Bachelor of Business Administration
(BBA)

GEBBA-04
Insurance and Banking

Block-1
Fundamentals of Insurance and Risk
Unit-1 Insurance
Unit-2 Risk and Undertaking of Risk
Unit-3 Policy Service and Claim Settlement

Subject Experts
1. Professor Nripendra Narayan Sarma, Maniram Dewan School of Mangement, KKHSOU
2. Professor Munindra Kakati, VC, ARGUCOM
3. Professor Rinalini Pathak Kakati,Dept.of Busniess Administration, GU
Course Co-ordinator :

Dr.Chayanika Senapati, Asst. Prof., KKHSOU
Dr. Smritishikha Choudhury, Asst. Prof., KKHSOU

SLM Preparation Team

UNITS

CONTRIBUTORS

1, 2, 5, 6

Dr. P. K. Jain, Gauhati University

3, 4, 7

Dr Chayanika Senapati, KKHSOU

8

Dr. Dipankar Malakar, KKHSOU

Editorial Team
Content :

Mr. H. R. Lashkar, Retd. Executive Director, LIC

Language :

Retd. Prof. Robin Goswami, Cotton College

Structure, Format & Graphics:

Dr. Smritishikha Choudhury,KKHSOU
Dr. Chayanika Senapati, KKHSOU

This Self Learning Material (SLM) of the Krishna Kanta Handiqui State Open University
is made available under a Creative Commons Attribution-Non Commercial-Share Alike 4.0 License
(international): http://creativecommons.org/licenses/by-nc-sa/4.0/

Printed at :
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1.1

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

z discuss the meaning and characteristics of insurance
z learn the importance of insurance
z explain the principles and features of insurance
z discuss the classification of insurance.

1.2

INTRODUCTION
In this unit we will first discuss the concept of insurance, its

characteristics as well as its importance. It will be followed by a discussion
of the principles of insurance and at the end of this unit you will get a fair
idea on different types of insurance. Insurance is a contract in which an
individual or entity receives financial protection against losses from an
insurance company.

1.3

MEANING AND CHARACTERISTICS OF
INSURANCE
Meaning Of Insurance : Insurance is the tool to minimize the loss
1

by spreading it over a numbers of persons who are exposed to such risks
and wants to protect themselves against such risks.
Therefore, insurance can be defined as a mechanism to protect life
and property against certain risks. It is a social as well as an economic tool
to reduce the burden of risks by sharing it with other members of the
community. Insurance is a contract between two parties, one is the insured
(buyer of insurance policy) and the other is the insurer (insurance company).
In a contract of insurance the insured pays a certain sum of money, known
as premium, to the insurer and in turn, the insurer agrees to pay to the
insured a certain sum in the event of the occurrence of risk against which
insurance has been done. The purpose of insurance is to transfer the financial
loss to insurer who spreads it over large number of policy holders. The
insurance company pools the resources of many who are exposed to similar
risks and are ultimately able to pay up the losses suffered by few of them.
Characteristics of Insurance : The characteristics of insurance
are discussed belowa) Sharing of Risks : Insurance is the device to share the financial
loss. The loss may occur due to sudden death of the earning member
of a family or destruction of the house due to break out of fire, or loss
due to theft of the car etc. Through insurance, the risks of such
losses are shared by the insured by paying premiums. If the loss
arises the insurer will compensate the insured on the basis of the
premiums paid and the policy value.
b) Protection : Insurance is also regarded as a device of protection.
The insurance of property ensures that in case of any damage to
the property, the owner would be compensated. In the absence of
insurance, the owner has to bear the whole loss from his own pocket
which may not be possible for the owner. In case of life insurance, it
is also an avenue of investment besides being a device to protect
the family on the death of the bread earner.
c) Co-operation : Insurance is a device of co- operation. An insurer
through his insurance policies brings a group of persons together
who wish to insure against a particular risk. In case the loss arises,
2

the insurer compensates the particular insured who suffered the
loss. Thus, a group of persons, by paying premiums, share the
financial loss. The insurer compensates the loss out of the premiums
received from the insured which otherwise may not be not possible
from his own capital.
d) Contingency : The insurance is associated with a contingency that
may happen or may not happen except in case of life insurance. In
life insurance the insurer’s liability to pay the assured sum arises on
the death of the insured or on the expiry of the policy term, whichever
is earlier. But in case of general insurance, like fire insurance, marine
insurance etc., the liability of the insurer arises only when the
contingency arises.
e) Amount of Payment : The payment of compensation by the insurer
depends on the policy value and the extent of loss suffered by the
insured. The insured claims the compensation from the insurer if
the loss arises. The insured has to pay the premiums regularly to
claim the compensation from the insurer.

CHECK YOUR PROGRESS
Q.1 : State whether the following statements are
true or false :
a) Insurance is not a contract. (True/False)
b) Premium is paid by the insurer to the insured.
(True/False)
c) Assured sum is paid by the insurer to the insured.
(True/False)
d) In case of general insurance, the liability of the insurer
arises on the expiry of the policy term. (True/False)

1.4

IMPORTANCE OF INSURANCE
The above discussion gives us an idea that insurance provides

protection against loss. In this section we will discuss the importance of
insurance in business as well as in society.
3

Importance of Insurance in Business :
a) Reduces the Impact of Loss : Business is full of risks and
uncertainties. The businessmen face various risks like, changes in
price, changes in demand, risk of loss due to fire or natural calamities
etc. Such risks result in heavy damages and insurance is the only
means to reduce the burden of loss.
b) Collateral Security : Business needs finance. Sometimes it
becomes essential to borrow money from banks and other financial
institutions. But banks and the financial institutions provide funds
against security. This is because in the event of failure of the borrower
to return the borrowed money, the lender (banks/ financial institutions)
recover their money and interest by selling such security. In this
case, insurance policies can be placed as a security against loans.
However, the loan amount will depend on the value of the policy and
the premiums paid.
c) Welfare of Employees : Employees are an integral part of a
business organization. They play an important role in the success
of the organization. But they are prone to various risks specially those
who work in factories. It is the responsibility of the employer to protect
them as well as their families. This can be done by insuring against
disability, accidental death while working in the factory, pension
schemes etc.
d) Prevention of Loss : Insurance companies assist those institutions
which are engaged in loss preventive measures such as, health
organizations, fire brigade etc. The objective is to reduce the losses
of the society. It results in lesser number of cases for payment of
compensation. It will ensure more savings and reduction in premium
for the insurance policies. Thus, the insurers and the society as a
whole will be benefited.
e) Capital Formation : Insurance increases the propensity to save. It
helps in the capital formation of a country. The funds collected by
the insurance companies are invested in profitable business activities.
The funds are also invested in the creation of infrastructural facilities
4

in the country. Thus, insurance helps in the development of the
country.

ACTIVITY 1.1
a)

Why is the role of insurance in business activities
considered important?

.................................................................................................
.................................................................................................
.................................................................................................

