P – 2 :: TECHNICAL ASPECTS OF INSURANCE  – NOV. 2010 EXAM
1. State whether the following statements are True/False:

(i) The underlying concept of insurance is to transfer the loss suffered by an individual to a willing and capable professional.

(ii) Insurable interest in life insurance needs to be present only at the inception of the contract or policy.

(iii) As per the provisions of no-Fault Liability, the negligence of the owner or user of the motor vehicle is no longer relevant to decide the question of liability.

(iv) Adverse selection arises when the information presented to the insurer and the actual material facts relating to the risk are the same.

(v) Deductibles are not used in life insurance because the death of an insured is always a total loss.

(vi) Claims for errors committed during the term of a professional liability policy will be covered even after the termination of the period of the policy.

(vii) Cash values under an ordinary life insurance policy increase at a fairly constant rate and reach the face value amount at age 100.

(viii) Under a group insurance policy the insurer underwrites the group as a whole based on the insurability aspects of the individuals.

(ix) Valuation is a process by which the value of all the existing investments is ascertained by the insurer.

(x) Unlike other departments, insurers usually prefer to outsource the underwriting department.

Answer:

1. True

2. True

3. True

4. False

5. True

6. True

7. True

8. False

9. False

10. False

2. Choose the accurate answer in the following statements:

(i) The opening up of the insurance sector to private players towards development of a competitive market was recommended by

(a) Sastry committee

(b) Dutta committee

(c) Malhotra committee

(d) Narasimhan committee

(e) None of the above

(ii) De –tariffication of the general insurance market was in initiative to introduce

(a) high premiums rates

(b) low premium rates

(c) competitive premiums

(d) flat rates

(e) all of the above

(iii) Facts of information that have a bearing on the determination of severity of risk and amount of premium are:

(a) tangible facts

(b) material facts

(c) known facts

(d) common facts

(e) all of the above

(iv) when an insured has taken up two policies for the same property, the compensation for loss will be paid proportionately by both the insurers on the basis of

(a) replacement value

(b) actual cash value

(c) reinstatement value

(d) fair market value

(e) none of the above

(v) The deciding factor to determine the proximate cause is

(a) indirect cause of loss

(b) Correct cause of loss

(c) Place of occurrence

(d) Direct cause of loss

(e) None of the above

(vi) Underwriting is primarily undertaken to

(a) avoid adverse selection

(b) maintain fair prices

(c) stay ahead of competition

(d) recognize hazards

(e) all of the above

(vii) When two policies are in existence on the same vehicle with identical cover, it is known as

(a) co-insurance

(b) re-insurance

(c) double-insurance

(d) retrocession contract

(e) none of the above

(viii) Bond that deals with the assurance of bonafide behavior by an employee during the course of employment is called as

(a) surety bond

(b) debenture bond

(c) fidelity bond

(d) convertible bond

(e) all of the above

(ix) When the insured is deprived the insured object as the cost of recovery would exceed the value of the covered object, loss is called as

(a) actual total loss

(b) partial loss

(c) constructive total loss

(d) general average

(e) all of the above

(x) Boiler and pressure plant insurance policy is generally issued on the basis of

(a) reinstatement value

(b) agreed value

(c) first loss basis

(d) escalation benefit

(e) all of the above

Answer:

1. c

2. c

3. b

4. b

5. b

6. e

7. c

8. c

9. c

10. a

3. “General Insurance contracts are contracts of Indemnity’ Explain and discuss if there are any exceptions?

Answer: The dictionary meaning of 'indemnity' is 'the protection or security against damage or loss or security against legal responsibility'. Indemnity may be referred to as a mechanism by which insurers provide financial compensation in an attempt to place the insured in the same pecuniary position after the loss as enjoyed just before it. The literal meaning of the term "Indemnity" is making good the loss. On the happening of the insured event for which the insurance policy is taken up the insured should be replenished the amount of loss. The principle of Indemnity ensures that the insurer is liable to pay up to the amount of loss and not more than that. In other words it implies that the insured should not derive any unwarranted benefit from a loss. Normally the principle of indemnity applies to property and liability insurance contracts and it

promises that the insured be restored to the same financial position that existed prior to the occurrence of loss. Whenever the insurance company indemnifies the insurer for the full value of the insurance policy (when the asset is completely damaged) the insurer takes possession of the damaged asset to realize the salvage value. Importance of the principle of indemnity can be summarized as:

1. The principle ensures that the insured does not derive any undue benefit from the loss.

2. The principle also aims to control moral hazard. It is possible that the insured may try to secure the maximum amount through dubious and unfair means. However, there are factors that limit the payment of indemnity. The maximum amount recoverable under any policy is limited by the sum insured [or the limit of indemnity]. The actual amount payable to the insured is governed by a number of considerations such as average – this is applicable where an insured deliberately or otherwise underinsures, excess - it is the amount of each and every claim which is not covered by the policy, Limits - refers to the limit in the amount to be paid for certain events, as mentioned by the wording in the policy. E.g. value of pictures, works of art restricted to 5% of the total sum insured in household policies, and Deductible - refers to very large excess. Claims exceeding the deductible amounts become payable by the insurer. There are exceptions to the Principle of indemnity in Non-life insurance too. In non-life insurance this principle is not applicable to covers like Personal Accident Insurance and certain types of Health Insurance such as 'Critical Illness', 'Hospital Cash', etc., where the agreed amount is paid as claims without having to establish the actual spending by the policyholder. The life of a person is different from a material or property. The principle of valuing material property like replacement cost less depreciation and discounted cash flows cannot be applied to determine the monetary value of the life of a person. The value of life is broadly determined by certain qualitative factors and is subject to one's opinion. The most important factor here is the earning capacity of the person and the insurable value is the value of the policy taken up by the person. A life insurance policy is not subject to the principle of indemnity but is a valued policy wherein the agreed upon amount in full is paid to the beneficiary in case of loss of life.

4. Why is underwriting usually defined as “assumption of liability”? Discuss the need and process of underwriting.

Answer: Underwriting is usually defined as "assumption of liability", because for an insurance company underwriting involves the selection of policyholders after thoroughly evaluating all hazards, establishing prices and then determining the terms and conditions of the insurance policy. Intact, the very act of accepting a proposal for insurance and issuance of a life insurance policy implies acceptance of assumption of liability because from the moment the insurer accepts the risk

coverage, he is incurring a responsibility of financial compensation for the loss 01 risk exposures in case the contingent event occurs during the policy period. The term 'Underwriting', refers to the formal acceptance of a risk by the insurance company for a price, which is termed as 'Premium'. Of the many facets of insurance, underwriting has always been considered one of the most critical features. Hence underwriting is also called as heart of insurance operations. The importance of underwriting can be well understood by the fact that even though several activities of an insurance company such as marketing, accounting investment management claims processing etc. are sometimes outsourced, underwriting is an area over which the company always retains complete control. Once the risk involved is deemed acceptable, underwriting then fixes the rate of premium, and subsequently, all other terms involved. 'Underwriting' in its real sense is being practiced after the detariffing last year and the subsequent removal of control on pricing from 01.01.2008. Each risk shall be assessed on its own merit. Gone are the days when rates were quoted blindly based on the tariff or the internal guidelines of the insurer, without actually assessing and evaluating the risk proposed, for fixing of premium. The need for underwriting arises because of some basic reasons: To avoid the concept of adverse election and certain other hazards, to maintain fair prices and subsidization and to stay ahead of competition. The underwriting process follows a series of stages, at the end of which the status of a risk is decided. It is only after the risk has been weighed and a11 possible alternatives evaluated that he final underwriting is done. When a proposal for insurance is received, the underwriter has four possible courses of action: Accept the risk at standard rates Charge extra premium depending on the risk factor, Impose special conditions reject the risk. To conclude the essence of underwriting is to ensure a profitable book of business for the insurance company. 
5. Write short notes on any two of the following:

(a) Endorsements

(b) Co-insurance

(c) Solvency Margin

(d) Common policy conditions

Answer:

a. Endorsements: Endorsements in an insurance contract is effected subsequent to the issue of an insurance policy, if there is a need to modify the terms and conditions of the policy. It is done  by setting out the alteration in a memorandum. This memorandum is called as endorsement. An endorsement is issued subsequent to the issue of policy, whenever there is a need for it. When an endorsement is issued the policy must be read together with the endorsement since many endorsements may give effect to an alteration of the important features of the risk, warranting in many cases, charging of a different premium. Basically ere are three types of endorsements - Extra, Nil & Refund. Extra endorsement - Involves additional premium, Nil endorsement - Involves change in some data such as address, corrections etc. Refund endorsement –Means cancellation of policy or refund of a part of/full premium). Generally endorsements are issued for such alterations as 
(1) Change in insurable interest

(2) Cancellation of insurance

(3) Change in the value at risk

(4) Change in the location or situation of risk

(5) Reduction or addition to the risk

(6) Change of the insured as when a transfer of interest or assignment of interest is made. Sometimes an endorsement is also issued to correct a typographical error in the policy already issued.

]7. Nomination to/assignment of policy.

b. Coinsurance : Where the amount of insurance on large industrial complexes is substantial, it is possible for the insured to interest different insurers in the risk for varying proportions of acceptance, so that the total is covered. The practice is for each insurer to issue a policy with a specification or schedule giving a description of the property insured, with the "co-insurance clause" included therein. Survey of the risk, rating, collection of premium and preparation of the specification is carried out by the "leading office", that is the office carrying the largest share in the business. Co-insurance in British circles means insuring part of the value at risks as agreed with the original insurer. All co-insurances are agreed upon prior to the issue of the original policy. The coinsurances in practice are dictated by business connections or for reducing the insurers' commitments. Where different insurers have a history of association with subsidiaries, Co-insurance is generally made between them. The co-insurers will be given a percentage of the original premium depending on their share of the sum insured and also bear a ratable share of  loss where there is coinsurance. The names of co-insurers with the share of the sum insured will be mentioned in the original policy. This is called a collective co-insurance policy. Sometimes, coinsurers for their relative share of sum insured issue individual coinsurance policies. Methods by which co-insurance agreements are transacted can be summarized as follows: 
Method I: Each insurer issues a separate policy for the proportion of interest insured. In the event of loss, each company's liability is limited to such proportion of loss. 
Method II: The specification of the property is attached to the policy issued by the leading office. The policy is signed by the leading office for its proportion of insurance and then signed by the other insurers for their respective shares of interest. This is called as a collective policy. 
Method III: The leading office issues the policy and signs on behalf of the participating insurers. A clause called "collective clause" is incorporated in the policy. A letter of authority is issued by the "participating insurers" to the "leading office" for the following: Signing the policies, endorsements, and renewal receipts Collection and adjustment of premium, Inspection of risk, Settlement of standard claims, After receipt of the premium or the payment of a claim is made, the leading office makes, arrangements for payment to or recovery from the co-insurers of their proportion of the premiums and the claims as the case may be.

c. Solvency Margins: Insurance Company must and should always be conscious of the risk factors to which it is exposed that could lead to insolvency. In order to absorb sudden setbacks, it is necessary to have some safety margin. Financial strength needed for this purpose is generally provided by shareholders and promoters. That is why owners' funds in insurance entities are termed as 'policy holders surplus'. There are many ways by which the financial prowess of insurers are ascertained. Assessment of the proportion of owners' funds to outsiders' liability gives an idea of how much a company is geared. High gearing, though increases the profitability, raises the level of risk undertaken by any entity. IRDA had tightened its monitoring by increasing the frequency solvency reporting to quarterly. There are numerous methods of determining solvency margins. Regulators are interested in short term solvency of insurance entities mainly because failure of an insurance company can produce severe and far reaching consequences like shrinkage in market capacity, high premium rates, foreign exchange loss, disruption of working of commercial enterprises etc Supervisory authorities follow any one of the following methods for determining solvency of insurance companies. Under the 
Absolute Margin: Minimum margin which is calculated as assets over liabilities. Under Percentage Method: Margin calculations are based on a fixed percentage of premium and /or claims, net of reinsurance. Under Risk-weighted Method: Margin calculations are based on the quantification of risks relating to assets and liabilities. Weights art-assigned to various risk categories for quantification. In order to determine the level of solvency/capital adequacy it is necessary to understand the type of regulatory framework in existence. In India selective prescriptions in key area s like minimum price tariff, investments, reinsurance and administration expenses are already in vogue. Freedom is given to insurers in other areas like reserving, volume and portfolio mix; rear-end supervision is in the form of submission of return in prescribed format. d. Common policy conditions : Common policy conditions are stipulations in the policy, which help in regulating the contract. These may be implied or express conditions. Conditions could be implied or express. In the absence of express conditions, the insurance contract is subject to implied conditions, which relate to

i. Good faith

ii. Insurable interest

iii. Subject matter of insurance

iv. Identification of the subject matter

Implied conditions can be expressed in a policy explicitly, or can be modified or excluded by the express conditions. On the other hand, express conditions are clearly stated on the policy. There are two types of express conditions, a) General conditions, which are applicable to all policies of that class and are therefore, printed on the policy document. There are also Special conditions, which are applicable only to that specific policy. The special conditions are thus handwritten or typed or rubber-stamped on the policy, (e.g., type of packing, compulsory excess, unloading survey, etc.) All conditions whether expressed or implied are the operative clauses of a policy. They are recited as conditions to be fulfilled by the insured for assuming the right to recover under the policy. The conditions are further classified into the following types: Conditions precedent: which precede the formation of the insurance contract. The statements made in the proposal must be true and complete. The contracts also pre-requires that the subject matter must be adequate in all respects, and should exist when the contract comes into force. The fulfillment of the conditions is essential for the validity of the contract.
 Conditions subsequent: to validity of the policy are matters that are considered by the parties as required for the continued validity of the policy. One of these is that the insured would not transfer his interest in the property or the subject matter without the consent of the insurer. The risk of the contract should remain constant and should not be altered. Condition s precedent to liability: The assured in the event of occurrence of a loss must fulfil conditions, which are precedent to the liability of the insurer. Otherwise the insurer is freed from honouring the claim even if the loss is covered by the policy. These types of conditions include: 1 Sending the notice of the loss to the insurer immediately on its occurrence, Every claim, notice, and writ received be the insured on the subject matter should be forwarded to the insurer, The assured must cooperate fully in the investigation of the cause of loss by the insurer etc. The insurer cannot be held liable for nonpayment if these condition s are not fulfilled. However, in case of breach of these conditions, the policy ceases to be operative from the date of the breach. However, if the insured complies with the requisite conditions, he can hold the insurer liable for indemnification of the loss. Most of the conditions are framed to deal with the claims settlements, action required at the time of the loss etc.

6. “Liability Insurance of late is visibly making a mark in the corporate sector.” Explain the scope of liability insure ace with specific focus on D & O Liability Insurance.

Answer: Liability Insurance, of late in India, is visibly making a mark in the corporate sector as well as in other sectors. In the Western countries, liability insurance is very popular and commonly opted by individuals as well as professionals and corporate institutions. The liability generally arises out of negligence or breach of duty. The purpose of Liability insurance is to provide indemnity to the insured in respect of financial consequences of legal liability. Whenever liability arises under Civil Law, compensation (damages) becomes payable. Besides this, there may be legal costs awarded against the insured and also legal costs of defense of the claim incurred by the insured. Liability arises mainly under the Law of Torts. Tort means 'Civil Wrong' arising out of a breach of duty, for which damages are recoverable under law. Tort takes numerous forms, such as libel, slander, etc. Negligence is also the reason for the liability loss exposures. In simple words, negligence means "absence of care". In all liability claims the compensation that is awarded through the judiciary procedures is called as damages. The term 'damages' means the pecuniary compensation awarded by a court of law for breach of contract or for tort. Damages for personal injury (fatal or non-fatal) claims fall into two categories: a) Special Damages - These relate to: actual loss of earnings, medical, nursing or other expenses, funeral expenses. On the other hand General Damages comprise damages for pain, suffering and distress, loss of enjoyment of life and loss of amenities, loss of recreational ability loss of reduced expectation of life, prospective loss of income, future medical expense, loss of opportunity in the job market. The Scope of Liability Insurance Policies includes:

i. Personal Liability insurance

ii. Policy under the Public Liability Act, 1991

iii. Public Liability for industrial and non-industrial risks

iv. Products liability

v. Professional indemnities for Doctors and Solicitors etc.

vi. Employers Liability (Workmen's Compensation policy)

vii. Directors and Officers' Liability policy

Directors and Officers Insurance: Now-a-days, this policy is gaining importance with the increasing corporate frauds. Although Directors' and Officers' (D&O) liability insurance has been in existence for ages, it has come into the fore only in the past few years. Today's business scenario is characterized by extreme volatility and a slew of big-ticket litigation fiascos like Enron and Tyco. The onurs of protecting the interests of shareholders and customers is thus on the directors and officers. They are also answerable to employees and creditors of the firm, not to mention the government and other regulatory bodies. Directors and Officers are exposed to potential risks that might come in the form of:

- Misrepresentation of the firm's financial status

- Lack of diligence and failure of supervision

- Conflicts of interest

- Imprudent decisions and

- Mismanagement of funds

The risk of claims is accentuated in case of a merger, acquisition, takeover or liquidation. Directors especially in banking institutions have been held individually responsible by the institution, shareholders and regulatory authorities. D&O insurance was construed as 'sleep insurance'. It enables the directors to work peacefully with the knowledge that somebody else will take care of the losses in case the company fails to fulfill all its obligations. It offers a broad protection to the insured. Though not mandatory, most of the top corporations in the west purchase D&O insurance

(7) Discuss the admissibility of claims in the following cases:

(i) Mr. Rahul Sharma had a Maruti car insured with the ABC General Insurance Co. which was stolen during night time in September 2010. The insurance company repudiated the claim of the insured on the ground that the said vehicle was being used for commercial purpose by giving the same for hire. The insurance policy clearly provided the limitation as to use of the said vehicle being limited to social, domestic and pleasure purposes. However, the district forum held that the vehicle being stolen could not be connected with its being given on hire. It held that the main contract of insurance could not be terminated in the manner in which the insurer had done and therefore allowed the claim. Then, ABC Insurance Co. appealed before the State Commission. The Commission observed a fundamental breach on the face of agreement and hence dismissed the complaint of Rahul and allowed the appeal of ABC General Insurance Co. Ltd.

Answer:

The decision of the State Commission is justified. Fundamentally there is a clear breach of contract. A private motor vehicle was being used for hire purpose wherein the provisions of the 'usage clause' have been violated Primarily, insurance in the present case is for a vehicle meant for private use, which differs from the insurance policy meant for a vehicle for commercial use in respect premium amount, permit regulation under Motor Vehicle Act, driving license of the driver  is also different in both cases. If a private vehicle is given for hire purpose, the vehicle is apparently exposed to the risk of being stolen where unknown passengers are taken for hire in the vehicle. This exactly could have happened in the above cited case, where the driver would be carrying unknown passengers for hire and possibly those people might have stolen the car. Thus, there is a clear breach of the basic condition of the policy of insurance. Hence the denial is justified.

7 (ii) Shri Kailash Chandra was working as a teacher in a State Government school in Jhalawar and had taken an insurance of policy under salary saving scheme on 15.12.2006 for a sum of Rs 50,000. The insurance premium was being paid by the employer of the insured. Kailash fell sick on 16.06.2008. and was treated for fever between 16006.2008 and 10.07.2008. at Jhalawar. He was thereafter referred to Medical college, Udaipur where he was diagnosed as suffering from liver tumour and was given treatment from 11.07.2008. to 07.08.2008. in the hospital. He was then taken to Taken to Tata Memorial Hospital, Mumbai and he subsequently died on 29.08.2008. A claim was

submitted by Smt. Santosh, wife of the deceased, but Moonlight Life Insurance Co. repudiated the claim stating that in the Proposal/Personal Statement the deceased had answered in the negative to the questions: (a) Whether he had consulted any doctor in the last five years in connection with some ailment which required treatment for more than a week.

