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Introduction

ENT 121: Principles and Practice of Insurance semester course work
of two credits. It will be available to all studenttaking the B.Sc
programme in the School of Business and Human Resou
Management.

The course will involve organizations, mostly theurance industry.

The Course Guide tells you what ENT 105 is all apthe materials you
will be using and how to make use of the matetialensure adequate
success it also contains assignments/questionge Wil be tutorial
classes but full details of these tutorial classéksbe conveyed to you
at the appropriate time.

What You Will Learn in this Course

The course contents consist of the nature of imeaaprinciples and
practice of insurance and the need for phmactice of insurance.
Insurance companies are risk takers. They acceks tiransferred to
them by individuals, corporate bodies, governmemtd atheir
agencies/corporation.

Re-insurance companiesAs individuals purchase insurance from
insurance companies, insurance companies alsogsechsurance from
re-insurance companies.

Course Aims

The aims of this course are to further expose ywuhe nature and
principle and practice of insurance, the contribsitto these principles
as well as the various approaches to insurance t®the importance of
authority and communication in the practice of nasice the course is
aimed at making you have greater appreciationedfdhwo areas.
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The aims will be achieved by:

explaining the nature of insurance identifying

the functions of insurance highlighting the

importance of insurance describing the various

approaches to insurance

explaining the major contributors to the insurameiistry

defining risk and insurance, identifying the inswa market and
intermediaries and their functions.

Course Objectives
By the end of the course you should be able to:

Explain the nature of insurance

List the functions of insurance

List some classification of risk

Identify the insurance market, and intermediaries their functions
Mention major categories of general insurance l@assn

Name all types of life assurance contracts thezs ad benefits
Explain the principle of contract as relate to nasice.

Define insurance contract and the rules applyingsarance.

Course Materials
The Course Guide
Study Units
Textbooks

The Assignment File
Study Units

There are 15 units of this course which shouldtbdied carefully.

These units are as follows.

Module 1

Unit 1 Introduction to Insurance

Unit 2 Classes of Non-Life Insurance Business
Unit 3 Classes of Life Insurance

Unit 4 General Principles of Insurance

Unit 5 Principles of Insurance
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Module 2

Unit 1 Principles of Utmost Good Cause

Unit 2 The Principle of Proximate Cause

Unit 3 The Principle of Indemnity

Unit 4 The Principle of Subrogation

Unit 5 The Principle of Contribution

Module 3

Unit 11 Insurance Documentation

Unit 12 General Principle of Underwriting and Ratin
Unit 13 Renewal and Cancellation

Unit 14 Making a Claim
Unit 15 Risk Management

Each study unit will take at least two hours andintludes the
introduction, objectives, main content, exercisenatusion, summary
and reference.

You are expected to study the materials, reflectttem and do the
exercises. Some of the exercises will necessitatg yisiting some
insurance companies.

There are also textbooks, under references/furtdeatings. They are to
give you additional information. Practice the sa#sessment questions
for additional practice and greater understandiygso doing the stated
learning objectives will be achieved.

The Assignment File

The major assignment required of you is a TutorkddrAssignment.
(TMA) which you are expected to complete at the ehéach unit and
mail to your tutor.

Tutor-Marked Assignment

You are expected to apply what you have leant endludy units. The
assignments which are four in number are expeaebletturned into
your tutor for grading. They constitute 30% of th&al score.

Final Examination and Grading

At the end of the course, you will write the firekamination. It will
attract the remaining 70%.This makes the total scare to be 100%

Vi
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Summary

ENT 121 (Principle and Practice of Insurance) expas you further
to the nature of insurance principles and the pradgte of insurance.
On the successful completion of the course, you widuhave been
armed with the principles necessary for efficient ad effective
insurance and entrepreneurial &small business managment.

Vii
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MODULE 1

Unit 1 Introduction to Insurance

Unit 2 Classes of General Insurance Business
Unit 3 Classes of Life Insurance

Unit 4 General Principles of Insurance

Unit 5 Principles of Insurable Interest

UNIT 1 INTRODUCTION TO INSURANCE
CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Insurance and Risks
3.1.1 What is Risk?
3.1.2 Classification of Risk
3.1.3 Life without Risk
3.2 What is Insurance?
3.3 The Insurance Market
3.4 Insurance Intermediaries
3.5 Buyers of Insurance Products
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Readings

1.0 INTRODUCTION

This unit will teach the definition of risk, theaslsification of risk, the
definition of insurance, and the market insurantgermediaries. It is
important that you grasp this concept before prdicegto the next unit.

2.0 OBJECTIVES
At the end of this unit you should be able to:

define risk and insurance
identify the insurance market

identify the intermediaries of the insurancearket and their
functions.
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3.0 MAIN CONTENT
3.1 Insurance and Risk

3.1.1 What is Risk?

Risk can simply be defined as the unlooked for, amed event in the

future. Risk is the sugar and salt of life. Riskngs sweetness and
bitterness to life. Life is full of risk and anydividual, organization or

state can be a victim any day. In everyday lifek cgomprises the steady
toll of fire, accident, theft, explosion and otlsemilar events. The list is

lengthy and costly in terms of money and in terrhduaman pain and

suffering.

3.1.2 Classification of Risk

There are several different ways of looking at ,riskit we adopt the
classifications based on the nature of risk anohgsrability.

Pure Risks— These are risks that can result only in lossh sisca plane
crash, physical loss or damage to goods by firtheit or the incurring
of legal liability to pay damages by negligentlyuseng bodily injury to
someone or damage to the property of others. Rske are insurable
because they are capable of statistical measurement

Speculative Risks— Speculative risks may result in either a profito
loss, which may be either large or small. Exampliespeculative risks
are: change in fashion, market change, etc. Theke are uninsurable
because there is no way of measuring their effect.

Political Risks — These risks are outbreak of wars, trade/currency
restrictions, etc.

3.1.3 Life without Risk

Human beings cannot exist without risk. This is lejable to business
since, for example, manufacturing activity main be stopped just
because people will be injured nor can we ban mueébricles on the
road in order to stop accidents. Do we stop the afselectricity or

cooking gadgets just because of fire outbreak?riglethese options are
unreasonable. The world has to continue even infdbe of risk and
insurance is one of the many methods of doing this.

Therefore, various classes of insurance policiest ¢éx take care of the
various risks to which organizations, human beigd governments are
subjected to in everyday life.
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3.2 What is Insurance?

As a house owner or factory owner, are you evehdyed by the
possibility that your house or factory and all ygassessions might be
burnt to ashes one night or that your car mightdeenaged beyond
repair by another car on the road? Or are you ewrthat you might
inadvertently hurt someone when you are drivingwviark or just by
crossing the road carelessly? Buying insurancaésveay by which you
can remove some of your worries and gain peacedrd.m

Insurance can therefore be defined as an arrandebyemhich one
party (the insurer) promises to pay another pathe(insured) a sum of
money if something should happen which causesrbered to suffer
financial loss. By so doing, the responsibility fmying for such losses
Is then transferred from the insured to the insurereturn for accepting
the burden of paying for losses when they occur,itsurer charges the
insured a price calleggremium.

Consider the example below:

John and Samuel are both house owners. Let us asfiatneach house
is worth two million naira. John a wise man insuted house against
possible loss by fire at a premium 6600, while Samuel's house is
uninsured.

The possible financial consequences for their astare as follows:

Table 1
Insured or Not
Name | Premium | Loss if house is| Amount Net Loss in the
payment | destroyed by received from | event of:
fire insurer in the

event of Loss | Fire No Fire
John N5000 N2 Million N2 Million N5, 000 N5,000
Samuel| NILL N2 Million NILL N2 NILL

Million

By insuring, John has been able to transfer the ddN2million to his

Insurer. His financial position is therefore thenga whether or not his
house burns down. Whatever happens all he hasytesapremium of
N5,000.

Although Samuel avoids payirgSN00, he has to bear the full loss of
any fire. Samuel is therefore5ND00 better off than John if there is no
fire, but N1,995,000 worse off in the event of re foutbreak.
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3.3 The Insurance Market
The major players in the insurance market are:

Insurance companies
Reinsurance companies
Insurance intermediaries
Buyers of insurance products.

Insurance Companies— Insurance companies are risk takers. They
accept risks transferred to them by individualsypocate bodies,
government and their agencies/corporations etardmge companies
are required to be registered by the National barsce Commission. The
requirements for registration are contained inltis@irance Act 2003.

Re-Insurance Companies— As individuals purchase insurance from
insurance companies, insurance companies alsogsecdchsurance from
Re—insurance companies. Companies that accept amsir from
insurance companies are called re—insurance cosgpaRe—insurance
is therefore a form of insurance whereby an instgacompany can
transfer to another insurer all or part of its iiéles in respect of claims
arising under the contracts of insurance that iitesr

3.4 Insurance Intermediaries

Like any commodity or service, insurance transactimvolves
intermediaries through which insurance servicess gasthe insuring
public.

There are two main categories of insurance interaned. They are
insurance brokers and insurance agents.

Insurance Brokers are required to be registered and professionally
qualified. The requirements for registration asrekbr are contained in
the Insurance Act 2003.A broker is an intermediagtween the insurer
and the insured. The main function of a brokeisadt as the agent of
the insured (the person taking an insurapodéicy) in obtaining
insurance cover for his risk and as agent of theurer (insurance
company ) in collecting premium.

Insurance brokers receive brokerage (commissiam fthe insurance
companies with whom they place business.

Insurance Agents— An agent is a person who acts on behalf of amothe
Insurance agents act as agents of insurance coespamiobtaining
businesses from potential policy holders.
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The main duty of an agent is to solicit risk andlezd premium on
behalf of the principal (insurer). An agent recsiveommission and
other remuneration from insurers.

Insurance agents are required to be licensed bWé#tmnal Insurance
Commission. The minimum requirements for licensimgurance agents
are contained in the Insurance Act 2003.

There are three classes of insurance agents:

The Full-Time Agent: A full-time agent acts for only one or more
insurance companies. Also, the agent might be dependent agent or
an employee of an insurance company. The full-&agent devotes all

his time towards the selling of insurance produkis.is remunerated---

in the case of an employee, by monthly allowances gbmmission and

in the case of an independent agent by commissibnam the business

produced.

The Part-Time Agent: A part-time agent does other things apart from
selling insurance products. He might act for onenwre insurance
companies. A part-time agent earns commission amybusiness
introduced.

The Staff Agent: The staff agent is an employee of an insurance
company. He sells insurance products on behalhbyf lsis employer. In
return, he earns a commission on businesses imeoddin addition to
his monthly salary.

3.5 Buyers of Insurance Products
Buyers of insurance products are:

Individuals — The demand for insurance by individuals depemdgheir
financial position. As a person’s income rises,cha afford to buy the
financial security provided by insurance. A riseanperson’s income
enables the person to acquire more property such ear, a house and
household goods, which will in turn create the nded insurance
protection.

Business OrganizationsThe demand for insurance by business buyers
is a function of economic development. As an econ@rows, more
capital - intensive methods of production tend écelmployed. This will

in turn increase the demand for property insurdocehe protection of
property and liability insurance to compensate @ygés, consumers
and third parties for injury or damage to propemgulting from the
activities of business organizations.
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Charities, Clubs and other Organizations-This third group of
insurance buyers tends to demand for insurance wisnactivities and
income increases. An increase in activities in@sdke needs for group
personal accident for the protection of their meraband property
insurance for the protection of their assets.

Governments and Government Agencies/Corporations
Governments Federal, State and Local councils are big timgelsiof
insurance products. The need for insurance by thegers is mainly to
protect governments’ assets movable or immovabilethe case of
agencies /corporations, the need for insuranceegtion is obvious due
to the fact that some of their activities are hdaas. For instance, can
NNPC do without insuring its assets? Can airlinfsra not to insure
their aircraft? The answer is definitely “no” as aiecraft can be allowed
to fly in the air space of another country withowgurance protection.

SELF ASSESSMENT EXERCISE

What is the definition of risk?

Give the definition of insurance.

What do you understand by pure risk and spgacalesk?
Distinguish between an insurance compang a re-insurance
company.

hroOpE

4.0 CONCLUSION

We have examined the meaning of risk, classificatiof risk and how
to manage our exposure to risk. Also, wentwiurther to define
insurance and we looked at the insurance marketefisas buyers of
insurance products.

5.0 SUMMARY

As human beings, we cannot totally avoid or elirtenask completely
from our lives. The world has to continue evenha face of mounting
risks of fire outbreak and various forms of accidedowever, we can
manage our exposure to risk and insurance is onleeomany methods
of doing this.

Risk is the unlooked for, unwanted event in therfei
Risk can be classified based on the nature ohgsrability as follows:
Pure risks, which are risks that can resuity in loss. They are

insurable because they are capable of statisticeksarement.
Speculative risks may result in either a profiteotoss, for example,
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change in fashion and market fluctuation. They wrmsurable, while
political risks are outbreak of war, trade/currenestriction etc.

Insurance is an arrangement by which one party iges1o pay another
party a sum of money if some thing should happeichvicauses the
insured party to suffer financial loss. The inseeamarket comprises
insurance companies, reinsurance companies, ingirarnokers and
insurance agents.

Buyers of insurance products include individuals,usibess
organizations, charities/clubs and governments, vegonent
agencies/corporations.

6.0 TUTOR-MARKED ASSIGNMENT

1. Insurance products are distributed throughrimégliaries. Mention
the various intermediaries in the insurance maaket explain their
functions.

2. Mr. Bob bought a three bed room flat for N5,@0® and paid
N11,000 to insure the flat. Mr. Bob’s friend Mr. @dought the
same type of flat in the same estate fog same amount of
N5, 000,000. An insurance agent approached b take an
insurance cover for his flat as his friend did, Mit Dag refused.
Three months later, there was an outbreak of fuk Mr. Dag’s flat
was destroyed. Explain the financial consequentes o Mr.
Bob and Mr. Dag’s action. lllustrate this with &l&a

7.0 REFERENCES/FURTHER READINGS
Assa, S. OThe Business of Insurance Broking in Print

Diacon, G.C.O. & Steele, J. T. (1981ntroduction to Insurance
London: (C I1,).No. 010
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UNIT 2 CLASSES OF GENERAL INSURANCE
BUSINESS

CONTENTS

1.0 Introduction

2.0 Objectives

3.0 Main Content

3.1 General Insurance Business

3.1.1 Motor Insurance
3.1.2 Fire and Special Perils Insurance
3.1.3 Burglary Insurance
3.1.4 Money Insurance
3.1.5 Goods —in — Transit Insurance
3.1.6 Marine Insurance
3.1.7 Workmen’s Compensation Insurance
3.1.8 Fidelity Guarantee Insurance
3.1.9 Public Liability Insurance
3.1.10 Product Liability
3.1.11 Professional Indemnity Insurance
3.1.12 Engineering Insurance

4.0 Conclusion

5.0 Summary

6.0 Tutor-Marked Assignment

7.0 References/Further Readings

1.0 INTRODUCTION

Most people and most organizations, in every kihdoziety need some
sort of insurance cover. The only exceptions amplgewithout property
and dependents. Everyone else has possessiongeantigloliabilities
that need to be protected. Insurance contract septe only one way in
which people can guard against misfortune. For gt@nmost primitive
societies have developed systems of mutual aidetyr $o that if one
member suffers a financial setback the others tbglether in order to
repair the damage. Such mutual aid probably cammrk unless all
members are exposed to roughly the same riskswdlhdhe unfair if
some members have a potential for greater and rfnegeient losses
than others. Modern insurance represents a morabkpusystem.

Insurance developed when primitive societies fothreimselves unable
to support trade and manufacturing activities bseaaf the significantly
increased size and/or frequency of losses involatine insurance
was developed by the great sea-faring tradersPHeenicians, around
3000 years ago. The earliest record of an insuragotiey relates to a
Mediterranean voyage in 1347 A.D. Many ot tbther types of
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commercial property insurance date back to the dtrthh Revolution,
with its growth and of many fracturing enterprisgesng comparatively
expensive buildings and machinery and employing sapasduction
techniques. Private property insurance did not appe England until
after the Great Fire of London, which in 1666 dmeghd a large
proportion of London’s buildings.

Nowadays, a wide variety of insurance contractvalable. In Nigeria,
the Insurance Act of 2003 classifies insurancerass into two main
classes of insurance - life insurance and genasatance business.

2.0 OBJECTIVES
At the end of this unit you should be able to:

mention major categories of general insurance lessirtheir scope
of cover, their uses and exclusions
discuss their distinguishing features.

3.0 MAIN CONTENT
3.1 General Insurance Business

Insurance Act, 2003 categorizes general immgrabusiness into 8
groups:

a) Fire insurance business

b) General accident insurance business

C) Motor vehicle insurance business

d) Marine and aviation insurance business

e) Oil and gas insurance business

f) Engineering insurance business

s)] Bonds credit guarantee and suretyship insurbosmess
h) Miscellaneous insurance business.

However, in this unit, we shall be looking at themmon classes of
general insurance business.

3.1.1 Motor Vehicle Insurance

The first motor car appeared in the United Kingdonil894 and by
1898 the Law Accident and Insurance Society Ltds weoviding a
limited motor insurance cover. But then, mmotosurance was not
compulsory and the uncompensated victims of matoidants suffered
much hardship. However, the increased popularity raass-production
of cars after the First World War increased cagudigures and the
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Road Traffic Act 1930 in Britain introducedompulsory motor
insurance covering liabilities to killed or injuredird parties. Nigeria
being colonized by the Britain enacted the sameahct it was known
as the Motor Insurance (Third Party) Act 1945. S&micompulsory
insurance requirements were also introduced inratbentries, many of
which require damage to third parties’ propertypéocovered as well. In
Nigeria, it is only recently through the Insuran&et 2003 that third
parties’ property damage was made compulsory

The conditions of the Road Traffic Acts apply tbedhicles used on the
road including private cars, commercial vehiclespton cycles and
certain “special types” i.e., mobile cranes, fafts| trucks and bull
dozers.

Scope of Cover
There are four types of cover in motor insurance:
I Road Traffic Act Cover

This provides insurance cover for injury or death third parties
(including passengers) arising from the use oflacke on the road, but
not for damage to their property. It is an offemcaise or to permit the
use of a motor vehicle on the road unless suchrasve force. There
are those who are exempted from the compulsory ranse
requirements:

a) Where the owner of the vehicle deposits and kekgposited a
specified amount with the Accountant General of Swwreme
Court.

b) Where the vehicle is owned and is driven unterdontrol of a
local authority, the police or the armed forces.