1.5

PRINCIPLES OF INSURANCE
Insurance business runs under certain principles. In this section we

will discuss the principles of insurance. It has already been mentioned that
insurance is a contract between two parties- insurer and the insured. The
Indian Contract Act, 1872 provides for the fulfillment of certain conditions to
consider a contract to be a valid contract. For example, there must be an
offer and acceptance of the offer, legal object, free consent of the parties
etc. As insurance is a contract, certain provisions of the Indian Contract Act,
1872 are applicable to an insurance contract.
Besides these conditions, insurance contacts have some special principles,
which we are going to discuss now-

z Utmost Good Faith : The insurance contract is based on the
principle of utmost good faith. Utmost good faith means a voluntary
duty to disclose all material facts accurately in respect of the risk
being proposed to be insured. The principle of utmost good faith
applies to both the parties to the insurance contract and they must
disclose all the material facts before entering into the contract.

z Insurable Interest : In a contract of insurance there must be a
subject matter and the insured must have insurable interest in the
subject matter of insurance. Insurable inter’est refers to the monetary
relation of the insured with the subject matter of the insurance. That
is, the insured must be benefited by the existence of the subject
matter and suffer loss in the event of damage to the subject matter.
5

Therefore, the subject matter of insurance in case of fire insurance
may be the house or the factory, the ship in case of marine insurance
and the life of the insured in case of life insurance.

z Causa Proxima : In the contract of insurance the liability of the insurer
to compensate the loss arises if the loss of the subject matter of
insurance arises due to its immediate cause and not the remote
cause. The immediate cause means the direct and the most
dominant cause of the loss which are specifically mentioned in the
insurance policy.

z Subrogation : The principle of subrogation refers to the right of the
insurer to recover the loss from the third party due to whose
negligence the loss aroused. It means the insurer takes the position
of the insured to recover the loss from the third party, if the third
party is responsible for such loss. However, the insurer acquires
the right only after compensating the insured. The amount of claim
by the insurer from the third party is limited to the extent of the amount
of compensation that has already been paid to the insured.

z Indemnity : All insurance policies except life, personal accident and
sickness insurance policies, are the contacts of indemnity. The
principle of indemnity implies that the insured will be placed nearly in
the same position as he was before the loss arose in respect of the
subject matter of insurance. For example a person insured his house
against fire for Rs. 1 lakh and he suffered the loss to the extent of
Rs. 50 thousand, then he will be compensated for the actual loss
i.e. for Rs. 50 thousand. The principle of indemnity does not allow
the insurer to make any profit from the insurance contract.

z Contribution : If the subject matter of insurance is insured with
more than one insurance company under different insurance policies
then the principle of contribution will apply. In the event of loss, the
co- insurers will contribute towards the loss in proportion of their
undertaking of risk or any insurer can compensate the insured fully
and then it can claim from the other insurance companies their share
to meet the total loss.
6

z Assignment of Insurance Policy : Transferring the benefits of an
insurance policy to another is known as assignment of insurance
policy. Life and marine insurance policies can be freely assigned
but fire and accident policies can not be assigned without the prior
consent of the insurer except changes of interest by will or operation
of law.

z Warranties : In an insurance contract warranties are the important
condition to be fulfilled by the insured. On non- fulfillment of the
warranties, the insurer may refuse to compensate the insured.
Warranties which are written in the policy are called express
warranties. For example, in case of fire insurance proper electrical
fittings are an express warranty. Warranties which are not written in
the policy are called implied warranties. For example, in case of
marine insurance seaworthiness of the ship is an implied warranty.

Seaworthiness :

z Mitigation of Loss : Insurance of a property does not mean that the

Reasonably fit to

insured is not required to take care of his property. If the loss occurs
the insured must take all the steps which a man of ordinary prudence

encounter the perils of
the sea.

will take to minimize the loss to the property. The principle of
mitigation of loss imposes a duty on the insured to take reasonable
care of the insured property. If any negligence is proved on the part
of the insured, the insurer may refuse to compensate for the loss.

1.6

FEATURES OF INSURANCE
Insurance can only cater for risks when the following features are

present:
1) There must be large numbers of similar risks : If an insurance
fund is made up from the contributions of small number of persons,
the contributions by individuals are likely to be so high as to be totally
unacceptable. In other words, the risk will be high if the group is
small and the chance of eliminating the possibility of serious losses
cannot be ruled out completely. A fire insurance or marine insurance
company cannot operate with only 50 houses or 25 ships. In life
7

insurance too, there must be a large number of persons in each age
group, health and occupational classification.
2) The loss caused by the risk must be definite : The peril must
produce a loss that is definite in time or place. Though, the time and
place of death are not certain, yet there is certainty of death, which
is difficult to avoid and consequently its loss. Likewise, the loss
caused by the burglary to a shop keeper or to a godown due to fire is
definite. This certainty is necessary because the cost of insurance
depends on the extent of the hazard. If the incidence of risks is small,
the premium will be low and vice versa. This estimate is possible on
the statistical data based on past experience.
3) The Occurrence of the loss must be accidental or fortuitous :
Insurance in the commercial sense is not possible, if the possibility
of loss is so high as to be a near certainty. There must be either
uncertainty whether the event will ever happen or not, or if the event
is one which must happen at some time there must be uncertainty
as to the time when it will happen. Ideally, the loss should be beyond
the control of the insured. Losses due to “depreciation”, for example,
are uninsurable because there is nothing accidental about their
occurrence. Insurance may be written to over against untimely death,
because death is certain but the time of its happening is uncertain.
4) The potential loss must be large enough to cause hardships :
The peril insured must be capable of producing a loss so large that
the insured could not bear it himself without economic distress. Very
large risks, such as the consequences of a “Jumbo-Jet” crashing or
of earth quake, may be insured. If very minor risks are insured, the
cost may be higher than the value of protection given and this may
also increase the cost of insurance to those who seek protection
against really serious hazards. Insurance against breakage of shoestrings of damage to shoeshine or loss of pen or an ordinary book
are unknown. The loss involved in these cases is so small that it is
not worth the time, effort and expense to enter into an insurance
contract to get indemnity for such losses from the insurer.
8

5) The cost of insuring must be economically feasible : The cost
of insurance must be within the reach of every one, otherwise, it will
be confined to a very small section of people. The cost of an
insurance policy includes the premiums paid the insured and the
management expenses incurred by the insurers. If the chance of
loss is much above 40 per cent, the cost of policy will exceed the
amount that the insurance company is obliged to pay under the
contract. To make insurance attractive, the premium has to be far
less than the face value of the policy. The chance of loss involving
small damages to an automobile or a ship is so high that the collision
policies are usually written to exclude minor losses, say, of Rs. 50
or 100.
6) It must be possible to calculate the chance of loss : The likelihood
of an event and probable extent of loss may be mathematically
calculated or it may be based on the statistical results of past
experience. If there are no available statistics of chance of loss, it is
impossible to predict losses, inspite of a large number of exposures,
and to determine the amount of premiums that would be required to
accumulate a common fund. or pool to meet these losses.
7) The possible loss must not be catastrophic : The risk must be
unlikely to produce a loss to a great many insured units at the same
time. In practice, no insurance company can afford to insure a type
of loss that is likely to happen to any great percentage of those
exposed to it. For example, if all the policyholders of a life company
die prematurely, or all policyholders lose their ships by accidents or
they lose their houses by fire, the company will become bankrupt. In
other words, the risks of death or property damage on a national
level as a result of war are so enormous, particularly with nuclear
war, that insurance funds, at least on a commercial scale, would be
quite inadequate. Indeed, insurance is an arrangement whereby the
unfortunate few, who lose are indemnified by the fortunate many
who escape loss.
8) There must be an insurable interest to protect : Though both
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gambling and insurance transactions contemplate the risk of loss,
the insurance contract also provides security against the
consequences of a loss. A contract of insurance is basically
concerned with preserving the interest of the insured, as against the
wagering contract which is confined to the stake money which is
put at risk on the unknown result of a future event.
9) It must be consistent with public policy : The insurance contract
should not be against the public conscience, as for example,
insurance effected by robbers, pick-pockets, murderers for fines
imposed for these offences.