(b) Whether he had been on leave on the ground of sickness in the last 5 years and

(c) Whether he had been suffering from a disease related to stomach, heart, lever, brain and nerves or whether he was suffering then (at the time of proposing). Smt. Santosh approached the District Forum at Jhalawar and the District Forum directed the Moonlight Life Insurance Co. to pay then sum assured with interest @ 18 % p.a. and Rs. 5,000/- towards compensation and Rs. 500/- as costs. However, the insurer challenged the verdict and appealed in the State Commission, which allowed the appeal. On further appeal by Smt. Santosh, the National Consumer redressal commission Directed the Moonlight life Insurance Co. to pay the insured an amount Rs. 50,000/- with interest at 10% p.a. from 1.3.2009. (i.e. after a period of 6months from the death of the insured) with cost of litigation at Rs. 5,000/-.

Answer:

The facts of the case need to be analyzed carefully step by step. In the first instance, the denial of the insurance company to pay claim is justified as there is a breach of Utmost good faith principle where Mr. Kailash has concealed some of the information pertaining to his health status in tire proposal form. However, although the District commission orders the payment of the claim in the interest of the insured, it was again challenged by the insurance company before the State Commission which allowed the appeal on the ground of intentionally suppressing of facts. Finally  when the State Commission's order was challenged by Mrs. Santosh Kanwar by filing a Petition before the National Consumer Redressal Commission, the Commission directed Moonlight Life Insurance Company to pay the insured an amount of Rs.50,000/- with interest @ 10% p.a. The grounds considered by the Commission include: 

a. Incontestability Clause (Section 45) of the Insurance Act 1938 allows repudiation within a period of two years. Therefore, a period of limitation of two years had, thus, been specified and on the expiry thereof the policy was not capable of being called in question on the ground that certain facts have been suppressed which were material to disclose.

b. Secondly, the insured deceased was not suffering from any serious disease at the time of filing up the proposal form and therefore there was no material suppression on his part.

c. The insured died due to 'left lobe of liver tumor' which was not noticed even by the doctor at Jhalawar where the deceased took first treatment. This fact was only clearly noticed by the Tata Memorial Hospital, Mumbai after 11.8.2008.

d. Death was because of liver tumor and not because of true diseases cited it he proposal form. There is nothing on record to show- that the insured was required to take treatment for more than a week.

7 (iii) M/s Oberoi (Hotel Business Group ) had purchased a used refrigeration unit from M/s. Jyothi Enterprises for use in transporting meat and vegetables to M/s. Oberoi’s fishing lodge in the Queen Charlotte islands. The goods were insured under a policy of insurance through a broker that included the institute Clause A. The clause contained an exclusion excluding any loss arising from “unfitness of container’. While in transit the refrigeration unit ceased functioning and the goods within were spoiled. M/s. Oberoi sued both the vendor of the refrigeration unit and the insurer.

(a) Is the claim valid?

(b) Enumerate the general exclusion under a Marine Cargo insurance policy.

Answer (a) :

No, the insurer is not liable for the claim. The loss was clearly excluded by the terms of the policy and hence the insurer is not liable for any claim compensation. As is clear, the cause of the failure of the refrigeration unit is due to a defective part. With respect to the liability of M/s. Jyothi Enterprises, the vendor of the refrigeration unit, the vendor is not liable for unfitness and merchantability of the cargo. With respect to the liability of the insurer, the insurer did stipulate for the inclusion of the Institute clauses in its negotiations with the broker and that the broker is as a matter of law, the agent for the assured and the clauses clearly exclude such losses. Moreover, the cause of loss is not due to any perils of the sea.

Answer (b):

The general exclusions under the marine cargo clauses include the following:

• Wear and tear

• Leakage

• Loss due to rats and vermin,

• Loss due to inherent vice of the insured subject matter,

• Damage to machinery not caused due to perils of the sea.

• Loss attributable to willful misconduct of the assured

• Ordinary leakage, breakage, wear and tear

• Loss due to improper or insufficient packing of the insured cargo

• Loss caused due to delay, even if the delay is caused due to an insured peril of the sea.

• Loss due to financial default on behalf of the owners, charterer's, etc.

• Willful destruction or damage of the insured subject matter by the act of a person or group.

8. Discuss the following cases quoting relevant provisions / clauses:

(i) M/s Ramdas & Co. owner of a goods vehicle had got the vehicle insured with XYZ General Insurance company for a sum of Rs. 3,25,000/- covering third party claim as well. Mr. Kapoor, hired the above goods vehicle for transporting the goods worthRs.7,42,000/- appx. The vehicle was set on fire on fire on the way to deliver the goods and was totally reduced to ashes. M/s Ramdas & Co, lodged a claim with the insurer for Rs. 3.2 lakh as comprehensive insurance cover and Rs. 7,42,000/- for loss of goods loaded on the vehicle. The insurer allowed the claim of the owner. The Rs. 2,86,000/- for loss of vehicle and the same was duly accepted by the owner. The transporter had to pay Rs. 6,58,000/- to the party whose goods were destroyed in the incident. XYZ General Insurance company repudiated the claim for the loss of goods on the ground that the goods carried in the vehicle did not fall under the category of third party property and risk for the value of goods was therefore not covered by the terms of

the policy. Discuss the admissibility of the claim.

Answer:

The denial of the Court is fully justified and the insurance company is not liable to pay the claim. As per the provisions of Motor Vehicles Act, a policy is required to be taken covering damage to the property of a third party caused by or arising out of the use of a vehicle in a public place. In the present case as goods in the damaged vehicle were properties of third party, the insurer is liable puma facie. But, though the goods carried in the said vehicle could be termed as properties of third parties, however, the policy in question did not cover the risk of loss to the goods. As per provisions of the Motor Vehicles Act, the insurance company shall not be liable in respect of damage t o property belonging to or held in trust or in custody or control of the insured or a member of insured's household or being conveyed by the motor vehicle. Therefore, the words "property of a third party" refers to the property not inside (carried) but outside the vehicle. Therefore, the liability for damage to the goods is to be determined with reference to terms and conditions of the policy in question. In the present context the policy clearly exonerate the insurer of the liability in respect of damage to the goods being conveyed in the vehicle at the time of the incident.

8 (ii) An insured, Mr. Raja, claimed for recovery of damages to his motorcycle on 20/7/08. The insurance company rejected the said claim stating that the driver did not have a valid driving license on the date the accident occurred. The driving licence had expired on 31/05/2008. Mr. Raja had not renewed the within 30 days. Instead, the said license was renewed only after 69 days, and accordingly, the new license came into effect form 05/08/2008. The insured filed a complaint in the consumer court, on the basis of earlier judgments by other courts that such cases should be treated as nonstandard and 75% liability should be paid as full and final discharge of such claims. Do you agree with the argument of the insured Mr. Raja ? Is the rejection justified

Answer:

An effective valid driving licence is an important document that not only gives a license to drive vehicle on the road but it also is an important proof of one's identity. Every driving licence just like passport has an expiry date. So to ensure that it doesn't lose its validity, one must renew it before the expiry date. The chief point to be established in this case was, whether the driver had an effective licence on the date 20/07/2008. The judgment of the court is right. There is no dispute that the driver had acquired a valid driving licence which had expired on 31/05/2008. He had not renewed the licence within in 30 days. Instead, the said license was renewed only after 69 days, and accordingly, the new license came into effect from 05/08/2008. The position of law is clear that the claim should be settled as per the condition of the policy. It is written in the policy that the claim can be settled only if tire driver is holding a valid driving licence on the date when the accident occurs, and is not debarred from holding a driving license. As Mr. Raja the complainant (insured) did not possess a valid driving licence at the time of the accident, and hence tire opponent (insurance company) had rightly rejected the claim of the insured, which was proper. Hence, the insured is not entitled to get any relief. 
(ii) Mr. Girish received monthly benefits from the ABC Insurance Co. after it accepted his disability claim in March 2008. His case was reviewed periodically and his disability was described as a ‘non-specific’ problem, which caused him to feel unwell and lethargic with machine muscles and weakness. Girish confirmed that his condition remained static and that he was suffering from ‘psychogenic pain unspecified’. The insurer arranged for another doctor to examine Girish at home. Girish told the doctor that he spent most of the day either sitting in a chair and string into space or sitting outside in the garden. Girish also that he needed help to load shopping into the car and had not been able to drive for two to three months. However, the Doctor could find nothing wrong with him. The insurer’s investigators filmed Girish in the weeks before and after the doctor’s visit. These videos showed Girish getting out of his car, opening the boot without difficulty, pushing a supermarket trolley and loading shopping into his car. They also showed him jet-washing and drying his car and driving long distances. Finally, the firm concluded that Girish did not satisfy the policy definition of ‘disabled’ and it stopped the benefit payments.

(a) Is ABC Co. right is stopping the benefits payments?

(b) Write a brief on disability income insurance.

Answer: (a) ABC General Insurance Co. is right and has acted fairly. There is no reason to think that Mr Girish is medically unable to perform h is normal occupation. Unless he is able to explain either the level of activity shown in the videos or the disparity between this activity and his statements to the doctor about what he could - and could not - do, his benefits need not be paid. (b) Disability income insurance is one of the oldest coverages offered by health insurers. Disability income insurance provides compensation to the insured when he is unable to perform his regular duties due to sickness or due to injuries arising out of an accident. It provides security against loss of income. These policies can be short term or long-term. Disability income insurance is provided by life insurance companies and other insurance companies specialised in health insurance. Disability income insurance is offered to groups and to individuals. In the US, a majority of the health insurance policies are group policies. Disability can be defined as an insured individual is stated to be disabled if he is rendered incapable of performing his duties in his occupation due to i ll health or sickness for a particular period. The disablement can be temporary or permanent or total which results in loss of income Disability insurance provides regular income benefits to the insured person during the period of disablement. Exclusions: There are some .common exclusions under disability insurance policies. They are as follows: This policy does not covers disability due to wars, intentional injuries, and normal pregnancies. In individual policies and group policies, pre-existing conditions are excluded. 
9. Fill in the blanks:

(i) ------------- refers to the strategic alliance between a bank and insurance company to augment sales of insurance policies. 
(ii) The doctrine of -----------------implies that in a contract of insurance the contracting parties must rely on each other’s honesty.

(iii) ---------------------- was constituted by the state governments to ensure speedy settlement of claims of persons involved in motor accidents.

(iv) Willful negligence on the part of the policyholder because of existence of insurance is said to be a case of -------------- hazard.

(v) The existence of imprecision in estimates of final loss costs due to time gap between occurrence of a loss and its final settlement is called as ------- ---------problem.

(vi) The throwing of cargo overboard due to either a deliberate act or in the wake of a grave danger is called as -----------------

(vii) The Insured Declared Value is deemed to be the --------------for the purpose of premium tariff at the commencement of each policy period.

(viii) ---------------------Clause provides that the validity of an insurance contract cannot be contested after it has been in effect for a period of two years.

(ix) A---------------- plan provides an opportunity for the investor to benefit from the returns available in the capital market without going for direct investment.

(x) ------------------ insurance policy is also referred to as ‘endowment-at age 100 policies’.

Answer:

1. Bancassurance

2. Utmost Good faith

3. MACT

4. Morale

5. Long-tail


6. Jettison.


7. Sum Insured


8. Incontestable

9. Unit-linked


10. Whole-life

P – II :: TECHNICAL ASPECTS OF INSURANCE – MAY 2010 EXAM
1. State whether the following statements are True/False:

1. The basis of insurance is sharing of losses of many amongst few.

2. There is no agency commission or brokerage payable in respect of motor third party insurance business in India.

3. The Principle of Utmost good faith imposes duty of disclosure on the insurance agent, insurance and the company authorities.

4. In liability insurance, it is not possible to predetermine the extent of insurable interest.

5. Under the No-fault liability provision of the Motor Vehicle Act, the negligence of the owner or user of the vehicle is not relevant to decide the question of liability.

6. Adverse selection refers to a situation where the insurance applicant presents a possibility of loss that is lower then the average expected from a random sample of all applicants.

7. A ’slip’ like ‘cover note’ serves as acceptance to the proposal by the Insurance underwriter.

8. Deductibles are application in life insurance contracts too, as death of an insured is always a total loss.

9. Endowment plans promise protection from risk in the event of death of the insured only during the policy term.

10. While determining proximate cause, the sequence of events according to their time of occurrence is irrelevant.

Ans:

1. False

2. True

3. True

4. True

5. True

6. False

7. False

8. False

9. False

10.True
2. Choose the accurate or near accurate answer in the following statements:

1. Transfer of the rights available to the insured under a contract of insurance to another person with the consent of the insurer is known as

(a) Assignment

(b) Nomination

(c) Appraisal

(d) None of the above.

2. Permanent Life insurance policies acquire paid-up value, if the premiums under the policy are paid for at least

(a) Two years

(b) Three years

(c) One year

(d) None of the above.

3. Annuity whose payments are not contingent on the annuitant being alive is known as

(a) Pure life annuity

(b) Pensions

(c) Annuity certain

(d) None of the above.

4. The process of selection and classification of policyholders after thorough evaluation of hazards is known as

(a) Rate marking

(b) Pensions

(c) Annuity certain

(d) None of the above.

5. Any ambiguity in the contract language that is construed strictly in favour of the insured is known as the ‘doctrine’ of

(a) Contra proferentum

(b) Lapse

(c) Experience judgement

(d) None of the above.

6. Causes of loss or perils that are listed in the insurance policies are called as

(a) Pure risks

(b) Named perils

(c) Open perils

(d) None of the above.

7. Owner’s funds in mutual insurance entities are termed as

(a) Reserve Fund

(b) Policyholders surplus

(c) Shareholders surplus

(d) Solatium fund.

8. A legal instrument in which a surety ensures the performance of a contract by the principal or the obligator is called as

(a) Certificate

(b) Notice

(c) Bond

(d) All the above.

9. ‘Forceful entry’ is a prerequisite for a

(a) Burglary

(b) Theft insurance

(c) Fire insurance

(d) All the above.

10. Amount payable to persons for recovering property from sea under a marine insurance policy called as

(a) Sue and Labour charges

(b) Particular charges

(c) Commission

(d) Salvage charges.

Ans:

1. (a) Assignment


2. (a) Two years



3. (c) Annuity Certain

4. (c) Underwriting




5. (a) Contra Proferentum

6. (b) Named Perils




7. (b) Policyholders Surplus

8. (c) Bond





9. (a) burglary


10.(d) Salvage Charges

2. Group insurance generally costs less then individual insurance. Why?

Ans: A Group Insurance Policy is usually administered to a defined existing group through a single policy known as a master policy. It is issued to the group policyh older who may be the employer or the authorized person representing the group. Certificates and summary evidence of insurance is given to the members of the group insured. In group insurance, the insurer underwrites the group as a whole. Therefore, group characteristics are important rather than the individual characteristics of group members. Group insurance generally costs less than individual insurance. This is because the group insured generally needs no medical examination. Secondly, the acquisition cost for the insurer is also low. The insurer pays less commission to agents of group insurance than to the agents of individual insurance. Moreover, the employer offers administrative

services such as collection of premiums, where the employees share the premiums. Therefore, the cost of administrating the scheme for the employer is minimal. Since in a group insurance policy the characteristics of the group are more relevant than the individuals who make up the group, the premium trends to be lower than on individual policies. Further, the insurer in the case is guided by

the size, age composition, occupation and the stability of the group as on whole rather than the health and insurability of the individuals. Insurers generally prefer larger groups to smaller ones or stray individuals to avoid the possibility of adverse selection. Underwrites in a group policy favour a regular flow of new employees into the group and replacement of older employees by none new so

that the average age of the group remains more or less low and constant. In group insurances, the premium reflects the experience. The group is charged higher premiums if the loss experience in a year is higher than anticipated losses; conversely, if the less experience more to be lower than anticipated, the gain is passed on to the group by way of reduction in future premium.

4. Discuss the implication of post settlement action and recoveries with respect to settlement of general insurance claims.

Ans: The settlement of claims constitutes one of the important functions in an Insurance organization. Indeed, the payment of claims may be regarded as the primary objective of insurance to the public. Generally a claim is processed on the basis of the claim form, report from surveyors, legal opinion, medical opinion, various documents furnished by the insured and any other evidence secured by the insurers. Further, after the claims are settled, the insurers’ post settlement actions have significant impact on the policy underwriting and coverage. In fact the action taken after settlement of the claim in relation to underwriting varies from one class of business to another. For example, sum insured under a fire policy stands reduced to the extent of the amount of claim paid. However, it can be reinstated on payment of pro-rata premium. Similarly on payment of the capital sum insured under a personal accident policy, the policy, stands cancelled. Similarly, payment of a claim under fidelity guarantee policy automatically terminates the policy. With a total loss claim on a motor vehicle, the policy is returned to the insurers. Another important post settlement action pertains to recoveries. Recoveries may be in the form of salvage or from third parties under subrogation rights. After settlement of claim, the insurers under the law of subrogation are entitled to succeed to the rights and remedies of the insured and to recover the loss paid from a third party who may be responsible for the loss under respective laws applicable. Thus, the insurers can recover the loss from shipping companies, railways, road carriers, airlines, Port Trust Authorities. For example, for non-delivery of consignment, the carriers are responsible for the loss. Similarly, the Port Trust is liable for goods which are safely landed but found subsequently missing.

5. Discuss the rationale for solvency surveillance in Insurance industry.

Ans.: Solvency surveillance implies supervision or scrutiny by regulator of the ability of an insures to meet the claims that arise in terms of policies issued by it. Insurance Industry is highly regulated in all the countries especially in the aspects of business like licensing, minimum tariff, product approval etc. Even in developed countries where liberalization and free market economy are the buzzwords, stringent ‘front end’ and ‘back -end’ regulations are in vogue. The Regulatory framework depends on a host of factors like size of insurance market, type of customers and players in the market, degree of professionalisation, magnitude of transparency, etc. Insurance companies collect premium in advance with a promise to settle claims at a future date in the event of named contingency. Thus, the entire business is based wholly on the financial strength and integrity of the management to meet its obligations. Insurance business is unique in many other aspects as well. Insurer assumes a dual role of risk management and money management. This exposes insurers to risk on both assets as well as liabilities side. Risk on the asset side arises mainly because of price fluctuations as a major portion of insurance funds are invested in financial assets. On the liability side, the difficulty in assessing the liability or technical reserves accurately creates risk. For ex., the risk profile of non-life insurers is different from life companies.Life insurers collect level premium for offering risk coverage for a fairly long period of 15-30 years whereas non-life insurance contract is for a short term, generally for a year. In case of life insurance, the size of claims can somewhat be estimated as the companies ‘assure’ a specific sum in the event of a contingency and the number and nature of claims can also be predicted based on mortality tables. But, quantum of loss in case of non-life business is not easily predictable as also the number of accidents. Moreover, in case of non-life business, it is essential to make a distinction between property and liability lines because of the time factor involved in claim settlement Liability is a long tail business as the loss may be reported over a number of years in future, long after the expiry of insurance policy. In addition, involvement of third parties and direct settlement to them compounds the problem of loss assessment. Legal costs involved in settlement are sometimes astronomical and run-off claims are very common in this type of business. Another unique aspect is that the stake of the shareholders and promoters is very small compared to the policy holders’ interest. Due to these unique features insurance comp. an operations are required to be closely monitored and one of the weapons normally used by the regulator is the monitoring of the solvent position (with the laying down of the principles of valuation) of an insurer periodically. At present, the requirement is for an insurer company to file a solvency statement with the IRDA on a quarterly basis — within six weeks of the close of the quarter. On the basis of the scrutiny of the solvency statement, the regulator can direct an insurer other to bring in additional capital to restore solvency or cease it to do a class of business forthwith. 
6. How do the Insurance contracts satisfy the provisions of Indian Contract Act of 1872?