In fact the Road Traffic Act cover is no longerued by insurers in
Nigeria because it is not relevant.

ii. Third Party Cover
This provides protection against liabilities torthparties for injury or
death and for property damage. It also covers legsis. In Nigeria the

Insurance Act 2003 has made this cover compulsaity avthird party
damage limit of N1,000,000.

1C



ENT 121 PRINCIPLES AND PRACTICE OF INSURANCE

iii.  Third Party, Fire and Theft Cover

This covers liabilities to third parties as undard party cover plus
damage or loss to the policyholder’s own vehiaterfifire or theft.

iv. ~ Comprehensive Cover

The comprehensive covers accidental loss or damagethe
policyholder's own vehicle in addition to the coverovided by the
Third Party, Fire and Theft policy.

3.1.2 Fire and Special Perils Insurance

The devastating effect which a fire can have omusingess premises or
private building is common knowledge and the ndtedsr insurance
coverage is evident.

As a result, the Insurance Act 2003 makes it cosgylto insure public
buildings. Section 65(1), provides that “Every paluilding shall be
insured against hazards of collapse, fire, eartkejustorm and flood”.
Section 65(2) defines “public buildings” to includeenement house,
hostel, a building occupied by tenants, lodgerslicg@nsee and any
building to which members of the public have ingresd aggress for
the purpose of obtaining education or medical sesyior for recreation
or transacting of business”. The nature lod tegal liabilities of an
owner or occupier of premises is in respect of lfssr suffered by any
user of the premises and third parties.

The actual risk of fire occurring on a building rea from building to
building, depending on the following factors:

The construction materials used in the building
The usage of the building

The type of materials stored in the building
The fire-fighting appliance installed in the loling
The standard of house keeping etc.

arwNPE

Fire loss or damage is a waste to the economy lamdheed to restore
the loss with minimal delay underscores the needhice fire insurance
protection.

The object for fire insurance is to reinstate quiaee property damaged
or destroyed or to compensate an insured persosuftt damages so
that he is placed in the same financialitpos after a loss as he
occupied immediately before the loss.

11
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Scope of Fire and Special Perils Insurance
The standard Fire Insurance Policy covers thre@mpagrils:

a) Fire (whether resulting from explosion atherwise) but not
occasioned by or happening through:

I Its own spontaneous fermentation or heatingt®rundergoing
any process involving the application of heat;

il. Earthquake, subterranean fire, riot, ciebmmotion, war and
kindred risks;

b) Lighting;
C) Explosion not occasioned by or happening throagi of the
perils specified in (ii) above;

Explosion of boilers used for domestic purposey;onl

Explosion in a building not being part of any gasrkv, of gas used for
domestic purposes or used for lighting or heativgghiuilding.

Also, the following known as special perils mayaagled on payment of
additional premium, hence the name, Fire and Speeidls:

1. Perils of a chemical nature — explosion, spadas combustion;

2. Social (or, more correctly, anti-socigherils — riot, civil
commotion, strikers, taking part in labour disturba or
malicious persons acting on behalf of or in conieactvith any
political organization and malicious damage (unemted with
political organization);

3. Perils of nature — storm and tempest, floodhddo, earthquake,
subterranean fire, subsidence

4. Mechanical (or miscellaneous) perils — aircraft other aerial
devices or articles dropped thereof. Busting orribewing of
water tanks, pipes or apparatus. Impact by roadcles) horses
or cattle sprinkler leakage.

Incidental Fire Losses
Sometimes, property is not burned but loss regaate@ fire loss is

sustained as a direct consequence of a fire in fiilwing
circumstances:

12
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Property damaged by water or other extinguishingnesyused for
extinguishing purposes;

Damage done by the Fire Brigade in execution ofliises e.g. in
gaining access to a fire;

Property blown up to prevent a fire from spreading;

Damage caused by falling walls or parts of a baddn which a fire
takes place;

Damage by smoke and scorching;

Loss or damage to property removed from a burnuntyglimg caused
by rain, theft or damage during removal provideat tine articles are
justifiably removal mitigate a loss.

Fire insurance could be effected on the followisgeds:

Building and contents

Office, furniture, fixtures and fittings;

Plant, machinery, equipment and spare parts;

Trade including raw materials, work-in-prograssl finished
goods etc.

PonhpRE

3.1.3 Burglary Insurance

In insurance, burglary or theft is defined as thettolving entry to or
exit from the premises by forcible and violent meafhis does not
include entry to the premises by a key, by a toeckoy hiding in the
premises whilst open for business (unless the gubtequently makes
his exist by forcible and violet means).

The intention of insurers in a burglary pgliis to cover theft of
property resulting from the breaking down of therises.

The object of a Burglary Insurance Policy is toneurse an insured for
losses and damages sustained through burglanheftd t

The word “theft” is usually used for business prassi while burglary

and house breaking are used for private dwellingses though all these
words virtually have the same meaning.

13
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The bases of Burglary Insurance are:

Fill Value Basis — Under this basis the sum insured on each item is
equal to its exact value at risk. In the eventost| if the sum insured is
less than the value at risk, what is known as “Agef will be applied.
This means that the insured will bear a ratablgqnon of the loss in
the event of under-insurance.

First Loss Policy —Under the first loss policy basis the sum insused
deliberately limited to a sum lower than the fudllve of the property
with the insurer’s consent. Losses up to this amenally paid without
application of Average in the normal way. It is alty taken by an
insured who feels that the loss he may suffer cafmveomore than a
percentage of the value at risk.

In assessing this type of risk the following fastavill be taken into
consideration:

Location of the premises containing the goods — &xample a
building on Victoria Island (an exclusive area iagos, preferred by
the elite) is adjusted to be better risk than andjegunle or Mushin
or Amukoko (areas also in Lagos, regardedslasns by many

people).

Security — The type of security systems employetiiwiand around
the building is an important factor.

Nature of goods stored — The degree of attractsemd the goods
stored matters. For example, jewelry and electsorace more
susceptible to theft than items such as deep fregieniture etc.

3.1.4 Money Insurance

In insurance, the definition of “money” is much wrdthan most people
expected and includes such things as “cash, cuyrneoies, bank notes,
bonds, bills of exchange, stamps (not forming pad stamp collection,
trading stamps, luncheon vouchers etc.) in otherdsjoitems whose
negotiability gives them as currency.

Money is property and is at risk from botine and theft, it is
particularly attractive to thieves having all thigributes that the thief
likes, such as — high value, small bulk, easydogport, easy to dispose
of , difficult to trace available in both the fiemd theft policies. Money
is at risk anywhere and particularly so when imsra
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The scope of cover under the money policy is ndgmaai an “all risks”
basis and covers loss of money through theft, divd other causes not
specifically excluded whilst

a) In transit;

b) On the insured’s business premises and safe;
C) On bank night safe;

d) In the custody of specified employees;

e) Damage to safe.

A limit premium is imposed for any transit, anduarsinsured applies to
money in safe, on the insured’s premises and itodysof employees.

3.1.5 Goods-in -Transit Insurance

Goods-in-Transit is meant to compensate the instmebbss or damage
sustained while his goods are in transit .The saajpeover is “ALL
RISKS” of loss or damage whilst the goods are angit on land or
water anywhere in Nigeria and also whilstnperarily housed in a
locked building during the course of transit.

Cover can be provided under two schemes:

a) Single Transit Basis— Where the policy termiga&s soon as
each transit is completed.

b) Annual Policy Basis—Under this basis the insuiedrovided
with automatic cover for all his sending for theagelt is
renewable yearly.

Under the single transit policy, the limit of cage is the value of goods
at risk and in the case of Annual policy, a limérarriage is fixed at
the inception of the policy.

3.1.6 Marine Insurance

Marine Insurance is the insurance of ships, creagsengers and cargoes
exposed to maritime perils. In the case of cargondludes the land
transit at each and of the voyage.

People exposed to risks associated with the moveeafierargo by sea or
air and also those interested in the ownership @ndrol of vessels
usually take out marine cargo insurance or maruié dnd Machinery
insurance cover as necessatry.
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Insurance polices available in marine insuranceaar®llows:
a) Cargo Insurance

In Nigeria, Section 67(1) makes it illegal for imErs to buy goods on
a Cost, insurance and Freight (CIF) basis. Ther@gtires all imports
to be insured in Nigeria Insurance Market.

What risks are insured—Perils covered are containethe institute’s
clauses. The principal sets of clauses i itstitute cargo clauses
consist of the three clauses, the institute calgases A, B and C.

I. Institute Cargo Clauses “C”
The “C” clauses are designed to provide major cayeythat is:

Fire or explosion losses.

Vessel or craft being stranded, grounded, sunlapsized.

Over turning or derailment of hand conveyance veitty external
object, other than water.

Discharge of cargo at port of distress

Jettison and general average

General average sacrifice.

. Institute Cargo Clauses ‘B’

The institute cargo clauses ‘B’ is suitable forgmrwhich is not liable
to minor damage, or is of low value. The goodsiasared for a limited
number of specified perils as listed under stsu‘C’ including the
following perils:

Washing over board;

Entry of sea, lake or river into vesselafgr hold conveyance
container, life-van or place of storage;

Total loss of any package, lost over board, or pedpduring loading
or unloading;

Loss or damage reasonably attributable tdhgaake, volcanic
eruption or lighting.

ii. Institute Cargo Clauses ‘A’

The institute cargo clauses ‘A’ provides the widestn of cover of the
three clauses being against “ALL RISKS” of lossoofdamage to the
subject matter insured, but shall in no case bendddo extend to cover
loss, damage or expenses proximately causedrbinherent vie or
nature of the subject matter.
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Similarly, cover is available under the institutergo clauses (air) for
goods sent by air excluding sending by post.

Duration of Cover

Under each of the types of cover stated aboventh@ance as provided
by the respective “conditions” remains operativalsttthe consignment
Is in transit from:

Manufacturer’s or exporter’'s warehouse to the pbtbading;
Voyage i.e. port of loading to destination port;
Destination port to warehouse of the importer.

Unless cover is agreed to be otherwise restriateany way, in which
case this must have been agreed prior to the cooenent of the
insurance.

Sets of conditions/clauses contained duration liofit 60days after
completion of discharge over side of the dgpdnsured from the
overseas vessel (30 days in the case of air fe=igb&irgo) at the final
port of discharge, whichever shall first occur.

If after discharge of the cargo at the final pdrdscharge, but prior to
termination of the insurance, the goods are to @mevdrded to a
destination other than that to which they are iedwnder the cover, the
insurance whilst remaining subject to terminatiennaentioned above,
shall not extend beyond the commencement trahsit to such
destination.

The insurance shall further remain in force durohglay beyond the
control of the assured, such as destination, fodischarge,
transshipment and during any variation of the atluenarising from the
exercise of a liberty granted to ship ownerscbatterers under the
contract of a frightens.

Generally under the Marine Cargo Insurance, thewsa¢hiness of the
vessel as between the assured and underwritedmgted and in the
event of loss the assured’s right of recovery urttlerinsurance shall
not be prejudicial by the fact that the loss mayehbeen attributable to
the wrongful act or misconduct of the ship ownerstleir servants,
committed without the privities of the assured.
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a. General Exclusions

The following specified exclusions are containedthe three sets of
clauses:

Willful misconduct of the assured

Ordinary leakage

Ordinary loss in weight or volume

Ordinary wear and tear

Improper packaging

Inherent vice or nature of the subject matter iadur

Insolvency or financial default of carriers

Deliberate damage or destruction by the wrongftloh@ny person
(clauses ‘B’ and ‘C’ only)

Use of nuclear (and similar) weapons

b. Marine Hull Insurance

Hull insurance refers to the insurance cover orselfss fishing trawlers,
motor boats and other outboard engines. Coveruallysn three parts.

Hull and machinery
Voyage risks
Protection and indemnity (P & I) cover

Cover can be extended to include the following toldal risks:

Dropping off and falling overboard of outboard nmoto
Racing risk, trailer and transit

The insurance company usually requires detaileormmétion about the
proposal and the vessel i.e. its engine, use ady. bo

3.1.7 Workmen’s Compensation Insurance

The workmen’s compensation insurance protects graptafrom claims
for damage brought against them by the employeddalily injury or
illness arising out of and in the course of empleyin The Workmen'’s
Compensation Act of 1987 made employers liableap @mpensation
for death or injury suffered by any employee whitdt work. All
employees are protected by the Act including paretand causal
workers.
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The levels of compensation required by the Act are:

a) In case of injury resulting in death _ _ _ theployee’s 42
months earnings;

b) Injury resulting in permanent disability _ 4 Bonths earnings

C) Injury resulting in temporary total disability -Basic

salary/wages as follows:

First 6 months - - - - - - ------ 100% of asalary
Next 3 months - - - - -------- 50% of basialary
Next 15 months - - - -------- 25% of basalary
d) Medical expenses _ _ Any reasonable expensesrad within

or (with approval) outside Nigeria.

The Act defines earning to include basic salaryegagfood, fuel
overtime if regular and other special remuneratn@muding bonus.

In  Nigeria, the workmen’'s compensation insuranceovigies
compensation as stated above except the oversedisain&eatment
expenses which can be added on payment of addipogaium.

3.1.8 Fidelity Guarantee Insurance

Fidelity Guarantee or Suretyship Insurance was sgeliin the “who

held position of responsibility” in commerce, intlysor government

where people were often required to name somea@eeveho could act
as their guarantor. This guarantor undertook toang#od any money
misappropriated through the dishonest actions o #Hupposedly
responsible person. At that time not every honeah roould find a

surety, because of the obvious hazards of thewigiom. Consequently
in 1840, the Guarantee Society was formed to peositth guarantee by
means of insurance, soon to be followed1845 by the British

Guarantee Society (of Edinburgh).

Scope of Cover

The modern Fidelity Guarantee Insurance coversmaplayer against
the financial consequences of dishonest acts bylogmags involving
cash or stock discovered during the discovery peisuch losses do not
normally come to light until after the employee kefs the organization.

Therefore, there is a discovery period allowedhm policy. This period
is between 12 to 24 months. Consequently, losseodered within the
stated period after cessation of the employee'sicerwith the
organization will be met.
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Substantiating Fidelity Guarantee claim requires tise of auditors,
therefore, the policy extends to include auditorsst.

Type of Cover
There are three methods of effecting the Fideli@ntee Policy.

1. Name Basis— In this case the names of the employees and the
amount guaranteed for each person are stated. Ufremi charged
on the aggregate sum guaranteed.

2. Position Basis— This is where the positions or official desigoas
are used instead of names. The premium is alsogetiaon the
aggregate sum guaranteed.

3. Blanket Basis— Under this method, employees are categorized into
various categories or by simply stating “ALL EMPLEES” on the
organization’s payroll. The sum guaranteed per IesBxed with
another limit of guarantee of lost per year.

The premium is based on a percentage of yibarly limit with

sometimes a fixed amount per person covered bypthiey. Blanket

basis is used where the employees’ business is agtdblished and
conducted on sound lines with at least twenty stafefully recruited
after proper enquires, remunerated mainly by wageslary and not by
commission and not frequently changed.

3.1.9 Public Liability

In any business there is always the risét tthe activities of the
employer or his employee will give rise &m action against the
employer for damages for personal injury to thiedties or for damage
to third parties property. The Public Liability bmance protects the
insured against any legal liability incurred forddg injury to third
parties or damage to their property. It is avadail both businesses and
individuals.

3.1.10 Products Liability

Products Liability Insurance covers the insuredirsgdiabilities arising
out of any injuries to third parties (or damagedheir property) caused
by goods supplied, sold, tested, serviced or reddy the insured.

3.1.11 Professional Indemnity Insurance
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Professional Indemnity Insurance is intended totgmto professional

people, such as layers, insurance brokers, doctacgpuntants,

surveyors, consulting engineers or architects agaany liabilities

incurred as a result of their negligence, advicelients or carelessness
in carrying out their instructions.

However, for a claim to succeed under professiord#@mnity insurance
the claimant must show that the insured failedxi&r@se the reasonable
skill and care that could be expected from a membars profession.

3.1.12 Engineering Insurance

Engineering Insurance originated in the middlethe 19 century

during the Industrial Revolution in Britain. At thaime, lack of

operational control, inadequate maintenance andymlesrors resulted
in property damage and loss of life from explosminsteam boilers.
Consequently, inspection was made compulsory towage care and
safety in the use of plant and machinery.

The first engineering insurance company developed of an
association of steam users for safety in the usteaim power. The aim
was to provide boiler explosion insurance on besilerspected and to
increase profit from inspection services.

However, engineering covers have been extendedverdarger and
more complex machinery and equipment.

Types of Engineering Insurance
The common types of engineering insurance policieside:

)] Contractors All Risks

i) Erection All Risks

iii)  Machinery Breakdown

Iv)  Boiler and Pressure Vessel
V) Electronic Equipment

vi)  Plant All Risks

Contractors All Risks (CAR)
This type of insurance can be taken up for all dind and civil
engineering projects, such as residential and effigildings, hospitals,

schools, stadiums, factories, roads/bridges, dammsels, water supply
systems, etc.
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The purpose is to offer comprehensive and adedungtecial protection
against loss or damage in respect of:

a) The contract work

b) Construction plant and equipment/machinery

C) Third parties’ liabilities for bodily injury odamage to property
arising in connection with the execution of the tcact.

Scope of Cover

The cover is an “ALL RISKS” against all sudden andoreseen loss or
damage occurring to the property during the peobdhsurance. Any
risk not specifically excluded is covered. Commauses of losses
indemnifiable are:

Fire, lighting, explosion Flood,

inundation, earthquake

Theft/burglary, bad workmanship

Lack of skill, negligence, malicious acts or hunearor.

The period of cover is the construction period plbhe maintenance
period.

Erection All Risks (EAR)

This is basically the same as CAR but with erectonnstallation of
mechanical or electrician plants. Items usuallyszed under EAR are:

Generators, steam boilers, compressors, transferued switch gas,
elevators and cranes. Also included are complaidyamtion plants such
as, power stations, steel works, chemical plantgep and textile
machinery, furnaces or plants producing consumedgahat are being
erected. Civil engineering work necessary for thgqet to be erected
may be included but this should not be more th& 50 the total value
of the contract.

The scope of cover and period of cover are the sasni@ contractors
“ALL RISKS” (CAR)

Machinery Breakdown Insurance
Machinery Breakdown Insurance covers plant, machinend

mechanical equipment at work, at rest or duringnteaiance operations.
It is a material damage policy which covers acddebreakdown to
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mechanical, lifting and electrical machinery. Itas accident insurance
on machinery.