CHECK YOUR PROGRESS
Q.2 : Write down three significance of Insurance.
..........................................................................
............................................................................................
Q.3 : State five principles of Insurance.
............................................................................................
............................................................................................

1.7

CLASSIFICATION OF INSURANCE
Insurance can be classified as under :
INSURANCE

LIFE

NON-LIFE (GENERAL)

z INDIVIDUAL

z MARINE INSURANCE

z HEALTH

z OTHER

z ANNUITY

MISCELLANEOUS
INSURANCE
z PERSONAL SICKNESS
AND DISABILITY
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Now we will discuss the above elements of classification in detail:
A) Life Insurance : Life insurance is a contract between the policy owner
and the insurer, where the insurer agrees to pay a designated
beneficiary a sum of money upon the occurrence of the insured
individual’s or individuals’ death or other event, such as terminal
illness or critical illness.
a) Individual : Individual Life insurance generally is underwritten
taking into account the actuarial risk of death of the one individual
being insured –a one person– one policy type of coverage.
b) Health : Health insurance, like other forms of insurance is a form
of collectivism by means of which people collectively pool their
risk, in this case the risk of incurring medical expenses.
c) Annuity : A life annuity is a financial contract in the form of an
insurance product according to which a seller (issuer)-typically
a financial institution such as a life insurance company-makes a
series of future payments to a buyer (annuitant) in exchange for
the immediate payment of a lump sum (single-payment annuity)
or a series of regular payments (regular-payment annuity), prior
to the onset of the annuity.
B) Non-Life Insurance : Non-life insurance policies also called general
policy, includes automobile and homeowners policies, provide
payments depending on the loss from a particular financial event.
General insurance typically comprises any insurance that is not
determined to be life insurance.
a) Marine insurance : Marine insurance is a type of insurance that
covers boats and ships, as well as their cargo and in some
instances the places where the boat or ship is docked.
b) Personal sickness and disability : Disability insurance policies
provide financial support in the event the policyholder is unable
to work because of disabling illness or injury. It provides monthly
support to help pay such obligations as mortgage and credit card.
c) Miscellaneous Insurance : Miscellaneous Insurance exists to
11

help people gain a good understanding of the various kinds of
insurance coverage’s that are available to people today.

CHECK YOUR PROGRESS
Q.4 : State whether the following statements are
true or false :
a) According to the principle of utmost good faith there must
be a subject matter of insurance.
b) After insuring a property, the owner is not required to take
care of his property.
c) The principle of subrogation refers to the right of the
insured to recover the loss from the third party.
d) According to the principle of indemnity the insurer cannot
make profit from the insurance contract.

1.8 LET US SUM UP
In this unit we have discussed the following :

z Insurance is a contract between two parties- insurer and the insured.
z Premium is paid by the insured to the insurer and in turn the insurer
compensates the insured for the loss suffered by him.

z In case of life insurance the assured sum is paid to the insured on
the expiry of the policy term or to his dependents in case of his death.

z In case of general insurance the liability of the insurer to pay
compensation arises in case of loss to the subject matter of insurance.
The loss must occur from the risk against which the property is insured.

z Insurance reduces the impact of the loss, ensures the welfare of
employees and helps in the capital formation of a country.

z An insurance contract is based on certain special principles like,
utmost good faith, causa proxima, indemnity etc.

12

1.9 FURTHER READING
1) Mishra, M. N., Mishra, S. B. (2005); Insurance Principles and
Practice; S. Chand Publisher.
2) Tripathy, Nalini Prava, Pal, Prabir (2009); Insurance : Theory And
Practice, Phi Learning Pvt. Ltd.
3) Tripathy, Manas, Mishra, Simita, Mishra, K. C. (2009); General
Insurance Business Operations and Decision Making; Cengage
Learning India.

1.10
ANSWERS
PROGRESS

TO

CHECK

YOUR

Ans. to Q. No. 1 :

a) False, b) False, c) True, d) False

Ans. to Q. No. 2 :

a) Prevention of Loss, b) Capital formation, c) Collateral

Security.
Ans. to Q. No. 3 :

a) Insurable interest, b) Indemnity, c) Mitigation of loss,

d) Subrogation, e) Contribution.
Ans. to Q. No. 4 :

a) False, b) False, c) False, d) True.

1.11 MODEL QUESTIONS

Q.1 :

Define insurance. Explain the importance of insurance in business.

Q.2 :

Discuss the characteristics of insurance.

Q.3 :

Explain the underlying principle of an insurance contract.

*** ***** ***
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UNIT 2: RISK AND UNDERTAKING OF RISK
UNIT STRUCTURE
2.1

Learning Objectives

2.2

Introduction

2.3

Meaning and importance of Risk Management

2.4

Principles of Risk Management

2.5

Features of Business Risks

2.6

Causes of Business Risks

2.7

Types of Business Risks

2.8

Methods of Handling Risks

2.9

Let us sum up

2.10

Further Reading

2.11

Answers To Check Your Progress

2.12

Model Questions

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

x
x
x
x

discuss business risk and its importance
define principles of risks management
causes of business risks
explain methods of handling business risks.

2.2 INTRODUCTION
In the earlier unit we have discussed the concept of insurance. In
this unit we will first discuss the concept of business risk, its causes
and the importance of risk management. Risk means the uncertainty of
a financial loss. Every risk involves the loss of one or other kind. Then
we will cover the meaning of insurance, its characteristics as well as its
importance. Our discussion then will cover the principles of insurance
etc.
This unit will give you some basic idea about the benefits of risk
14

management in organizations. Insurance is a method of risk management.
The principles of the insurance contract will necessarily form a part of
our discussion in this unit.

2.3

MEANING AND
MANAGEMENT

IMPORTANCE

OF

RISK

Meaning of Risk Management:
We often use the term ‘risk’. Think about the situations when we use this
term. Usually when we think about it which investing our money or when we
foresee some danger to our health, property or income. Thus, we use the
term ‘risk’ for the probable negative outcome of our activities or for the
opposite situation of our expectation. So risk is associated with our life
and property and the common characteristic is that risk is associated with
future uncertainties.
Let us have a look at some definitions of ‘risk’According to Boon and Kurtz, “Risk is the chance of loss or injury.”
According to Williams and Heins, “Risk is the variation in the possible
outcome that exists in nature in a given situation.”
Life Insurance Corporation of India has defined the concept of risk as “A
condition where there is a possibility of an adverse deviation from a
desired outcome that is expected or hoped for; there is no requirement that
the possibility be immeasurable, only that it must exist.”
Risk management is the identification, assessment, and prioritization of risks
followed by coordinated and economical application of resources