Ans.: Insurance contracts are also governed by the provisions of the Indian Contract Act,1872. In general, there are four requirements that are common to all valid contracts. To be legally enforceable, an insurance contract must meet these four requirements namely Offer and acceptance, Consideration, Capacity and Legal purpose. For example, an applicant for insurance makes an offer, and the company accepts or rejects the offer. An agent merely solicits or invites the prospective insured to make an offer. A legal offer by an applicant for insurance must be supported by a tender of the premium and it should always be prior to commencement of the ‘coverage’. The agent usually gives the insured a conditional receipt that provides that acceptance takes place when the insurability of the applicant has been determined by the Insurer. In property and liability insurance, the offer and acceptance can be oral or written. Secondly, Consideration is the value given to each contracting party. The insured’s consideration is made up of the monetary amount paid in premiums, plus an agreement to abide by the conditions of the insurance contract. The insurer’s consideration is its promise to indemnify upon the occurrence of loss due to certain perils, to defend the insured in legal actions, or to perform other activities such as inspection or collection services, or loss prevention and safety services, or as the contract may specify. Thirdly, the Parties must have legal capacity to contract: This requirement of a valid insurance contract is that each party to a contract must be legally competent This means the parties must have legal capacity to enter into binding contract. Parties who have no legal capacity to contract include: Insane persons, intoxicated persons, Corporations acting outside the scope of their charters, bylaws, or articles of incorporation, or authority, and minors. Lastly, agreement must be for legal purpose. For insurance policies, this requirement means that the contract must neither violate the requirements of insurable interest nor protect or encourage illegal ventures. In other words, an insurance policy that encourages or promotes something illegal and immoral is contrary to public interest and cannot be enforced. Thus, through insurance policies, the insured transfers the costs of losses to insurance company. In return for the premiums paid by the insured, the insurers promise to pay for the losses covered under the policy. The policy contains all the terms and conditions for its enforceability, and the benefits payable by the insurer. The breach of these conditions by either party will result in the invalidation of the contract.

7. Decide the admissibility of claims in the following cases:

(i) Mr. Harsha insured his car, with his son as a ‘named driver’. Unfortunately, his car was stolen from a supermarket car park. During the investigation proceedings of Mr. Harsha’s theft claim, the insurers discovered that the car was, in fact, registered in the name of the son, and the son was also responsible for the financing arrangement. The insurer refused to meet the claim and cancelled the policy from its start date Mr. Harsha further admitted that he had taken out the policy in order to reduce the premium by using his ‘no claims discount’, but he argued that his son was the main user of the

car. Are the insurers right in denying the claims?

Ans: (i) In this case, although Mr H insured his car with his son as a ‘named driver’, it was found by the insurers that the car was in fact registered in the name of the son, and that the son was also responsible for financing the payments for the car. Mr. Harsha has clearly violated the principle of Utmost good faith by misrepresenting his son’s parity. Further, the admission of Mr. Harsha that he had taken out the policy in his name in order to reduce the premium by using his no claims discount, though his son was the main user of the car clearly reflects his intention to cheat the company. Since Mr. Harsha misrepresented the facts intentionally, the insurers’ decision to refuse to pay the theft claim is fully justified.
(ii) In December, 2002 Mrs. Debjani Mukerjee had applied to Good Health Insurance Company Ltd. for a life assurance cover of Rs. 5,00,000 and for Rs.2,00,000 critical illness cover. Two years later she was diagnosed with Breast cancer. The Company refused to meet her claim. It said this was because she had not disclosed that for most of the early 1990s she had been suffering from, and received treatment for, back pain following childbirth. Insurance company considered this fact as she had not revealed this

information to be reckless non-disclosure. Mrs. Debjani told the Insurance Company that she had not thought she needed to disclose this information. She thought the question on the firm’s application from referred only to illnesses that had resulted in her taking time off work during the previous five year.It was more than five year since she had suffered from the back pain and she had never needed to take time off work because of it. In response, the company pointed out that it had asked whether she had ‘ever suffered’ from ‘back or spinal trouble’. Mrs. Debjani said she did not believe that back pain due to childbirth was ‘back or spinal trouble’. Was the denial by the Insurance Company justified ?

Ans: (ii) In this case, the refusal of the insurance company to pay the claim is not totally justified. In fact, the insurance company needed the policyholder to give information only about any medical consultations that had occurred during the previous five years. Although it is quiet evident that the firm’s question about ‘back or spinal trouble’ was not limited to that five-year period, the wording of the question was potentially misleading. Probably therefore, Mrs. Debjani had genuinely misunderstood the question and that any non-disclosure on her part was clearly inadvertent However, a careful reading would have made it clear that the firm wanted to know about all back and spinal trouble, regardless of how it occurred or when she had sought treatment for it. So it can be said probably, Mrs Debjani had been slightly careless in completing the application. However, slightly careless or in advertent non-disclosure entitles an insurer to rewrite the insurance policy. Therefore, if the company had been fully aware of the applicant’s medical history, it would have offered full cover except for back and spinal problems. Therefore, the company in the present case is not justified in canceling the policy totally and should reinstate the policy adding the exclusion for back and spinal problems if so thought necessary and make fair payments for the claim on those terms. Since there is no apparent connection between Mrs Debjani’s breast cancer and the exclusion clause for back and optimal problems the company has to meet her claim in full, together with interest. 

(iii) A ship was carrying a shipment of lumber carried from Canada to Saudi Arabia, some of which was loaded on and some of which under deck. During the voyage the vessel suffered engine failure and had to be towed to Piraeus, Greece for repairs. The shipment was insured under an open cargo policy. Some of the cargo was damaged before the engine problems were repaired. Initially, believing the cause of the damage was the failure to properly ventilate the holds, a covered peril, underwriters agreed to advance the assured approximately US$2,50,000. But later on the underwriters advanced only approximately US$2,60,000. After the cargo arrived in Saudi Arabia, it was surveyed by a surveyor appointed by underwriters. The essence of that surveyor’s opinion was found to be that the damage to the cargo was caused by delay although other factors contributed. Later, the Underwriters denied the claim on the basis of exclusion for ‘delay’ in the Timber Trade Federation Clauses. The underwriters argued that this clause excluded all damages caused by delay even if, delay was only a contributing cause. Discuss the admissibility of the claim.

Ans: (iii) The decision of the underwriters in denying the claim after initially accepting to have been caused by a covered peril is not justified. Primarily the damage has been caused by lack of ventilation and was therefore not excluded under the policy. Further, the exclusion clause would only be operative if delay was the sole cause of the loss. The insured is also entitled for the loss of under deck cargo as well as deck cargo, although under deck cargo is subject to all risks coverage whereas on deck cargo is subject to specified perils coverage, as there is no specific mention of the same in the policy coverage. Moreover, the insured is also entitled to claim punitive damages on the grounds of ‘bad faith’ against underwriters, on making an interim payment of only US$260,000 when underwriters had agreed to pay US$350,000 and raising allegations that the damage was caused by inherent vice when underwriters knew there was no basis for this defense. There is a definite evidence of unfairness and deception in the motive of the insurers.

8. (i) In January, 2009, there was a serious fire at Mrs. Kapoor’s bakery shop, which was insured with ABC General Insurance Company under a commercial policy. The fire brigade thought the fire might have been caused by an electrical fault. Initially, the fire made an interim payment to Mrs. Kapoor of Rs. 1,00,000 and appointed loss adjusters. During the course of their investigations the loss adjusters discovered that Ms. Kapoor’s business owned its suppliers Rs. 70.000. Kapoor had borrowed almost Rs.1,00,000 from her bank over the previous two years and had made incorrect statements when applying for the bank loans. The loss adjusters also discovered that, in her original insurance application, Mrs. Kapoor had failed to disclose that the ground floor of her shop unit was unoccupied and was not properly secured. The firm told Mrs. Kapoor that it was treating her policy as void. Is the company right in treating the policy as ‘void’ ?

Ans: The insurance company is right in treating the policy as void. In this case, there has been a clear concealment of material facts. Hence intentional nondisclosure amounts to fraud. In this case, Mrs. Kapoor intentionally had failed to disclose that the building was not secure and that her business was in difficulty, even though it had questioned her directly about these matters. Further, she has also committed a criminal offence in misrepresenting the purpose of the loans. Hence, there is clear evidence of the fact that she might have intentionally caused the fire loss so that she can make good her loss from the compensation that she would have realized through the claim. She has also committed a crime which needs to be addressed under the criminal code procedure under the law of the land.

Ques: (ii) Mr. Mahender Singh’s home was broken into in October,2009. The burglars had kicked in panel in his back door and stolen many of possessions. After accepting his claim for the stolen contents, his insurance company arranged for one of the approved contractors to replace the back door, even though the municipality owned the property and was responsible for repairing the damage. Early the following year, shortly before Mr. Singh’s policy was due to expire, the insurance company sent him a renewal questionnaire. This asked for details of his current security arrangements. Mr. Singh completed the from, confirming that his external doors had ‘a mortise deadlock and security bolts or a key-operated locking system’. The firm renewed the policy, but within a month Ms. Singh’s property was broken into a second time. Again, the thieves had kicked in the rear door panel. When the firm discovered that the back door did not, in fact, have security bolts or a key-operated locking system, it refused to meet Mr. Singh’s claim. 
(a) Is Ms. Singh’s claim reasonable ?

(b) In case of a dispute for repudiated claim, what provisions are made by IRDA?

Answer: (a) Mr. Singh’s claim is reasonable and justified on many grounds. Firstly the failure of Mr. Singh to comply with the security condition was not connected with the loss. Secondly, Mr. Singh may have assumed that the firm’s contractors had installed a door that met the firm’s own security requirements, although it was careless of him not to have double-checked this. Thirdly, on being asked to fill the renewal questionnaire, Mr. Singh had not deliberately or recklessly supplied an incorrect answer. Fourthly, assuming that even if Mr Singh had realised that he needed to fit bolts from the first experience, it would have not prevented the second burglary, because the burglars had entered the house by kicking in the door panel and not by breaking the locks. Lastly Mr. Singh should be allowed reasonable period of time to change the locks, and the second time burglary occurred too soon.

(b). The IRDA has constituted the ‘Ombudsman’ a grievance redressal mechanism to resolve disputes through Conciliation and Award Making. Most of the consumer disputes usually relate to either delay in settlement of claims, nonsettlement of claims, repudiation of claims, quantum of loss, policy terms and conditions, injuries caused by defective products or negligence of professionals. However, the Ombudsman’s powers are restricted to contracts of value not exceeding Rs. 20 lakhs. The companies are required to honour the awards passed by Ombudsman within three months. On the other hand the Ombudsman also should pass an award within a period of three months from the receipt of the complaint. The awards are binding upon the insurance companies. If the policy holder is not satisfied with the award he can approach Consumer Forums /Courts of law for redressal of his grievances.
9. Fill in the blanks with appropriate word:

1. Non-disclosure of a material fact renders a contract ..............at the option of the insurer.

3. Brokers are.......................of the proposer.

4. Payment of compensation to victims of ‘Hit and Run’ accidents is made from the……………….

5. Insurance……………………..act as arbitrator to facilitate redressal of customer disputes relating to insurance.

6. ……………………… refers to the contractual relationship by virtue of which risks of insurance are shared with another insurer.

7. ………………………. Results are an indication of the effectiveness of the Company’s underwriting policy.

8. The payment made in the event of loss under a ……………………..value policy is the cost of reinstating the same kind of property by a new one.

9. Compensation awarded through judiciary procedures in liability claims is called as…………………….

10. ………………………….Average refers to the loss incurred by the sacrifice made during extreme circumstances for the safety of the vessel and the cargo in a marine transit.

11. A life insurance policy that is discontinued wit in the financial year of issue is called a…………………… duration lapse.

Ans:

1. voidable


2. agents


3. Solatium Fund

4. Ombudsman

5. Reinsurance

6. Underwriting

7. reinstatement

8. damages


9. General

10.zero

TECHNICAL ASPECTS OF INSURANCE– NOV 2009 EXAM

1. State whether the following statements are right or wrong:
1. Insurer will allow discount in premium if the insured would like to have the peril “Explosion” excluded from the scope of the Standard Fire and Special Perils Policy.

2. The proposer need not have insurable interest in the property proposed for Fire insurance at the time of seeking the cover and it is enough that he has insurable interest at the time of loss.

3. General Average Loss can be recovered under the Marine Cargo Insurance Policy subject to ICC ( C ) Clause.

4. Losses caused by delay can be recovered under a Marine Cargo Insurance Policy subject to ICC (A) Clause if the delay is caused by an insured peril. 

5. Marine cargo insurance policy is a valued policy.

6. Central and State government vehicles need not have the compulsory Third Party Insurance as in the case of other Registered Motor Vehicles.

7. Construction phase insurance policies are normally issued for a period of one year and renewed periodically.

8. Term assurance plans have no maturity value.

9. Persons with low income and high insurance needs should not prefer term assurance policies.

10. Bonus declared in respect of with profit policies is paid to the insured at the end of each year.

Answer: 1. Wrong 
2. Wrong 
3. Right 
4. Wrong 
5. Right 
6. Right 


    7. Wrong
 8. Right
9. Wrong 
10. Wrong

2. Choose the accurate or near accurate answer in the following statements:

1. The following is one of the essentials of an insurable risk

a. The loss must be accidental and unintentional

b. The person seeking for cover should have money to pay the premium

c. No loss should have taken place ever in the past in respect of that risk

d. Approval should have been obtained from the IRDA for insuring that risk

Ans: a. The loss must be accidental and unintentional

2. Principle of indemnity is not applicable to Life insurance, because

a. It is an Insurance Act provision not to apply the principle of indemnity to Life insurance contracts

b. The value of a person is not monetarily measurable

c. Policyholder will not accept imposition of such a principle

d. It is a ruling given by the Life Insurance Council of India.

Ans: b. The value of a person is not monetarily measurable

3. Standard Fire and Special perils policy excludes nuclear risks, because

a. They are uninsurable

b. They will be covered by a different policy

c. Premium for these risks are prohibitive and insured cannot afford it

d. Insurers will burn their fingers if they insure nuclear risks.

Ans: a. They are uninsurable

4. Whole Life insurance policies paying the face value to the insured at his age of 100 are terms as

a. Endowment-at-age-100 policies

b. Deergayush policies

c. Strike at 100 policies

d. Life to term policies

Ans: a. Endowment-at-age-100 policies

5. In respect of claims under Fire Insurance Policies, survey of losses beyond Rs. 20,000 in value is

a. A provision in the Insurance Act

b. A directive by the IRDA

c. As per joint agreement among all the general insurers

d. A Central Government directive to insurers

Ans: a. A provision in the Insurance Act

6. The short period rate charged by the insurer for motor comprehensive insurance for a period of 8 ½ months is

a. 85% of the Annual rate

b. 90% of the Annual rate

c. Full Annual rate

d. 95% of the annual rate

Ans: c. Full Annual rate

7. The Standard Bankers’ Indemnity Policy does not cover the financial loss sustained by

a. the fraud committed by the chief executive of the bank

b. the receptionist in the bank

c. the Government nominee director on the board of the bank

d. the Technical Director of the bank who receives monthly salary

Ans: c. the Government nominee director on the board of the bank

8. The term “Money” used in the Standard Banker’s Indemnity Policy covers

a. Postage and Revenue Stamps

b. Advance received by the employee for his tour

c. Salary received by the employee on the payment day

d. None of the above

Ans: a. Postage and Revenue Stamps

9. One of the following plans of L.I.C is not Annuity plan

a. New Jeevan Dhara

b. Janashree Bheema Jojana

c. Jeevan Adhar

d. None of the above

Ans: a. New Jeevan Dhara

10. In case of Multiple Claimants for compensation on the death of the insured Under Life Insurance policy, the insurer will have to pay the policy money

a. To the nominee in the policy

b. To the wife of the insured

c. Only after getting a court order as to the Legal Heir issue

d. To surviving wife of the insured

Ans: a. To the nominee in the policy

3. (a) Mention the three distinguishing differences between an Open Cover and An Open Policy in Marine Cargo Insurance. 6

Ans: The three distinguishing differences between an Open Cover and an Open Policy 
	Open Cover
	Open Policy

	Issued for imports and exports
	Issued for Inland Transits

	No sum insured will be mentioned
	Sum insured representing the estimated total value of all the dispatches during the period of the policy will be stated in the policy

	Not a stamped document
	A stamped document


 (b) Ganesh Textiles Chennai insured one of their import consignments of machinery spares with their insurer, against Institute Cargo Clause (B) Risks from U.K. to Chennai. The consignment consisted of 1,000 numbers automobile bearings packed uniformly in 10 boxes. The consignment was injured fully for its cost and freight only. When the cargo was cleared at Chennai port it was found that: 

1. One box was lost while cargo was unloaded from the ship at Chennai Port

2. Contents of two boxes were found to be completely damaged by sea water and the surveyor certified them as total loss.

3. A good number of bearings were found to be damaged by rain water. Surveyor recommended the claim for cleaning charges of the bearings.

4. Few bearings were found to be heavily dented and the surveyor certified them as out of use.

The claim is fully documented. If you are the insurer how will you deal with this claim with regard to admission of liability for identical losses and damages?

Ans: 1. Marine Cargo insurance policy subject to the I.C.C. (B) Clause provides for coverage for sling loss (loss while loading or unloading). Hence the claim for the contents of one box is payable

2. Sea water damage cover is also part of the cover under I.C.C.(B) cover. Hence the insured is entitled to recover this loss also subject to the insurer having right over the salvage. 

3. There is no cover for rain water damage in the clause. Hence claim for cleaning expenses is inadmissible

4. There is no cover for denting in the clause; hence loss due to denting is not payable. As for the sling loss insured is to furnish to the insurer the certificate issued by the port trust for the loss whilst unloading. For sea water damage insured will have to produce the survey report of the carrier and also a copy of their claim lodged on the carrier for the loss sustained whilst the cargo was in their custody.

4. (a) Mention the three things that the insurer should do while canceling a Motor policy issued by it.

Ans:

1. The insurer should ensure that the vehicle is insured elsewhere, at least for Third Party Liability risks

2. It should collect the original certificate of insurance for cancellation

3. It should inform the Regional Transport Authority (RTA) by recorded delivery about such cancellation

(b) Name the three important exclusions under all engineering insurance policies.

Ans: 1. Willful negligence

2. Cessation of work

3. War and allied perils and nuclear risks 

Loss as a result of the above perils are excluded

(c) Name the three main parts of the coverage provided in the Aviation Insurance Policies.

Ans:

1. Hull Risks

2. Aircraft liability risks (Third Party and Passengers)

3. Personal Accident Risks for Pilot and Crew members

5. Mr.Bipin Shah had availed a medical insurance policy from Global Health Insurance Company for self, his wife and two dependant daughters and the terms of benefits under the policy were as under : 

(a) The policy was only in respect of hospitalization benefits and the minimum period of stay in the hospital by the patient was to be 3 days for the claim to be admissible under the policy.

(b) The overall compensation that could be obtained under whole period of the policy was Rs.2, 00,000.

(c) The policy was subject to the following sub-limits : 
	Hospital / Nursing home

accommodation including

special nursing charges
	Rs.500 per day subject to a

maximum of 30 days per person

per any one illness



	Diagnostic Tests, examinations

etc.
	Rs.2,000 per person per any one

illness



	Medicines subject to

prescriptions by the attending

doctors
	Rs.5,000 per person per any one illness


	Doctors Fees
	Rs.5,000 per person per any one

illness



	Over all limit per person per

illness
	Rs.25,000




The period of insurance was 1.4.2008 to 31.3.2009.

On a picnic undertaken by the family, all the four family members were seriously affected by a viral fever on 30.3.2009. They were admitted in a local hospital for treatment and the details of expenses for the treatment were as under:

	Person
	Hospital

accommodation Rs.
	Tests Rs.
	Prescribed

Medicines

Rs.
	Doctor’s fees

Rs.



	Mr.Shah
	1,500/- per day for 5 days (30.3.09 to 3.4.09)
	2000
	2500
	6000

	Mrs. Shah
	1,500/- per day for six days with a special nurse at 300/- per day for two days (30.3.09 to 4.4.09)
	3000
	3000
	7500

	1stdaughter
	1,500/- per day for 4 days (30.3.09 to 2.4.09)
	1500
	1000
	4000

	2nd daughter
	1,500/- per day for two days (30.3.09 to 31.3.09)
	500
	400
	1000


After discharge from the hospital and after a total recovery, Mr.Shah submitted his bill to the insurer for a total sum of Rs. 58,500 on the basis of charges billed to him and to his family members as per the above table.