Scope of cover

The scope of cover is against unforeseen and syglagsical loss of or
damage to the insured items. Common causes fordostamage to
machinery are faulty design, human failure, shorcutt and other
electrical causes and shortage of water in boilers.

Boiler and Pressure Vessel (BP)

This is a combined material damage and third pleabylity policy that
covers;

Material damage to the insured boiler

Surrounding property

Liability to the public for personal injuriesr property damage
arising out of the explosion of the boiler.

The boiler must of necessity be satisfactorily apd before cover can
be granted.

Items usually covered under Boiler and Pressurs&lege:

Steam boilers, economizers, super heaters
Steam/feed pipes, steam pressure vessels

Air receivers, auto claves, hot water heating bsile
Steam ovens and presses, piping and radiators.

Scope of Cover

Basically, the risks of explosion or collapse dre tovers available. It is
not an “ALL RISKS” policy but a name policy. It cexs explosion or
collapse of the insured boiler or vessel such as:

Damage to the insured item itself

Other property of the insured

Damage to property belonging to third party for eththe insured is
liable

Liability to third party for personal injuries.

Electronic Equipment
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Electronic Equipment Insurance is a material damagd. RISKS”
policy specifically covering all types of electrorequipment such as:

Computer installations and data media
Telecommunications, medical, security and processral etc.

It also includes additional cost of working for tiomation of operation
after loss.

Scope of Cover

It is an “accident” insurance on “ALL RISKS” bast®vering losses
which arise suddenly and unforeseeable, amdenmlly affects the
subject matter insured.

Plant All Risks

Plant All Risks Insurance is designed fomtcactors’ plants and
machinery on an annual basis. It covers:

Construction equipment

Heavy mobile plant against any loss or damage feowy cause
whatsoever occurring at work, at rest, during nsahce
operations, in transit by road, rail or inland waiays.

Items could be moveable and non-moveable plantiwimay include —
bulldozers, scrappers, cranes, hoists etc.

Scope of Cover

The policy covers the insured construction equipnagr plant against
unforeseen or accidental damage from a numbeskd which include:

Innocent operation, negligent or malicious actemployees
Burglary and theft

Collision, overturning and derailment

Forces of nature such as storm, flood, laedsearthquake and
volcanic eruption.

SELF ASSESSMENT EXERCISE

1. What are the alternative forms of Motor Vehicleurance?

2. Motor Insurance was first made compulsory ine¥ig in what
year?

3. What is covered by the Standard Fire Insuraodey?®
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B

Some incidental fire losses are regarded asds® Mention five
such losses.

What is full value basis and first loss policy?

What is the scope of cover under money insurpntiey?

What is marine cargo insurance and Marine Haiitance?
What cover does Public Liability Insurance pda74

List the classes of insurance known as Engingédnisurance.

©ONOO

4.0 CONCLUSION

In our business activities or private activitiex are often faced with
various kinds of losses, which depend on the natdréhe activities.
Losses usually faced by man include;
Property losses — Physical property or assetscinatl be changed,
lost or stolen, burn, static assets, such as Imggdiand machinery
and movable assets like vehicles, stock and ships.

Liability losses such as legal liability for incioks involving injury
to third parties or damage to their property.

Personnel losses arising from the injury or deathemployees.

Pecuniary losses which may result from thefts audis perpetrated
by employees.

The various insurance covers discussed earlieruaesl to provide
compensation for losses mentioned above.

5.0 SUMMARY

Insurance was developed to support trade and meanufay activities.
Marine insurance was developed by the great seaingftraders. The
enlisted record of an insurance policy relates eaitérranean voyage in
1347 AD.

The industrial revolution with its growth in manafaring enterprises
created the need for property insurance while pgiyaoperty insurance
was included by the Great Fire of London in 1666.

Common classes of insurance nowadays include:

Motor insurance — motor insurance was first madepmdsory in Britain
in 1930 through an Act known as Road Traffic AcBQA9A similar Act
was enacted in Nigeria in 1945 and was known asoMbisurance
(third Party) Act 1945.

The scope of Motor Insurance cover includes:
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Road Traffic Act. This is no longer granted in Nige Third party only,
Third Party Fire and Theft and Comprehensive.

Fire and Special Peril Insurance

The object of fire insurance is to compensate pdiiclders against any
loss or damage to insured property which is cauBexttly by fire or
lighting.

The basic fire insurance policy covers: Fire, lightand explosion of
domestic boilers, explosion of gas used for dorogstirposes or used
for lightning or heating the building.

Special perils are, other explosions, spontaneouasbastion, storm and
typhoon, flood, tornado, earthquake, subterraneas fSubsidence,
aircraft or other genial devices or articles drapptere form, bursting
or overflowing of water tanks, pipes or apparatmg,road vehicles,
horses or cattle, sprinkler leakage riot, striked @vil commotion.

Burglary

The object of a business policy is to compensateiarburse an insured
for losses and damages sustained through businesthaft. Burglary
insurance can be on “full value basis or on atfwss” basis.

Money Insurance

Cover under money policy is normally on an “ALL RIS’ basis and
refers to money:

In transit

With the insured’s business bankers
In safe and

In the custody of employees.

The object is to pay compensation to the insuredosses not excluded
in the policy.

Goods-in-Transit Insurance is meant to compens$etansured for loss
or damage sustained while his goods are in transit.

Marine Cargo of Hall Insurance is the insurance sbips, crew,
passengers and cargoes exposed to marine perils.
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Workmen’s compensation insurance policy passes eosgtion.
Resulting from building insure or illness or deathemployees arising
out of and in the course of employment.

Fidelity Guarantee Insurance covers employagainst the financial
consequences of dishonest acts by employees imgobash or stock.

Public liability Insurance compensates the inswagdinst legal liability
incurred for bodily injury to the third parties damage to third parties’
property, while product liability covers the insdragainst liabilities
arising out of any injuries to third parties or dagas to their property as
a result of goods supplied, sold, tested, sedvior repaired by the
insured.

Engineering Insurance includes the following:

Contractors at risks, erection all risks machinemyakdown, boiler and
pressure vessels, electronic equipment and planskd insurance.

6.0 TUTOR-MARKED ASSIGNMENT

1. What is Special Perils Insurance? List five spefils.
2. Briefly outline the cover provided by the following

(@) Comprehensive Motor Insurance

(b)  Plant All Risks Insurance
(c) Goods-in-Transit Insurance
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1.0 INTRODUCTION

Until recently, the term “assurance” was used wiedarring to the life
sector of insurance. The terms “life insurance” dlif@ insured” are
now commonly used.

Life insurance or life assuranceis a contract between the policy owner
and the insurer, where the insurer agrees to pstyma of money upon
the occurrence of the insured's death. In reture, golicy owner (or
policy payor) agrees to pay a stipulated amounedah premium at
regular intervals.

As with most insurance polices, life assurance gsraract between the
insurerand thepolicy owner (policyholdenvhereby a benefit is paid to
the designated beneficiary (or beneficiaries) ifimsured evenbccurs
which is coveredby the policy. To be a life policy thesured event
must be based upon life (or lives) of the peoplaein the policy.
Insured eventthat may be covered include:

a) death,

b) diagnosis of a terminal illness
c) diagnosis of a critical illness
d) disability due to ill health

e) permanent disability

f) accidental death

g) requirement for long term care

There are four basic life assurance contratlese are stated and

explained below.
2.0 OBJECTIVE
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At the end of this unit you should be able to naafietypes of life
assurance contracts, their uses and benefits.

3.0 MAIN CONTENT
3.1 Types of Contracts in Life Assurance

3.1.1 Term Assurance

In this type of contract, a fixed term of yearsdiscided upon at the
outset. The benefit i.e. sum assured is only payhlgeath should occur
during the chosen term. Nothing is payable if ifeedssured survives to
the end of the term. The premiums for this conteaetlow because the
majority of term assurance contracts do not resylayment.

Uses — Term Assurance policies are used to cowardoa a person’s
life when the consequences of an early deathldvbe particularly
serves, for example:

When a young family is growing up
When a house mortgage or other loan is being repaid
When an income for dependents may be required.

These requirements give rise to variations in theids for assurance
contract; for example, when a loan or mortgage emd repaid a
“decreasing term assurance” may be used. In dengesesm assurance,
the sum assured payable decreases each year sb ithagual to the
amount of loan outstanding at any given time dutiregterm.

Also, a decreasing term assurance may be used waheincome is
required on the death of a breadwinner.

SELF ASSESSMENT EXERCISE 1

Explain term assurance in an assurance policy.
3.1.2 Whole Life Assurance

There are several types of whole life insuranceicjgd. The six
traditional forms: non-participating (aka "non par‘participating,
indeterminate premium, economic, limited pay, aimgjle premium. It
should be noted that there are as many types ofanse policies as can
be written in their contracts while staying withire law's guidelines.

29



ENT 121 PRINCIPLES AND PRACTICE OF INSURANCE

1. Non-Participating Policy

Under this policy, all values related to the poli{ceath benefits, cash
surrender values, premiums) are usually determatgablicy issue, for
the life of the contract, and usually cannot berelt after issue.

This means that the insurance company assumesiskllof future
performance versus the actuaries' estimates. l@rdutclaims are
underestimated, the insurance company makes ugiffeeence. On the
other hand, if the actuaries' estimates on futeagtdclaims are high, the
insurance company will retain the difference.

2. Participating Policy

In a participating policy(also par in the, and known as with-profits
policy), the insurance company shares the excestsp variously
called dividendsor refundsor bonug with the policyholder. In this
policy, the greater the success of the companyfenneance, the greater
the dividend. For anutual life insurancecompany, participation also
implies a degree of ownership of the mutuality.

3. Indeterminate Premium

It is similar to the non-participating policy, extehat the premium may
vary year to year. However, the premium wikkver exceed the
maximum premium guaranteed in the policy.

4. Economic Policy

It is a blending of participating artérm life insurancewherein a
portion of the dividends is used to purchase aulubili term insurance.
This can generally yield a higher death benefita atost to long term
cash value. In some policy years the dividermay be below
projections, causing the death benefit in thosesyadecrease.

5. Limited Pay

It is similar to a participating policy, but insttaof paying annual

premiums for life, they are only due for a certairmber of years, such
as 20. The policy may also be set up to be fulig pg@ at a certain age,
such as 65 or 80. The policy itself continues fa life of the insured.
These policies would typically cost more up frositjce the insurance
company needs to build up sufficient cash valuéiwithe policy during

the payment years to fund the policy for the remernof the insured's
life.
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6. Single Premium

It is a form of limited pay, where the pagriod is a single large
payment up front. These policies typically havesfdaring early policy
years should the policyholder cash it in.

7. Interest Sensitive

This type is fairly new, and is also known as aithgcess interesbr
current assumptionvhole life. The policies are a mixture of traditadn
whole life anduniversal life Instead of using dividends to augment
guaranteed cash valumcumulation, the interest on the policy's cash
value varies with current market conditions. Likéwole life, death
benefit remains constant for life. Like universd#e, the premium
payment might vary, but not above the maximum puamguaranteed
within the policy.

In a whole life assurance contract, there is nediterm. Premiums are

paid up to the date of death, when the sum asdueedmes payable.

The premiums charged are higher than fomterssurance because
claims would definitely be made on the policy.

Whole life assurance is used as a means of obgpinglatively
inexpensive cover and to cover the event of eadathl over lengthy
periods.

SELF ASSESSMENT EXERCISE 2
Identify and explain the various types of whole lfssurance policy.
3.1.3 Endowment Assurance

An endowment policyis a life assurancecontract designed to pay a
lump sum after a specified term (on its “maturitgi) on earlier death.

Typical maturities are ten, fifteen or twenty yeaws to a certain age

limit. Some policies also pay out in the case dfaal illness.

Endowment assurance has a fixed term of years eldaigpon at the
outset. The benefit under the policy is payableezibn death during the
chosen term or at the end of the term if the Idsused survives until
then.

Endowments can be cashed in early (or “surrendgraad the holder

then receives the surrender value which is detexthloy the insurance
company depending on how long the policy has beaning and how
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much has been paid in to it. During adverse investnconditions, the
encashment value or surrender value may be redhged “Market
Value Adjuster” to allow for the need to cash intsirat a time when
investment conditions are not ideal. This means tthe investor would
receive the surrender value less the market valjusster.

Various types of endowment policy are as outlined explained below:

1. Traditional With Profits Endowments

There is an amount guaranteed to be paid out cdlledum assured
and this can be increased on the basisne#stment performance
through the addition of periodic (for example arihtnuses. Regular
bonuses (sometimes referred to asversionary bonuse} are
guaranteed at maturity and a further non-guaraneadis may be paid
at the end known astarminal bonus

2. Unit-linked Endowment

Unit-linked endowments are investments where tleenprm is invested
in units of a unitized insurance fund. Units areashed to cover the
cost of the life assurance. Policyholders can oftleoose which funds
their premiums are invested in and in what propatrtiUnit prices are
published on a regular basis and the encashmeme \adlthe policy is
the current value of the units. This is the simipteginition.

3. Full Endowments

A full endowment is a with-profits endowment whete basic sum
assured is equal to the death benefit at startobi€ypand, assuming
growth the final payout would be much higher thiag $um assured

4. Low Cost Endowment (LCE)

A low cost endowment is a combination of an endonimehere an

estimated future growth rate will meet a target antand a decreasing
life insurance element to ensure that the targeiusainwill be paid out

as a minimum if death occurs (or a critical illnassdiagnosed if

included).

The main purpose of a low cost endowment has beeerndowment
mortgagedo pay off interest only mortgage at maturity orliea death
in favour of full endowment with the required premm would be much
higher.
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5. Traded Endowments

Traded endowment policies (TEPs) or second handvemént policies
(SHEPSs) are traditional with-profits endowmentst thave been sold to
a new owner part way through their term. The TERketaenables
buyers (investors) to buy unwanted endowment pasdi¢or more than
the surrender value offered by the insurance comphivestors will
pay more than the surrender value because theygw greater value if
it is kept in force than if it is terminated early.

When apolicy is sold all beneficial rights on the policy are transéetr
to the new owner. The new owner takes on respditgilbor future

premium payments and collects the maturity valueerwithe policy
matures or the death benefit when the original kEesured dies.
Policyholders who sell their policies, no longemégit from the life

cover and should consider whether to take outradtere cover.

The TEP market deals exclusively with traditionalhwprofits policies.
The easiest way of determining whether an endowipelnty is in this
category is to check to see whether it mentionsspumdicating it is a
unitized with profits or unit linked policy, if barses are in sterling and
there is no mention of units then it is probablyaalitional with profits.
The other types of policies - “Unit Linked” and “itized With Profits”
have a performance factor which is dependent dyrech current
investment market conditions. These are not tradablthe guarantees
on the policy are much lower and there is no gawéen the surrender
value and the market value.

6. Modified Endowments

Modified endowments were created in response to glesin
premium life (endowments) being used as $elters. They are
contracts with fewer than 7-level annual premiuars] are subject to
more stringent tax regulations. They are also stlje annuity rules
(such as penalties for pre-death proceeds befgee 58v2). If a life
insurance policy is changed and then fits the s@agnrules, it may
then be redefined as a modified endowment.

SELF ASSESSMENT EXERCISE 3

Identify and explain the various types of endownasgurance policy.

3.1.4 Annuities
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An annuity is a financial contract written by arsumance company that
provides for a series of guaranteed payments,refiitihe specific period
of time or for the lifetime of one or more indivigls. Although an

annuity is essentially a life insurance producteréh are important
differences between the two. For example, underténms of a life

insurance policy the insurer will generally makegayment upon the
death of the insured. Under the terms of an annuditwever, the

insurance company makes its payments during treginié of the

individual. In addition, unless the annuity contraspecifies a

beneficiary, most annuity payments cease ufium death of the
recipient.

Investors purchase annuities for many reasonsmitst common being
the tax deferral of earnings and the guaeamf a lifelong annual
income. Annuities have become much more dcita investment
options for retirement savings in recent yearssHais been due in large
part to innovation within the industry, as pders have introduced
reasonably priced products with greater flexibjliag well as a variety
of investment options.

The key benefits of annuities include the following

Earnings grow tax-deferred until withdrawal.

Annuity holders receive a specified amount of ahim@ome during
retirement.

Investors are allowed to switch between investmantieir annuity
tax-free.

Investors can contribute as much as they want gutine
accumulation phase of an annuity.

There are two basic types of annuities: Immediatel ®eferred.

Immediate annuities are usually purchasedretitement age, with
benefits that begin immediately (within one yeapofchase).

Deferred annuities offer benefit payments that begisome future date.
Interest usually accrues on a tax-deferred badiseimterim.

Annuities are also classified as either “Qualifieal” “Non-Qualified”
based on the type of funds that an investor usgsitchase the annuity
contract (or to contribute to it).

Qualified annuities are annuities that anester funds with either
pre-tax funds or tax-deductible contributions.

Non-qualified annuities are those contracts fundih after-tax funds.
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Annuities may also be Fixed or Variable

A fixed annuity is a personal retirement accountvimich the earnings
are based on a fixed rate set by the insurance aoynp-ixed annuities
are susceptible to inflation risk due to the faetithere is no adjustment
provided for runaway inflation.

A variable annuity is a personal retirement accoumtwhich the
investment grows tax-deferred until the investareisdy to withdraw the
assets. Unlike an IRA, there are no restrictionstite amount of the
annual investment. In addition, variable annuibéer the potential for
greater returns and the opportunity for the invegiomake his/her own
decisions regarding how the assets are investeath&n important
feature of the variable annuity is the family podten, or death benefit
that often comes along with such contracts. Thergutees that, should
the investor die during the accumulation phasehefvariable annuity,
the account owner’s beneficiary will receive atskethe amount of the
investor’'s contributions minus withdrawals, or th&rent market value
of the account.

An annuity is designed to provide a regular incamnevhat is known as
pension from a fixed date i.e. on retirement uthi@ policyholder dies.
Premiums are paid for a number of years beforeitbeme payments
start. This is known as deterred annuity or ongdasingle premium is
paid and the income payments start immediatelys Tiki known as
immediate annuity.

The Pension Reform Act 2004 requires retireesuse part of their
retirement benefit to purchase immediate annuitiesh any approved
life assurance company. One important thing in @msupolices is that
the amount of each payment is guaranteed.