to

minimize,

of

monitor,

and

control

the

probability

and/or

impact

unfortunate events or to maximize the realization of opportunities. We
cannot separate risk from our life and in business also risk is often
unavoidable. Business risks mean all those risks which are associated with
business. Business organizations are established keeping in mind the future
opportunities in which a businessman expects to earn maximum profit from his
business. A businessman or an industrialist establishes a shop or a
factory, starts production or marketing activities, recruits
15

people etc. in order to earn profit. All these need investment of money.
So earning profit is the primary motive for investment but profit earning
is not certain. Thus, there is the involvement of a risk element. The
businessman may not be able to earn the expected profit inspite of his
best efforts because of unforeseen circumstances like the sudden break
down of machinery, damage of factory building due to breakout of fire,
changes in price, fashion, changes in government policies etc. These
factors cause risk and business can not be run without taking such
risks.
We know that risk is unavoidable in business. In modern days business
is surrounded by different complexities and, therefore, may be more
risky. Under such circumstances, risk management occupies great
importance in business organizations.
Risk management is the process of minimizing, monitoring and controlling
the chances of occurring losses as well as reducing the impact of any
unfortunate losses. Thus, it focuses on two sets of measures to be
taken by the management of an organization-

x
x

Preventive measures; and
Corrective measures.

Risk management process consists of the following stepsImportance of risk management
The importance of risk management may be discussed as under-

x

Risk identification: Risk management process helps in the
identification of the risks in different areas that may be faced
by a business firm. Business firms are engaged in different
activities like production, marketing, financing etc. and risk
management helps the firms to identify the risks in such areas.

x

Handling of risks: The risk management process also helps
the business firms in the effective handling of the risks. The
management of such organizations can develop appropriate
preventive strategies for such risks.

16

x

Safeguard against loss: The accidental loss and natural
disasters can not be controlled by human beings. Such incidents
cannot be anticipated and loss from such incidents can ruin a
business firm. The risk management process helps the business
firms to prepare themselves against such losses.

There are different methods of handling risks such as, avoidance of
risk, risk deduction, risk retention, risk transfer etc.

CHECK YOUR PROGRESS
Q1:

What do you mean by risk management?

(Answer in 3 lines)
...........................................................................
.....................................................................................................
.....................................................................................................
Q2: Write three important aspects of risk management.
a. ..................................................................................................
b. ..................................................................................................
c. ..................................................................................................

2.4 PRINCIPLES OF RISK MANAGEMENT
The International Organization for Standardization (ISO) identifies
the following principles of risk management.
Risk management should:

x
x
x
x
x
x

create value
be an integral part of organizational processes
be part of decision making
explicitly address uncertainty
be systematic and structured
be based on the best available information
17

x
x
x
x
x

be tailored
take into account human factors
be transparent and inclusive
be dynamic, iterative and responsive to change
be capable of continual improvement and enhancement

2.5 FEATURES OF BUSINESS RISKS
Let us discuss some of the features of business risks-

x

Risks are inherent in all businesses be it manufacturing,
trading or service generating business. The businessmen have
to invest money in expectation of profit which may not be fulfilled.
It means there may be loss in business. But businessmen have
to bear the risk and profit earning acts as a motivating factor
for such risk bearing.

x

Modern business environment is too dynamic. The condition of
business may change due to the change in government policies
or change in fashion etc. But the businessmen invest money
by predicting the future. Such prediction may sometime prove
wrong and therefore it possesses great risks for the
businessmen.

x

Business risks depend on the scale of operation of the
business. A small- scale business is less risky as compared to
a large- scale business.

x

Business risks depends on the nature of business. Different
businesses possess different risks as they are exposed to
different types of business environment. For example, in case
of export- import business, a firm may encounter a higher risk
because it has to deal with foreign countries. Any change in
situations in those countries due to political, economic or social
reasons etc. may result in loss in business.

x
18

Risks in business are conditioned by some internal factors

which vary from firm to firm. The financial position of a firm, the
relation between management and labour union, the relation
between the firm and its suppliers etc. are some factors which
may create risks for the business.

x

Another feature of business risks is that the businessmen are
well aware about the existence of business risks but it is
difficult for them to measure the impact of such risks on their
businesses. The extent of loss can not be predetermined
accurately.

x

Elimination of risks in business is not possible. In
preparing plans and taking decisions the businessmen may
forecast the future and take into account the risks factors. They
can adopt certain measures to reduce the burden of such risks
but can not eliminate them altogether.
CHECK YOUR PROGRESS
Q3: State two features of business risks.
a) ........................................................................
b) ........................................................................
Q4: Fill in the blanks :
a. Business risks depend on the scale of ………………….
of the business.
b. In preparing plans and taking decisions in business the
businessmen forecast the ………………………..
c. Risks in business are conditioned by …………. factors
which vary from firm to firm.

2.6 CAUSES OF BUSINESS RISKS

You are aware that risk is the common factor for all types of businesses
but the degree and type of risks are different for different businesses.
It is necessary to have an idea about the different causes underlying
19

business risks. Now we will discuss some of these causes-

1.

Political causes: The political environment plays an important role
in business. It mainly includes governmental policies, legal
framework, political stability etc. Any change in such factors may
create risks for the business.

2.

Economic causes: Business organizations are economic institutions. Their main objective is to earn profit. But this objective may not be fulfilled for various reasons like, increase in
cost of production, reduction in prices, increase in competition,
changes in demand etc. Thus, all these factors cause risks for
the business.

3.

Social causes: Besides being an economic institution, business organizations are also considered as social organizations. Therefore, success of a business firm to a great extent
depends on its compliance with social norms. The changes in
social values, customs, tastes and preferences of the customers may create opportunities for business. But improper handling of such factors will be risky for the business.

4.

Technological causes: Another major area of concern for
business firms is the fast changing technology. Huge amount
of money is required to be invested in plant and machineries.
But the fast changing technology makes the machineries obsolete very soon. Therefore, such factors possess great risks for
the business.

5.

Natural causes: The risks from natural causes can not be
accurately forecast. Natural calamities like earthquake, flood etc.
cause heavy loss. Therefore, the management of a business
organization should adopt proper policies to face such eventualities.
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ACTIVITY
Q1: Point out certain risks that a business
organization may face due to change in demand.
...........................................................................
...........................................................................................................
...........................................................................................................

2.7 TYPES OF BUSINESS RISKS
The following are the types of business risks:
A.

PURE AND SPECULATIVE RISKS:

Pure Risk: This is type of risk where the chance of loss is there
without any possibility of gain to the individual. This is a category of
risk in which loss is the only possible outcome; there is no beneficial result. Pure risk is related to events that are beyond the risktaker’s control and, therefore, a person cannot consciously take on
pure risk. For example, the possibility that a person’s house will
be destroyed due to a natural disaster is pure risk. In this example, it
is unlikely that there would be any potential benefit to this risk.
Speculative Risks: It implies a situation which involves not only
the chance of loss but also a possibility of gain as well. A category
of risk that, when undertaken, results in an uncertain degree of gain
or loss. All speculative risks are made as conscious choices and
are not just a result of uncontrollable circumstances. For example,
investing in government bonds has much less speculative risk than
investing in junk bonds, because government bonds have a much
lower risk of default.
B. INTERNAL AND EXTERNAL RISKS:
Internal Risks: This risk is caused by the internal events associated
with the working of a business enterprise. Internal risks can be
controlled through efficient handling .Examples of internal risks are
workers strike, breakdown of machinery, carelessness or dishonesty
of employees etc.
21

External Risks: Forces belonging to the external environment affecting
the particular business enterprise causes external risks. This risk
cannot be controlled or can be controlled with great difficulty. Examples
of external risks are changes in the market conditions, distribution,
technology, political environment etc.
C.