Ans: As long as the illness was contracted by all the members prior to the expiry of the policy, cost of treatment for the days even after the expiry of the policy are payable. The prerequisite conditions for a claim include that the policy should be in force at the time of loss, the losses should be covered loss. Hence, here the following amounts are payable for the insureds under their policy coverage. 
Admissible amount of claim and the reasons therefore are given hereunder:
	Person
	Hospital

Accommodation (Rs.)

	Tests (Rs.)
	Prescribed

Medicines

(Rs.)


	Doctor’s

fees (Rs.)


	Total (Rs.)



	Mr.Shah
	2500
	2000
	2500
	5000
	12000

	Mrs. Shah
	3000
	2000
	3000
	5000
	13000

	1stdaughter
	2000
	1500
	1000
	4000
	8500

	2nd daughter
	Nil
	Nil
	Nil
	Nil
	Nil


Total amount admissible under the policy

: Rs. 33,500

1. Hospital accommodation charges including special nursing restricted to Rs. 500 per day per person for all the first three

2. Testing fee restricted to Rs. 2000 for Mrs. Shah

3. Doctors fees restricted to Rs. 5000 for each Mr. and Mrs. Shah

4. No claim allowed for 2nd daughter as the hospitalization fell within three days

6. Ram leased his house to Balaji for a period of three years. Lease agreement provided, among other things, for Balaji taking responsibility for maintenance of the flat in good order and condition through out the period of lease. Ram, on his part, had availed a Standard Fire & Special Perils insurance policy from one of the general Insurance Companies for the Super structure of the building. During the period when the insurance was in force, the flat, including some of the fixtures and fittings in the building were destroyed by fire. The surveyor attributed the fire to leakage of gas from the kitchen gas cylinder which caught fire on contract with an oil lamp placed before the family deity. However he made as assessment of loss for both the building and fixtures and fittings. When Ram preferred the claim on his insurer as per the assessment of the surveyor, the latter denied the claim in toto, on the plea that the fire was caused by the negligent maintenance of the flat by Balaji and as the Lease agreement provided for flat to be maintained in good order and condition by the lessee, Ram should seek for compensation from Balaji. Is the insurer correct in his stand? Explain with reasons.

Ans: The stand taken by the insurer is incorrect. The policy covers loss by fire. Further the loss was the result of a cause which does not come under the exclusions of the policy the loss is payable. The accidental leakage of gas from the kitchen cylinder and the gas getting ignited by the oi l lamp cannot be attributed to a failure of maintenance of flat in good order and condition by the lessee. There is no intentional violation of any contract provisions on the part of the lessee. In any case the fire is accidental as far as Ram is concerned. If the insurer feels that there is a case against the lessee he can advise Ram to formally lodge a claim on the lessee, which he can pursue, if necessary even legally after settlement of the claim with Ram and getting Ram’s rights against Balaji in respect of the loss subrogated to him. As only the super structure of the building is covered under the policy, there will be no liability for the insurer for loss sustained by Ram in regard to fixtures and fittings. The loss for these assets will have to be borne by Ram. If he desires he can separately take it up with the lessee for any possible recovery.

7. Complete the following statements with the most appropriate word’s :

1. Under Erection insurance policies coverage in respect of used property shall cease immediately on the commencement of ………………..

2. In Marine Cargo insurance Actual Total Loss Occurs when the property loses its ………………………

3. Under the Standard Fire and Special Perils policy, loss due to political riots can be taken care of by the …………….. clause

4. The Burglary Insurance policy which limits the liability of the insurer to a particular level of the sum insured is termed as ………. Policy.

5. The term used in the consequential loss policies to refer to the expenses incurred to reduce the period of interruption is ……………

6. Mango Weather Insurance is a cover introduced by the ………………. 
7. The Personal Accident Insurance policy provides compensation for death and / or disablement resulting from accidental injury arising out of ………

8. Under the Banker’s Indemnity policy losses to the insured property due to burglary are covered under the …….. Section of the coverage.

9. The important form that is collected in connection with the issue of a Fidelity Guarantee policy which will become the basis of the contract is termed as …………….

10. Public Liability Insurance is mandatory in respect of those ……………..

Answer: 1. Testing 
2. Specie 
3. Terrorism
 4. First Loss 
5. Increased cost of working 6.Agriculture Insurance Company Of India LImited 
7.External Violent Visible Means      8. Premises 
9. Employer’s Form       10. handling Hazardous Substances

8. (a) State the various kinds of risks that a life insurer assumes while providing a cover.

Ans: A life insurer assumes at the point of grant of a cover two types of risks:

Financial risk and actuarial in nature. Financial risk are generally known. The type of cases falling under actuarial risks are the following:

(a) asset risk

(b) pricing risk

(c ) interest risk and

(d) miscellaneous risk

(b) Describe the constituents of “pricing risk”.

Ans: Pricing risk: This is also called as pricing inadequacy risk. This is caused due to inadequate pricing of a product. The risks arises, as the future operating results may not be as anticipated while pricing a product. Thus, the price is inadequate for meeting future liabilities. Therefore, due to inadequate pricing of product, liabilities increase when the liabilities rise beyond the assets available, it causes insolvency. Inadequate pricing causes an increase in liability, which in turn has an adverse effect on capital. Management of pricing risk is not as easy as management of assets risk, as assets’ market values are easily available, but it is not so in this case. As premiums and investment calculations of the insurers are based on assumptions and if such assumptions are inadequate then it will not be able to meet its liabilities – like payment of claims to policy holders. Inadequate pricing is the result of occurrence of events at rates higher than anticipated relating to the following:

Mortality, morbidity, lapse or expenses, lower investment income, lower sales and increased costs to be met while providing health care for example as required under the policy.
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1. Explain how the following situations will be treated by the life insurance companies:

(a) Death of the life assured when the last quarterly premium was not paid by him under the policy.

Ans: The policy provides for a grace period which implies that the policyholder has a specified period after a premium is due in which he can pay the overdue premium while the coverage continues. In this particular case if the grace period is still in force on the date when the death has taken place, the claim under the policy will become payable and the sum insured will be paid by the insurer after deducting the premium due and also unpaid premiums falling due till the next anniversary of the policy. If the death has taken place after the grace period the policy lapses and no claim would become payable for the death.

(b) Change of assignment sought for by the policyholder without the knowledge and approval of the original assignee.

Ans: The assured after the original assignment has no control over the policy. The control rests with the absolute assignee. Hence the insurer will refuse to change the original assignment unless such a change is sought for by the original assignee.

(c) When the insurer finds on the death of the life assured that the nominee under the policy is not the legal heir of the life assured.

Ans: It is not necessary for the nominee to be the legal heir of the life assured. The nomination only indicates the hand, which is authorized to receive the amount on the payment of which the insurer gets a valid discharge of its liability under the policy. Insurer can not deny the amount to be paid to the nominee. The amount however can be claimed by the heirs of the assured in accordance with the law of succession governing them.

(d) Claim arising on the death of the life assured under a policy wherein it is found after the death that the life assured understated his age at the time of taking the policy.

Ans: If the age of the policyholder is understated in the policy and the fact comes to light subsequently the policyholder is due to pay the difference between the premium payable for the correct age as at the time of taken the policy and the premium payable for the understated age together with interest for such a difference at the prevailing rate at the time of payment calculate from the commencement date of the policy to the date of payment. If the death occurs after which only the fact relating to the understated age comes to light, the insurer is liable to pay the claim in proportion that the premium actually paid on the basis of the understated age bears to the actual premium for the correct age as at the time of commencement of the policy.

2. Mention whether the following statements are right or wrong:

(a) Burglary insurance premium rating was governed by tariff regulation in India until 1st January, 2007. Ans: Wrong

(b) Term insurance policy has no surrender value  Ans: Right

(c) Annuity schemes offer profitability Ans: Wrong
(d) Under a Money Back policy, on death of the policyholder during the term of the policy, the death claim payable is the full sum insured without deduction any survival benefit amounts that might have been already paid.  Ans: Right

(e) Under the Fire Reinstatement Value policy for the fixed assets the insured will not be entitled for any compensation under the policy until the insured completes the reinstatement of the damaged assets. Ans: Wrong
(f) Under the Marine Cargo policy losses due to delay is payable if such delay has been caused by an insured peril. Ans: Wrong

(g) Motor Accident Claims Tribunal has jurisdiction to deal with Claims relating to vehicular damages also. Ans: Wrong
(h) CAR policies are specifically designed to cover Motor Cars only.  Ans: Wrong

(i) In the Standard Machinery Breakdown Insurance policy, settlement or total loss claims will be made for the actual cost of replacement by a similar new machinery if the sum insured has been taken equivalent to the new value.   Ans: Wrong

(j) No fault liability in relation to vehicles means that the owner will have no liability to third party injuries caused by an accident to his vehicle driven by him if it is established that there was no fault on his part. Ans: Wrong

(k) Fire Reinstatement Value policy is also subject to condition of average. Ans: Right

(l) Marine Cargo Insurance subject to ICC © does not cover jettisoning risks.  Ans: Wrong

(m) Loss due to inherent vice of the cargo can not be covered under a marine cargo insurance policy even on payment of extra premium Ans: Right

(n) Group savings linked insurance scheme provides for survival benefits. Ans: Right

(o) In group life insurance scheme arranged by the employer, the employer does not get tax relief for the premium paid by him on behalf of the employees. Ans: Wrong

(p) Personal Accident Insurance policy is a contract of strict indemnity. Ans: Wrong

3. Match the following (Follow the ‘more appropriate’ criteria):

	Fire Insurance
	Sum insured on RIV basis

	Marine Cargo Insurance
	Third party liability

	Machinery breakdown Insurance
	Relative importance of machinery

	Engineering all-risks Insurance
	First loss policy

	Boiler Explosion Insurance
	Third party recovery

	Machinery loss of profits Insurance
	Testing risks

	Motor Insurance
	Un-valued policy

	Workmen’s Compensation Insurance
	Dishonesty

	Fidelity Guarantee Insurance
	Wages

	Burglary Insurance
	Collapse


Ans: Answer is in bold letters against the questions

Fire Insurance Un-valued policy

Marine Cargo Insurance Third party liability

Machinery breakdown Insurance Sum insured on RIV basis

Engineering all-risks Insurance Testing risks

Boiler Explosion Insurance Collapse

Machinery loss of profits Insurance Relative importance of machinery

Motor Insurance Third party recovery

Workmen’s Compensation Insurance Wages

Fidelity Guarantee Insurance Dishonesty

Burglary Insurance First loss policy

4. Discuss the need for social security in India. Also furnish salient aspects of the following Social Security Schemes introduced by the life and the general insurance Industry in India. 
(a) Group Insurance Scheme for beneficiaries of the Integrated Rural Development Programme.

(b) Hut insurance

(c) Personal accident social security scheme.

Ans: (a) Two categories of people who constitute the major percentage of Indian population are 1. Those engaged in Agricultural operation in villages and live below the poverty line and 2. The labourers belonging to the unorganized sector in the urban areas. These categories of people are not guaranteed of any regular income to take care of their families in the day to day living. While the livelihood of the first category of people depends on the vagaries of weather, for the second category of people there is no certainty of employment through out the year. Added to this, the untimely death of the bread winner of the family, if it would take place would simply ruin the families of the deceased. These categories of people may have to inevitably to look to the government for relief and support. Hence there is a dire need for some form of social security for people in general and the above referred categories in particular. With active involvement of the government machinery in India the insurance companies both Life and Non-life insurance companies in India have introduced many social insurance schemes not only for addressing to the

lives of the people but also for their belongings including the live stock and the crop. Group Insurance Schemes for beneficiaries of the Integrated Rural Development Programme include:

A free group insurance scheme

All IRDP beneficiaries between the ages 18-60 years are covered

In case of natural death compensation of Rs 5,000/-

In case of accidental death compensation of Rs. 10,000/-

Duration of coverage: 5 years from the date of the loan or up to 60 years of age, whichever is earlier.

Settlement of claim by authorized government agency.

(b) Hut insurance

Intended to cover the huts specifically in rural areas financed by the Banks, financial institutions and the co-operative societies.

Insurance against fire, lightning, flood, cyclone, earthquake, landslide, terrorism and impact by rail / road vehicles

Maximum coverage: Rs 6000/- (Rs. 5000/- for hut and Rs. 1000/- for contents)

Premium Rs. 3/- per thousand

(c ) Personal accident social security scheme

Intended for poor families, comprising of landless laborers, traditional craftsmen and people belonging to the economically weaker sections of the society, whose annual income is not more than Rs. 7200/- per annum.

Applicable to the age group of 18-60

Coverage against accidental death of the earning member

Compensation amount Rs. 3000/- payable to the surviving spouse or the children as the case may be

Settlement of claim by authorized government agency

5. Spot the correct answer:

(a) An insurance agent is a representative of the

(i) Insurer

(ii) Insured

(iii)Both insurer and insured

(iv) IRDA

(v) None of the above

Ans: (i) Insurer

(b) Fire Declaration policy can be issued in respect of

(i) Buildings

(ii) Machinery

(iii) Stocks

(iv) Fixtures

(v) All the above

Ans; (iii) Stocks

(c) Inherent vice is a peril which

(i) is given as an extension under the Fire Insurance policy for stocks

(ii) is an exclusion under the Marine Insurance policy

(iii) is given as a part of the deterioration of stocks insurance

(iv) is a part of the Health insurance cover

(v) None of the above

Ans: (ii) Is an exclusion under the marine insurance policy

(d) Fire insurance contracts are

(i) Contracts of indemnity

(ii) Personal contracts

(iii) Contracts of utmost good faith

(iv) Contracts where all the three above are applicable

(v) Contracts where (i) and (iii) only are applicable

Ans: (iv) Contracts where all the three above are applicable

(e) Earthquake peril is an Add-on cover under the

(i) Machinery Breakdown policy

(ii) Fire insurance policy

(iii) EAR insurance policy

(iv) Burglary insurance policy

(v) All the above policies

Ans: (ii) Fire insurance policy

(f) The Agricultural Insurance Company of India Limited is the largest crop insurance provider in the world in terms of

(i) the number of farmers insured annually

(ii) the quantum of agricultural insurance premium collected annually

(iii) the number of crops covered

(iv) the number of claims settled in a year

(v) the subsidy extended by the government

Ans: (i) The number of farmers insured annually

(g).Valuation in Life Insurance means

(i) Arriving at the maximum value for which a policyholder can be offered insurance coverage

(ii) Assessment of value of all the fixed assets of a life insurance company by a professional valuer

(iii) The process by which the value of all the existing policies is ascertained in a life insurance company.

(iv) Fixing a value for each life insurance company based on their claims paying ability.

Ans: (iii) The process by which the value of all the existing policies is ascertained in a life insurance company.

(h) The insurance plans specifically meant to meet regular income needs, post retirement, are referred to as

(i) Retirement plans

(ii) Annuities

(iii) Term assurance

(iv) Old age plan

Ans: (i) Annuities

(i) The scientific study of old age is termed as

(i) Ageing

(ii) Terminology

(iii) Gerontology

(iv) Old age review

Ans: (iii) Gerontology

(j) The EDLI scheme was primarily aimed to protect the family in case of

(i) Natural calamities

(ii) Untimely death

(iii)Old age

(iv)Disability of the employee.

Ans: (ii) Untimely death

(6) Vatsa and company had availed a fire declaration policy for the paper stocks in their godown from Wilson Insurance Company for the period 1.4.2008 to 31.3.2009. The sum insured under the policy was Rs. 2,50,00,000. Actual value of the stocks to have been declared by the insured under the policy as per the agreed basis and the monthly declarations made by the insured for the stock values for the period April, May and June 2008 were as below:
	Month
	Actual Value to be

declared (Rs.)
	Declared value for

insurance (Rs.)

	April
	2,25,00,000
	1,75,00,000

	May
	2,40,00,000
	2,40,00,000

	June
	3,50,00,000
	1,75,00,000


During the month of July there was a heavy fire in the godown as a result of which a major portion of the stocks was gutted and burnt into ashes.

The surveyor appointed to survey and assessment of loss reported as below:

The loss comes under the purview of the policy and hence stands admissible

The total value o the stock just before the accident was Rs. 4,00,00,000

The value of the burnt stock is Rs. 2,00,00,000

In view of under insurance, insurer’s liability is only Rs. 1,60,00,000 The insured claimed the full value of Rs. 2,00,00,000 observing that in view of the fact that the policy was taken for Rs. 2,50,00,000 which is more than the value of the stock lost there is no under insurance. Explain as to what is the correct liability of the insurer in this case.

Ans: As per the fire declaration policy provisions, the insured is expected to declare the full value as per the agreed basis and declaration of any lesser amount would amount to under declaration or in other words under valuation. Further if in case loss occurs in a particular month, the insured’s declared value for that month will be taken in the ratio in which the insured declared the value in the previous month of the loss. In this particular case as the loss took place in the month of June 2008 the declared value for that month will be on the basis of the declaration made for the month of May 2008. Accordingly the declared value for June should be taken as Rs. 2,00,00,000 as per details below:

1,75,00,000 / 3,50,00,000 x 4,00,00,000 = 2,00,00,000

Again as the total value of the stock before the accident was Rs. 4,00,00,000

while the sum insured was only Rs. 2,50,00,000 there is under insurance. To this extent the insured’s will have to be proportionately reduced as below:

2,50,00,000 / 4,00,00,000 x 2,00,00,000 = 1,20,00,000

Hence the actual claim payable under the policy is Rs. 1,20,00,000

(7) An insurance advisor trainee was deputed by his employer for briefing a factory owner on the details of the Standard fire and special perils policy, which he desired to take for his factory assets. In reply to the various clarifications sought for by the prospect the following details were supplied by the trainee:

(1) To coincide with the period of the bank loan which is five years the fire policy can also be issued for five years but the full premium for all the five years will have to be pain in advance.

(2) The standard policy excludes loss or damage caused by shortcircuiting in electrical machine, but if the short-circuiting results in a fire and the fire damages other surrounding insured property, insurer will pay for all the damages including the damaged electrical machinery.

(3) The standard policy excludes earthquake risks unless specifically included as additional peril, but if a flood is caused by earthquake and such flood causes damage to some insured assets the said flood damage will be paid under the policy if the policy has not excluded the STFI cover.

(4) If the policy is not extended to terrorism risks, damage to insured assets caused by political riots will not be payable even if the policy covers riot and strike and malicious damage risks. But damage caused by any religious riots will be payable as long as there is RSMD cover.

(5) As per present rules fire policy can not be issued for a period less than one year. However, if you take a policy for one year now, the same can be cancelled in the middle of the policy period at your request when we shall refund you the proportionate premium for the unexpired period.

(6) If you opt-out of explosion risks from the standard fire and special perils policy you are entitled to a discount in premium as per present rules.

(7) Declaration policy cannot be issued for stocks in process. Hence if the raw materials are kept stored in the process block, they cannot be covered by a declaration policy.

(8) In case of claims upto Rs. 50,000 we can settle the claim based on our representative’s inspection without engaging any licensed surveyor.
Will you be able to identify the mistakes committed in the clarifications offered by the trainee advisor and also mention the correct position? 
Ans: (1) Wrong. As per the present rules, fire policy, other than for domestic buildings, can not be issued for more than one year. 

(2) While the loss or damage caused to the other insured assets by fire caused by the short-circuiting in the electrical machine will be payable, no payment will be made under the policy for any form of damage caused to the electrical machine in which the short-circuiting occurred.

(3) Wrong. If the policy is not extended to earthquake risks, damage caused by flood caused by the earthquake is not payable even if the policy is extended to cover STFI risks

(4) While damage caused to the insured assets caused by political riots are not payable, if the policy excludes terrorism risks, as mentioned by the trainee, damage caused by the religious riots will not also be payable as per the wordings of the terrorism exclusion endorsement presently

attached to the policy.

(5) Wrong. The policy can be issued for even less than one year, but the premium will be charged on the short period rate as applicable. Further, if the policy is cancelled at the request of the insured, the premium for the expired period will be retained on the basis of the short period rate and the balance only will be refunded.

(6) Wrong. As per the present rules, explosion risk is an inbuilt one in the standard fire and special perils policy and no discount will be given if it is excluded.