4.0 CONCLUSION

We have explained classes of life insurapodicy such as term
assurance policy, whole life assurance, endowmesurance and
annuities.

5.0 SUMMARY

Life insurance or life assuranceis a contract between the policy owner
and the insurer, where the insurer agrees to psynaof money upon
the occurrence of the insured's death. In reture, golicy owner (or
policy payor) agrees to pay a stipulated amouniedah premium at
regular intervals.
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As with most insurance polices, life assurance @®mract between the
insurerand thepolicy owner (policyholdernyvhereby a benefit is paid to
the designated Beneficiary (or Beneficiaries) ifiasured evenbccurs
which is coveredby the policy. To be a life policy thmsured event
must be based upon life (or lives) of the peopla@&a the policy.

Insured eventshat may be covered include: death, diagnosis of a
terminal illness, diagnosis ofaitical illness disability due to ill health,
permanent disability, accident and death, amongrsth

6.0 TUTOR-MARKED ASSIGNMENT

Identify and explain the various types of whole lfssurance policy.

7.0 REFERENCES/FURTHER READINGS
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1.0 INTRODUCTION

An insurance contract is an agreement between surance company
and the individual effecting the insurance covarctsan individual is
referred to as the insured.

An insurance contract falls under the gendmahding of simple
contracts. Hence, it is a “legally binding agreethemade between two
or more parties, by which rights are acquired bg on more to act or
forbearances on the part of the other parties.

Generally persons who effect insurance do it eitecause they are

legally required to do so or they cannot accomneddite risks
themselves or both.

2.0 OBJECTIVES
At the end of this unit you should be able to:

explain the principle of contract as it relatesnsurance
define insurance contract and the rules applyingdorance.
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3.0 MAIN CONTENT
3.1 The Nature of Insurance Contracts
Insurance contracts must satisfy the requiremdrgsrple contracts.

These requirements are considered below.

3.1.1 Offer and Acceptance

An offer is a communication of the contract terimg one party to
another. Acceptance refers to the letter's agreéwofahose terms.

In motor insurance contract, the offer is madeh®y pproposer when he
completes a proposal form. The insurer accepts$ying a cover note.
However, where an insurer, imposes additional tetlmes the insurer
has made a counter offer which is assumed accéytéice proposer on
his agreement to pay the premium based on the erenst

3.1.2 Consideration

Consideration refers to the gain or benefit reatiby one party in

return for a promise or the performance of an dcamother. In an

insurance contract, the consideration consistshenane hand of the
insurer’'s promises to compensate the insurer foss, and on the other
hand of the premium payment by the insuned,the insurer. The
promise to make good any loss suffered by the @tbuis the

consideration of the insurer. However, while theured’'s consideration
is available at the beginning of the contract tfathe insurer shall be
available at some future date.

3.1.3 Legal Capacity of Parties

Certain categories of persons are not qualifie@rter into insurance
contracts. These include persons of unsound mamd minors.
Therefore contracts made by them may be set aside.

3.1.4 Consensus and Idea

This Latin expression means “in complete agreenoénmind”. With
respect to motor insurance, for instance, this iespithat both the

proposer and the underwriter must be falling alboetsame or and for a
particular scope of cover. Hence, if the pmser aims at using his
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vehicle for commercial purposes, the underwritestmot assume that
the vehicle is to be used for private and sociappses.

3.1.5 Legality

Contracts must not be illegal, that is, thase invalid if they are
forbidden by statute or are against what is casigolic policy.

3.1.6 No Mistakes

There must not be a mistake in making the conttaote or both of the
parties to a contract makes a mistake in the psoodsmaking the
agreement, the effect of such a mistake dependhemature of the
error. A mistake may make the contract invalid wehdénere is no
agreement over the contract.

3.1.7 No Misrepresentation or Fraud

A representation is a factual statement made bypamyy to the other
which is intended and succeeds in persuading thex @ enter into the
contract. If such a statement is false it is a epsgsentation. If
misrepresentation is fraudulent, the insured peaty:.

Carry on with the contract; or
He can claim damages if he has suffered a loss, and

He can either refuse to perform the agreénwnrescind the
contract.

SELF ASSESSMENT EXERCISE

1. What is a contract of insurance?

2. List four of the features essential to makg eontract legally
enforceable

3. What is a policy document

4.0 CONCLUSION

We have explained the principles of insurance eattithe definition of
insurance contract and the rules governing ins@aonatracts.

5.0 SUMMARY
A contract is an agreement between two or moraggaaihts which is
legally binding. A legally binding agreement betwethe buyer (the

insured) and the seller of insurance (the insuseraicontractor of
insurance).
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In a contract of insurance, the insurer and thergd must agree on
details such as the price, the effect and natu®weér and so on. These
terms are usually set out by the insurer in a desuroalled the policy.

Consideration consists of the insurer's pramgisto compensate the
insured for a loss and the insured paying theimguen.

All parties to a contract must have legalpacities to enter into
agreement and there must be an agreement of mind.

Also, the contract must not be illegal, it must éiano mistakes and no
misrepresentation or fraud.

6.0 TUTOR-MARKED ASSIGNMENT
1. Write short notes with examples on the following

a) Offer and acceptance in insurance contract
b) Consideration in insurance contract.

. Give the definition of the contract of insuranaéh examples.
3. “Consensus adldem”, is a Latin expression. Expllagnmeaning
with an example.

7.0 REFERENCES/FURTHER READINGS

Green,M & Trieschmann, J.S. (1978isk and Insurancé5"™ ed)
South Western Publishing Company.

Carter, D.L. (1973).Risk ManagementCambridge London: The
Bustunton Press.
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1.0 INTRODUCTION

The practice of insurance is guided by six basieggles in addition to
the basic contractual requirements discussed ih4Jni

These basic principles i.e. insurable interestmost good faith,
proximate cause, indemnity, subrogation and camiob were
established and later many of them have been ujityetde courts with
the strength of the law behind them, these priesiplave now become
the foundation stones of modern insurance practice

A person cannot gain an understanding of the m®adf insurance
without first understanding these basic princigesoctrines.

Therefore, starting from this unit, we shall deathwthe principles of
insurable interest, utmost good faith, proximatausea indemnity,
subrogation and contribution.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

explain in detail what insurable interest is
give examples of insurable interest
give the timing of insurable interest.
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3.0 MAIN CONTENT

3.1 Insurable Interest

The term “Insurable Interest” refers to financiak @ecuniary
involvement capable of being insured. Hence it ilates emotional
attachment to property. Therefore the owner of domecar may wish to
decorate and fancy it as much as he does his hbuatein practical
business setting the car should be valued no rhareits market value.

3.1.1 Insurable Interest Defined

Insurable interest can be simply defined as thallemght to insure
arising out of a financial relationship, recognizadlaw between the
insured and the subject matter of insurance.

A contract of insurance is only valid inwlaf the insured has an
insurable interest, that is, if he or she has allggecognized financial

relationship with the subject matter of the insemm@nd stands to lose
out if that subject matter is damaged.

There are three keys in the definition of insurabterest:

I A legal relationship: The insurable must be grared in law and
must be based on same legal relationship.

. Financial loss: The insured must suffer finatigi if the property,
liability or event involved is damaged from the ogence of the
insured event.

li.  There must be some property, rights,eiast, life, limb or
potential liability capable of being insurethd must be the
subject matter of insurance.

3.1.2 Subject Matter of the Insurance

The subject matter of insurance can be any forproperty or an event
that may result in a loss of a legal right or d@atbf a legal liability.

For example, under a fire and special perils polidye subject matter
can be buildings, machinery/plants, office furretffittings and stock-in-
trade.

Under a public, it is the insured’s legal liabilftyr injuring or damage to
property. For life assurance policy, it is the Ideing assured. In the
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case of marine insurance it can be the ship, trgoaar the ship owner’s
legal liability to third parties for injury or dargas.
3.1.3 Timing of Insurable Interest

In some types of insurance, insurable interest raystt at the time of
purchase of the policy and in others insurabler@sieneed not exist but
must exist at the time of loss.

The position is summarized below:

Table 5.1: The Need for an Insurable Interest tistEx

Type of Insurance At Date of Purchase| At Date of
Loss

Life Yes No

Land Yes Yes

Marine No Yes

Other(except goocs) | Yes Y es

Other(goocs) No Yes

The Marine Insurance Act 1906 Section6 statesttleatssured must be
interested in the subject matter insured at the tinthe loss though he
need not be interested when the insurance is etfedthis follows the
customs of maritime trading because cargo may chamagership while
in transit.

In life Assurance, insurable interest is requiretha inception. The case
of Dalby V. The India and London Life Assurance Gamy (1854) set
down the principle that the need only be valueth@ption and as there
IS no requirement for insurable interest at theetwhclaim.

For other insurances because they are contractdeimnity require the
insured to have suffered a loss before there lndlitig insurable interest
must exist at the time of loss.

The Gaming Act 1845 requires insurable interesinagption, since
contracts without it would be wagers. Before thist,At had been held
in property contract that there had to be insuratierest at inception
(Sadler’s Co. V. Badcock (1743)).

3.1.4 Examples of Insurable Interest
It is not only sufficient for you to be able to def the principle of
insurable interest but you must be able to undedsits application to

the everyday transaction of insurance. Therefore,will look at the
application of the principles of insurable interéstthree of the more
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common forms of insurance i.e. life assurance, gnypand liability
insurances.
I. Life Assurance

There is unlimited insurable interest in one’s ovi@ and as such one
can effect a policy for any sum assured. Howeusg, ¢ost of policy

limits a person’s ability to insure his or her olfe. Also, spouses have
an interest in each other’s lives. In this way wivan affect policies on
the lives of their husbands and vice versa.

A blood relationship does not automatically provadeinsurable interest
except in certain limited cases of industridé insurance not so
common nowadays.

A creditor has insurable interest on the life oflebtor but only to the
extent of the indebtedness. A surety on the lifdisfprincipal, in case
the latter should die and leave him liable fordebts.

Partners can insure each other’s lives up to thi bf the loss that they
would incur if any of them should die.

ii. Non-Life Insurance

The existence of insurance interest is less diffitn demonstrate on
non-life insurances, because it normally ariselseeibut of ownership
is. property insurance or out of legal liabilitiesurred to third parties.

In liability insurance, there is an unlimited inghle interest against
potential liability damages to third parties. Timéerests are determined
by precedent and by the courts and no maximum \@unebe placed on
them.

In property insurances, the insured has an inserabérest only to the
extent of his legally enforceable finaciinterest. It has been
established in law that the following are allowaibierests:

(@ An owner has an interest to the full extenthed ownership.
Husbands and wives have a full insurable interestaich other’s

property.

A part or joint owner has an interest in the fidlue of the property, not
just up to the extent of his ownership.

(b)  Executors and trustees have an interest iptbgerty for which
they have a legal responsibility.
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(c) A bailer can insure up to the value of the gobd holds.
(d) A mortgagee has an interest to the extentsfdan.

SELF ASSESSMENT EXERCISE

What is insurable interest?

What is the subject matter of the insurance?

When does insurable interest exist in life Aagae?
When does insurable interest exist in Marinernasce?

hopnPE

4.0 CONCLUSION

Insurable interest is the first principle of insuca. The contract of
insurance is only valid when there is an insuratierest. It is therefore
necessary for you to understand this principle fgefroceeding to the
other principles.

5.0 SUMMARY

Insurable interest is the legal right to ures out of a financial

relationship recognized at law between thsuned and the subject
matter of insurance. The subject matter of insugacan be property or
an event which might result in a loss of a legghtior the creation of a
legal liability.

In some classes of insurance, insurable interest st at the time of
purchase of the insurance and in othersrafde interest is not
necessary at the inception but must exist at the @f loss.

In Life Assurance, a person has unlimited insurafierest in his or her
life. Husband and wife also have insurable inteoaseéach other’s life.

In Non-Life Insurance, an owner of a property hasurable interest in
that property up to the extent of his legally enéable financial interest.
Also, husbands and wives have a full insurabler@stein each other’s

property.
6.0 TUTOR-MARKED ASSIGNMENT

1. A contract of insurance is only valid in lawtlife insured has an
insurable interest. Give examples of how insurahilerest can
arise in life assurance, in property insurance diadbility
insurances.

2. What is the subject matter of insurance?
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3. Give examples of
a) Fire and special perils insurance

b) Public liability insurance
C) Marine insurance

7.0 REFERENCES/FURTHER READINGS

Steele, John TElements of Insurancd0l1l. (C 1l NIGBUA) Cli
Journal.
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1.0 INTRODUCTION

In most commercial contracts, there is nadndor the parties to
disclose information not requested. The idea i$ peaple should make
the best bargain, while not actually misleadingheather. The legal
principle governing such contracts is callédveat Emptor (let the
buyer beware)

In common law the principle of caveat emptor islmale to the sale
of goods. Hence a car dealer is not obliged toatdduyer that the tyres
fixed to the new vehicle he wishes to buy are @ldw It is assumed that
the buyer should be able to see things for himszeklisk questions that
will help him discover everything a reasonable pershould know
about the vehicle before paying for it.

However, insurance contracts do not follow the a&bstated principles.
Insurance contracts are based on the pranaybl utmost good faith
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(uberrimae fide). This is because of the peculiar nature of instea
contracts.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

graph the principle of utmost good faith as it #®lto insurance
contracts
mention facts that must be disclosed and thosehwhéed not be
disclosed.

3.0 MAIN CONTENT

3.1 Utmost Good Faith

The doctrine of utmost good faith means that attips to the contract
are legally obliged to disclose all material infatnon. All facts and

circumstances that would affect the other’s williegs to enter into the
contract must be disclosed. The proposals mustodesdo insurers all
those facts which are material to the risk, likeyigisurers must not
withhold information which could lead a prospectimsured into a less
favorable contract.

3.1.1 Definition

Utmost good faithuberrimae fidel can be defined as a positive duty to
voluntarily disclose, accurately and fully, all faanaterials to the risk
being proposed, whether asked for them or not.

3.1.2 Material Fact

The Marine Insurance Act 1906 Section 18(2) statest every
circumstance is material which would influence tloelgment of a
prudent insurer in fixing the premium or determgiwhether he will
take the risk. Insurance contracts are thereforgracts of faith and
trust.

In Rozanes v. Bowen (1928), the judge said as titemwvriter knows
nothing and the man who comes to him to ask hinmsoire knows
everything, it is the duty of the assured to makKealladisclosure to the
underwriter without being asked, of all the matleciecumstances.

In commercial law of contract, when there is a spsesentation, the
injured party can avoid the contract only in vepgdafic circumstances.
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Most contracts cannot be avoided on grounds thafpanty was not told
something.

However, in insurance contracts different, insurbeve the right to

avoid a contract if they can prove either thateheas misrepresentation
of a material fact, that a material was involvedilmat there was non-
disclosure of a material fact.

3.1.3 Facts that must be Disclosed

Based on the definition of a material fact, a peusipe policyholder
must reveal anything that would affect thesuirer's judgment in
deciding whether or not to enter into the contrddte duty of the
policyholder to disclose all material facts exisegardless of any
guestions expressly asked on any proposal formefis used.

What is material varies from one insurance polecgmother. Some facts
are material in almost every insurance; for example

a. Any claims or losses under previous insurancéraocts

b. Any refusal of cover by another insurer, eveth#t cover was a
different type of insurance.

C. All facts relating to the character oteqrity of the insured,
such as previous criminal convictions

d. Full facts relating to and descriptions of thejsct matter of

the insuranceThe policyholder must disclose allemalt facts as
soon as negotiations for the contract begins arehrerges at renewal
date for those contracts subject to yearly renewal.

3.1.4 Facts which need not be Disclosed

Certain material facts need not be disclosed urdpssific enquiry is
made. These facts are:

a. Those which lessen the risk. For example, tk&lilation of a
sprinkler system to protect against fire

b. Those which the insurer already knows, or isytkzeto know.

This applies:

I To matters of common knowledge

ii. To knowledge of the law

iii.  To incomplete information already disclodsén some way or
form, into which the insurer should enquire moesely.

C. Those which are not known by the insured.
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4.0 CONCLUSION

Insurance contract is based on the principle ofdgfaith. Good faith
must be observed by the proposer and insurer. gtigs to the contract
are legally obliged to disclose all material infaton. The proposer is
in a better position to know everything; it is lois her duty to make a
full disclosure to the underwriter without beingked of the material
circumstances.

5.0 SUMMARY

Utmost good faithberrima fide) means that all parties to the contract
of insurance must disclose all material informatidviaterial facts
pertaining to the risk being proposed must be valuly disclosed, must
be accurate and full whether asked for or not.

In insurance contract, proven non-disclosure ofenat facts by the
policyholder can make the insurer avoid the comtrac

What is material differs from insured to insurewéver some facts
are material in almost every kind of insurance.sBacts are:

Claims and losses under previous insurance costract

Previous criminal convictions

Facts relating to and the descriptions of the sbjeatter of the
insurance.

Some facts need not be disclosed. These facts are:

Facts which lessen the risk

Facts of law — everybody is deemed to know the law
Facts which an insurer is deemed to know

Facts about which the insurer has been put on gnqui

6.0 TUTOR-MARKED ASSIGNMENT

1. Compare the principle of disclosure under coneméicontracts
with that of insurance contracts.

2. What do you understand by the doctrine of Utngostd faith as
it applies to the contract of insurance?

3. In the contract of insurance, material facts tmes disclosed.
Mentioned facts that must be disclosed and faekribed not be
disclosed.

4, When must material facts be disclosed?
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1.0 INTRODUCTION

In every insurance contract, the peril against Wwidgover is granted is
stated so that the intention of the parties isrttdanown.

There are conditions in every contract of insuranidgese conditions
state that certain causes of loss are excludedadrcertain results of an
otherwise insured perils are excluded. The readwmgiag that the
additional cover may warrant an additional premiomthe peril may be
the one which insurers regard as a fundamental wisich are more
properly dealt with by the state. Example war risk or nuclear
explosive.

2.0 OBJECTIVES
At the end of this unit you should be ale to:

define proximate cause
explain the principle of proximate cause

apply the principle of proximate cause  totaer classes of
insurance contracts.
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3.0 MAIN CONTENT
3.1 Proximate Cause
3.1.1 Definition

Proximate cause has been defined in the case dfeffah Scottish
Union and National (1907) as “the active, efficiar@use that set in
motion a train of events which brings about a reswithout the
intervention of any force started and working asyvfrom a new and
independent source”.

