run” cases. The common fund is managed by one of
the insurers.
Where there are disputes under insurance policies, where liability is admitted but the
amount is disputed, they can go through a process of arbitration, to resolve the issue,
without going to court. It is not a judicial process, and the arbitrators need not be
formal judges or lawyers. Arbitrators are appointed by the parties to the dispute. If
there is only one arbitrator appointed, both parties must agree. If they cannot agree,
they will appoint one each, and the two will select the third one, making it a panel of
3. Arbitration is a quick and less expensive way of resolving disputes.
Incurred But Not Reported Claims (I.B.N.R. Claims) are the claims that occurred in a
particular year, but not reported to the insurer, till the end of the year. These claims
are accounted for in the year they occurred, so, an accurate estimation of claims and
liabilities will be reflected. When insurance is placed simultaneously with more than
one insurer, it is called co-insurance. This happens in the case of large businesses. The
insurance business is divided, with a lead-insurer, who negotiates the terms of the
policy, and then passes on the respective shares of premium to the other insurers.
3.5

LET US SUM UP

For the modern Indian family, life insurance is proven to be one of the most important
financial tools. It provides financial protection to a person's family in the event of the
life insured's an untimely death. The significance of life insurance in India cannot be
emphasised. According to current figures, 75% of the Indian population, or about 988
million people, do not have life insurance. This is largely due to a lack of
understanding of its key features and distinct advantages. To boost life insurance
penetration in India, the goal should be to spread awareness of the essential ideas and
characteristics of life insurance.
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KEYWORDS
Warranty: The definition of warranty in insurance is an agreement between the
two parties (the insured and the insurer) that must be carried out with full
responsibility by the insured. A warranty is a promise (assurance) that must be
met by the insured in regards to the risks to do or not do something
IBNR: Incurred but not reported (IBNR) is a type of reserve account used in the
insurance industry as the provision for claims and/or events that have transpired
but have not yet been reported to an insurance company.
TAC (Tariff Advisory Committee): TAC is the Statutory Body under Insurance
Act 1938. The main task of the Tariff Advisory Committee is to regulate and
control the rates, benefits, terms and conditions offered by life insurance
companies in India.
Valued Policy: Valued policy law (VPL) is a legal statute that requires insurance
companies to pay the full value of a policy to the insured in the event of a total
loss. Valued policy law does not consider the actual cash value of the insured
property at the time of the loss; instead, the law mandates total payment.
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4.8

MODEL QUESTIONS

Q1:

What are the various types of policies, available depending upon the type of
insurance?
What are the terms specific to life insurance?
Write short notes on the followings
 IBNR
 TAC
 Valued Policy

Q2:
Q3:
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