(7) Wrong. Declaration policy can not be issued only for the actual stocks which are in process and if raw materials are stored separately in the process block they can be covered by means of the declaration policy.

(8) Wrong. For any claim in excess of Rs. 20,000/- no claim shall be settled by the insurer without obtaining a survey report from a surveyor licensed by the Authority. This is an act provision as of now.
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1. (i) Choose the accurate or nearing accuracy answer of the following: 
(a)Underwriting involves the 
(i) Selection of the policyholders 
(ii) Classification of hazards 
(iii) Selection of agents 
(iv) Selection of brokers 
Ans: (i) Selection of the policyholders 
(b)Insurable interest in a FIP must be present 
(i) At the inception of the policy 
(ii) During the continuance of the policy 
(iii) On the date of loss 
(iv) All the above 
Ans: (iv) All the above 
(c) Any expenditure voluntarily incurred for the common safety of the ship is called as 
(i) Particular average 
(ii) General average 
(iii) Total loss 
(iv) Constructive loss 
Ans: (ii) General average 

(d)A cover note in a motor insurance policy is valid for 
(i) 15 days 
(ii) 25 days 
(iii) 60 days 
(iv) 90 days 
Ans: (iii) 60 days 

(e) Refund of premium is not permissible in a Machinery breakdown policy in case of 
(i) Lock out period 
(ii) Strike period 
(iii) Rest period 
(iv) Layoff period 
Ans: (i) Lock out period 

(f) Sources of information for calculation of underwriting risk come from 
(i) Newspaper 
(ii) Industrial records 
(iii) Financial records 
(iv) Proposal form 
Ans: (iv) Proposal Form 

(g) Fidelity Guarantee policy covers the employer against pecuniary losses caused by 
(i) Natural calamities 
(ii) Servants 
(iii) Dishonest employees 
(iv) Customers 
Ans: (iii) Dishonest employees 
(h) In which of the following life insurance policies highest amount of premium is charged? 
(i) Term insurance. 
(ii) Pure endowment 
(iii) Endowment assurance 
(iv) Term endowment 
Ans: (i) Term insurance. 
(i) In which of the following annuities, the accumulation period is not applicable? 
(i) Immediate annuity. 
(ii) Deferred annuity. 
(iii) Single life annuity. 
(iv) Joint life annuity. 
Ans: (i) Immediate Annuity 
(j) Law of large numbers plays an important role for the 
(i) Estimation of the past mortality rate 
(ii) Determination of the future trends of mortality 
(iii) Calculation of the present mortality rate 
(iv) Assessment of the accuracy of mortality estimation 
Ans: (iv) Assessment of the accuracy of mortality estimation 

(k) The two problems to be overcome by old people to avoid financial implications are 
(i) Exercise and physical fitness 
(ii) Senility and experience 
(iii) Loss of earning power and poor health 
(iv) None of the above 
Ans: (iii). Loss of earning power and poor health 

(l) Employee benefit schemes are plans sponsored by 
(i) Employers 
(ii) Employees 
(iii) Government 
(iv) None of the above 
Ans: (i) Employers 
(m) The insurance plans specifically meant to meet regular income needs, post retirement, are referred to as: 
(i) Annuities 
(ii) Endowment plan 
(iii) Whole life plan 
(iv) Term assurance 
Ans: (i) Annuities 

(n) Actuarial risk for insurers imply 
(i) Risks that actuaries are exposed to 
(ii) Expression for market risk 
(iii) Legal risk 
(iv) Risk that arises from issuing insurance policies 
Ans: (iv) Risk that arises from issuing insurance policies 

(o) The mathematical estimation of the risks involved in life insurance is based on: 
(i) The laws of probability 
(ii) The laws of gratify 
(iii) Parkinson’s law 
(iv) Millers law of insurance 
Ans: (i) The laws of probability 

(ii) State whether the following statements are right or wrong: 10 x 1 = 10 
1. Escalation benefit is not allowed under a Boiler and Pressure plant policy. 
Ans: True 

2. Under knock for knock agreements subrogation rights are not exercisable. 
Ans: True 

3. Adverse selection occurs when insured’s have a better idea about their insurability than the insurance company. 
Ans: True 

4. Underwriting results are an indication of the effectiveness of the company’s marketing policy. 
Ans: False 

5. The cause of fire is immaterial in a fire insurance contract. Ans: True 

6. A Fire insurance policy although a property insurance contract is a personal contract. 
Ans: True 

7. A reinstatement value policy entitles the policyholder to recover cost of replacing the cost of damaged property. 
Ans: True 

8. When an insurance policy is cancelled at the request of the insured, a pro-rata refund of premium is allowed for the unexpired term on demand. 
Ans: False 

9. Condition of ‘average’ is not applicable when policy is issued under First loss basis. 
Ans: True 

10. ‘Notification’ provision in a D&O insurance policy enables the policyholder to validate a claim even after the policy has been cancelled or allowed to lapse. 
Ans: True 

2. From the details given below, you are required to decide whether the claims are payable? 
 (a). Mr. H drove to the council-run tip to get rid of an old carpet. While he was disposing of the carpet, someone stole his car. He had left the keys in the ignition and, although he hadn’t walked far from the car, he did not hear or see anything suspicious. He only realised that his car was gone when he turned back towards where he had left it. The theft was recorded on CCTV. The motor policy issued by the insurer contained ‘key in car’ exclusion clause on which the insurer realise to dispute the claim. 
Ans: (a). Although practically all motor insurance policies include a clause excluding claims in these circumstances, insurers still need to draw the attention of policyholders to this clause, as it constitutes a major restriction on the scope of cover. 

Where insurers fail to do this, the insured can uphold a complaint, even though the circumstances of the theft fall within the scope of the exclusion clause. In such a case, still the fact that needs to be considered is whether the policyholder was in breach of any ‘reasonable care’ condition in the policy – that is, whether he acted ‘recklessly’. If it satisfied that he did not act recklessly, the firm has to meet the claim. In this particular case, the complaint can be rejected. The firm's decision not to pay the claim was based on CCTV footage that it obtained from the council. This showed Mr H walking away from his car with the carpet. It also appeared that he had left the car’s engine running. Mr H had turned his back on the car after leaving it in a public place and he was completely oblivious to the theft until after it had happened. He had walked a fair way from his car, so he was unlikely to have been able to prevent the theft. However, Mr H had no excuse for not being aware of the policy exclusion. The firm had highlighted it very clearly on the policy certificate, a document that every motorist is required to have by law. 

Hence the rejection is justified. 

 (b). Shree Textiles is a leading garment manufacturer and exporter of textile dyes and chemicals. The manufacturing facility is located at a small town in India. Shree manufactures "khanga" - an African traditional dress worn by all natives of African cities. Shree Textiles has set high standards in garment export and has received many accolades from government for their exemplary work. The company has offices in several cities within India and Africa covering exports of all fabric items to African countries. 
On October 5, 2007, 185 bales of an export consignment of fabrics was looted by armed bandits in a jungle section from the train carrying them to Brazzaville (Republic of Congo, West Africa). 
The claim was lodged at the local Office of the Insurance company on the same day. Is the claim payable? 
Ans: Yes the claim is payable. Although the location is in a remote place in Africa, the insurance company can appoint agents such as from Lloyd's Agency to carry out a survey. On submission of important documents connected with marine insurance contract such as Power of Attorney, Original Bill Of Landing, No objection Certificate from Consignee the claim can be estimated and hence is payable and justified under Marine insurance policy. 

3.(a). A ship owning company placed an order for building a ship on the ship builder specifying conditions for construction etc. The ship builder had required a couple of insurance brokers to study the conditions and draft the conditions of the policy to cover the risks which it had undertaken vis a vis the customer. The two brokers presented draft conditions to the ship builder and at the persuasion of one of the brokers, the ship builder placed its insurance with the insurer to cover the risks arising out of the building contract. During the course of construction the ship caught fire and the shipping company sued the insurance company and the ship builder for the loss. The ship builder finding that the claim was fully covered by its understanding with the customer paid off the customs and sought restitution from the insurance company. The insurance company negativied the claim on the ground that the insurance contract placed with it by the broker on behalf of the ship builder did not cover the risk that resulted in the loss. On examination of the insurance contract, the ship builder noticed that the broker who finally advised it on the placement of the risk had inadvertently omitted to cover the risk. Discuss the measures available to the ship builder for the recovery of the loss. 
Ans: (a). Facts of the case clearly establish that as between the customer and the ship builder, there existed a clear understanding as to the nature of risks that are to be covered by the shipbuilder. Apparently loss by fire was one of the contingencies that had been covered within that understanding and thus when the fire loss arose, the shipbuilder compensated the customer even without waiting for the insurance company to respond. Hence nothing can be done to upset this process of settlement. As regards the contract between the shipbuilder and the insurer, it has been established that the contract did not cover the exact risk that give rise to the fire loss and hence the insurer will not be liable under the insurance contract. In the present case, however, the contract of insurance was placed on the insurer on behalf of the shipbuilder by the insurance broker whose duty it was to advise the shipbuilder correctly. The shipbuilder had placed all the facts before the broker to enable him to draft the insurance policy and the failure to incorporate a proper provision in the agreement was of that of the broker. Hence, he will be held responsible to compensate the shipbuilder against the loss incurred in this case and reimburse the shipbuilder of the compensation paid by the shipbuilder to the customer. This case is in all focus with the facts found in the case of Percy Vs Wet Bay Boat Builders and Shipyards Ltd. when the broker was held by the court to be responsible for the loss. 
 (b) M/S. Amitech Pipe Systems (India) Pvt Ltd. is a joint venture between Amiantit Holdings, Saudi Arabia, a leading manufacturers of Glass Reinforced Polyester (GRP) tanks world wide and Mr. Shivanand Salgaonkar, a leading i n d u s t r i a l i s t f rom Goa with shareholding in the ratio of 70%: 30%. The firm had Project Insurance which included EAR, Fire, Marine etc. The Tank Ribbing Machines had been imported from Flowtite, Norway. All process parts, components, electrical and control systems were imported. After the reportedly successful test of the dry ribbing, a full scale appliance of ribs was also done in the morning of November 6, 2006. Suddenly there were two explosions in quick succession at about 11:20 hours on November 6, 2006. A Norwegian engineer, Mr. Arvid Sundboe, was doing commissioning of the Ribbing Machine. The two persons who were present in the area and/or involved in the commissioning activity, died as a consequence of injuries sustained in the accident. A fire followed the explosions, which was on account of splashed out resin and / or catalyst. The Fire Brigade was alerted and tenders came from Bicholim, Mapusa and Valpoi. The fire was localised around the machine. The fire brigade came reportedly within 30 minutes and doused the fire. The estimated loss was Rs. 1 crore approx. Discuss the liabilities of the employer and the tenability of the insurance claims. 
     (b). Ans: The loss has arisen due to a fire accident and thus the claim is justified under a Fire insurance policy. Immediately on receipt of telephonic intimation about the incident, the insurance company ought to appoint a preliminary surveyor to conduct a survey and furnish a report to the insurer. On production of all documentary evidences and the survey report, the insurer has to examine all the relevant facts and settle the claim. Besides, under the Employers liability and as well as under Workmen’s Compensation Act the employer is obligated to pay compensation to the family members of the deceased workers according to the compensation mentioned in the Act. The claims are tenable and are fully payable subject to its establishment and the procedure to be followed. 

4. (a). A businessman insured his machinery and stock of goods stored in the factory premises against damage by fire and a ‘protection note’ was given, subject to the usual conditions of the company’s policy, one warranty clause being “smoking and cooking be strictly prohibited in or about the premises”. Subsequently, the stocks were damaged by fire said to be of accidental nature. The insurance company however claimed that fire accident could have been caused by someone smoking a cigarette or bidi carelessly thrown by some employee. Is the action of the insurer justified? 
Ans a). In the above case, the company denied the claim on the ground that there was a breach of warranty as it suspected that the fire was occasioned by “smoking” which was one of the exclusions implied in the insurance policy. But there was no eye-witness to the origin of the fire, and the insurance company’s opinion was not supported by any evidence and was only a conjecture. Fires cannot always be explained, and mostly it must be a matter of conjecture. As regards the warranty, as the insured had put notices in the factory and surrounding areas, strictly prohibiting smoking in and around such places and since there existed no proof, there could be no breach of warranty. Hence, the denial on the part of the insurance company is not justified. On the other hand, the company should make good the loss. This is supported by the decision in Dekhari Tea Co Vs Assam Bengal Raodways Co. 

(b) Parul Agarwal received a brand new Maruti Zen from her husband on her birthday. The car was insured against damage or loss with Wheels Insurance Company for an amount of Rs 5 lakhs with a deductible of Rs 75,000. One day, Parul, who was an experienced driver, took the car out to visit her friend. On the way to her friend’s place, she had to stop at a traffic signal. Although she stopped her car to avoid jumping the signal, a speeding driver from behind rammed into her car. The impact of the collision was such that Parul suffered severe injuries and she had to be hospitalized. Her car was reduced to a wreck. Investigations revealed that the car that hit Parul’s car was being driven by one Ranjit Garg. Parul filed a claim for loss with her insurance company and received Rs 4,25,000 as damage claim. The insurance company, in turn, sued Ranjit on behalf of its policyholder, Parul for the same amount that it had paid her. Ranjit approached the court challenging the validity of the insurance company’s suit. 
Discuss: 1. Principle on the basis of which the insurance company accepted Parul’s claim and later filed a suit against Ranjit? 
Ans: The insurance company paid the claim amount to Parul and later filed a suit for claiming the same from Ranjit by following the principle of subrogation. In common parlance, subrogation is the process of legally substituting a person in place of another. In subrogation, legal proceedings are initiated by the insurance company against a third party that has a liability to the policyholder. 

Subrogation gives the insurance company the right to collect the claim amount from a third party after paying the insured’s claim. It is one of the most effective procedures of claims control. Subrogation is common in claims that pertain to automobile damage, property insurance, and worker’s compensation claims. Although the policyholder’s deductible may be included in the claim, other losses suffered by the policyholder such as medical expenses, which are not included in the coverage are not taken into account during subrogation. 

2. What do you mean by a “Deductible”? Does the insured benefit by having a deductible clause? 
Ans. Deductible is the amount that an insurer deducts from the amount of loss before paying the remaining amount to the policyholder. For example, if a certain company has a Rs 50,000 deductible in its fire insurance policy, the insurer will only pay for claims that exceed Rs 50,000. Thus, a loss of Rs 1,00,000 caused due to a fire or some other insured peril would produce a payment of only Rs 50,000 from the insurer. The rule related to a deductible clause is – the higher the deductible, the lower is the insurance premium for a loss exposure. This means increasing the deductible amount in the insurance policies leads to considerable savings in the premium. Businesses too stand to benefit from increasing the size of the deductible in their insurance policies. By doing so, they can achieve savings in their insurance premiums. However, in the process, the deductible portion in the insurance must not be increased to such an extent that it becomes financially difficult for the individual or firm to bear the risk assumed. By agreeing to a “deductible”, the insured bears a part of the loss and to that extent this is termed as some sort of “co-insurance “-viz, the loss being shared between the insured and the insurer. 

5. (a). Why is Rate - making an integral part of insurance operations? Enumerate the various rate making methods generally adopted by general insurers. 
Ans: Rate making or insurance pricing, is one the core insurance operations besides underwriting and marketing. This process essentially involves the selection of classes of exposure units on which statistics can be collected regarding the possibility of loss. The rates charged must be enough to pay for any expenses and losses incurred, must 

not be too high and must not be inequitable. The system of rating must be simple, stable and provide the insured with a strong incentive to adopt loss control. Lastly the rates must increase when loss exposure increases. The various rating methods adapted by general insurers to calculate premiums are: 

• Judgment rating method 

Under this each exposure is individually evaluated and the rate determined by the underwriter’s judgment. This method is frequently used in ocean marine insurance because the vessels, ports, waters and cargoes carried are very diverse. 

• Class rating method 

Under this method, exposures with similar characteristics are grouped together and charged at the same rate. Some of the major factors in life insurance are age, health, gender etc. This method is also called manual rating because the rates are published in a rating manual. There are two ways of determining the class rates: 

- The pure premium method: pure premium is that part of the gross rate, which is utilized to pay losses and adjustment expenses. 

- The loss ratio method- under this method, the actual loss ratio – which is the ratio of incurred losses and loss-adjustment expenses to the earned premiums. It is compared to the loss ratio that was expected and the rate is adjusted accordingly. 

• Merit Rating method: 

Merit rating is a rating plan by which class rates (manual rates) are adjusted upward or downward based on individual loss experience. Some of the merit rating plans include 
* Schedule rating: under this plan, each exposure is individually rated. A basis rate is fixed for each exposure and this is then modified by debits or credits for undesirable or desirable physical features. 

* Experience rating: under this rating plan, the class or manual rate is adjusted upward or downward based on past loss experience. The insured’s past loss experience is the basis for fixing the premium for the next policy period. 
* Retrospective rating: in retrospective rating, the insured’s loss experience during the current policy period determines the actual premium paid for that period. 

 (b) Can a general Insurance company be compelled to replace / reinstate the damaged property covered under an insurance policy? 
(b) Ans: Reinstatement literally means replacement of what is lost or repairing the damaged property and bringing to its original value and utility. The word reinstate in a policy of fire insurance refers to buildings or chattels, which have been damaged, and the word replace refers to those, which have been totally destroyed. Under an insurance policy, the normal liability of the insurer is generally to indemnify the assured, by paying the value of the thing lost or the expenses incurred by the assured in repairing the damage occurred by an event insured against. Though usually the insurer, in certain cases, makes payment of money with the consent of the assured, it may discharge their liability by reinstatement. The right of ‘reinstatement’ is usually stipulated as an option to the insurer in the sense that on the happening of the loss, the insurer will have right to elect either to pay the assured in money or to reinstate the property. The assured will not have the right to compel the insurer to reinstate, nor the insurer has a right to compel the assured on payment of money to apply the proceeds of the policy in reinstatement. The assured has always an unbridled right to utilize the policy proceeds as he pleases without any interference from the insurers. The right of the insurer to reinstate the property instead of paying the money may spring up: 

• Either from a contract in the form of a clause under the policy, or 

• Under a statute. 

This type of clause is not inserted in all branches of insurances, e.g. it is not and cannot be included in life policies. Only in indemnity insurances, in appropriate branches of insurance, like fire, burglary, steam boilers, or motor vehicles insurances, this clause called the‘reinstatement clause’, entitling the insurers to exercise an option, on the happening of the insured event, either to reinstate or to pay the insured money can be incorporated. This only empowers the insured to exercise the option and under no circumstances the assured can compel the insurer to reinstate. The insurers on the other hand, can exercise this option by expressly giving a motive to the assured or it may be inferred from their conduct. Mostly the insurers will opt for “reinstatement “ if they felt that the ultimate cost to be incurred by the process will be lower than the amount due under the policy. 

6. (a) What is the difference between subject- matter of insurance from the subject - matter of a contract of insurance? 
Ans (a) The main object of the contract of insurance is to indemnify the assured from the loss caused by damage or destruction by fire of the property of the assured. This physical object is called the subject matter of insurance. On the other hand the subject- matter of contract of insurance is not the physical object or property of the assured but is money and money alone. It must be noted that what is insured is not the physical property of the assured but only loss of it by fire because by this contract loss by fire cannot be prevented. It is not an insurance against accidents but an agreement to protect against damage by a fire accident. 

 (b) Discuss the various types of Marine losses. 
Ans: A marine claim under a policy of marine insurance goods may arise upon the happening, as a result of insured perils of any of the following: 

i. Total Loss – actual or constructive 

ii. Particular Average – partial loss 

iii. General Average loss 

iv. Expenses which are: 

- Sue and labour charges and particular charges 

- Salvage charges 

- Forwarding expenses 

- Extra charges 

Actual Total Loss Actual total loss of the subject matter may occur where it is destroyed by an insured peril (sinking of the ship, collision, or destruction by fire, enemy in times of war) where it loses its species, unfit for human consumption, loss is irretrievable and it is physical total loss and it is absolute. Measure of indemnity for actual total loss is the insured value under the policy. 
Constructive Total Loss  This arises should all or any of the following occur such as actual total loss is unavoidable, where the preservation cost of the goods exceeds their value, where the possession of the goods is unlikely, where the cost of repairing, forwarding to the destination exceeds their value, where there is a loss of voyage. It is a commercial total loss. To claim a CTL, the assured must give a notice of his intention to abandon the goods. Measure of indemnity for CTL is the sum insured less any proceeds of sale which are due to the insurers. 