The essence of this principle is to ensure thaggres who insure against
specific risks are compensated for thosesriskly. For example, a
person who insures his vehicle under a third pdig,and theft cover

cannot claim for damage should the vehicle be wealin an accident

not related to fire. The proximate cause is neitherfirst cause, nor the
last cause but it is the dominant cause. Causatigst be understood by
every man in the street and by applying commonesstandards. For
example, explosion is to be understood by its eleeyymeaning and not
as a chemist might view it.

A cause is active and efficient, when it is dingdthked between the
cause and the result; it must be strong enoughathatach stage in the
train of events one can logically predict what tiext event in the train
of events will be, until the result under considieratakes place. If there
are several causes operating, the proximate onde&vithe dominant or
the most forceful one operating to bring aboutrésalt.

3.1.2 Train of Events

No single event takes place to cause a loss. Sargetiauses the loss
making the event to happen and somehow someths® causes that
cause and so on.

3.1.3 Causation

It is sometimes difficult to determine the efficiebause of a loss.

However, it is fairly obvious what the initial eweand the last event
were. The difficulty arising in deciding if theres ia direct chain of
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causation between them, or whether some new faseirtiervened to
supersede the initial cause as the event brindingtahe ultimate loss.

One way of coming to a decision is to start witk first event in the

chain and ask oneself what is logically likely tappen next. If the

answer leads one to the second event and thisggaseespected until
one reaches the final event, then the first evetiie proximate cause of
the last.

If at some stage in the process, there is no oBvomnnection between
one link in the chain and the next, then there lisemk in the chain and
something else must be the cause of the loss.

Another method is to start at the loss and workkbacds along the
chain, asking oneself, at each stage, why tdis happen? In the
unbroken chain, one arrives back at the initiaheéve

3.1.4 Examples of Proximate Cause
Below are some real life illustrations of proximatise:

a) A storm blew down the gable wall of a timber Itmg; this
falling wall broke electrical wiring. The broken nvig
short-circuited and sparked. The sparks cause® anfithe timber
building and fire brigade was called. They usedewdtoses to
put out the fire and to cool neighbouring buildinghe water
caused damage to the contents of the timber bgildimd to the
neighboring buildings.

Using either of the two methods described aboves dlear there is a
direct line of causation between the storm, théapsk of the burning
damage and the water damage.

b) A dropped match set fire to rage in a garage flile developed
and overheated acetylene gas cylinders, the cybnelgploded. A
wall of the garage was blown out and burning malerivere
blown onto a neighboring office and the office daugre. All
these losses can be traced back to the droppedh.matc

C) In Roth v. South Easthope Farmers’ Mutual Inscea(1918) a
lightning damaged a building and weakened a walior®y
afterwards, the wall was blown down by high windsvas held
that lightning was the proximate cause of all thenelge.

d) Also, in Gaskarth v. Law Union Insuran@®. (1876), fire
damaged a wall and left it weakened. Several datgs b gale
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blew the wall down, it was decided that the fireswaot the
proximate cause of the wall falling down.

e) This case is similar to a recent happening imimMda Lagos. Fire
burnt down former NIDB building in Marina Lagos. Bee the
building could be repaired, it suddenly collapsElde co-insurers
agreed that the proximate cause of the collapsefiveaand they
accepted to pay the claim.

3.1.5 Remote Causes
In examples(c) and (d) the difference is that ihi{dvas that the fire
was the remote cause whereas we are concernedtiveitiproximate

cause.

In example (c) the wind occurred shortly after tlghtning damage
whereas in (d) several days passed between thanir¢he storm.

In a case like this, where damage has occurrethboe is no imminent
likelihood of further loss, then the original caussomes weaker as the
prime cause as time goes by.

The principle is that, if time is short as in (t)e initial cause is usually
held to be the proximate cause. If there is sufititime but nothing
was done as in (d), the original cause will be detto be too remote.
3.1.6 Concurrent Causes

In some cases, two causes which are independeeaadf other may
occur at the same time and each contributes ttm#ise For example,

a) A fire breaks out during a storm but is not emuby the storm
and there is some burning damage and some windgg&ama

b) Secondly, a fire could break out during a riat lmdependently
of it. Ultimately, damage is done both by the araifire and by
a fire started by rioters.

These types of situations are relatively rare.

3.1.7 Nature of the Perils Relevant to Proximate Gse

The perils relevant to an insurance claim can lssified under three
headings:
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a. Insured Perils

These are those named in the policy as insuredfieeglightning and
(qualified) explosion.
b. Excepted or Excluded Perils

These are perils stated in the policy as excluegtier as causes of
insured perils e.g. riot, earthquake, war.

C. Uninsured or other Perils

These are perils not mentioned at all in the podigy storm, smoke and
water neither excluded nor mentioned as insuredfire policy.

4.0 CONCLUSION

Proximate cause is the active, efficient and effectause that sets in
motion a train of events which brings about a resuithout the
intervention of any force started and working asljvfrom a new and
independent source.

For a loss to be claimable, the cause or causéiseoloss must be the
proximate cause. It must not be the remcdese or excepted or
excluded perils.

The essence of the principle of proximate caus® isnsure that only
risks insured against are compensated for.

5.0 SUMMARY

In insurance contracts, it is necessary to spgufyls which are covered
and those which are not insured against.

Conditions in contract of insurance statesisea of loss that are
excluded or certain results of an otherwise insupedils that are
excluded.

The most acceptable definition of proximate cawsséhat stated in the
case of Passkey v. Scottish Union and Nationalrbmste (1907) stated
above.

It is not possible for one single event to causesa. Something usually

causes the loss making the event to happen andhssmsomething
else caused that cause and so on.
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Causation of loss must be identified no matter Hifficult it is. The
cause must of cause not be remote to the proxicaatee of loss.

6.0 TUTOR-MARKED ASSIGNMENT

1. Give the definition of proximate cause @sen in the case
Pawley v. Scottish Union and National (1907).
2. Give two examples of proximate cause aneé example of

remote cause.
7.0 REFERENCES/FURTHER READINGS

Steele, John T. Elements of Insurance 101. (ClligeNga) Cll, London
Journals.
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1.0 INTRODUCTION

The principle of indemnity applies to all policie$ insurance, except
that of life and personal accident insurance orisoown life or that of a
spouse, unless it is excluded by express conditrotige contact.
Indemnity and insurable interest are closely linkedause the principle

of indemnity means that the insured cannot recamgr sum exceeding
the extent of his or her insurable interest.

2.0 OBJECTIVE
On completion of this unit, you should be able to:

explain the principle of indemnity and its applicatto the contract
of insurance.

3.0 MAIN CONTENT

3.1 Definition of Indemnity

Indemnity is a mechanism by which insurers provifleancial

compensation in an attempt to place the insurethensame financial
position after the loss as he enjoyed immediatefpte it: or indemnity
can be defined as effect financial compensatioficsert to place the
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insured in the same financial position after a l@ss he enjoyed
immediately before it occurred.

The importance indemnity plays in insurance was l@msjzed in the
case Castellain V. Preston (1883)The judge stated that, the very
foundation in his opinion, of every rule which hheen applied to
insurance law is this, that the contract insuract&ained in marine or
fire polity is a contract of indemnity and of indeity only and that if a
proposition is brought forward which is at variangigh, that is to say,
which either will prevent the assured from obtagnanfull indemnity or
which gives the assured more that a full indemnihgt proposition
must certainly be wrong.

3.2 The Concept of Indemnity

The principle of indemnity lays down that followirggloss, an insurer
should attempt to provide financial compensationctvlwould place the
insured in the same financial position as he waseaniately before the
loss.

In the case of Castellain V. Prest(883), Lord Justic Brettsaid that
indemnity is the controlling principle in insurané@w. Due to the
centrality of indemnity to insurance the ogion of insurance
problems has arisen.

There are difficulties in defining the concept, hitvis to be applied to
the various classes of insurance and how, if aitall to be modified to
cope with changing needs.

The problem really is deciding how much an insugetb receive when
the insured against event occurs. For examplm ihsured who bought
a machine fo<4,000,000 five years ago now knows that it wouldtco
N1,5000,000 to replace today; how much should heivedf there is a
valid claim under his insurance policy?

3.3 Indemnity and Insurance Interest

There is a link between indemnity and inblgainterest. This is
because the insured interest in the subject matteisurance is what is
insured. If any claims arise, the payment to be entd the insured
cannot exceed the extent of his interest. Howehere are some cases
where the insured receive less than the valueaif ithterest.

Just as in insurable interest, the principle oemdity relies heavily on

financial evaluation of insurance which makes dweieing the financial
valuation difficult. For example, in life assuranand personal accident
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insurance there is generally unlimited interest andthese cases
indemnity is not possible. It is thereby normallgidcs that life and

personal accident policies are not contract of imaiéy as the value of a
person’s life or limb cannot be measured rhgney. There are
exceptions to this general rule. For example, wiaer@mployer effects
a personal accident policy on his staff, the mddigpense in relation to
the benefits of the policy is subject tce tprinciple of indemnity,
because the benefit is subject to reimbursemetitetceemployer for any
medical expenses incurred on an insured employee.

3.4 Application of the Principle of Indemnity

Although indemnity is fairly easy to define, it cée very difficult to
apply in practice. This is because the appibcn depends on the
different classes of insurance or whether lossesaal or partial and on
the policy holder’s circumstances.

As we stated, life and personal accident contractsnot contract of
indemnity unless they are on a life of another $abki liability and

pecuniary insurance the measure of indemnity isvilee of the court
award or out-of—court settlement of pecuniary lo§he expenses of
setting the claim, such as legal fees, are usaditied.

In property insurance, the application of the ppfe of indemnity
presents problems as can be seen below.

In property insurance, indemnity is provided by irdlapayment,
reinstatement, repair and replacement. The opoim which method is
to be employed is normally given to the insurersthsy wording of the

policy.

However, insurers sometimes agree with the insaredguests for
indemnity to be provided by a specific means. Whiley are willing to
assist the insured in this way they would not Itekorably on a method
which increases their costs.

a. Total Losses

Total losses occur when the subject matter of thetract is totally
destroyed. The insured can recover no mom @m less than its
financial value of the time and place of loss.

In the event of total destruction of buildings amthchinery the
calculation of indemnity of second—hand value isdabon the estimated
repair or replacement costs with deductions for rwaad tear. A
deduction is also made for betterment where, becatisechnological
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advances, the modern equivalent is of better qu#iian the outdated
item it replaces.

Where stock is totally destroyed the insurers examine its purchase
price and will add handling costs, although any keing expenses
saved through its destruction must be deducted.

In marine insurance, a total loss sometimes amses though the ship
has not been completely destroyed, for instanceraviikee cost of
recovering a ship is greater than its valug&his is described as
constructive total loss: the vessel is then abaedda the insurer. The
insurer treats it as if it had been totally lostl aaking over ownership.

b. Partial Losses

Where a partial loss occurs, the insurer is entitte recover the
difference between the second-hand value of theadad property
before the loss and afterwards. This is obviousgitipent to damage to
cars and machinery; once they have been damagedsdwmnd—hand
value is likely to be next to nothing. In such &gsthe cost of repair
should be used as the basis for indemnity with ubeal deductions
made for wear and tear betterment.

The best way to illustrate the circumstances isdse laws.

In Leppard V. ExcesVir Leppard was paid3,000 rather than the cost
of repair because there was substantial evideratehthhad no intention
of rebuilding the damaged cottage. If Mr. Leppaatl demonstrated
that he wanted to live in the cottage, howevenatld have been unfair
to have given him less than the cost of repair.

Another case is that dReynolds and Anderson V. Phoenit Assurance
Co. Ltd and Otherq1978). In this case, the plaintiffs owned a
massively constructed old malting which they usadstoring grain; this
was largely destroyed by fire. The insurengentually paid over
£30,000 for the rebuilding of the malting becausests Reynolds and
Anderson had demonstrated a genuine need to reb&id if they had
wisely wished to replace the warehouse facilittbgjr £30,000 would
have been quite sufficient to buy a modern equntale

C. Modification to Indemnity
Generally the principle of indemnity applies to abhn-life insurance

unless modified expressly by contract conditiod$ere are three main
instances where such conditions may be used.
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i Modified to deal with situations where rmabear measure of
indemnity can be agreed.

il. Modified to allow the insured to receivmore than a fair
indemnity with the insurer’s consent.

iii.  Modified to empower the insurer, with ethconsent of the
insured, to provide less than a full indemnity.

SELF ASSESSMENT EXERCISE

What is indemnity?

What is partial loss?

What is total loss?

What are the three modifications that can be madleet principle of
indemnity?

Hown e

4.0 CONCLUSION

The principle of indemnity is to allow the insuréal be compensated
adequately. The intention is to place the insurethe same financial
position he was be immediately before the loss.

5.0 SUMMARY

Not all classes of insurance are subject to thecypie of indemnity.
All non-life insurance policies are subject to tpanciple except
modified. Life assurance policies are not subjectthe principle of
indemnity with a few exceptions as mentioned.

Indemnity is a financial compensation providbg insurers in an
attempt to place the insured in the same pecupasition after the loss
as he enjoyed immediately before the loss.

Indemnity and insurance interest are linkeecadwuse the insured’s
interest in the subject matter of insurance is vihatsured. The insured
cannot claim more than the extent of his interest.

Application of the principle of indemnity demds on the different
classes of insurance. It is fairly easy iability and pecuniary
insurances because the measurement of indemnttyeivalue of the
court award or out-of-court settlement or pecuniass. However, in
property insurance, problems arise as to how tesaoreadamages.

Insurers have the option to make payment by cashstate, repair and
replace.
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Indemnity might be based on total losses, part@sés and the
circumstances of the policymaker. The principle midpe expressly
modified by the contract conditions so that theuregl might receive
more than a fair indemnity or less than a full imiéty with the consent

of both parties.
6.0 TUTOR-MARKED ASSIGNMENT

1. Define the principle of indemnity with examples

2. Explain how the principle of indemnity appliezla total settlement
under fire insurance insuring a building, machineng stock.

3. Discuss the link between the principles of mdéy and insurable
interest.

7.0 REFERENCES/FURTHER READINGS

Steele, John T. Elements of Insurance 101. (ClliigeNa) Cll, London
Journals
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1.0 INTRODUCTION

The principle of subrogation is a coronary of thegple of indemnity.
Its operation ensures that an insured reseii®@ more than an
indemnity. In practical terms, if insurers pay #ototal loss any salvage
or recovery shall become property of the insured aot that of the
insured.

Hence, as soon as the insurers pay fully for tee td a motor vehicle,

the insured subrogates (that is, passes overhtagest on the car to the
insurers.

2.0 OBJECTIVES
On completion of this unit you should be able to:

to identify the principles of subrogation
discuss the extent ,the how and when of subrogation

3.0 MAIN CONTENT

3.1 Subrogation Defined

Subrogation is the right of one person, hgvindemnified another
under a legal obligation to do so, to stand indlaee of that other party
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and avail himself of all the rights and remediestiudit other party
whether already enforced or not.

The principle was put forward in 1882 in the cadeBarnand V.
Rodocanachthat, an insurer, having indemnified a person, amgled
to receive back from the insured anything he magixe from any other
source.

The important point is that the insured is entittedindemnity but no

more than that. Subrogation allows the insureretmup any profit the

insured might make from an insured event. It alkmwa them to pursue
any rights or remedies which the insured may passasvays in the

name of the insured, which may reduce the lossrdgaltion right does

not mean that the insured cannot recover from acedn addition to his

own insurers. If the insured succeeds in recovesynfanother source,
such money is not his but is held in trust forihsurer who has already
provided an indemnity.

3.2 Corollary of Indemnity

Subrogation applies only to the contract of indagnsince life and
personal accident insurances are not contractshadénnity, that is
nothing to prevent policyholders from recegimompensation from
more than one source. For example, if dea#s caused by the
negligence of another person, then the deceasedigesentatives may
be able to recover from that source in additiotheéopolicy money.

In contract of indemnity, subrogation exists sat tinlemnity does not
fail. The leading case is that dfastellain V. Preston(1883).
Mr. Preston had contracted to sell his house, lefiore the sale was
completed the house burned down and Preston ressbike loss from
his insurers. Preston also managed to obtain thpudtchase price upon
completion of the sale and had therefore receiliedvalue of the house
twice over. This was clearly contrary to the prpieiof indemnity. The
insurers sued, that is, they stood in the pladéreston and were able to
recover their money.

3.3 Extent of Subrogation Rights
As a result of the link between subrogation ancemdity, an insurer
cannot recover more than what he had paid orhis means that

insurers must not make any profit for exercisingrtsubrogation rights.

This strengthens the link between subrogation adémnity: insurers
can only subrogate to the extent that they haveiged indemnity.
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However, where there is under insurance, amd itisured has been
considered by his own insurer for part of the ris&,is entitled to retain
an amount equal to that share of the risk out gfranney recovered. If
the insurer makes an exgratia payment it is notenmuty and
subrogation rights only arise out of the need tppsut the concept of
indemnity.

3.4 How Subrogation May Arise

There are four ways in which subrogation may arise.

a. Subrogation in Tort

The law of tort concerns civil wrongs inflicted degal neighbors, in
areas of nuisance, negligence, trespass and dédamaBubrogation
gives insurers the right to sue a third party i tlame of the insured for
losses he has suffered as a result of such wrongs.

b. Subrogation in Contract

Subrogation rights arise from any rights owed te isured resulting
from contracts formed with other partie€astellain V. Preston
illustrated subrogation rights out of a contrachotise purchased.

C. Subrogation in Statute

The most common subrogation right in statute arisem the Riot
(Damage) Act (1886), where insurers have a rightheir own name, to
recover riot damages from the police authority.

d. Salvage

Another source of subrogation right exists wheesdhs valuable debris

remaining following a total loss. If insurers havaid a full indemnity
they are entitled to salvage the debris.

3.4.1 When the Rights of Subrogation Arise

Under common law, the insurers cannot exercise twdrogation right
until they have admitted the insured’s claim andlpga However, this
gives rise to some problems as the insurers woatdhave complete
control from the date of the loss and their evenpasition could be
prejudiced by delay or other action on the insusquirt.

To ensure their position is not prejudiced, inssigglace a condition on
the policy giving themselves subrogation rightsopefthe claim is paid.
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They cannot however recover from the third partiotee they actually
settled with the insured. This condition allowsurers to hold the third
party liable pending indemnity being granted toitisired person.

In marine insurance, alteration to the common lagitpon does not
arise. The claim must be paid before the undegv&rihave subrogation
rights.