FUNDAMENTAL AND PARTICULAR RISKS:
Fundamental Risks: Fundamental risks involve losses that are
impersonal in origin and consequence. They are group risks caused
for the most part by economic, social, and political phenomena,
although they may also result from physical occurrences. They affect
large segments or even all of the population. Particular risks involve
losses that arise out of individual events and are felt by individuals
rather than by entire group. They may be static or dynamic.
Unemployment, war, inflation, and floods are all fundamental risks.
The burning of a house and the robbery of a bank are particular risks.
Particular risks: Particular risks are personal in origin. They are
considered to be the individual’s own responsibility, inappropriate
subjects for action by society as a whole. They are dealt with by the
individual through the use of insurance, loss prevention, or some other
technique.

D.

STATIC AND DYNAMIC RISKS
Static Risks: Static risks involve those losses that would occur even
if there were no changes in the economy, if we could hold consumer
tastes, output and income, and the level of technology constant, some
individuals would still suffer financial loss. These losses arise from
causes other than the changes in the economy, such as the perils of
nature and the dishonesty of other individuals. Static losses involve
either the destruction of the asset or a change in its possession as a
result of dishonesty or human failure. Static losses tend to occur with
a degree of regularity over time and, as a result, are generally
predictable.
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Dynamic Risks: Dynamic risks are those resulting from changes in
the economy. Changes in the price level, consumer tastes, income
and output, and technology may cause financial loss to members of
the economy. These dynamic risks normally benefit society over the
long run, since they are the result of adjustments to misallocation of
resources.
E.

FINANCIAL AND NON-FINANCIAL RISKS:
The term risk includes all situations in which there is an exposure to
adversity. In some cases this adversity involves financial loss, while
in others it does not. The risky situations, likely to cause financial
losses are referred as financial risks. And when the possibility of a
financial loss does not exist, then the situation is risky which is not
financial.

CHECK YOUR PROGRESS
Q5:

Write four causes of business risks

a.

....................................................................

b.

....................................................................

c.

....................................................................

d.

....................................................................

Q6: State True or False :
a. The business risks from natural causes can be accurately
forecast. (True or false).
b. Dynamic risks are those resulting from changes in the
economy. (True or false).
c. Fundamental risks involve losses that are personal in
origin. (True or false).
d. This risk is caused by the external events associated with
the working of a business enterprise. (True or false).
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2.8 METHODS OF HANDLING RISKS
Risk is a concept with several meanings depending on the context and
the scientific discipline in which it is used. In common language, one
speaks of risk as being the “possibility or chance of meeting danger,
suffering loss or injury” or “exposure to adversity or danger.” However,
in insurance the word “risk” has a technical meaning different from the
one current in ordinary speech. For the study of insurance “risk is
uncertainty concerning loss” and uncertainty is incidental to life, In other
words, risk is uncertainty and is present in all things and all lives in all
times. The concept of a man free from all risks is as theoretical as the
concept of perfection. This uncertainty leads to fruitful discussion,
optimism scientific planning, economic development, on the one hand
and gives rise to dispute, fear, failure, retrogression, on the other hand.
Through experience, man has devised various methods of meeting the
risks faced by families and businessman. There are various ways in
which risk may be handled. These are (a) Risk may be avoided (b) Risk
may be assumed (c) The hazard may be reduced (d) The loss may be
reduced (e) The risk may be shifted (f) Risk may be reduced (g) Risks
may be shared (h) Risks may be transferred

a.

Risk may be avoided: The first method of handling risk is the
avoidance of risk altogether. One can avoid the risk of his
house burning by selling the house, or by setting fire to it
immediately. Similarly, it is possible to avoid involvement in an
aeroplane or taxi accident by not engaging an aircraft or taxi.
Also, one can stop smoking or not starting it, if one wants to
avoid the risk of early death. Carried to its logical conclusion,
however, avoidance of risk would make the life miserable, very
tame and unbearable, if not impossible. Moreover, some risks
are inherent in life it self and cannot be avoided. Nevertheless,
avoidance is possible where a choice is possible. If a man
buys a house, he runs the risk of it being destroyed by fire. A
house with a roof covering of dried straw, reeds, etc. is a
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greater risk attaching to the thatched-cover house and will
accept a smaller risk of buying a house of standard construction.
In this case, the risk has not been avoided so much as reduced.
b.

Risk may be assumed: Because the element of risk is
incidental to life and cannot usually be avoided, it may be
accepted. Hence, the assumption of risk is the path of least
resistance in meeting uncertainty There are three ways in which
risks may be accepted : (a) Some risks are accepted in
ignorance. For example, ownership of a house involves the
risk of loss due to fire, earthquake, explosion, burglary, etc.
The owner might have covered these risks but might not be
aware of his legal liability for persons injured in his premises.
His failure to insure this liability may be a result of his
unawareness of the exposure, Many risks are, thus, covered in
this manner. (b) Some risks are accepted inadvertently.
Although, exposure to risk is recognized, the opportunity to
transfer it is neglected. For instance, a family man might fully
realize that the family will face the risk of loss of income, if
death of the bread-winner takes place and the family is unable
to assume this risk. He might postpone the purchase of life
insurance till some persuasive insurance agent sells it to him.
(c) Some risks are accepted intentionally. Where there is no
other economical way of meeting risks, a man has to shoulder
the risk. For example, a man might wish to insure the risk of
premature death, but if his occupation is racing motor cycle or
swinging from one rope to another at a height of 100 ft, in a
circus show, he will be unable to buy insurance. Also by cycling
without light or with two persons or traveling in train without
valid ticket. One takes a calculated risk of being caught and
brought to justice by the authorities. Likewise, where the degree
of risk is slight or the loss exposure is too small, a man may
be willing to shoulder it without any worry. Students, for instance,
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generally lose pen, pencils, text books, wrist watches. They
accept this risk and do not seek to secure themselves against
it as it would cost more than the cost of these articles. These
relatively inexpensive losses are within their reach and can be
replaced with a minimum of financial sacrifice.
When the risk is assumed deliberately, provision is sometimes
made against the consequences of loss by the creation of a sinking
fund or by building up a reserve fund. This method might be used
by some large concerns but is not suitable for small firms and
persons of moderate means. Moreover, this self-insurance method
is dangerous in the initial stages of the fund creation, when the
accumulated funds might not be adequate to meet the expected
huge losses. At best this method is suitable for making up small
losses or to meet those risks where the insurers are not willing to
write the coverage.

c.

The hazard may be reduced: The third method of handling
the risks is to reduce the hazards (Hazard is a condition which
may create, increase the chance of loss from a given peril).
The use of concrete and steel materials, metal pipes for
protecting insulated electric wires in the construction of buildings
would prevent rats from burning the building by causing a short
circuit. A good police force will diminish burglary and crimes,
an alert proctorial staff in the university will reduce indiscipline
amongst the students an efficient fire department and a model
building code will reduce fire losses. Likewise, a carefully
devised and administered factory law along with proper safety
measures will lessen the industrial accidents. Also, the
installation of an automatic traffic signal at the intersection of
two heavily traveled highways can reduce the frequency rate of
accidents. In the same manner, the progress of medical science
has contributed significantly in eliminating or controlling many
diseases like T.B. malaria, Cancer, etc. that were greatly feared

26

in the past. It should, however, be remembered that it is not
always possible to eliminate all the hazards.
d.