Particular Average / Partial loss It is a partial loss / damage caused fortuitously by an insured peril. Measure of indemnity for PA to cargo depends upon, whether it is total loss of part of cargo, or damaged cargo, or salvage loss. 

General Average Loss According to Section 66 of Marine Insurance Act, 1963 a General Average loss maybe either a sacrifice or an expenditure, extraordinary in nature, voluntarily and reasonably incurred, in time of general peril for the common safety of the maritime adventure”. All interests at risk namely the ship, cargo and freight which have been saved from loss by General Average measures are liable to contribute ratably to make good the sacrifice and expenditure. These values are known as “contributing values”. The sum necessary to reimburse the interest which have suffered the General Average loss is called “Amount Made Good” or “Allowance”. 

Sue and Labour Charges These include all reasonable expenses incurred in averting or minimizing a loss. There must have been an operation of an insured peril. The charges are payable in full irrespective of the value of the goods. These charges are incurred short of destination. These charges follow upon loss or damage. 

Particular Charges Section 64 (2) of the Marine Insurance Act, 1963 states that expenses incurred by or on behalf of the assured for the safety or preservation of the subject matter insured, other than General Average and Salvage charges are called Particular charges. Particular charges are incurred at destination. These charges are conditional on the attainment of the franchise percentage of loss. These expenses are incurred where loss is threatening or imminent but avoided by expense for that purpose (reconditioning expenses). 

Salvage charges These charges are incurred for third parties who voluntarily and independently of contract render services to maritime property at sea which are of material assistance in saving the imperiled property are entitled to claim salvage. 

Forwarding Charges Forwarding Charges include expenses incurred in unloading, storing, and forwarding the insured goods at a place other than the destination port, on the termination of the transit, excluding those charges arising from fault, negligence, insolvency, or financial default of the assured or their servants. 
Extra Charges These charges include expenses of protests, survey and other proofs of loss, commissions, expenses related to auction sale etc. Payable only when a claim is admitted. These charges “follow the claim”. 

7. Fill in the blanks with appropriate word 10 x 1½ = 15 
1. Underwriting audits are conducted to monitor the activities of line underwriters. 

2. Acceptance of extra hazardous risks after imposing restrictive conditions, clauses and warranties is called accommodation. 
3. Morale hazards refer to willful carelessness on the part of the policyholder because of the existence of insurance. 

4. In practice the claims – made policies often cover reported losses after the expiry of the period by virtue of extended reporting periods. 

5. Loss development delay implies imprecision in the estimate of the final loss from the reported loss due to time gap between loss intimation and loss settlement. 

6. A reinstatement value policy entitles the policyholder to recover the cost of replacing the lost or damaged property. 

7. Forceful entry is a prerequisite for a burglary claim 

8. Bima Sandesh is a pure risk cover for a fixed term and has no bonus benefits. 

9. Premium is a consideration for which the insurer agrees to discharge the liability rising under the contract. 

10. OASIS stands for Old Age, Survivors Disability Insurance. 
***************

PAPER – 2: (TECHNICAL ASPECTS OF INSURANCE) MAY 2008
1. (i) Choose the accurate or nearing accuracy answer of the following: 
(a) Stringent underwriting standards are a safeguard for 

(i) Adverse selection 

(ii) Selective selection 

(iii) Preferred selection 

(iv) Group selection 
Ans: (i) Adverse selection 
(b) Why is the word profit redundant on life insurance business used? 

(i) The insurance companies cannot earn any profit 

(ii) The insurance companies are not carrying on any business and they work for the charitable interest of the policyholders 

(iii) The insurance companies cannot meet all their liabilities at a time 

(iv) The insurance companies’ commitments are of the nature of contingent liabilities only 

Ans: (iv) The insurance companies’ commitments are of the nature of continent liabilities only. 

(c) A Fire policy is a 

(i) Valued policy 

(ii) Unvalued policy 

(iii) Indemnity policy 

(iv) Agreed value policy 

Ans (iii) Indemnity policy 
(d) Which of the following practices helps to check the adherence of the insurers to the rating plans and pricing that they have filed with IRDA 

(i) Financial audit 

(ii) Cost audit 

(iii) Underwriting audit 

(iv) Market conduct audit 

Ans (iii) Underwriting Audit 
(e) Excess in a Fire policy implies 

(i) a discount 

(ii) a malus 

(iii) a deductible 

(iv) a bonus 

Ans (iii) A deductible 
(f) To which of the following Assets a reinstatement policy is not applicable? 

(i) Building 

(ii) Land 

(iii) Furniture 

(iv) Plant and Machinery 

Ans (ii).Land 
(g) A Marine Cargo Insurance policy is a 

(i) Open policy 

(ii) Valued policy 

(iii) Unvalued policy 

(iv) Indemnity policy 

Ans (ii) Valued Policy 
(h) Insurable interest is necessary in a Marine Insurance contract 

(i) on the date of issue of policy 

(ii) on the policy termination date 

(iii)at the time of loss 

(iv) after the loss 

Ans (iii) At the time of loss 
(i) Unseaworthiness and unfitness clause is 

(i) an implied warranty 

(ii) an express warranty 

(iii) an implied condition 

(iv) an express condition 

Ans (i) An implied warranty 
(j) Assessment of motor losses are done by the 

(i) Underwriter 

(ii) Agent 

(iii) Surveyor 

(iv) Ombudsman 

Ans (iii) Surveyor 
(k) The Boiler explosion policy cannot be issued on 

(i) Agreed value basis 

(ii) Market value basis 

(iii) Book value basis 

(iv) Replacement value basis 

Ans (i) Agreed value basis 
(l) Crop insurance in India to all loanee farmers is 

(i) Compulsory 

(ii) Not obligatory 

(iii) Optional 

(iv) Voluntary 

Ans (i) Compulsory 
(m) What is the risk managed by a life annuity? 

(i) Premature death 

(ii) Temporary disability 

(iii) Excessive longevity 

(iv) Permanent disability 

Ans (iii) Excessive longevity 
(n) What is the mortality table develop? 

(i) Natural premium 

(ii) Level premium 

(iii) Single premium 

(iv) Annual level premium 

Ans (i) Natural premium 
(o) For the introduction of a group scheme, we need a 

(i) Homogeneous group 

(ii) Insured group 

(iii) A small group of persons 

(iv) A large group 

Ans (i) Homogeneous group 
(ii). State whether the following statements are right or wrong: 
i. Mortality table is used for pricing the group insurance policies – Wrong 
ii. “Fair pricing in insurance means price paid is adequate to the risk - Right 
iii. Unemployment insurance is a component of Worker’s Compensation Act - Wrong 
iv. OASDI stands for Old Age Satisfying and Direct Insurance - Wrong 
v. “No claim discount” in motor insurance means no payment of premium- Wrong 
vi. Motor insurance in India is bound by a tariff rating - Right 
vii.ICC (B) and (C) of the Institute Cargo Clauses cover specific risks- Right 
viii. Salvage charges generally form part of the marine contract - Right 
ix. Insurance pricing is generally referred to as rate – making- Right 
x. Capital Adequacy norms of an insurer specify the minimum paid up equity capital - Right 
2. (a). Vijay, Venkat and Viswanath formed a firm to carry on a business in export of sea-food. Vijay owned a boat which was used both for carrying out fishing operations as well as for transporting the goods between ports. The business insured the vessels as well as the cargo, freight, profits and commissions for Rs. 100 lakhs anticipating a roaring export business. In the course of business operations, the boat sank carrying a full cargo on board due to a leak on account of a hole in one of its holds destroying the entire cargo it carried. The business approached the insurance company with a claim for the loss of boat, cargo and profits for the entire value of the policy. The insurance company, however, refused the claim and offered the insured some ex-gratia on the ground that the boat and the cargo were over insured and that their market values on the date of the accident were much lower than their insured values. An investigator who was appointed by the insurance company reported that the insured party, because of bad market conditions had intended to sink the boat.The insurance company as part of its claim settlement procedure had the boat resurfaced and proceeded to realize its salvage value. 

From the details above you are required to decide – 

(i) Whether the insurance company was right in its approach to the settlement of the claim lodged with it. 
(ii) What was the insurance company’s right or obligation regarding the salvage? 

Ans: 2 a (i) An insurance contract legally binds an insurer to pay the insured for the loss or damage caused by the perils insured against. In the given case, the sinking of the boat and the loss of cargo suffered by the insured firm was due to the willful or fraudulent act of the insured and not by the perils against which the boat was insured. An insurer is not liable for refusing to entertain a claim pertaining to a loss occasioned by a fraudulent act of the insured. Such losses are not covered by the insurance policies. However, in the present case, the act of the insurer in re-floating the boat and taking it over as salvage, is violation of the contract of insurance because the boat belongs to the insurer only after he has made a payment for the loss suffered by the insured. In this case, since the insurance contract was voided by fraud the insurer had no right to claim salvage. Thus, it is clear that the insurer was not acting within the terms of the contract and could be legally punished for this act. 
Ans: 2 a (ii) The term salvage refers to partly damaged property. Salvage belongs to the owner of the property till the settlement of the claim by the insurance company and the payment of the claim had been made to the insured. Even here the insurer takes over the salvage when the insured is unwilling to retain the salvage or is unable to dispose it. Thus, as seen above the insurer has no right to claim the salvage in principle as the contract has been voided by fraud and moreover the claim was declined by the insurer. Further, the act of the insurer in realizing the proceeds of the salvage is also not a lawful act. 
Ques (b) Modi was the owner of the Maruti car which had been insured for a comprehensive cover of Rs. 8 lakhs with an insurance company. Modi wanted to buy a new car and hence negotiated the sale of the Maruti car to Nayak for Rs. 6 lakhs. The cheque issued by Nayak for Rs. 6 lakhs was dishonored by the bank on presentation. Modi files a claim with the insurance company for Rs. 6 lakhs on account of the loss of car. 
Decide the course of action to be taken by the insurance company. 

Ans: 2 (b). Modi’s claim, in this case is not justified because the loss in this case is not of the insured property but the loss of the sale proceeds represented by a cheque. The insurer is not liable to pay any compensation. (Eisinger Vs GAFL) 
Ques: 3. Adhikari owns a house in Chennai insured with an insurance company for theft and burglary for Rs.50 lakhs. On New Year’s eve 2008, Adhikari and members of his family locked the house and left for pilgrimage to Tirulmalai from where they returned on the morning of 2nd January. They then found the house burgled and according to them, the entire store of jewellery insured by them had been stolen. Adhikari filed a First information report with the local police station and also filed a claim statement with the insurance company for the loss of jewellery. Police started its investigation and recorded the statements of Adhikari and members of his family. The insurance company appointed a surveyor – investigator to examine the claim and to furnish the report. In due course, the surveyor furnished the report which indicated substantial differences in the statements made by Adhikari and the members of his family before him and the police authorities. He also noted that just three days before the trip to Thirumalai, Adhikari’s wife had pledged some jewellery with a money lender for meeting some urgent expenses. According to the surveyor, the financial position of Adhikari at the relevant time was not healthy. Based on the surveyor – investigator report, a copy of which was furnished to the insured, the insurance company rejected the claim. Adhikari has now filed a case against the insurance company in the court. Do you think that the insurance company was justified in its decision? According to you, what precautions do you suggest an investigator-surveyor should take whole handling claims of losses by theft? 

Ans: Adhikari failed to give convincing replies to the questions posed by the surveyor-investigator. The surveyor had gone through the records of the police authorities who were independently conducting an investigation based on FIR filed by Adhikari. In view of the conflicting statements made by the same set of people – Adhikari and members of the family before two independent authorities on the same set of facts, the authencity of the claim gets into an area of doubt. Added to this is the fact that just around the time of incident, Adhikari’s wife had pledged some items of jewellery to raise money to immediate needs. All these incidental facts, can lead to a reasonable conclusion that the claim might not be genuine and the insured’s motive in securing an insurance cover was to obtain a financial gain, rather than securing a protection against risk. Insurers often make payments towards suspicious claims for fear of being blamed for delay and casualness in settling claims. In most cases, this tends to be a protection of goodwill of the insurance company. In the present case, the insurance company’s move to reject the claim seems to be justified by the surrounding circumstances. A surveyor –investigator should review thoroughly the policy provisions while handling a claim for loss due to theft. If a policyholder has theft coverage for the type and location of the property concerned, then the verification of loss becomes a very difficult task. While verifying a theft claim, both the loss itself as well as the amount of loss due to theft has to be verified. Some little or no evidence remains after a theft, and it is easy to fabricate false claims. Even if a theft had occurred, no evidence will be available to prove that a thief was involved, or to prove the existence of the property involved in the theft or even to prove the true value or quantity of the property involved. While the statements of the insured about the nature, quantity and the value of the property allegedly stolen are admitted as evidence in courts, the failure of the insured to produce receipts to validate the claim cannot form the basis of a denial of the claim by the surveyor. Hence, coverage as defined in the policy will form the basis for payment of the claim. 
4. (a). Discuss the liability of an employer in the following cases: 

i. A workman suffered an injury by an accident arising out of and in the course of employment and was permanently disabled. The accident, however, had been caused by the worker’s willful disobedience of an order of the management for securing the safety of the workmen. 
ii. A worker of a plastic factory broke one of his limbs and was disabled for four months. What is the benefit available to him under the Workmen’s Compensation Act? 

Ans: 4 (a)(i) the employer will not be liable to pay any compensation in this case because the law does not include the non adherence to safety rules as a ground for compensation. Disobedience to standing rules will not give rise to any compensation. 
However, an insurance policy normally covers the cost of treatment of injuries and also death resulting from the negligence of the worker as enough grounds to a risk cover. 
Ans 4 (a) (ii).The worker after a waiting period of one-week would receive two-thirds of his weekly wages, under the Workmen’s Compensation Act, upto a maximum of qualified number of weeks based on the disability. 
(b) Does a statutory contract exist between an insurance company and a driver of a motor vehicle? Discuss. 

Ans: (b) According to Section 147 (5) of the Motor Vehicles Act, a person issuing a policy shall be liable to indemnify the person or classes of persons specified in the policy in respect of any liability which the policy purports to cover in the case of that person or classes of persons. In fact, by virtue of this provision, the insurer is liable to indemnify any special class of driver but is not thereby liable to the injured third party. The section gives statutory recognition to the practice of extensions of the policy and its effect is to create a contract between the insurer and any driver of the vehicle who is a class covered by the policy. A satisfactory form of policy therefore not only covers the liability of the policy holder while driving his own car but also extends the indemnity to (i) the policyholder while driving another’s car and (ii) any person while driving the policyholder’s car. 
5. (a) “Underwriting is the heart of all insurance operations” – Discuss the validity of this statement. 

Ans: Underwriting is a process of evaluating and classification of a risk. It is the core function of an insurer that determines its functional soundness. It is rightly termed as “assumption of liability”. With the issue of a policy, the insurer makes a future promise and is thus undertaking a liability. Unlike other insurance operations like marketing, claims and audit services, loss control activities etc, which can be out-sourced to professional agencies, the underwriting activity cannot be outsourced and has to be meticulously undertaken by the Staff and Line Underwriting authorities only. Underwriting essentially involves, the selection of policyholders after thoroughly evaluating all hazards, establishing prices and then determining the terms and conditions of the insurance policy. The underwriters generally aim to generate profits and minimize losses through a well balanced underwriting policy. The objectives of underwriting include producing a large volume of premium that would be sufficient to maintain and enlarge the insurer’s operations and to achieve a better spread of the risk portfolio to enable the insurer to earn a reasonable return on its insurance operations. Thus the adoption of a well laid underwriting procedure is at the heart of an insurer’s business. Further, only a good underwriting policy can ensure a profitable book of business. 
(b) What are the assumptions underlying rate calculations in a life insurance      policy? 

Ans: Rate making or premium pricing is an important operational activity of the insurers. This activity essentially involves pricing the risk that the insurer has assumed. Hence, premium depends on the degree of risk and many other factors that have an impact on the frequency and severity of risk. Further, premium must be fair and adequate to pay for claims, cost of acquisition, and give a margin of profit to the insurer. The following are the main assumptions that guide or dictate the rate calculations in a life policy. 
i. The periodicity of the premium payment – monthly, quarterly, annually, etc. 
ii. Duration of the policy – number of years 
iii. Determination of the mortality rates 
iv. The uses of the money from the time it is received and till it is paid to the policyholder 
v. Age of the assured 
vi. Sex of the assured 
vii. Mortality table to be used for the customer 
viii. Rate of interest 
ix. Sum set apart to cover the expenses incurred by the insurer to meet contingencies and the margin of profit 
x. Benefits provided under the policy 
xi. Lump sum payment of premium – single installment or payment throughout the policy period 
6.(a) What are the dynamics of financial security? How does one overcome the problem of outliving assets? Discuss. 
Ans: Financial security primarily depends on a well thought personal financial plan. This process of financial planning should be an ongoing exercise taking into consideration the different stages of life and the peculiar needs of each stage. Therefore, the financial security concept depends on the working life of the individual, the earnings during the working life, the savings effected during the period, any plans for pension or annuity etc. the life span etc. At present, the current population is living a longer life span post-retirement. Simultaneously, people are retiring earlier as organizations are also providing early retirement packages to the employees so that they can employ younger people with better skills at much lesser cost.There are two incidental risks involved here. The first is the risk of the person left with insufficient assets to manage during the post- retirement phase. The second risk is the risk of outliving the assets that had been accumulated. Even if the assts are properly utilized after retirement, it is difficult to calculate how much of the assets should be used every year in order to ensure that the income from the assets lasts the lifetime of the individual. The second risk is much easy to explain. The annuity principle can be utilized to change an accumulation into an income so that an individual need not outlive the asset collected. Annuities are considered as vital tools to administer and manage the retirement risk and they are the best solution to the second problem. 
(b) What is the main aim of a loss of profits insurance policy? Discuss. 

Ans: Loss of Profits (LOP) Insurance policy is also referred to as Business Interruption Insurance policy. This policy is usually given as an add-on policy along with a basic policy such as Fire Loss of Profits Policy (FLOP), which is issued along with a basic or standard Fire insurance policy or a Machinery loss of Insurance Policy (MLOP) given along with a Machinery Breakdown insurance policy. The main aim of this loss of profits policy is to reimburse the insured for additional indirect losses such as loss of income, additional expenses incurred by way of rent, loss of profits during the period of interruption, along with the direct losses resulting from damage to property. For example, under the loss of profits policy, the insurer makes good the losses arising from unforeseen and sudden damages to any property such as machinery, during the existence of the policy, subject to the following requirements: 
i. The liability of the company for claims remains within the limit specified in the schedule; 
ii. The accident should happen during the period specified in the policy and should be covered by standard machinery insurance cover or a boiler and pressure plant insurance policy 
iii. The terms and conditions of the policy have been fulfilled 
iv. The statements and answers in the proposal form are true 
The cover under the policy is limited to loss of gross profits due to reduction in the output and increase in the costs of working. The amount to be indemnified shall be for reduction in output and increase in the costs of working. The reduction in the fixed charges, if any, during the period of business interruption is deducted from the compensation determined. 
7. Fill in the blanks with an appropriate word: 
a. The life fund of an insurer is defined as the ________accumulated after __________expenses. 

Ans: premium …….. deducting 
b. Employee benefits are more provided in the __________ sector. 

Ans: organized 
c. The Gratuity Act provides for payment to the__________ at the time of ____________ 

Ans: employee …… retirement 
d. Term assurance policies provide benefits if the person ______ 

Ans: dies. 

e. A personal accident policy does not cover _________ death. 

Ans: natural 
f. Underwriting results of a general insurance company are influenced by ___________ volumes and __________created. 