3.5 Waiver of Subrogation Rights

Subrogation rights may be waived by an insuret i§ iconvenient for
him to do so. This may be done to save adminig&&sts.

Also, in employer’s liability (workmen’s compensat) insurances
subrogation is waived by insurers if it would inveltaking action
against an employee in the name of his employer.

Also, the courts can restrain an insurer from tgkip subrogation rights
if the rights are unjust or inequitable.

SELF ASSESSMENT EXERCISE

1. What is the definition of subrogation?

2. The principle of subrogation is corollaty that of indemnity.
Discuss.

3. How can subrogation arise?
4. When does the right of subrogation arise?

4.0 CONCLUSION

Subrogation and indemnity are corollary. The twimgiples operate to
prevent both the insured and insurer fromkinga profit out of an
insured loss.

5.0 SUMMARY

Subrogation is the right of one person to stanthenplace of another
and avail himself of all the rights and remedadsthat other party

whether already enforced or not.

Subrogation applies only to contract of indemnityexists so that the
principle of indemnity does not fail.

Insurers can subrogate only to the extent that thaye provided
indemnity.

Subrogation may arise in tort, in contract irtig@and by salvage.
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Subrogation rights arise, in the case of common \alsen insurers have
admitted the insured’s claim and paid it. For ol reasons, insurers
have decided to place a condition on the policyt thawes them
subrogation rights before the claim is paid exaepmarine insurance
where no sum modification is allowed.

Subrogation rights may be waived by an insurethd administrative
costs of recovering from third party are tbmgh. In the case of
employer’s liability insurers normally waive theubrogation rights and

of course, the courts may in certain casestrain insurers from
exercising their subrogation rights.

6.0 TUTOR-MARKED ASSIGNMENT
1. Explain with examples

a. The extent of subrogation rights

b. The how of subrogation rights

c. The when of subrogation rights.

2. State the principle laid down by the caSestellain V. Preston
(1883).

7.0 REFERENCES/FURTHER READINGS

Steele, John T. Elements of Insurance 101. (CliigeNg). Cll, London
Journals.
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1.0 INTRODUCTION

A person is at liberty to insure his vehicle witlon®a than one insurance
company. However, if he suffers a loss all insureosicerned will
“contribute” towards the payment to put him in fhasition he was just
prior to the loss. He will not be allowed to clasaparately from each
of the insurers as this may lead to his receivimayarthan the value of
his loss.

2.0 OBJECTIVES
On completing this unit you should be able to

identify and discuss the principle of contribution
calculate the ratable proportion in contribution.

3.0 MAIN CONTENT

3.1 Contribution Defined

Contribution can be defined as the rights (or tker@se of the rights)
of an insurer to call upon other insurers similgdthough not necessarily

equally) liable to the same insured to share th& ob an indemnity
payment.
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The important point here is that if an insurer pagl a full indemnity, it
can recoup an equitable proportion from the othsuiers of the risk.
However, if a full indemnity has not been paid,rthé&e insured will
wish to claim from the other(s). The principle antribution enables
the total claim to be shared in a fair manner.

3.2 Contribution and a Common Interest

For two or more insurers to contribute towards sslahe following
conditions must be present:

There must be some common ground between them.

The policies must be contracts of indemnity..

The policies must cover common interests.

The policies must cover the common perils that edubke loss
There must be a common subject matter of insurance.

The policies must have been taken out by or onlbelidhe same
insured.

Contribution can take place as long as there ises&imd of overlap
between policies.

There are several cases supporting the condittatsdsabove. Some of
them are considered below.

A Common Interest

The case oNorth British and Mercantile V. Liverpool, London@lobe
(1877) popularly known as (the King and Queen Griasy Case)
demonstrated that a common interest in the subpadter of insurance
was necessary for contribution. The owners of @odi¢ of grain had a
policy of fire insurance covering the grain, so tead the bailee who
was responsible for it. The grain was destroyedfitg; the liability
having attributed to the bailee, the bailee’s iessipaid the claim, but
failed to recover a contribution from the ownensurers because the
insured’s interests in the grain were different dwegng the bailee and
the other owner.

A Common Peril

The perils insured by each do not require beingntidal under each
contract, as long as it is the common peril whiabsed the loss. In the
case, American Surety Co. of New York V. Wright$@810) an
insurance covering dishonesty of employees was Hheldbe in
contribution with one covering dishonesty of emgey and burglary.
The dishonesty was the common peril.
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A Common Subject Matter

The common subject matter may be some form of ptppeut may not
necessarily be so, as it was in the American Suwabge stated above.
Similarly it could relate to a legal liability.

3.3 The Timing of Contribution

Contribution is a common law right arising whenetee principle of

indemnity operates. It can only operate after raseimnity has been
paid. To modify this common law right, a “contrtlmn condition” is

included in non — marine policies to allow insurpesy their individual

share of any loss. The policyholder must therefdeem against all
liable insurers in order to receive a full indengnit

In marine insurance, the common — law rights aplibly.

The policyholder can confine his claim to one durers if he so wishes
and that insurer must meet the loss to the limitisf liability and at
common-law, call for contribution from the othefteahe has paid.

The contribution condition in most non-marine p@ states that the
insurer is liable only for his “ratable proportionof the loss. That is, the
insurer is liable for his share only. Therefotee insured is left to make
a claim against other insurers if he wishes to mmemnified. The
condition does not make it compulsory for the iesuto claim from the
other policies, but in practice the insured do so.

3.4 Ratable Proportion
There are two methods of how “ratable proportioari ©e calculated.
a. Proportion to the Sums Insured

Suminsuredbyparticularinsurers x  Loss
Total sums insured by all insurers 1

This is applicable to property which is not subjéxtaverage and in
which the subject matter of insurance is identical.

Company A insures house building for N10,000,000
Company B insures it for N20,000,000
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A loss by fire of N12,000,000 would be apportioedfollows:

Insurer A would pay_N10,000,00x N12,000,000= N4,000,000
N30,000,000

Insurer B would pay_ N20,000,000« N12,000,000
N30,000,000 = N8,000,000
Total Payment = N12,000,000

For property subject to average or where an indadidoss limit applies
within a sum insured, the independent liability hoet is used.

b. Independent Liability

Independent liability is the amount an insurer wioh&ve to pay if he
was the only insurer covering the loss.

Formular = InsurerAsuminsured Loss
Value at Risk 1

Example

Insurer A insured is a property for N 2,000,000

Insurer A insured the same property for N1,000,000

The policy is subject to pro rata average. Theaatalue at the time of
loss was N4,500,000. The loss under consider&idif50,000.

To determine what each insurer would pay if it the@n the only one
that had the policy in force;--- To find A'mdependent liability,
Average is to be applied to the loss.

N2,000,000 x N450,000 = N200,000
N450,000,000 1

Similarly, B’s independent liability is

N1,000,000 x N450,000 = N100,000
N450, 000,000 1

N300,000

The wording of the average condition makes thergtiis own insurer
for the amount under insurance, in this case NI&D,0
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Insured bears N1,500,00x N450,000 = N150,000
N450,000,00 1
3.5 Avoidance of Contribution Rights

There are three main ways in which contributiomtsgcan be waived
a. Non — Contribution Clause

Sometimes contribution right is removed by a clamsene or both of
the policies as follows:

The policy shall not apply in respect of any clawvhere the insured is
entitled to indemnity under any other insurance.isTineans that the
policy would not contribute if there was anothesurance in force. The
wording may be modified by adding to the chequeegiabove the
following; except in respect of any excess beyadmel amount which
would have been payable under such other insuraaddhis insurance
not been effected.

b. More Specific Insurance Clause

Sometimes, an insured may have a policy iBpaty insuring a
property and another policy insuring a wide ranfyproperty including
the property insured in the first policy.

A non-contribution clause is usually included ie tiide — range policy
from contributing with the more specific policy esk such insurance is
insufficient to pay the whole loss.

C. Specific Market Agreement

This is designed to prevent contribution wehet is technically
allowable. For example, if an employer’s loss ivered under his
employer’s liability insurance and also under histon insurance, the
loss would be paid by the former.

In law, no contribution can take place between paticies covering
different interests, but in practice this dictumagen ignored. For
example, one of the rules of the Fire Officers’ Quittee applies
contribution between insurers wherever real propertdoubly insured
by different people, for instance, two mortgagesh& same property.
This rule now protects insures from having to paloss twice over
because of two differing interests.
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SELF ASSESSMENT EXERCISE

1. What is contribution right?
2. What conditions must be present beforatrimution rights can

apply?
3. Explain the term “ratable proportion”

4.0 CONCLUSION

Contribution is the right of an insurer to call mpother similarly liable
insurers to the same insured to share the cost afidemnity payment.
In common law the insurer has right of contributiom practice, this
common law rule has been modified through policynditon or

agreement.

5.0 SUMMARY
The principle of contribution supports the prineigf indemnity.

Even if an insured, insures his property with mitv@ one insurer, he
cannot get more than full value.

For the principle of contribution to apply, theraish be some common
ground, it must be a contract of indemnity, mustecccommon interests
and common perils.

Contribution rights can be waived by the inseridra non-contribution
clause in the policies, and by a specific marke¢eigpent.

6.0 TUTOR-MARKED ASSIGNMENT

1. What is the difference between subrogationcmdribution?

2. What is the common law principle of cdnition and what is
obtained in practice?

3. Contribution rights are avoidable. What #he ways in which
contribution rights are avoided?

4. What was the rule set out in the case knowth@$King and Queen
Granaries™?

7.0 REFERENCES/FURTHER READINGS

Steele, John T. Elements of Insurance 1@1IN( Nigeria). CIIN,
London Journals
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1.0 INTRODUCTION

If you want to buy some insurance, how do you goualit? Who do
you ask? What will the insurer’s seller want to &r?o

First of all, you need to make contact withe people who sell
insurance. Next, you have to provide the resuwith enough
information to enable him decide whether or not vaents to sell
insurance; then you would need to complete a padpfmsm and the
insurer will have to issue various documents sgttat t the details of
the contact and providing proof that a contradghefirance exists.

In this unit we will look at each stage of this pess in turn.

2.0 OBJECTIVES

On completion of this unit, you should be able to:
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mention the various forms of documents usethe contract of
insurance
discuss them in terms of their need and importance

3.0 MAIN CONTENT

3.1 From Proposal to Policy

If you want to buy insurance, you must contact peeple who sell it.

Insurance is sold to the general public in two wdpyssalesmen and by
intermediaries. At this stage the applicant founasice cover is known
as the proposer and on completion of all the psE®s policy form is

issued evidencing the proof that a contract ofraisce exists.

3.2 Proposal Forms

We have noted that insurance contracts require sitigod faith from

both parties. It is therefore essential that eaattypto the contract
discloses all material facts known to him. As aterabf practice there
are some general required data which theramee company shall
always be interested in. In order to ease thelenolof disclosure for

the prospective insured, the insurance compasks some lead
questions which would help the prospective insuedemember and
disclose material facts.

These lead questions prepared in the form of atigmesire comprise
the proposal form. The proposal form is therefardocument drafted
by the insurance company seeking answers to the material aspects
of the risk being proposed.

a. The Need for a Proposal Form

The acceptance of a particular insurance raontis based on the
insurer's clear knowledge about the circiamses of the other
contracting party. Insurers use the proposainfto elicit relevant
information from prospects. This serves two maimppses. Firstly, an
honest prospect may not know which fact about rsmmaterial and
hence may fail to disclose same.

Secondly, it is the best way an insurer can ohtaiormation that will
enable him decide whether to accept the particidror not.

Almost all the proposal forms contain a declaratioat the proposal is
the basis of the contract and that the insuredamésrthe truth of the
answers contained therein. The proposal form tbheze$erves as the
basis of the contract of insurance.
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A secondary purpose of the proposal form is thaeives as a means of
advertising the insurance company and some ofhisr groducts.

b. The Use of Proposal Forms

In some classes of insurance, insurers prefer teive completed
proposal forms for reasons already mentioned, Hwtret are
circumstances where practice or convenience dem#raisthey are
dispensed with.

In marine insurance proposal forms are not usuakyd, so also is in
large fire insurance. In practice broker’s slips ased.

In Nigeria each company has its own form for edelsscof business as
such students are advised to obtain a selectigeraggosal forms form
each class of business and to compare their steuatud questions.

C. Common Questions

The following are common questions found in mostppsal forms
regardless of the class of insurance

Proposer's name — This is for the purpose of ifieation and the
nature of physical or moral hazard.

Proposer's address is an important factor in undgng motor
insurance, theft insurance and all risks insuranthis is because
different geographical areas present different caarof loss.

The proposer’s address is also required for cooradgnce purposes.

Proposer’s occupation — A proposer’s occupationnshthe degree
of exposure. Some occupations present abnotmahbrds, e.g
mining, belonging to an airline crew, plastic maaaitiring textile
manufacturing, woodwork.

Previous and present insurance history-- Every ggepis required
to disclose his previous and present inswahcstory whether
insurers have imposed special terms or premiumsave declined
the proposer or his risk in the past.

Claims or loss history-- Insurers will wish to kngwevious losses,
whether insured or not.

Particular questions — Apart from the general qaestdiscussed
above, there are certain bits of information whaech specific to the
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(i)
Qu

a.
b.
C
d

(ii)

class of insurance being proposed. Proposal féomeach class of
insurance therefore have particular or specificstjaas relating to
the hazards concerned. Examples of the type ofrimdtion required
are given class by class below:

Fire and Special Perils Insurance
estions as to:
Construction and use of buildings and their&alu
Nature and value of contents
Nature of processes carried on
Extensions of cover required.
Motor Insurance
Details of the vehicle
Use of the vehicle
Age, experience, claims and accidents of allleegdrivers
Type of cover required.

Life and Personal Accident Insurance

Age, occupation and medical history of thetiifdbe assured
Height, weight and details of hazardous pastimes

(iv)  Public Liability Insurance

C.

The nature of work carried on

Details of dangerous materials used

Numbers of employees and their annual wageatolpremises
and elsewhere

Details of lifting plant and vehicles other thidnose licensed for
road use

Limits of liability to be covered.

Workmen’s Compensation / Employer’s Liability Insurance

Numbers and grouping of employees and their @mwvageroll
per group;

Details of dangerous machines, boilers and presgessels and
lifting apparatus;

Details of dangerous substances used;
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Declaration

There is usually a declaration to the effect that proposal is the basis
of the contracts, and that the proposer will acabpt insurer’s usual
form of contract. Also, that the proposer naats the truth of his
answers.

Signature

Below the declaration and questions there are plémethe proposer’s
signature and the date.

3.3 Cover Notes

A cover note is a temporary policy of ireue. It is issued as
temporary protection, usually for a period of 30/slgin the case of
motor insurance) before a permanent certificatesised.

Cover notes are issued in the following circumstanc

As evidence that an insurance cover is in forcergethe policy is
issued.

To enable the insurer obtain the informatioecessary for the
preparation of the policy

To grant temporary cover until a survey is caroetl

In all the above stated cases, the initial covariccde confirmed by
letter but in the case of motor insurance, bookletscover notes
preprinted are used.

Cover notes have the same legal statues as they @disuch if a loss
occurs during the period the cover note is in fpthe insurers are liable
in the terms of their standard policy unless spei@ems have been
agreed on and included in the cover given.

3.4 Certificates of Insurance

A certificate of insurance is required whemsurance cover is
compulsory by law.

In Nigeria the following classes of insurance apenpulsory by law as
such certificates are required to be issued aserui of the company
with the relevant status.
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(1) Motor Insurance

The Motor Vehicle (Third Party) Insurance Act 19®8Quires that where
a vehicle is on the public highways, there musirbérce a policy of
insurance covering the user’s liability for thir@rpy personal injuries
caused by the vehicle or its use. The Act states the policy is
effective unless and until an insurance certifigatéhe prescribed form
is delivered by the insurer to the insured.

The certificate must show:

the name of the policy holder

the registration number of the vehicle

the inception date of the cover of the vehicle
the expiry date of the cover

the persons or classes of persons entitledve dr
the limitation as to the use of the vehicle.

~Po0Tw

(i)  Marine Cargo Insurance

Section 67(1) of Insurance Act 2003 requires thatifance in respect of
goods to be imported into Nigeria must be made vath insurer
registered under the Act. Section 67 (3) furtleguires that every letter
of credit or such similar document issued by anykbar other financial
institution in Nigeria in respect of such goodslsha on a carriage and
freight basis only.

A marine insurance certificate is therefore isst@deach consignment
as evidence of insurance cover in Nigeria.

3.5 Policy Forms

When a contract has been made between the propoddhe insurer, it
is recorded in a document called a “policy”. Tihaiqy is the evidence
of a contract of insurance and in the event ofsputie occurring, it is
the policy to which the court’s attention will beagvn.

Each insurer has his own standard form of policydivay for each class
of insurance but in Nigeria through markejreement the same
wordings are used in most classes of insurance.

In Nigeria, schedule policies are used. The sclebwliordings are
discussed below:
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The Heading — The heading states the name and addregbeo
insurance company.

The Recital or Preamble Clause-All policies start with this clause. It
refers the parties to the contract, the propogsah fand declaration as the
basis of the contract and to the premium.

The Operative Clause-This clause states the extent of the cover and
sets out the circumstances in which the insurant®@perate.

The operative clause usually starts with the e)gooes “Now this policy
witnesseth...” and this goes on to describe the er&iundertaking”

Exceptions--The exceptions clause sets out the circumstancdsrun
which the insurer will not be liable under the pgli The exceptions are
sometimes included immediately after the insuredl p@d sometimes
they are contained in a separate section of theypol

Conditions--Most policies are subject to conditions which aseally
stated in the policy.

The general conditions in most policies excaparine insurance
include:

- Identification
- Observation

- Notification

- Precautions

- Admission

- Contribution

- Cancellation
- Arbitration

The details of these conditions are found in thicpalocument. You
should endeavour to obtain the document and shealgétails.

SELF ASSESSMENT EXERCISE

What is a proposal form?

What is a cover note and certificate of insue&inc
Define the policy form.

What are the details in motor insurance

PONE

4.0 CONCLUSION

Documentation in the contract of insurance is ingor Some of the
documents are used to obtain information from ttog@ser or insured
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while others are used as evidence of the contradghsmrance either
temporarily or permanently.

5.0 SUMMARY

In contract of insurance, various documents arel.uséhe proposal

form is the first document a buyer of insurancel we required to

complete. The document seeks to obtain necess@anyration which is

material to the risk being proposed.