Losses may be reduced: Steps can be taken to reduce the
losses that will result in if a peril (a contingency which may
cause a loss) materializes. Through this method the chance of
the occurrence of the accident is not eliminated, but the impact
of the loss is lessened. The provision of sand and water in the
buckets in a cinema hall or the presence of fire extinguishers
or an automatic sprinkler system in a factory or a super bazaar
does not change in the least the likelihood of a fire’s starting,
but it does curtail the spread of the fire. Thus, the amount of
damage done will be a minimum one. Likewise, periodic
medical check up may not reduce the chance of getting heartdisease but the regular medical examinations may lead to
recommendations and treatment which may be helpful for
maintaining a better health and may reduce the extent of the
loss of income arising from death. Reduction of the hazard
and the minimizing of loss generally are coexistent aims and
are frequently found together. For instance, the regular physical
check-ups not only reduce the loss from disease but also reduce
the hazard.

e.

Risk may be shifted: Various methods have been evolved
for shifting the risks to other parties

(i) The first method of shifting the risk is hedging. Which is the
process of making commitments on both sides of a transaction
in such a way that the risks compensate each other? For
example, a dealer who has promised to sell a large quantity of
goods on some future date, may want to insure against the
possibility of heavy losses through a rise in price by buying the
same commodity early or passing on some of his forward sales
to other dealers.
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(ii) Sub-contracting is another method of shifting the risk. Under
this method, the general contractor can give contract to various
persons for providing electric wiring, plastering, plumbing,
glasses, electric goods, timber, etc. By doing so, he has shifted
a portion of the risk of increasing cost of these items to his
sub-contractors, who must bear their respective losses.
(iii) The third method of shifting risk us by the use of surety bonds
where a surety would guarantee a specific done within the
time limit, the surety to pay compensation to the party
concerned or has to arrange the work through some other party.
(iv) The formation of limited liability companies is yet another form
of shifting the risk on to the shoulders of others. The
shareholders have no liability beyond the value of the shares
subscribed by them, thus, shifting the risk from owners to
creditors. By these methods, the risk is reduced through entering
into contracts with third parties, as also the chances of heavy
profits to individual are reduced.
f.

Risk may be reduced: The last method of treating risks, with
which we are concerned, is reducing risk by insurance. The
owner of a house may fear that some houses in his locality
may be damaged or burnt. He is uncertain as to whether or
not his own house will be damaged or burnt and is not certain
as to the loss he will suffer on that account. He cannot set up
an emergency or reserve fund to make up that loss as this
method is not suitable when only one house is involved.
However, he can reduce the risk by combining his risk with the
risks of several other owners through the services of an
insurance company. The combination of risks enables the
persons to predict the losses and to reduce the risk. One can
be sure of his share of loss in advance and can do the needful.
Likewise, the uncertainty about death can be eliminated by
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combining the premature death risk of one man with those of
many others. In this manner, the share of the cost of an individual
can be precisely determined and spread equitably amongst
the members of the group.
Certainly out of the above-mentioned methods of handling risk,
the last method of reducing it through insurance is superior.
This method involves buying a promise from the insurance
company to pay an agreed sum of money to the buyer in case
of any loss in consideration of a certain sum of money. The
philosophy behind the insurance is that an individual exposed
to a particular joins hand with several other individuals similarly
exposed which reduces the risk to a great extent. Through the
services of an insurance company, therefore, an individuals or
business man is able to exchange uncertainty of a large sum
of money for a certainty of a small premium. In other words,
insurance is a plan for dealing with some of the risks to which
the modern society is exposed. These risks can be classified
into (a) Business risks, and (b) Personal risks, Business risks
are those risks which a business man has to face in the ordinary
course of the business such as possibility of loss of goods by
theft, fire, accident or depression. On the other hand, personal
risks are those risks which an individual has to face in his
personal capacity such as the loss of income suffered by the
dependants due to the death of the bread-winner, loss of health,
injuries in an accident etc.
Risks can also be classified into (a) Dynamic risks or
speculative risks which are uninsurable and (b) Static risks or
pure risks which are insurable. Dynamic risks which may result
in either a profit or loss may be divided into three categories:
(i) Management risks (b) Political risks and (c) Innovation risks.
Management risks may be further sub-divided into market,
financial, and production risks.
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2.9 LET US SUM UP

In this unit, we have discussed the following:

x

Risk management is the process of minimizing, monitoring and
controlling the chances of occurring losses as well as reducing
the impact of any unfortunate losses.

x

Business risks mean all those risks which are associated with
business.

x

x

x

The following are the causes of business risks:
a.

Political causes:

b.

Economic causes

c.

Social causes

d.

Technological causes

e.

Natural causes

The following are the types of business risks:
a.

pure and speculative risks

b.

internal and external risks

c.

fundamental and particular risks

d.

static and dynamic

e.

financial and non-financial risks

risks

we have also discussed the methods of handling risks
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2.11

ANSWERS TO
PROGRESS

CHECK

YOUR

Ans. to Q. No. 1 :
Risk management is the identification, assessment, and prioritization
of risks followed by coordinated and economical application of
resources to minimize, monitor, and control the probability and/or
impact of unfortunate events or to maximize the realization of
opportunities.
Ans. to Q. No. 2 :
a.

Safeguard against loss

b.

Handling of risks

c.

Risk identification

Ans. to Q. No. 3 :
a.

Risks are inherent in all business

b.

Business risks depend on the nature of business.

Ans. to Q. No. 4 :
a. Operation

b. Future

c. internal

Ans. to Q. No. 5 :
The causes of business risks are:
a.

Technological causes

b.

Economic causes

c.

Social causes

d.

Political causes

Ans. to Q. No. 6 : a. False
c. False

b. True
d. False
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2.12 MODEL QUESTIONS
1.

What do you mean by Risk management?

2.

Discuss the features of business risks.

3.

Explain any three causes of business risks.

4.

Write short notes on:
(a)

Pure and speculative risks

(b)

Internal and external risks

(c)

Fundamental and Particular risks

(d)

Static and dynamic risks

(e)

Financial and non financial risks

_________
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UNIT 3: POLICY SERVICE
SETTLEMENT

AND

CLAIM

UNIT STRUCTURE
3.1

Learning Objectives

3.2

Introduction

3.3

Insurance Documents

3.4

Nomination and Assignments

3.5

Alterations and revival

3.6

Surrender value and paid up value

3.7

Claim and their settlement

3.8

Let us sum up

3.9

Further Readings

3.10

Answers To Check Your Progress

3.11

Model Questions

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

x
x
x
x

know the insurance documents
identify the procedures towards alteration and revival
describe the surrender value and paid up value
discuss the procedures for settlement of death claims and maturity
claims in life insurance

x

discuss the recent improvement in policy servicing.