Ans: premium ……… reserves 
g. Willful misconduct committed by the master and crew of a ship is called ________ 
Ans: barratry. 
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Question 1

(a) From the answers to the following questions, indicate the one that is accurate or nearing accuracy :

(i) Underwriting results are represented by the

(a) Solvency ratio

(b) Combined Loss and Expense ratio

(c) Liquidity ratio

(d) Profitability ratio

Answer (b) Combined Loss and Expense ratio.

(ii) Death strain is defined as

(a) Sum Insured(s) + Policy value

(b) Sum Insured(s)/Policy value

(c) Sum Insured(s) – Policy value

(d) Sum Insured multiplied by Policy value

Answer (d) Sum insured multiplied by Policy value.

(iii) Unemployment insurance is a component of

(a) ESI Act

(b) Social Security Act

 (c) Workmen’s Compensation Act

(d) None of the above

Answer (b) Social Security Act.

(iv) Fire Insurance is classified as a personal contract,because

(a) It is not a commercial contract

(b) It is a contract of utmost good faith

(c) The insured must have insurable interest in theproperty to be insured

(d) The contract does not insure the safety of the property, but only to saves the insured from

precuniary loss due to fire.

Answer (d) The contract does not ensure the safety of the property, but only saves the insured from pecuniary loss due to fire.

(v) In Marine Insurance, loss due to rats and vermin is

(a) A covered loss

(b) A general exclusion

(c) A statutory exclusion

(d) None of the above

Answer (c) A statutory exclusion.

(vi) On sale of a motor vehicle, the Insurance policy is

(a) automatically transferred

(b) not transferable

 (c) transferable only on application to the insurer

(d) conditionally transferable

Answer (c) Transferable only on application to the insurer.

(vii) Warranties in a Boiler Explosion policy are inserted to ensure

(a) safety of the boilers

(b) sound maintenance of the equipment

(c) certification by authorised persons

(d) check on fraudulent persons

(e) All the above

Answer (e) All the above.

(viii) Ageing at the base refers to

(a) increased life expectancy due to decline in fertility

(b) increased life expectancy due to increase in fertility

(c) increased life expectancy due to decline in mortality

(d) increased life expectancy due to increase in mortality

Answer (a) Increased life expectancy due to decline in fertility.

(ix) The policy covering malignant cancer is

(a) Jeevan Adhar

(b) Asha Deep-II

(c) New Jeevan Dhara

(d) Jeevan Chhaya.

Answer (b) Asha Deep-II

 (x) Cause of fire generally in case of a loss is

(a) material

(b) immaterial

(c) intentional

(d) unintentional

Answer (a) Material

Question 1

(b) Expand the following :

(i) EDLI Scheme:

Answer Employees Deposit Linked Scheme

(ii) TPA

Answer Third Party Administrator

(iii) ITC (in Marine insurance)

Answer Institute Time Clauses

(iv) OASDI

Answer Old Age Survivors and Disability Insurance

(v) IBNR

Answer Incurred But Not Reported

Question 2

(a) Match the following (Item 1 is illustration)

1. Insurance 


A. Outstanding

2. Moral hazard 


B. Marine Insurance

3. Pricing objective
 
C. Tontin Bonus

4. Janashree Bhima Yojana
 D. Fire Insurance

5. Particular Average 

E. Mediclaim Policy

6. Prorate Average

           F. Industrial Employees

7. 30 days waiting period 
G. Leave Car key in car and go away

8. ESIC



 H. Scheme to Share loss

9. Surplus Distribution 

I. Equitable rates

10. Claims intimated but

 J. Power to issue Certinot paid ficate of Registration

11. IRDA



 K. Social Security system

Answer : 1-H, 2-G, 3-I, 4-K, 5-B, 6-D, 7-E, 8-F, 9-C, 10-A, 11-J

Question 2

(b) Fill in the blanks.

(i) A licensed surveyor must survey all claims of Rs. ____________ and above.

(ii) The policy providing for certain surgical procedures undergone is called ____________

(iii) To constitute fire, there must be ____________ and ____________

(iv) Personal Accident insurance is not a contract of ____________ but is a benefit insurance

(v) Sue and Labour charges are incurred ____________ of destination.

Answer

(i) A licensed surveyor must survey all claims of Rs. 20000 and above.

(ii) The policy providing for certain surgical procedures undergone is called Jeevan Asha-II.

 (iii) To constitute fire, there must be combustion and ignition.

(iv) Personal Accident insurance is not a contract of indemnity, but is a benefit insurance

(v) Sue and Labour charges are incurred short of destination.

Question 3

(a) Mr. Seth was smuggling sandalwood in a car from Mysore to Mumbai. He wanted to insure the sandalwood for transit. When he approached the insurer, the latter declined insurance. Will you tell him the reason for rejection explaining the essentials of a valid contract?

Answer A contract of Insurance must satisfy the provisions of the Indian Contract Act of 1872, if it is to be valid, i.e. enforceable in the court of Law. Legality of the contract is a prerequisite as also the other essentials. Legality means the purpose must be legal and law does not forbid such contract. Sandalwood cultivation, cutting, and sale are governed by law as it is a rare valuable commodity. Permission of the concerned authority is a must for any activity connected with sandalwood. In the present case, the goods are being smuggled and it is not a legal act. As such, no contract can be drawn for the risks involved in its transit. Hence, the insurer rejected the proposal. The other essentials of a valid contract are :

Offer and acceptance

Consideration

Capacity of the parties

Consensus-ad-idem

There must be an offer made by one party, and a valid acceptance by the other party. In insurance contracts, offer of coverage for goods is made by the proposer and offer of protection (indemnification) by the insurer. Similarly, there must be acceptance of the offer terms and conditions of the insurer by the proposer and acceptance of the requirement of the proposer by the insurer. Consideration is the premium paid by the proposer, and the cover granted by the insurer is the consideration from the insurer’s side. Capacity of the parties does not mean the economic or the political status of the proposer. It is his capacity to enter into a contract, i.e. he is not a minor or a criminal or of unsound mind. Similarly, the insurer must be one who is authorized to grant cover by the authorities and not one who obliges by right. Consensus-ad-idem is identity of purpose and thinking. What the proposer wants must be understood in the same sense by the insurer. If the proposer wants ICC (A) cover, the insurer should not offer ICC (C) cover. These conditions must be satisfied for a contract in insurance to be a valid contract.

Question 3

(b) Ms. Payal met with an accident while driving her car and it was due to defective brakes. She claimed compensation from insurers for the damage. Decide.

Answer Ms. Payal was driving a defective vehicle. The Motor Vehicles Act prescribes that the vehicle must be road worthy before it is brought on to the road. Similarly, the vehicle should have foot brakes. The absence of it absolves the insurer of any liability under the policy. So, the compensation cannot be considered by the insurer as there is a breach of the provisions of the MV Act and also the conditions laid down by the insurance policy.

Question 4

(a) Mr. Goswami wants to leave all estate for his family. Looking at his financial position, however, he may not be able to pay Premium after retirement. He has not been disciplined in his saving habits and has also not been financially prudent. Suggest a suitable Policy, which he should take during his Service period?

Answer The proposer Mr. Goswami should plan a policy which would meet the requirements of the family after he ceases to earn and is not able to pay premium after his retirement. The best policy for this situation is Limited Payment Whole Life Insurance Policy, where the policy is in force for the whole of proposer’s life, but the premiums are payable for a limited number of years only. Afterwards, the policy becomes paid up for its full face amount. The premium paying period may be expressed as a set number of years or upto a specified age.

Question 4

(b) Whilst working in the factory, a “Worker” sustained serious head injuries as a result of “Accident”. He subsequently lost his mental balance and committed suicide. Discuss the liability of the Employer under Workmen’s Compensation Policy.

Answer The two ingredients required for a claim to be paid under a Workmen’s Compensation Policy are that the loss or disability should have arisen out of and in the course of employment.

In the case cited above the injury caused by an accident was the sole reason for the mental imbalance of the worker. This forced him to commit suicide. The proximate cause was accident in the course of employment in the factory. The accident arose out of employment. The heirs of the workers are therefore entitled to receive compensation under the Workmen’s Compensation Policy.

Question 5

(a) Mr. Somu, a shopkeeper, insured his merchandise against fire risks for Rs. 5 lacs with insurer A, for Rs. 10 lacs with insurer B and for Rs. 15 lacs with insurer C. The market value of the stock was Rs. 36 lacs. There was a fire which damaged goods valued at Rs. 14,400. Kindly apportion the loss payable among A, B, and C.

Answer The merchandise worth Rs.36 lacs was insured for only Rs.30 lacs. There was underinsurance and therefore the loss would be scaled down in the ratio of 30 to 36. The insured is his own insurer for the difference of Rs.6 lacs. The loss is Rs.14,400. The claim payable by the insurance company would therefore be: 
14400 x 30 = Rs.12000

  36

This amount of Rs.12000 would be shared by the three insurance companies under the principle of contribution as mentioned below:

A – 12000 x 5 = Rs. 2000

30

B – 12000 x 10 = Rs. 4000

30

C – 12000 x 15 = Rs. 6000

30

Question 5

(b) Describe “three legged stool” in the context of economic security.

Answer ‘Three legged stool’ is a phrase relating to three sources which take care of the economic needs of old people after retirement in the Western countries. These three sources are:

1. Social Security

2. Employer-sponsored benefit schemes

3. Private savings

These are likened to the three legs of the stool which gives economic security to the retired people. In India, there is paucity of funds in the face of growing population and especially the increasing number of old people. Therefore, such schemes are yet to be introduced either by the government or private parties.

Question 6

Prasad & Co. imported Sugar from Cuba, valued at Rs. 10 lacs. Insurance was taken for ICC(A) cover at a rate of 0.10 per cent. The policy was subject to excess clause of 3% of sum insured. On arrival at the warehouse, the importer noticed a shortage of sugar valued at Rs. 50,000. Besides this, some portion of the shipment was damaged by sweating as the transit was through different temperature zones. This damage was valued at Rs. 30,000. The importer lodged a claim for Rs. 80,000 on the insurer. Please answer the following questions: 

(a) What is the premium paid by Prasad & Co.?

(b) How much would the insurer pay as claim?

(c) Instead of the excess clause, if the insurer had imposed a franchise of 4% of the sum insured, what amount of claim would the importer get?

(d) If the franchise is 5% of the sum insured, what is the claim amount payable?

Answer Sweating is a reaction of the goods to the change in atmosphere, like moisture converting sugar into sweet; and later in the heat, sugar becomes lumpy as cakes and deteriorates in quality. This loss is due to the inherent nature of sugar, though fruits and vegetables are more prone to such damage. The inherent vice is an exclusion and no claim is payable on this account. Therefore, the insurer will consider the shortage loss of Rs. 50,000 only.

Answer 6(a)

The premium charged at 0.10 paise per cent on Rs. 10 lacs will be

10,00,000 x 0.10 / 100 = Rs. 1,000.00

Answer 6(b)

Excess, a reduction in the claim amount is 3% of the sum insured, which amounts to Rs. 30,000. Loss of shortage claimed is Rs. 50,000

Therefore, Rs. 30,000 is to be deducted from loss of Rs. 50,000 ( 50,000 – 30,000) = 20,000

Finally, the Insurer will pay Rs. 20,000 only.

Answer 6(c)

Franchise is a method to eliminate small and frequent claims. This is usually stated as either a percentage or an amount in the policy. When the claim amount crosses this franchise amount, the whole claim amount is paid. Alternatively, if the claim amount falls short of the franchise, no amount is payable. In this case, 4% franchise amounts to Rs. 40,000. The claim amount being Rs. 50,000, the whole amount is payable.

Answer 6(d)

If the franchise is 5% of the sum insured, the amount is Rs. 50,000. The claim amount is not exceeding the franchise amount, and therefore no claim is payable. Only if the claim amount exceeds Rs. 50,000 or more, the entire claim amount will be payable.

Question 7

Write short notes on the following :

(i) First Loss Policy

Answer This policy relates to Burglary Insurance (business premises) where goods cannot be stolen as a whole like steel rods (kept as building material) or sulphur in bulk. In such cases, a percentage of the full value is chosen as the sum insured – normally 10% or 15%, i.e. the maximum probable loss on the occasion. A special feature of this policy is the non-applicability of the pro-rata condition of average for such contracts, though full value of the goods is not insured. No underinsurance is applicable as is applied ordinarily to full value policies. But a special condition called  ‘condition of partial average’ is applied to first loss policies, when the insured does not declare the agreed percentage of full value at the time of loss. The extent of difference in percentage of the full value will be applied to reduce the payable claim amount.

Question 7

(ii) Class Rating Method

Answer  Class rating method in life, property and liability insurance means that the exposure with similar characteristics are grouped together and charged the same rate as a class. It is assumed that any future loss will be decided by the same set of factors. This is also called manual rating as the rates are published in a rating manual. Class rates are decided as under in two ways :

1. Pre premium method : Pure premium is that part of the gross rate utilized to pay losses and loss expenses. It is calculated by dividing the incurred losses and loss adjustment expenses by the

number of exposure units. A loading is added for other expenses, profit and contingencies.

Gross rate =                 Pure premium
1 minus Expense ratio

2. Loss ratio method : Here the actual loss ratio is compared to the loss ratio expected or anticipated. Actual loss ratio is the ratio of incurred losses and loss adjustment expenses to the earned premium. The anticipated loss ratio is the percentage of premium expected to be used to pay losses. 

Rate charged = Actual loss ratio – Expected loss ratio
                                   Expected loss ratio

Question 7

(iii) Salvage Loss

Answer Salvage loss is different from salvage charges which is payable to a salvager (third party) to salvage or reduce the loss. When a cargo is damaged during transit and would deteriorate further before reaching final destination, it is prudent and sensible to dispose of the damaged cargo at the next intermediate port for the best price available. The term ‘salvage loss’ refers to the amount payable which is the difference between the insured value and the sale proceeds of the damaged cargo.

Question 7

(iv) Positions Policy

Answer Positions Policy is one of the various types of the fidelity guarantee policy which protects the employer from direct pecuniary loss caused by dishonest employees during course of employment. This is an improvement over collective policy. The positions in the company are listed in the policy with the duties and the amount guaranteed for each position, thus dispensing with the need to mention individual names and amounts. The advantage of this policy is that there is no need to reinstate when replacements take place. The amount guaranteed is associated with positions and not with the persons. 
PAPER – 2 – TECHNICAL ASPECTS OF INSURANCE (MAY 07)
Question : 1

From the answers to the following questions, indicate the one that is accurate or nearing accuracy:

a) The objective of good underwriting policy aims at achieving

i) Expansion of Market

ii) Ensuring a profitable book of business

iii) Diversification

iv) Investment in shares

v) None of the above.

Answer : (ii) Ensuring a profitable book of business

b) “Salvage charges” generally form

i) A part of Marine Contract

ii) Are not a part of the Contract

iii) A part of General Average Clause

iv) A part of Particular Clause

Answer: (ii) Are not a part of the Contract

c) What is a floating policy?

i) A marine insurance policy

ii) A policy that covers stocks located in various godowns under a single policy

iii) A standard fire policy

iv) None of the above

Answer: (ii) A policy that covers stocks located in various godowns under a single policy.

d) Retention ratio is

i) The percentage of business renewals

ii) Ratio of business written to business quoted

iii) Ratio of changes in IBNR losses

iv) Ratio of incurred losses

Answer: (i) The percentage of business renewals

e) Which of the following give rise to adverse claims experience in Motor Insurance?

i) Traffic density

ii) High Cost of labour

iii) Inflated Claims

iv) Cost of Spare Parts

v) All of the above

Answer: (v) All the above

f) Subrogation and contribution are the corollaries of

i) Utmost good faith

ii) Indemnity

iii) Proximate cause

iv) Insurable interest.

Answer: (ii) Indemnity

g) Notice for policy renewal in advance is issued

i) Before one month

ii) Two months in advance

iii) 15 days in advance

iv) There is no such practice of issuing notices.

Answer: (i) Before one month

h) An explosion in this context shall mean

i) The collapse of the boiler or pressure plant

ii) A chemical reaction in the plant

iii) Voilent rending or tearing apart of a boiler or a pressure plant

iv) Breakdown of the pressure plant.

Answer: (iii) Voilent rending or tearing apart of a boiler or a pressure plant

i) Plate glass insurance covers

i) Superficial damage

ii) Scorching

iii) Breakage due to fire or explosion

iv) Accidental breakage.

Answer: (iv) Accidental breakage

j) Which of the following is a Health Insurance Scheme?

i) New Jeevan Dhara

ii) Jeevan Dhara

iii) Jeevan Chhayya

iv) Asha Deep.

Answer: (iv) Asha Deep.

Question : 2

“Group Insurance is an ideal arrangement to meet the insurance needs of an employed person at minimum cost.” Discuss.

Answer : Group insurance schemes or other wise popularly known as “Employee benefit schemes” are plans sponsored by employers, under which benefits are paid if the employee dies, falls sick, is disabled or retires. Thus, employee benefits also include benefits covering the risks of premature death, disability, superannuation and unemployment. In other words, the employer provides some financial security to the employees and their dependents through these employee welfare schemes.

However, employee benefits differ with the type and scale of the organisation. Generally large progressive organizations in addition to their statutory obligations like provident fund, gratuity and life insurance, offer many employee benefits such as vacation benefits, employee discounts on the firm’s products etc.. Such benefits are included with the total employee compensation package. While designing these benefits the employer keep’s in mind his objectives, employee’s needs, other options available and their costs. Generally, these welfare schemes are implemented to promote a

sense of security among the employees, to improve their morale and to enhance their productivity and result in better employer-employee relationship, improved the industrial relation climate and to prevented strikes and lockouts. This also helps to reduce labour turnover and promotes employee loyalty. While some benefits are made compulsory by law, others were introduced by mutual agreements between the employer and the employees. Under group insurance, the insurer drafts a single policy known as a master policy for the insured group. The group insurance contract of insurance is between the insurer and employer. It is the employer who pays the premium. It is the employer who also decides upon the members and the extent to which they shall be insured. The employer nominates employees for the pension scheme based on different criteria like their earnings potential, their seniority, age and post. In group insurance, the insurer underwrites the group as a whole. Therefore group characteristics are important rather than the individual characteristics of group members. This means the underwriter considers the size, age composition, occupation and stability of the group as a whole rather than health and other insurability aspects of the individuals. This is the reason, why insurers prefer to underwrite larger groups rather than smaller ones to avoid the possibility of adverse selection. Underwriters favour a regular flow of new employees, as the old ones will be replaced with the younger ones, so that the average age group remains more or less constant. Another, advantage of having a group policy is because of its Cost effectiveness. Group insurance generally costs less than individual insurance. This is because the group insured generally needs no medical examination. Secondly, the acquisition cost for the insurer is also low. The insurer pays less commission to agents of group insurance than to the agents of individual insurance. Moreover, the employer offers administrative services such as collection of premiums, where the employees share the premiums. The cost of administrating the scheme for the employer is minimal. So the group coverage is provided to customers at prices lower than that of individual insurance. Thus, group insurance is an ideal arrangement to meet the needs of an employed person at minimum cost for it has the following advantages: 

• With group insurance, persons with less or no life insurance are also able to get some measure of insurance protection

• Coverage is also available to those employees who are otherwise uninsurable

• Life insurance companies can reach a vast number of clients at less cost within a short span of time

• It is a tax effective tool. The employer gets tax relief for the premium paid by him on behalf of the employees. Employers are also entitled to tax relief for premiums paid by them if the scheme is partly contributory 

· It is also a substitution to the government security programs However, there are also some limitations to the group insurance schemes, as mentioned below:

• Group insurance is temporary in nature. It implies that once the member is out of the group, the coverage ceases. The employee also loses insurance coverage in the event of termination of the group plan.

• The master policy issued by the insurer is not very flexible. It does not meet the individual needs for insurance Eligible groups for the group policy include Individual employer groups, Multiple employer groups, Labour union groups, Creditor-debtor groups and miscellaneous groups.