The cover note is a temporary policy and in motwurance; it is a
temporary certificate. It is issued pending threparation of the
permanent certificate of motor insurance. The cow#e has the same
legal status as the policy.

The certificate of insurance is required when iagsge cover is
compulsory. Common classes of insurance rewuicertificate of
insurance include motor insurance and marine ims@.a

The policy document is the evidence of a contrddnsurance. It is
referred to when there is a dispute. In Nigeritzesitile types of policies
are used. The wordings for each class of polieytae same by market
agreement. The policy document contains theding, recital or
preamble clause, operative clause, conditions addreements.

6.0 TUTOR-MARKED ASSISGNMENT

1. What is a certificate of insurance and whiclssées of insurance
does the certificate issue?
2. The proposal form is used to obtain informafi@m a proposer.

What are the common questions found in most pragosas?
What is the importance of a proposal form?

Schedule policies are used in Nigeria. Whatthee common
wordings of a schedule policy?

B w

7.0 REFERENCES/FURTHER READINGS

Steele, John T. Element of Insurance 101 (CIIN N&geCll London
Journals.

NFI Insurance Motor Insurance Policy Document armtdvl Insurance
Proposal Form.
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1.0 INTRODUCTION

In the preceding unit we discussed the various uheriis that are used
in the contract of insurance. In particular, wel snybody who wants
to buy insurance would have to complete a propfusal. The person

who assessed the details in the proposal formlisdcan underwriter

and the process is known as underwriting.

2.0 OBJECTIVES
On completion of this unit you should be able to:
explain the meaning of underwriting
identify and explain the factors that are considdre underwriting

some classes of insurance.

3.0 MAIN CONTENT

3.1 Underwriting Defined

This is the processes by which an insurer evalu#itesrisk being
proposed to decide whether or not to accept itibsd on what terms.
A person that plays this role is known as an undésw
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The underwriter decides the charges, the termscamditions to be
imposed.

3.2 The Role of the Underwriter

Deciding a price — An important part of underwigfirs deciding what
price to charge for the insurance.

The factor the underwriter usually considers innigxthe price of a risk
include claims costs expenses and allowance fdiit pr@argin. The

profit margin will be influenced by the level of opetition in the
insurance market.

In order to come to decisions, the undepwrwvill also assess two
aspects of hazards i.e. physical and moral.

Physical hazards are tangible aspects of the duljatter of insurance,
which are likely to influence the occurrence oreséy of loss.

The underwriter obtains information as to the pbgishazards through
material facts disclosed in the proposal form oithmy surveyor’'s report
or through the underwriter's knowledge of the trga®cesses etc. built
up through his experiences over the years.

Physical hazards can be considered in two ways:

What are these aspects of the risks that are liteelypfluence the
insured event to take place?

What are those aspects of the risk that are liteeiyake it a serious
loss rather than a minor one if the event does pédee?

Moral hazards are concerned with the attitudes amdiuct of people.
The conduct of the insured, employers andietp at large have
influence in assessing moral hazards.

3.3  Underwriting Fire Insurance

The Fire Insurance
Examples of physical features which could stag<fiare:

Electrical installations in poor condition or theepence of old wire;
Heat sources, naked lights, heaters, blowhed smoking near
flammable materials;

Poor storage of materials which are likely to seifgnite or which
could react with materials next to them.
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Other hazards that may burn once started, moreedgviban it would
otherwise have been are:

Timber walls or thatched roofs
Storage of flammable materials or oils;
Open — plan work area.

However, the following physical features would make risk a better
one.

Brick fire — stop walls, fire proof doors to walbenings,

Segregation and compartmentation of dangerous goaadd
processes,
Automatic sprinkler protection.

Underwriting Factors
A large number of underwriting factors affect claimxperience for
buildings but the most important ones in use areanstruction. In

Nigeria building construction is classified into B, and C.

Class A — Walls, floors, and stairways entirely mios made of non —
combustible materials.

Class B — External walls and roofs should be congtd of mainly non
— combustible materials but wood floors are allowed

Class C — Walls and external roof surfaces showdsbbstantially
constructed of non — combustible materials.

Combustible materials, excepting the building frammrk allowed but
not exceeding ten percent (10%) of other factogs ar

Name — The name of any individual or a company c¢aalveal some
moral hazard, which could be good or bad.

Location of the building — Buildings in highly coesfed areas such as
Mushin, Oshodi areas of Lagos will attract highates than those in
Ikoyi or Ikeja GRA, also in Lagos.

Occupation — Whether or not hazardous processesaaied on.
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3.4 Underwriting Theft Insurance

As in fire, construction of buildings places an wnjant role in assessing
risk of theft. A building having light weight comgction walls or roof
such as timber, asbestos, or corrugated iron, onalowindow catches
and rim latches on doors would present several fpeatures offering
little resistance to a potential intruder. Alsiothie contents of a building
are attractive to thieves, e.g. jewelry, electrsramd clothes, the case
would be regarded as being heavy in physical hazard

On the other hand, a strong building constructsexurity locks and
bolts and intruder alarm systems can greatly imgrevhat would
otherwise be a poor physical risk.

3.5 Underwriting Motor Insurance

The use of a vehicle in areas of high traffic dgnsuch as Lagos, Port —
Harcourt and similar large cities increases the hikod of an accident.

Other factors to be considered are;

Use of vehicle — vehicles used for commercial psgsoare more
exposed to accidents than those for private use.

Also cars which are costly to repair are regardeg@rasenting extra
hazard.

Drivers under the age of 25 and sports cars aenakgarded as
poor physical risks.

3.6 Underwriting Liability Insurance

Underwriting factors depend on the type of liagilinsurance. For
public and products liability insurance the majactbrs are, proposer’s
trade or business — business like food or drug maatwring bring the
proposer into close contact with the public andsash impose greater
risks.

3.7 Underwriting Life and Personal Accident Insurarce
In life and personal accident insurance, undervgitdassify proposals

by age and occupation. These are the major undergvriactors for
these insurances.
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The various factors that underwriters examine are;:

Age — In life insurance, policy holders are classifieg age since the
likelyhood of death or ill-health generally increasvith age.

Occupation — A person’s occupation affects his or her chante o
suffering accidental injury or ill-health: an elécian or a mechanic is
far more likely to be injured at work than a clerka manager.

Therefore, underwriting classifies occupations irttee following
classes:

Class | — No Accident/Health Risk

This includes professional, administrative or dariworkers, such as
lawyers, accountants, doctors, teachers or shoftass.

Class Il — Slight Accident/Health Risk

This includes skilled occupations involving moderate amount of
manual work and semi-skilled occupations withditthanual content
e.g. garage mechanics, plumbers, painters anditiaeirs.

Class Il — Appreciable Accident/Health Risk

This includes physically strenuous or oanwork that is not
unacceptably hazardous e.g. security guards, copeeators, mining
engineers etc.

Class IV — Extra — Hazardous Risks

In these occupations, either the risk of injurpasticularly great i.e coal

— miners, test pilot, jockeys, demolition workess the consequences of
even a slight injury could be disastrous i.e praif@sal entertainers or
sportsmen, concert pianists, or a high degree afhttazard may be

present, in particular a temptation to exaggerageseriousness of any
injury.

Physical Conditions
In life insurance, an underwriter will investigatee proposer’s height,

and weight and compare these with tables of avensgghts of people
of the same set.
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3.8 Premium Rating in None Life Insurance

The basic aim of underwriting is to fit an apprapei price for the risk
presented. In fitting the price, an undermgtiwill try to balance
general conflicting forces.

In carrying out his duties therefore, the undemvrgnsures that there is
equity among policyholders. The premiums must ctfide burden
which each policyholder expects to impose on tiseiriance fund. The
premium must be sufficiently large to cover lossesl administrative
expenses. If the premiums charged are consistémtlyow, this may
force the insurer into insolvency.

Also, every enterprise aims to earn adequate profiherefore
underwriters must set their premiums to prodtlee required profit
level.

All these combined are known as office premium.
A Breakdown of Office Premium
All office premiums have four main components:

A risk premium — This is the portion that the irsumust recover
from each policyholder in order to cover tpeesent value of
expected claims costs in the period of insurance.

The expenses loading — This the amount which igédd cover the
policyholder’s fair contribution to all the insuigrother costs e.g.
commissions, staff salaries, costs of electricityl astationary and
capital equipment.

The profit loading — The profit loading is the ambwhich is added
to the premium to cover expected divided paymerds the
shareholders.

The contingency loading — This the amount whicladsled to the
risk premium to cover the possible variability ddims costs. The
contingency loading serves to cushion the insupesdme extent
from unexpectedly large claims.
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Calculation of the Premium
Rate per centum of the sum insured.

In fire, theft, all risks, consequential loss, ldad marine insurances and
in fact most types of policy premiums are costedapplying a rate per
N2100 to the sum insured.

Each company has a rating guide which must nedbsagree with the

Insurers Association’s rates, i.e. Fire Insgea Rating Guide and
Marine Rating Guide published by Nigerian Insussociation. Rates
are reviewed from time to time to reflect curreehtds and practices.

Rates are determined by claim costs/administratvgs, and loading
for profit and contingencies.

Various factors are considered in determining therccosts depending
on the class of insurance under consideration.

In case of fire insurance, the construction of blidding is important,
other factors include the value of the rishe use of the building,
location of the building and occupation of the iregbiand so on.

For theft insurance, the same principle for firgkrrating applies; risk
factors include construction, occupation, nature stdck, protection
devices, values and previous loss record.

Premiums calculation in most classes of insurameebased on a rate
per cent to the sum insured or limit of liabilityn a few classes of
insurance, flat premium rates are used.

SELF ASSESSMENT EXERCISE

Define the terms underwriting and underwriter.
Define physical and moral hazards.

What are underwriting factors in motor insurghce
What is a flat premium?

PONE

4.0 CONCLUSION

You should be able to clearly define undémg and explain the
factors which are considered in underwriting somasses of insurance.
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5.0 SUMMARY

The knowledge you have acquired should enatdle answer the
following tutor-marked questions.

6.0 TUTOR-MARKED ASSIGNMENT

1. Define the term underwriting factor.

2. Explain the component of office premium.

3 What are the underwriting factors in fire anefthinsurance?
Explain in detail.

4. What is physical hazard? How does an mwriter obtain
information as to the physical hazard on a fireuraace risk
presented?

7.0 REFERENCES/FURTHER READINGS

Steel, John T. Element of Insurance 101 (CIIN Nager

Nigeria Fire Insurance Rating Guide 1999IA).

Nigerian Motor Insurance TariffNIA).
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1.0 INTRODUCTION

In most non — life insurance, the contracts lastdoly a year, but
subject to annual renewal, if the insured and missp agree to renew.
However, in the case of life insurance contracey tlast for many years,
the insurer is obliged to continue to provide cofgerthe entire period.
So it is not necessary for such a policy to be weteon a periodic
basis.

When a policy is renewed for another year, a lggadparate contract is
created. Offer, acceptance and all other requinésri@r the formation
of insurance contracts must again be present. e&ns, the insured
must disclose any material facts which have dewslopr altered since
the previous year.

Even within the first year or on renewal, withiretperiod of renewal

and even if the premium had been paid, the pattiethe contract of
insurance may cancel the policy within the prowisicontained in the

policy.
2.0 OBJECTIVES

On completion of this unit, you should be able to:

state renewal procedures and cancellation of insgraontracts
differentiate between the two systems.
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3.0 MAIN CONTENT
3.1 Principles of Renewal and Cancellation

3.1.1 Renewal Procedures

There is no compulsion on the insured and insuserehew annual
policies for a further period. However, in the caselife assurance
business, the contract is for a specified periodyedirs or until the
happening of a certain event even though the pmansupaid annually
or half — yearly or monthly.

The insurer must accept the renewal premium froenasured. If the
assured did not renew i.e pay the premium, thecyoNill lapse or
become “paid—up” or the Premium will be paid outtbé surrender
value until it is exhausted.

3.1.2 Renewal Documents
Certain documents are used in the process of insarnaolicy renewal.
Renewal Notice

It is not compulsory for the insurer to a issueekgal notice but insurers
usually issue renewal notices approximately two kseer one month
before the expiry date of the current insurance.

A renewal notice is a reminder to the insured thatexisting insurance
cover is about to expire. The renewal note will ghihe insured’'s

name, the policy number, type of insuranttee sum insured, the
renewal premium and the renewal date. In long—tesurance i.e life

assurance, reminders are also sent to the polikcersobut they are not
renewal notices. They simply remind the policyleofdthat they must
soon pay another premium installment.

There is often a perforated remittance slip attdcsteowing the policy
number, the insured’s name and type of premiumanehuest that the
insured should detach this and forward it withreisittance.

Also, there is usually a notice on the renewal rtotthe effect that any

changes in the risk since inception or simast renewal must be
intimated to the insurers.
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Legal Status of the Renewal Notice

There is no legal requirement for the insurer suésrenewal notices.
Moreover, the exact legal status of the notice wissned will depend
on the wording of the notice.

If the notice is worded as a simple reminder ofékisting cover and its
expiry date, it has no legal function. It just reas the insured who
wishes to renew to make a new offer to the ins@erthe other hand, if
the notice invites the insured to renew his comtréien it is subject to
acceptance by the insured for renewal. Whichewwding is used, the
effect is the same as any offer. It can be withdréefore it is accepted
by the insured.

3.1.3 Days of Grace

As stated, renewal notices are sent out two weekse month before
the expiry date of the policy. If the inedrintends to renew his
insurance cover but fails to do so before it expirde insurer may
continue to provide protection for a period of soalled days of grace,
which is usually restricted to a maximum of 15 days

If the insured pays the premium within this 15-@agriod the cover
continues in full and if a loss has occurred betwene renewal date and
the date of payment, the insured will be able tmver. However, if the
insured intimates by word or action, either beftre renewal date or
within the days of grace, that he does not intenckbhew, the policy will
lapse on the renewal date.

There are some policies to which days of grace atoapply. These
policies include, short period policies which readsvare not usually
issued, they are marine insurance and motor insararin marine and
motor insurance, it is expected that the premiunstnie paid on or
before the expiry date to obtain full cover.

There is a special position in motor insurancequedi. No days of grace
are allowed under motor third party insurance; esitiee back dating of
cover is prohibited by the Road Traffic Acts busurer do provide a 15
day motor insurance certificate on the back ofrémewal notice.

This is essentially 15 days free Road Traffic Aater which operates if
the motorist has not insured elsewhere, irrespedivenewal.

Days of grace are available on the own damagegbazbmprehensive

motor policies. Therefore, if the insured pays resewal premium
within 15 days of expiry he obtains a backdated damage cover plus
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free third — party insurance with the same overHiict as if the days of
grace had applied to both parts of his insurance.

3.1.4 Renewal Terms

In annual contracts, the terms on which the insugre prepared to
renew may be different from those previously apmyi This may be
because experience may mean that the premium Withtee increased
compared with the previous year. Or that the scop&over needs
alteration or the policy excess needs to be ineckas

3.1.5 Cancellation

Even when a valid offer and acceptance have beate rmad premium
paid, the parties to a contract of insurance milybst able to cancel the

policy.

There are circumstances in which the insurer mayddeto cancel the
policy:

There is a condition in contracts that gives treeiiar the right to cancel,
following due notice given to the insured and teum of part of the
premium. Insurers do sometimes take advantage isfctause if the
claims experience has been particularly bad. Howesasting claims
must have been met before cancellation can beteifec

Apart from the above, insurers can only cancel reatd if it can be
proved that they are illegal, void or voidable.

lllegal contracts include contracts with enemy raienon—existent in
Law. The premiums paid should be refunded by insure

Void contracts entered into fraudulently and frdedt
misrepresentation are void or non—existent. In ¢ase the policy holder
is not entitled to any return of the premium.

Voidable contracts: An insurer can avoid liabilityhe chooses, if the
insured breaches the principle of utmost gdaith or the warranty
allows the insurer to cancel the contract and ¢fwn of premium.

Cancellation by the insured may be made at any. tReturn premium
may not necessarily be made by the insurer. In Iifentasurance, a
return of premium depends on the attitude of tiseiar and the reasons
for cancellation. For example, part of the mot@urance premium may
be refunded if the insured sells his car beforeeakgiry of his motor
insurance cover.
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SELF ASSESSMENT EXERCISE

1. What is renewal notice?
2. What are days of grace?
3 What is return of premium?

4.0 CONCLUSION

Most non-life insurance contracts last for onlyeatyand when the year
Is over the contract expires and insurance coveescaOften, both the
insurer and the insured renew the annual policyaféurther period of

one year on existing terms and conditions or oava Ipasis.

Insurers usually send the insured a renewaice which is just to
remind the insured that the policy will soon expire

5.0 SUMMARY

In insurance contracts provision for renewal istaored in the policy
documents as part of the policy conditions. Insuresually invite their
policyholders to renew their policies before thepiee. The invitation
is known as a renewal notice. Renewal notices aordatails of the
existing insurance and a pay—in-slip requestingrbered to use it for
payment of the renewal premium due.

A 15—day period of grace is often given to the reduafter the expiry of
the contract to renew. If the insured pays the premwithin the days of

grace the policy continues but if not the policyréegarded as having
lapsed. Some policies have no days of grace aribeircase of motor
insurance, special position applies. There is ngs dd grace for third

party insurance cover but days of grace applighd¢ocown damage/loss
section of a comprehensive motor insurance policy.

The parties to the contract of insurance ndagide to cancel the
contract. Insurers have provision in their policpcdments for

cancellation. This provision must be complied wigfore cancellation
can be effective. Also, there are circumstancewhich insurers may
cancel their policies.

On the other hand, an insured may decide to camsepolicy at any

time. In some cases there will be a return premanmd in others no
return premium is made.
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6.0 TUTOR-MARKED ASSIGNMENT

1. What is a renewal notice and what is the lggaltion of the renewal
notice?

2. In what circumstances may a contract of instedre terminated?

3. What are days of grace, and in which classaaspirance are they
applicable.

4. Just before his comprehensive motor insuraxpéresl, Mr. John
received a renewal notice from his insurer. Mr.nJdid not pay the
renewal premium until 15 days when he was invoivean accident.
Stated below are claim estimates forwardedMyy John to his

insurer:
Third part property damage claim N200,000
Damage to his vehicle N500,000

What will be the position of Mr. John’s insurer nespect of the claim
estimate submitted?