3.2 INTRODUCTION
In this unit we are going to discuss policy servicing and claim
settlement. The first thing in opening an insurance policy involves a
written proposal made by the proposer in prescribed application form
issued by the insurance company. In the application form, the insured
person (the proposer) is required to give information like his/her income,
age, health, occupation etc. Then the information gathered by the agent
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from his personal source (agents report) is included in the application
form along with the information given by the insured. After that, a detailed
examination of the document is done by the risk assessor (underwriters).
Now, in this unit, we are going to discuss on the insurance
documents which include proposal forms, first premium receipt, certificate
of insurance etc and the concepts of alterations and revival. Again, at
the end of this unit, we will get a fair idea on the procedures for settlement
of death claims in life insurance and maturity claims in life insurance
and after that we will discuss policy servicing.

3.3 INSURANCE

DOCUMENT

The following are some of the insurance documents that are involved in
policy servicing:
a.

Proposal Forms: This is a type of form issued by the insurance
company which contains queries intended to extract all the
information concerning the particular risk that the insurance policy
proposes to cover. A proposal form contains the following items:
i.

Name of the potential insured

ii.

Address of the potential insured

iii. Profession
iv. Sum insured
v.

Signature, date, place etc.

The proposer should give a valid age proof and medical report along
with the proposal form
b.

First premium receipt: The first premium is an acknowledgement
of the proposal that is issued by the company after the insured
has paid the first installment of premium and risk has been accepted
by the insurer.

c.

Policy Form: A policy form is an evidence of contract on insurance.
A policy document must be duly carried out and stamped in
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compliance with provisions of Indian Stamp Act, 1899.The following
are some of the items of policy form:
i.

Recital Clause

ii.

Operative Clause

iii. Attestation Clause
iv. Condition
v.

Schedule

vi. Endorsement
d.

Certificate of Insurance: The certificate of Insurance is required
by the Motor vehicle Act, 1988. This certificate is an evidence of
insurance to the police and the registration authorities.

CHECK YOUR PROGRESS
Q1: Fill in the blanks:
a.The first premium is an ……………………of
the proposal that is issued by the company.
b. A policy form is an …………………… of contract on insurance.
c. In the application form, the insured person is required to give
information like his/her ………………, age, ……………..,
occupation etc.
d. The certificate of Insurance is required by the ……………….
Act, 1988.
e. A detailed examination of the document is done by the
……………………………….

3.4 NOMINATION AND ASSIGNMENT
After opening an insurance policy, there are some important features
and benefits. The most important benefit is the nomination facility. It is
an important and mandatory feature of the policy. There is another feature
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called assignment offered in the policy. Now in this section we are going
to discuss the concepts of nomination and assignment.
a.

Nomination: Nomination is a right given to the proposer to appoint
a person or persons to receive the benefit under the policy in the
event of his/her death. Nomination is a benefit where in case of
death of the policy holder the funds are given to beneficiary
(nominee), whose name is mentioned by the policyholder while
proposing for the policy. The policyholder has the option to change
the nominee at any time during the term of the policy. The details
of the nominee will typically include full name, age, address of the
nominee and nominee’s relationship with the life assured.

One

can have multiple persons as nominees and can also specify their
shares of the policy proceeds in percentage terms. Section 39 of
Insurance Act, 1938, deals with such nomination. A life assured
who has attained 18 years of age, can make nomination. Nomination
ensures smooth transfer of policy proceeds when the life assured
is not around. Nomination is a part of life insurance proposal.
While applying for life insurance one can mention the nominee
details in the proposal itself.
The policyholder can change nomination as many times as he
wants. The same can be done using a ‘change of nomination
form’ from the life insurance company. The nominee himself cannot
influence the policy. In the currency of the policy and the lifetime
of the life assured, the nominee has a little role to play. The nominee
comes into the picture only after the death of the life assured,
where he can claim the benefits under the policy.
b.

Assignment: When the policyholder wants to give another person
the rights of the policy, this is done through a deed and the insurer
needs to be given a notice for the same. The policyholder is called
the assignor and the person whom he appoints is called the
assignee. In this process the policyholder transfers the title and
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‘assignee’ derives the title from the assignor. The assignment is of
two types- a) conditional assignment and b) absolute assignment.

3.5 ALTERATIONS AND REVIVAL
A.

Alterations: After the policy is issued, the policyholder in a number
of cases finds the terms not suitable to him and desires to change
them. However, no alteration is permitted within one year of the
commencement of the policy with some exceptions. The following
alterations are allowed.
a.

Alteration in class or term.

b.

Reduction in the Sum Assured

c.

Alteration in the mode of payment of premiums

d.

Removal of an extra premium

e.

Alteration from without profit plan to with profit plan

f.

Alternation in name

g.

Correction in policies

h.

Settlement option of payment of sum assured by installments

i.

Grant of accident benefit

j.

Grant of premium waiver benefit under CDA policies

k.

Alteration in currency and place of payment of policy monies

A fee for the change or alteration in the policy is charged by the
Corporation called quotation fee and no additional fee is charged
for giving effect to the alteration.
B.

Revivals: If the premium under a policy is not paid within the days
of grace period the policy lapses. Revival is a fresh contract wherein
the insurer can impose fresh terms and conditions. A policy can
be revived under the following types of revival:
a.

Ordinary Revival: If a revival of the policy is effected within
6 months from the due of first unpaid premium no personal
statement regarding health is required and the policy is revived
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on collection of delayed premium plus interest. The rate of
interest to be charged for such delayed premium will depend
on the date of commencement of the policy.
b.

Revival on non-medical basis: For revival of the policy on
non-medical basis the amount to be revived should not exceed
the prescribed limit for non-medical assurance taken by the
life assured.

c.

Revival on medical basis: If a policy cannot be revived
under ordinary revival or revival on non-medical basis it
can be revived with medical requirements. The medical
requirements will depend upon the amount to be revived.

d.

The other schemes for revival are:
i. Special Revival Schemes
ii. Revival by installment
iii. Loan- cum- revival
iv. Survival Benefit- cum- revival.

CHECK YOUR PROGRESS
Q2 :

What do you mean by “nomination”?

...........................................................................
...........................................................................
..................................................................................................
..................................................................................................
Q3 : What do you mean by “assignment”?
..................................................................................................
..................................................................................................
..................................................................................................
..................................................................................................
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Q4: State True or False:
a. The policyholder can change nomination only one time.
(True /False).
b. The policyholder has the option to change the nominee at
any time during the term of the policy. (True /False).
c. Nomination is not a part of life insurance proposal. (True
/False).
d. The policyholder is called the assignor. (True /False).
e. No alteration is permitted within one year of the
commencement of the policy. (True /False).

3.6 SURRENDER VALUE AND PAID UP VALUE
A.

Surrender Value: The sum of money an insurance company will
pay to the policyholder or annuity holder in the event his or her
policy is voluntarily terminated before its maturity or the insured
event occurs. This cash value is the savings component of most
permanent life insurance policies, particularly whole life insurance
policies. Also known as “cash value”, “surrender value” and
“policyholder’s equity”.
According to LIC, “The cash value payable by LIC on termination
of the policy contract at the desire of Policyholder, but before the
expiry term, is known as Surrender Value. A policy can be
surrendered, provided, it is kept in force for at least three years.”

B.