7.0 REFERENCES/FURTHER READINGS

Steele, John T. Elements of Insurance 101 (ClIINeN&.
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1.0 INTRODUCTION

The purpose of insurance is to provide financianpensation in the
event of a loss. Therefore, if an insured suffelssa or an accident and
if the loss is covered by his insurance policy lam enake a claim

against his insurer. Making claim is simply an aggilon by the insured
for the payment of monies due under his insuranogract.

2.0 OBJECTIVES
On completion of this unit, you should be able to:

explain the processes of making insurance claims
discuss the procedures in handling insurancenelai

3.0 MAIN CONTENT
3.1 Claim Procedure
Before an insurer will pay a claim, certain corahi must be satisfied.

A loss or insured event must occur. The insuredtrauffer some
financial loss before compensation is paid. Thihes case in non —
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life insurance. For life insurance, the insuredrévaust have taken
place, such as the death or survival of the insured

The insurer must be notified. Insurers usually esgdurther details
and completion of a claim for when they are naodifef a loss.

Proof must be provided. The onus is on the instioeshow that a
loss or event covered by the insurance has occuified insured
must also prove the extent of such a loss.

3.2 Notifying the Insurer

Most insurance policies require a loss to be redtifin writing within a
specified number of days from the date of occumerihis could be
seven, fourteen or thirty days. This notificatidause must be complied
with as non—compliance may give the insurer thatrig avoid paying
the claim. However, in practice insurers usuallynsider date
notification on each individual merit.

Initial verbal notification may be made as soompassible followed by a
written notification. The insurers usually wouldhdeclaim forms to the
insured immediately they receive notification veijoar in writing.

A claim form is simply a questionnaire asking fatalls of the insured,
details of the loss, or damage or destruction dnithe time, place and
nature of the loss, name at the time and placess. IClaims are not
usually paid unless and until this formation hasroprovided.

3.3 Proof of Loss

It is the duty of the insured to prove that a lbss occurred and to
demonstrate its size. This may be done by the @dswugiven full

particulars of the loss, or documentary proof & libss. For example, in
personal accident insurance, any claim must be naganied by a
medical certificate; a medical examination by tmsured’'s medical
doctor. In motor insurance, a theft loss must lmapanied by a police
report, original particulars of the vehicle andghase receipt. In marine
insurance, claims are investigated by an indepdnserveyor and in
fire insurance large claims are investigated by irmlependent loss
adjuster.

Once the insured has demonstrated the loss, ihtheer wishes to take

advantage of an exception in the policy it is ughe insurer to prove
that the exception holds.
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3.4 Claims That Falil
An insured’s claim may fail for the following reaso

The insurance contract is invalid or had been idasdd
The loss is excluded
The claim is contrary to public policy.

3.5 The Cause of Loss

Insurance policies cover losses that are specifiads the standard fire
policy will not pay claims on buildings which aréotwyn down by high

winds or blown up by explosions, but it does coweildings damaged
by fire.

However the causes of loss are more complicateql ti@se losses of
related causes, factors or events; or

A chain of related causes, factors or events; or
Several causes may occur together;
Several unrelated causes

The insurer must therefore discover the time, oeglroximate cause of
loss. Only if the contract covers the proximateseawill the insurer pay

the claim. For example, a personal accident pdpscifically excludes

losses caused by sickness and ill health. If &pdiolder has a heart
attack while cleaning windows and falls from thddar, and as a result
breaks his neck and dies, the proximate causeathde the heart attack
rather than the fall and a claim will fail. Howey@r his ladder breaks

and the fall brings on a heart attack from whichsbbsequently dies, a
claim would succeed because the proximate causaecidental.

3.6 The Size of the Claim

The size of a claim depends on whether the conisamte of indemnity
or of reinstatement, a valued policy or a conttagiay a specified sum.

Therefore, the size of a claim under a contracindemnity will be

determined by the principles of indemnity. The mlanust be sufficient
to place the insured in the same financial posiafter the loss as he
was in before the loss. For example, the claimpfoperty insurance is
the value of the loss or damage of the propertyhattime and place of
loss. For a large claim a specialist adjuster; ey or surveyor is used
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to assess the loss. In liability insurances, taectipayment is settled by
the insurer directly with the injured third pargnd is meant to reflect
compensation for loss of earnings, pain and suiggrdisability and
legal costs. The payments are equal either to #meades awarded by
the courts or to the amount of an out—of—courtesagnt.

The size of a claim under reinstatement contragpedds on the cost of
rebuilding or restoring the damaged property inotginal form, less
any allowances for betterment.

For a valued policy, the size depends on the vallaeed on the property
and the extent of damage.

3.7 Who Receives the Claim Payment?

Usually the claim is paid directly to the personcompany that bought
the insurance policy. However, there are certageptions such as are
identified below:

I In a liability claim, the claim is paid directly the injured third
party.

. Where the policy is assigned, the proceeds fthenpolicy will
be made to the assignor.

iii.  In life assurance, death claim is pawm the insured’s legal
representative or to the beneficiaries.

V. Claims may be paid to another persondogler from courts,
although this is not common.

3.8 Payment by Mistake

Where an insurer pays a claim which shootd have been paid,
because no cover was in force for one reason oottey, the insurer is
entitled to recover the mistaken claim payment pkce certain
instances, including that of gratia payments angnyts made
following a mistake in law or under legal obligatio

3.9 Disputed Claims

In some cases, the insurer and the insured magrdsaver the amount
of claim payment or over whether a claim shoulgbg or not. In such

cases, settlement should be made by negotiatiotsebr a claims

official from the insurer and the insured or andpdndent loss adjuster
and the claimant or by reference to the court®yalaking the dispute to
arbitration, for a policy that contains arbitratioonditions.
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SELF SSESSMENT EXERCISE

What is a claim form?

What is the proximate cause of loss?
What is proof of loss?

State the reasons why a claim may fail?

PoOnNE

4.0 CONCLUSION

The essence of the insurance contract is thamndhwear agrees in return
for the premium paid by the insured, to indemnif)compensate him in
the event of a loss. Therefore, an insured whoessiffjenuine loss
within the meaning and intention of his policy mhstcompensated.

Insurers have the duty to ensure that insurancdsfuame not wasted;
only policyholders who have suffered genuine lossescompensated.

5.0 SUMMARY

We have seen that before a claim is paid bothrtbereéd and the insurer
must follow certain procedures.

On the part of the insured, the loss must be redgstomptly and within
the required period of notification. Also, the insd must obtain a
claims form and complete it with alhe necessary supporting
documents proving the loss and size of the loss.

Notification may be oral or in writing. The insurem receipt of
notification checks the following:

Whether the contract is in force

Whether the loss is covered

Whether the premium has been paid in advance

Whether the terms, conditions and provisions ofciigract are kept

He will then acknowledge receipt of the loss noéfion and send the
claim form to the insured.

On the receipt of the supporting documents, therarsdecides whether
the claim will be handled in house or he would appan independent
loss adjuster to handle the claim. Small lossesuarally handled in
house, while large losses are handled by indepé¢thaEnadjusters.
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6.0 TUTOR-MARKED ASSIGNMENT

1. What procedure would an insured follow whersh#ers a genuine
loss under his personal accident insurance?

2. An insurer will have to take some steps whdosa is reported to
him. What are these steps

3. How is claim dispute settled?

4. What happens when payment is made by mistake?

7.0 REFERENCES/FURTHER READINGS

Steele, John T. Elements of Insurance 10MN(Nigeria) CIIN
Journals.
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1.0 INTRODUCTION

From time immemorial, man has sought ways of cdlimgp risk to
which individuals either private or grouped togethe commercial and
business ventures are exposed.

Until about 20 years ago, the concept of risk manant was regarded
as a subject and an arm of practical management. is Ita
multidisciplinary subject which brings together ideas and techniques
drawn from various disciplines, to provide sounchaaptual functions
and a set of tasks for the analysis and positivgrobof risks.

It was widely acclaimed that risk management west fntroduced in
the United States of America in the early fifties a result of
dissatisfaction on the part of the corporate amgividual insurance
buyers with the inadequate premium discount given iftsurance
underwriters to compensate for higher risk retent@nd the loss
prevention methods being adopted for their insuisc.

2.0 OBJECTIVES

After studying this unit, you should be able to:
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define risk

classify risks

identify risks

evaluate risks

discuss financial/physical control of risks

analyze the interrelationship of risk analysisk reontrol and risk
financing.

3.0 MAIN CONTENT

3.1 The Concept of Riskin Insurance (Conditions of
Certainty, Conditions of Risk and Conditions of
Uncertainty)

These conditions relate basically to the statenoihaestor’'s knowledge
about underlying factors which affect the outconiehs investment
decisions. The nature and effects of eachdition on investment
activities will now be discussed.

Conditions of certainty can be said to prevail veharpotential investor
has full knowledge of the ultimate outcome of anvestment
opportunity. This implies:

a. Perfect knowledge, from the outset, of theact nature and
timing of the stream or cash-flow to be expectedmfran
investment opportunity.

b. The expectation that the anticipated outowould not be
subject to chance.

Given that situation, an investor would cqutoally have a single-
valued expectation of the outcome of an investno@mrtunity. Since
such an outcome would not be subject to chancesfiteexpected from
the investment ex-ante would synchronize with biésmettually realized
ex-post.

Situations of single-valued expectations aage rin the investment
world. In practice, one can speak of certaintydittons whenever the
number of possible outcomes from an investmenviagtialls within a
very narrow range of possible values. In that cdme would be only a
very remote possibility of divergence between eg@cand realized
investment outcomes. Investments in fixed incomaricial assets can
be so categorized, especially where the likelihadddefault in the
payment of interest or principal is remote.
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An investor in government treasury securities ¢aninstance, calculate
with fear. Uncertainty has been described as onthe@ffundamental
facts of life. Many individuals and business eptises fail to realize
the magnitude of risks to which they are exposeeryewinute of the
day. How many people for instance, are aware thathuilding in

which they are can catch fire from many sourcediar®yand so place
them in the danger of being injured or possiblyingssome of their
property, such as documents? Equally, indivgldace the risk of
imminent death from numerous causes both knownuekahown. Just
remember the case of Dele Giwa, a renowned Niggoamalist who

was killed at his breakfast table by a letter bamnlthe 19th of October,
1986. When he received the parcel, little did hevk he would be gone
forever the next minute. That was the risk of deatking around him.

In business circles, numerous examples of riskandgadusiness
entrepreneurs are also legion. A company that @mgsiness premises
where different types of manufactured goods areedt@an be burnt
down anytime. A bank could be robbed by armed eoblany moment,
irrespective of the number of armed policemen moagrjuard.

3.1.1 Definition and Classification of Risk

Many writers have defined the word risk in many waput for the
purpose of this course, risk, according to RobaréHr and Emerson
Cammack is defined as thencertainty of loss” That is, risk involves
a situation where it is not certain when, where &iv a loss or
misfortune may occur.

Risk may be classified as:

a. Pure or speculative risk;
b. Fundamental or particular risk.

Pure risk is one that gives rise to a loss or a #isiation. For example,
if a car owner drives his car without sustainingaanident or injury to a
third party. The owner does not suffer any lo€mn the other hand, he
may be involved in an accident. In this case,Uitess a loss.

Pure risk may arise from natural disaster. Fomgda, earthquake, fire,
thunder and lightening. It may also arise from harbehaviour such as
car theft, car accident, bank robbery, etc. Theselskof risks are

generally insurable, that is, they can be covesem$urance companies.

Speculative risk is one which gives rise to lossgain or break-even

situation. Examples are common in buying and sglid goods and
shares, pools betting, gambling of all sorts, triadses, possibility of a
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fall in demand etc. fall in the category of spetivtarisks. Generally,
insurance companies do not insure speculative,ritied is, they are
uninsurable.

Fundamental risk is one that arises from the sparetvhich we live or

from the physical occurrences beyond man’s conttdhemployment,

war, changes in fashion, changes in customs atatiorf are examples
of fundamental risks that arise from the societyimch we live. On

the other hand, examples of physical occurrencgerigethe control of

man include earthquake, flood, tidal waves, volcagas emission; as
the one that occurred at Nyos in Cameroon on 22nduét, 1986.

Some fundamental risks are insurance while somearansurable.

3.1.2 The Concept and Process of Risk Management

Risk management is a system among various functiohsan
organization whereby the risks threatening thetass®d earnings of the
organization can be identified, analysed and cdetioin the most
efficient and economic manner.

Risk management process takes a broader view gfrtidems, passed-
by risks than does of the insurance. The procesdgssat a more
fundamental level and asks the basic questionsoashiat risk this

organization is exposed to.

It moves on from there to evaluate the likely intpae the organization
by looking at both severity and frequency. Havingntified the risk

and evaluated it, risk management techniques are dpplied to decide
how this identified risk could best be controlled@his process is shown
in the diagram below where we can see a simpleeseptation of the
various stages of risk management.

The risk management process

Risk identification

v

Risk evaluation Severity

' Sa
Frequency
Sa I'g
Risk control
A Ta
Financial Physical
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Fig. 1: The risk management process
Retention Transfer Elimination Minimization

It can be seen from this diagram that financiaigfar of risk will be the

stage in the process involving insurance. Eariienirance was defined
as a risk transfer mechanism and it is in this caypdhat it relates to

risk management. Insurance then, is one parhe@frisk management
process.

3.1.3 Risk Identification Techniques

Here, it is essential to carry out somedkimf physical inspection.
Having done this, one or more of the following nimeya helpful aid to
identifying risks:

I Organizational charts;
. Flow charts;
lii.  Checklist or questionnaire.

An organizational chart will show the basic orgarianal structure of
the plant or of an entire company. It will show tleéationship between
and among different personnel. For example, it dohighlight
weaknesses in organizational structure which ceoalase problems for
the risk manager.

The flow chart is particularly useful in companigkere the system of
manufacture as production involves materidlswing through a
process. It shows the flow of the operation aml lwghlight problems
which would be caused by unforeseen events.

The checklist involves the risk manager asking miper of questions
about each stem of plant. These questions normalyive around the
risks to which the plant could be exposed.

3.1.4 Risk Evaluation

Risk evaluation or analysis — The second stag@enrisk management
process is that of evaluating the impact of risksttee firm. Risks are
often evaluated in a qualitative manner, tigt something which
benefits from experience and the risk managers falck on their own
experience of similar events or situations in medaguthe potential

impact of risks. The method here involves staigdtivork which really

begins with the keeping of adequate records.
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Risk control is the third and final step in thekrlmanagement process as
shown in Fig. 1. It should be recognized that faits into two parts
viz: physical and financial. The objective of akrimmanager is the
economic control of risk. After identifying and auating the risk, he
can decide how best to respond to it.

3.1.5 Financial Control of Risks

This particular aspect could be divided int@o categories, viz:
retention and transfer.

Retention

This situation decides to retain the expectationrisks which are

predictable and transfer the unpredictable to mste. So the extent of
this retention value the company becomes its ownrance. Also, in

the case where the insured retains an excess actildds, this means
that the insured retains the risk to the tune o ¢éixcess or deductibles.
Alternatively, a separate fund could be set upag for losses or risk
which may be fully retained. Such a fund @mlled self-insurance.
Furthermore, new developed risk retention has kbenformation of

captive insurance companies, where large compaetesp a subsidiary
company to insure all the risks to which the pamarhpany might be

exposed.

Transfer

The second method of financial risk control is $iteation in which the

company transfers the effect of the lossstome other person or
company. The most common form of risk transis by way of

insurance. This is where the owner of the properiyaying to her, the
risk transferred to an insurance company. As@artientioned, this is
only where insurance is concerned in the whole gsscof risk

management.

3.1.6 Physical Control of Risks

Generally, this involves loss prevention which sbmes is referred to
as risk reduction. It could be divided into twdeggories, namely:

(1) Elimination, and
(i)  Minimisation of risk.

Elimination
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Many people think that the surest way o&venting losses is to
eliminate the possibility of occurrence totall A person who, for
instance, is really concerned over the likelihoddaomotor accident
could sell the car, and so eliminate the risk. $@me other domestic or
business risks, their elimination will just not pessible.

Minimization

The thoughts on the inability to eliminate riskdeao how best losses
can be minimized. This falls into two main divisg

I. Pre-loss minimization — This involves stefaken before the
adverse events occur.

il. Post-loss minimization — This takes plaatter the loss has
occurred to minimize the severity or extent of loss

10¢
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The Interrelationship of Risk Analysis, Control and Financing

Is there risk?

A A
v

No Yes

Has it been measured

o

+ Yes + No
Is it significant? Analyze risk
+ No + Yes
Disregard Can it be avoided or eliminated

+ Yes + No
Avoid/Eliminate Can it be required?
Yes +
Is residual risk
significant?
v v oy
Yes No +

v

Is it a catastrophe?

Disregard

v v

Yes
No
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Can it be retained?

Fig. 2 The interrelationship of risk analysis, gohaaind financing
SELF ASSESSMENT EXERCISE

1. Explain the concept of risk in insurance.
2. How is risk classified? Discuss.

3. Give five (5) examples each of:

a. measures for reducing loss probabilities
b. techniques of reducing loss severity.

4.0 CONCLUSION

We have seen that no insurer or insured can afforaieglect risk
management which has been defined as the procegowth and its
effects on the growth process as well as on pedoo® in the insurance
market.

It is seen that the services of the intermediargraases the gross
premium income of the insurers and consequentlytritutes positively
to the economy of the country.

This course material is designed to improve thermftion on which
decisions are taken to help reduce risk. An instirat is considering
marketing a new product may seek to reduce unogytaly conducting
a market research, though given the limitation wéhsresearch, there
can be no guarantee that actual outcome will misselexpected results.

In such circumstances, the need for past datastgtat information
mainly on claims of insurance are to be chargedhftbe experience
gathered so far. This and any other data the ensigses to charge future
premium as a result of the severity and frequefficisk insured against.

5.0 SUMMARY

Risk management plays a significant role in thenidation of decision
making in the method of risk financing. Risk fimarg may include risk
transfer, i.e. reinsurance, co-insurance, premioading etc. It is said
that a risk with high loss frequency and severég better be transferred
through catastrophe excess of loss reinsurancewetdsr, through risk
evaluation, the insurer is able to classify itstfwhio of risk in terms of
frequency and severity for effective decision.

6.0 TUTOR-MARKED ASSIGNMENT

1. Discuss the six (6) steps that constitute tlggcld sequence of
every risk management programme.
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2. Outline the interrelationship of risk analysisk control and risk
financing using a suitable diagram.
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