Paid up Value: Paid up value is the value of a lapsed policy to be
paid at the time of maturity. The paid up value of the life insurance
is simply buying a single pay life policy with the cash value of the
current policy. The paid up value is the amount of coverage we
could get without paying any more on our policy.
Paid-up Value is the reduced amount of sum assured paid by the
Insurer, in case the Insured discontinues payment of premiums.
This is applicable only when the Insured has paid the premiums
in full for the first three years.
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If payment of premium is discontinued before expiry of the term,
the policy does not remain in force for the full sum assured, but
acquires reduced value in terms of the contract. It is calculated
as:
According to LIC rules and regulations, once you pay the premiums
on a life insurance policy for 3 full years, the policy does not
become wholly void even if no subsequent premiums are paid.
Such policies are known as paid-up policies. In such cases, the
sum originally assured is reduced to a sum bearing the same ratio
to the full sum assured as the number of premiums actually paid
to total number of premiums originally stipulated as payable under
the policy. If 6 out of the originally stipulated 30 premiums are paid,
the sum assured under a paid-up policy would still be 20 percent
of the original sum assured by the policy.

3.7 CLAIMS AND THEIR SETTLEMENT
‘Claim’ is a demand by an individual or organization to recover
under a policy of insurance for loss which may come within that policy.
It may be a demand by an individual against an insurer for damages
covered by a policy held by him. The payment of claim constitutes the
main service of insurance to the community, though in fire insurance,
they may or may not arise, as they depend upon the happening of
fortuitous events. The customers assess the company on the basis of
the claims service provided by the company. Indeed, this single factor
determines the reputation of the insurer amongst the buying community
of the insurance market. Even if the insurer has acquired the goodwill
on account of his being prompt in issuing a policy, or collection of
premium or for issuing timely notice for the renewal of the policies, the
whole effect can become negative if the claims service is inefficient and
delayed. Consequently, the customers lose confidence in the insurance
company and, as such, the otherwise equitable claims seem to be as
inequitable. Thus, as D.S. Hansell has rightly pointed out that the “acid
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test” for the success of the company for the policyholders is the claims
service provided by the company.
In fact, the handling of claims is one of the most complicated
procedures of the insurance business which requires a wide knowledge
of insurance, a fund of common sense, with the good judgement of
values which goes with it, a working knowledge of the law, and ability
to hold a balance between the interest of the insured and the insurer.
It is a misconception in the minds of some people that insurance
companies generally try to avoid the claims payment, or try to create
unnecessary delays, which naturally creates unpleasantness in the last
leg of insurance journey. No doubt, a speedy claim service requires
thorough investigation by the insurer, which might sometime be
misunderstood for his being unwilling to settle the claims or might create
a first impression on the policyholders that the insurance

company

wants to avoid its liability on one pretext or the other. But this is a gross
distortion of the true position. Indeed, a vast majority of claims are
settled quite amicably within a short period of time. In consequence, the
handling of claims has become the most important factor of advertisement
of the insured.
It is important that the insurance company should be immediately
notified of the claims, or as soon as the circumstances permit the
notice of the claims should be sent. Early notification is necessary so
that the insurers may make whatever investigations they consider
necessary. Delay may seriously prejudice their position and this is
particularly true of certain types of serious claims, involving large sums
of money. The insured may submit the claim either personally or through
any authorized agent acting on his behalf, such as an advocate, an
insurance agent, the insurer’s employee, claims inspectors, loss adjusters
etc. The duty of providing full particulars and proof of loss rests squarely
upon the insured. Subsequently, the insurers make a careful investigation
on various aspects of their loss and require reasonable proof. Although,
it is the intention of the insurer to make an early payment of various
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cases, the speed in payments should not be obtained at the cost of a
comprehensive investigation. Once the claim is found to be valid, it
must be paid immediately, as the delay will result in the loss of goodwill
and possible future loss of business. The claim may be settled by the
insurer in any of the four ways : (a) Cash payment, (b) Replacement of
the asset, (c) Repair of the damaged property and (d) Reinstatement.
It is to be noted that the claims negotiator, working on behalf of the
insurer has to play an important role in the settlement of the claim. He
should be a tactful person and should not seriously prejudice the interests
of the insurers. He should explain the position of claim to the policyholder
in a non-technical language, so that, he will be able to follow the insurer’s
view point provided he has ordinary common sense. Even if the claim
is refused, it must be explained to the policy holders with reasons as
it is necessary to clear up any misunderstanding and there is no reason
why a policyholder will not accept the position with good grace. Care
should, however, be taken to collect every piece of information which
must be preserved so that it is ready for use as and when necessary.

CHECK YOUR PROGRESS
Q5:

What do you mean by surrender value?

...........................................................................
...........................................................................
..................................................................................................
..................................................................................................
Q6: What do you mean by paid up value?
..................................................................................................
..................................................................................................
..................................................................................................
..................................................................................................
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3.8 LET US SUM UP

In this unit we have discussed on the following concepts:

x

The following are some of the insurance documents that are
involved in policy servicing:

x

¾

Proposal Forms

¾

First premium receipt

¾

Policy Form

¾

Certificate of Insurance

Nomination and Assignment: Nomination is a right given to the
proposer to appoint a person or persons to receive the benefit under
the policy in case it becomes a death claim. Assignment is given
when the policyholder wants to give another person the rights of the
policy, this is done through a deed and the insurer needs to be given a
notice for the same.

x

Alterations and Revival: Alteration means, after the policy is issued,
the policyholder in a number of cases finds the terms not suitable to
him and desires to change them. Revival is a fresh contract wherein
the insurer can impose fresh terms and conditions.

x

Surrender Value: The sum of money an insurance company will pay
to the policyholder or annuity holder in the event his or her policy is
voluntarily terminated before its maturity or the insured event occurs.

x

Paid up Value: Paid up value is the value of a lapsed policy to be paid
at the time of maturity.

x

The claim may be settled by the insurer in any of the four ways : (a)
Cash payment, (b) Replacement of the asset, (c) Repair of the damaged property and (d) Reinstatement.
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3.10

ANSWERS
PROGRESS

TO

Ans. to Q. No. 1 : a. acknowledgement
c. income, health

CHECK

YOUR

b. evidence
d. Motor Vehicle

e. risk assessor
Ans. to Q. No. 2 : Nomination is a right given to the proposer to
appoint a person or persons to receive the benefit
under the policy in case it becomes a death claim.
Ans. to Q. No. 3 : Assignment is given when the policyholder wants
to give another person the rights of the policy, this
is done through a deed and the insurer needs to
be given a notice for the same.
Ans. to Q. No. 4 : a. False

b. True

c. False

d. True

Ans. to Q. No. 5 : Surrender Value: The sum of money an insurance
company will pay to the policyholder or annuity
holder in the event his or her policy is voluntarily
terminated before its maturity or the insured event
occurs.
Ans. to Q. No. 6 : Paid up value is the value of a lapsed policy to be
paid at the time of maturity.
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3.11 MODEL QUESTIONS

1.

Explain the insurance documents involved in policy servicing.

2.

What is alterations and revival?

3.

Write short notes on “claims and their settlement” in insurance
policy.

4.

Fill in the blanks:
(i)

Surrender value is also known as --------------- value.

(ii)

---------- is the value of a lapsed policy to be paid at the time
of maturity.

___________
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