Question : 3

(a) Mr. Keshav Ram, an affluent businessman of Hissar had employed a driver for his newly purchased Skoda Car. The Driver whilst driving the car rashly and negligently caused injuries to a pedestrian on the road. Is Mr. Keashav Ram responsible in the above

situation? Discuss 
Answer: In the given case, the driver of Mr. Keshav Ram was negligent whilst driving the car and caused injuries to the pedestrians on the road. As per the Common law Mr. Keshav Ram is liable for tortious acts of the servant provided the servant does such an act in the course of the his employment. The Common Law also recognizes the vicarious liability of the owner of the Motor Car. Under the law of Torts, if the person negligently and rashly drives his vehicle and causes injury or death to the third party, the driver whose negligence caused the damage is liable to the third party. Hence in the present case, the driver is the servant of Mr. Keshav Ram land a person of no means. The owner therefore is legally responsible for the acts of his driver, under the Third party liability provision of the Motor Vehicles Act.

The legal provisions are discussed at length below:

As per the Motor Vehicle’s Act, 1939, the owner of an insured vehicle is liable for the following loss exposures or risks:

- Legal liability due to bodily injury, death or damage caused to property of others.

- Loss or damage to one’s own vehicle, injury to or death of self and other occupants of the vehicle.

Hence, Mr. Keshav Ram is responsible in the above situation.

Question : 3 
(b) Mr. Bhupindar Singh on completing his studies in I.T. has joined Wipro at Bangalore about ten months back. He is also getting married  in May, 2007. In view of his present commitments, he cannot afford to pay more on Life Insurance. What plan of insurance he should go for to cover both insurance and saving? Discuss.

Answer : The best policy for Mr. Bhupinder Singh at this stage is a Convertible Term Insurance Policy. This plan offers life insurance cover for specific number fo years and at the same time, it also facilitates to convert this policy into Endowment policy when Mr. Bhupindar Singh’s income increases in the coming years to include the saving element. An endowment policy has the following features: 

• Endowment plans promise protection from risk in the event of death of the insured during the policy term as well as an assured sum upon the maturity of the policy. In this type of policy the maturity of the policy is usually chosen to coincide with the retirement of the person.

• These policies are issued for specific terms chosen by the proposer who can choose the duration of the policy which may be 10, 15, 20 or 30 years. Where the duration is short the premium involved is higher.

• Whether the assured meets a premature death or not the full amount of the policy has to be paid by the insurance company provided the premiums have been paid as stipulated in the policy.

• The endowment amount at the end of the term can be used to

• Purchase an annuity policy for getting a stream of monthly pension for the rest of his life.

• For parking the money in some investment to generate returns.

• These policies are eligible for loans within the surrender value of the policy.

• If a person wants to meet expenditure like his children’s education and marriage, he can go for this plan since he is entitled to the proceeds under the plan on maturity of the policy. The term can be selected to suit these contingencies. Hence in the given case, Mr. Singh can go for a Convertible Term Policy to plan his present commitments.

Question : 4

Complete the following sentences:

(i) The process of valuation in life insurance is taken up by _________ an actuary

(ii) A new pension plan for the persons aged above 55 is called Varishtha Pension Bima Yojana

(iii) The group scheme specially designed to discharge the gratuity liability of the employer is called ___________________ Group Gratuity Scheme

(iv) Warranties are required in Boiler and Pressure Plant Insurance to prevent explosions.

(v) An Insurance Regulator’s primary duty is protection of __________ interest policy holders
(vi) OASDI stands for ___________________ Old Age, Survivors and Disability Insurance

(vii) Mortality table is used for pricing __________________Individual Life Insurance

(viii) A portion of premium returned to the insured by means of discount is called __________________ No claim discount

(ix) Specific risks are covered by clauses of Institute Cargo clauses ___________‘B’ & ‘C’

(x) FPA in Marine underwriting is ______________________ Free of Particular Average

Question : 5

(a) Ratnakar, owner of a Motel in Jaisalmer, Rajasthan took a Fire Insurance Policy with Bhagwati General Insurance Company in December, 2006. A fire took place in the Motel and destroyed the premises in February, 2007. Mr. Ratnakar included in his claim the sum which he had to pay by way of rent, the cost of hiring alternative accommodation, and the loss caused by customers not frequenting the Motel during the period of repair. Justify the claim of Mr. Ratnakar. 

Answer 5 (a): The claim of Mr. Ratnakar, owner of the motel in the above case is not justified. Where a property is destroyed by Fire, the insured does not merely lose his property, he also loses in addition the chance of earning profit which he might have earned if the property had no been destroyed. This anticipated loss of profit is not recoverable under an Ordinary Fire Policy on the property lost by Fire. Insurance of Hotel or Motel or Shop covers only the value of the Motel, Shop or Hotel, but does not cover the loss of business. Since Mr. Ratnakar had not taken Business Interruption Loss, the claim is not tenable.

Question : 5

(b) A worker in the course of his employment in the factory fell form a Chimney and broke his backbone and became permanently disabled. Discuss the liability of the Employer under the Workman Compensation Policy.

Answer 5 (b): In the given case, the Employer is liable legally under the Workman Compensation Act, for all the bodily injuries sustained by a worker in the course of his employment. Since the injury to the workman took place in the course of Employment, he is entitled to Permanent Total Disablement (PTD) of Rs.90,000/ as per the Workmen’s Compensation Policy.

Question : 5

(c) When are sue and labour charges payable under a Marine Policy?

Answer 5 ( c ): Sue and Labour charges are payable under a Marine Policy in the following

circumstances: 
o Expenses incurred in preventing or reducing damage to the subject matter by insured perils. This clause is supplementary to marine insurance

o Sues and labour charges can be claimed even if the insurer has already paid for total loss.

o These expenses become payable in full irrespective of the value of the goods.

o The expenses do not include general average loss, salvage

charges, expenses caused in averting an uninsured loss. Examples of sue and labour charges include expenses incurred in reconditioning dampened hide at an intermediate port.

Question : 6

State whether the following statements are right or wrong:

(i) Pricing risk is the risk caused due to inadequate pricing of products.

(ii) The mathematical estimation of the risk in life insurance is based on Millers law of insurance

(iii) Employee benefit schemes include benefits covering the risk of salaries and wages.

(iv) Group savings linked insurance is a scheme for meeting employer’s liabilities under payment of Gratuity Act, 1972.

(v) War peril is not covered under the Hut insurance policy

(vi) The insurer can generate surpluses through excess interest earnings.

(vii) Bima plus is an investment plan of LIC.

(viii) Trading losses are covered under Bankers Blanket policy.

(ix) Risk of premature death is managed by a life annuity.

(x) Boiler explosion policy cannot be issued on Agreed value basis.

Answers:

i) True, 
 ii) False,
 iii) False, 
iv) False, 
v) True, 
vi) True, 


vii) True, 
viii)False, 
ix) False,
 x) True

Question : 7

Write short notes on the following:

(a) Declaration policy

Answer : Fire Declaration policy is a special policy related to stocks of the insured. It is issued in the interest of those traders who deal in seasonal goods, which have fluctuating values. In the declaration policy the sum assured is selected by the insured on the basis of highest stock value. On this value, premium is computed provisionally and is paid as provisional premium. Subsequently, the insured declares the actual stock value at risk every month. Monthly declarations are based on 

(a) The average of the values at risk on each day of the month or

(b) The highest value at risk during the month. These declarations are submitted latest by the last day of the succeeding month. If declarations are not received within the specified period, the full sum insured under the policy shall be deemed to have been declared. Whilst the policy allows for midterm increase in sum insured
 – it does not allow decrease in values. On expiry of the policy period, the insurer takes the average value of these stock values and calculates premium on this amount at Tariff rate. The balance left after adjusting this premium with the amount initially paid is refunded to the insured. As per the provisions of Tariff Rules, declaration policies can be issued only when the minimum sum assured is Rs. 1 crore and in respect of stocks, which are the sole property of the insured. In policies “ covering stock in different locations – the sum insured in at least one of these locations should not be less than Rs. 25 lacs. The balance refunded to the insured shall not exceed 50% of the provisional premium. The sum assured of the policy can be increased if required by the prior consent of the insurer, by payment of an additional provisional premium on a proportionate basis. The sum insured under a declaration policy cannot be decreased during the currency of the policy.

Conditions applicable to Declaration policy: 
1. Declaration values shall be based on market value and the loss incurred shall be settled on the last declaration prior to loss. 
2. If such amount is under -stated then the amount recoverable by the insured shall also be reduced in the same proportion as the last declaration bears to the actual declaration.

3. If the insured has taken any other policy in addition to declaration policy, then the claim is settled first by the other policy.The declaration policy operates for the excess of the stock value over the sum insured under the other policy.

4. If the stock values at the time of loss are collectively of greater value than the sum insured then the insured shall be liable for the rateable proportion of the loss accordingly. This is known

as the prorata condition average. 

5. The sum insured will be maintained at the same level at all times during the currency of the policy. Even when loss occurs, prorata premium shall be charged on the amount of loss paid.

Question : 7 (b)

Retirement planning process

Answer 7 (b): Retirement Planning Process: Retirement planning or planning for retirement involves planning for retirement risks and other contingencies like premature death. The retirement risk, these days assumes serious proportions with increasing life expectancy.

There are actually two risks linked with retirement.

o Risk of the person being left with insufficient assets to manage during the post retirement phase

o Risk of outliving the assets that had been accumulated. Retirement planning is similar to that of life insurance planning. It consists of three steps.

I. To estimate the future income needed after retirement. It is also important to identify existing resources to meet these needs 

II. To decide as to how these funds will be accumulated. This is to ensure that sufficient resources are available to give the necessary retirement income.

III. To decide how the fund is to be consumed, by taking into consideration the likely period of life after retirement and the provisions to be made for the spouse. A realistic assessment of the Post retirement financial commitments will enable a person to determine the need for a regular income after retirement.

Question : 7

(c) Knock for knock agreement

Answer 7 (c):

Knock-for-Knock agreement: These agreements are applicable to a situation where there is a collision involving two vehicles. The insurers of two parties involved in this case come to a settlement that there is no need to go into the question as to whose negligence caused the accident and agree to indemnify their respective insured’s against loss. The subrogation right too is not exercised. On the contrary the insurers indemnify each insured as per the policy conditions. The benefits of this agreement being 

• It avoids litigation

• Insured is benefited through a quick settlement

• Each insurer compensates his insured directly

• Insurers save on legal costs, which results ultimately on reduction in premium rates

Question : 7

(d) Miscellaneous risk

Answer 7 (d):

Miscellaneous Risk: Miscellaneous Insurance provides a number of policies to provide coverage for miscellaneous risks. According to Indian Insurance Act, 1938 Miscellaneous Insurance Business is “the business of effecting contracts of insurance which is not principally or wholly of any kind or kinds included in Fire, Life and Marine Insurance business.” The risks covered by miscellaneous insurance are classified into four main categories concerning

• Person

• Property

• Pecuniary risks and

• Liabilities.

Personal risks include insurance for individuals and groups against personal accident and illness.

Property risks relate to burglary, housebreaking, etc., and include other classes like livestock, plate, glass, money in transit and others. Pecuniary risks refer to fidelity and other credit or financial guarantees. Liability risks include personal liability, commercial general liability, professional indemnity, and product liability.

The risks faced by Insurance Companies under this category are on account of

· Tax claims

· Regulatory changes

· Product obsolescence

· Policy Holders losing faith in an Insurer

· Liability incurred on account of employees or agents

· Improper Management

· Market Risk

· Lawsuits

· Runs on assets for fear of Insolvency

P2 – TECHNICAL ASPECTS OF INSURANCE - NOVEMBER 2006
1. (a) From the answers to the following questions, indicate the one that is accurate or nearing accuracy:

(1) In the following things which will be termed as a warranty

Ans: (b) The cargo is shipped under deck

(2) Liability of owner of a motor vehicle on the principle of “no fault” for death of a third party is

Ans: (c ) Rs. 50,000

(3) The discount granted under the fire policy for opting out of STFI cover is

Ans: (c ) 0.25%

(4) Impact damage caused by the direct contact by and road vehicle not belonging to the insured can be covered under the fire policy.

Ans: (a) The Standard Policy covers this contingency as an in built cover

(5) Contractor’s All Risks Policy does not cover even with extra premium

Ans: (d) Third party liability of the contractor

(6) Under the C.I.F. contract the responsibility for arranging marine insurance for the voyage is that of the

Ans: (a) Seller

(7) In a road accident involving collision of two vehicles a road side three hit by one of the vehicles fell down on the wall of a nearly causeway which in turn fell on a person sleeping on its side. Which is the proximate cause in this case?

Ans: (a) Fall of the wall

(8) As per the present Fire Insurance Tariff Agreed Value Policies can

Ans: (a) not be issued

(9) Single Premium Policies are not within the reach of every person because

Ans: (a) It requires a lump sum payment up front.

(10) The whole Life Plans in India

Ans: (c) Pay policy benefits after the person attains a certain age, say 80-85 years

(b) Fill in the blanks by incorporating appropriate terms in the under noted sentences:

(1) Willful carelessness on the part of the insured is termed as Morale hazard

(2) Malhotra Committee was constituted by the Government of India in the year 1993 for recommending reforms in the Insurance Sector 

(3) Fire Declaration policies can be issued only when the minimum sum insured for stocks is Rs. 1 Crore

(4) As per the Insurance Act a licensed surveyor must survey all claims for amounts exceeding Rs. 20,000 and above

(5) The clause in the Institute Time Clauses (Hulls) which deals with collision liabilities is termed as Three- fourths collision liability (Clause 8)

(6) The author of the unique concept of Lok Adalat in India is Hon’ble Shri P.N.Bhagawati

(7) Personal Accident Social Security Scheme was launched by the Government of India in the year 1985

(8) The sum insured under Erection All Risk policy should be the _erected value of the property inclusive of freight, etc., and the costs of erection

(9) Jeevan Sukanya is a policy intended for Children

(10) Asha Deep is a Health Insurance scheme

(11) The major Act governing Insurance Business in India is the Insurance Act 1938

(12) In India most Group Insurance Schemes are marketed by the Insurance Companies either directly or through agents

(13) Oasis report recommended a new Pension system on the basis of IRA (Individual Retirement Account)

(14) The Minimum Capital for setting up Insurance Company in India is Rs. 100 Cr.

(15) Plate Glass Insurance Covers damage to glass, caused by breakage or by accidental chemical spills or acids.

2. State whether the following statements are Right or Wrong:

(i) Under the Fire Insurance policy loss caused by fire where fire has been caused by the insured’s own negligence is payable.

Ans: Wrong

(ii) Under the Standard Fire and Special Perils Policy additional premium should be paid for including cover against Storm and Floods.

Ans: Wrong

(iii) The missing of a ship beyond a stipulated period will be considered as a constructive total loss.

Ans: Wrong

(iv) Cover against inherent vice of a cargo is available under the ICC (A) Clause.

Ans: Wrong

(v) The present Motor Insurance Tariff prohibits extension of the Geographical Area to include Pakistan.

Ans: Right

(vi) In a Burglary Insurance Policy issued on First Loss basis on condition of average will be applied even if the sum insured falls short of the total value of the insured stocks.

Ans: Wrong

(vii) Transport operators who carry hazardous substances belonging to others need not take Public Liability Insurance (Act) policy to cover their third party liability

Ans: Wrong

(viii) Under the Employees’ State Insurance Scheme, in force in India no contribution needs to be made by the employee towards premium.

Ans: Wrong

(ix)For the premium contributed by them for a group life insurance scheme the employees are entitled for tax relief.

Ans: Right

(x) Religious Groups are not entitled to avail a Group life Insurance Scheme.

Ans: Right

(xi)In Insurance the use of force and violence against property and or person

for gaining entry to commit theft Constitutes Dacoity.

Ans: Wrong

(xii) The genesis of Engineering Insurance lies in the United States of America.

Ans: Wrong

(xiii) Subrogation and Contribution are Corollaries of Insurable Interest.

Ans: Wrong

(xiv) Policies in Engineering Insurance can be issued on First Loss basis.

Ans: Wrong

Ques. 3. Krishna Trading Company had taken a Marine Cargo Open Cover with its insurer for covering all their imports of Automobile Parts against All Risks for the period from 1-4-2005 to 31-3-2006. The company would declare particulars of each consignment as and when received and insurer would issue the individual certificate of insurance. The policy contained one month’s notice of cancellation by either party. Because of a review of the experience under the Open Cover insurer served a notice of cancellation of the cover on 15-10-2005 which was delivered to the insured on the same day. In a consignment which was shipped by the suppliers on the first week of November, 2005, Krishna Trading Company noticed heavy loss by water damage when it cleared the cargo on 30-11-2005. The company could send the shipment details to the insurer only after the date of loss as the shipment particulars sent by the suppliers reached it very late. Insurer denied liability on two grounds namely
 (1) the company failed to declare the shipment particulars before it noticed the loss and in any case 
(2) the loss was noticed after the expiry of the notice period.
 Comment in detail on the insurer’s stand with your reasoning.

Ans: In the given case study the stand taken by the insurer in the denial of the claim on the grounds mentioned look justified based on the following reasons:

As per the terms of the insurance contract between the parties:

i) Firstly, both the parties are supposed to give one month's notice for cancellation and changes in the insurance agreement. 
ii) Secondly, the insured has to declare individual shipments as and when the details are received.

Here in the problem, there was reasonableness of time for declaring the shipments. Normally the insured has to get the details as quickly as possible and declare the details within a say a week's time. When once the reasonable time exceeds, one has the go into the intention and genuiness of the transaction. In insurance, as one is aware that even genuine omission on the part of insured in complying with certain required conditions, may cost dearly. Insurance company can reject the claim. Hence the reasonableness in declaring the shipment late is to be examined.

iii) Thirdly, insurance is a cover provided for an unknown risk. In the case under reference, it is observed that the insured had declared the particulars after knowing the loss and hence the insurer is justified in rejecting the claim. However, if insured is able to provide genuine reasons

beyond the control, he may be able to represent the case for consideration.

4. (i). Briefly explain the Asset Risk and Pricing Risk in relation to providing insurance.

Ans: Insurance companies face a number of risks while providing insurance covers. Typically insurance companies being a part of the financial systems face some of those risks to which the other financial institutions are also equally exposed to and besides these companies also face some unique risks peculiar to the nature of their business. Some of these risks are asset risk, pricing risk, interest rate risk and miscellaneous risks. The asset risk and pricing risk in relation to providing insurance is as follows. 
Asset Risk

The asset risk is called as Asset Depreciation (C1) risk. This risk involves the various factors that cause the value of an asset to fall or decline. As a result of this risk, the capital funds of the company are directly affected. With the decline in the value of assets, there is a decrease in the capital funds, while the liability values remain unchanged. As a result of leverage the impact of fall in asset value is felt on the capital. Some of the other factors that cause a decline in the value of assets usually originate 

• When the insurer lends his funds and the borrower fails to fulfill his obligations towards the company

• When there is a fall in the market value of the insurer’s investment assets, unless the change is due to interest rate movements

• When there is a default on part of the borrower in payment of principal Some times asset risks also is because of the quality of the assets in which the insurer invests. If the assets are of poor quality then it will deter the insurer from paying the policyholder be it claims or dividends. The management can offset the impact of this risk by having a good credit and investment analysis mechanisms. 

Pricing Risk

Pricing risk as applicable to insurance activity is also called as the Pricing Inadequacy (C2) risk. This is the risk caused due to inadequate pricing of product. Pricing or costing insurance refers to the premium charged from the insured based on the risk proposition of the insured. The pricing risk

generally arises when the future operating results are not anticipated while pricing the product and sometimes when there is deviation from the anticipated levels. As a result, the price is inadequate for meeting future liabilities and in very serious contingencies, when the liabilities rise beyond the assets available, it causes insolvency. Inadequate pricing also has an adverse effect on the capital. Management of pricing risk is not as easy as management of assets risk, as assets market values are easily available, but it is not so in this case. As premiums and investment calculations of an insurance company are based on assumptions, sometimes these assumptions made by the insurer are inadequate to meet the liabilities, like payments to policyholders. Inadequate pricing in insurance is the result of occurrence of events at rates higher than anticipated relating to Mortality, Morbidity, Lapse or expenses, Lower investment income, Lower sales and Increased costs to be met while providing health care as required under the policy.

(ii) Complete the following statements in relation to life insurance by appropriate answers:

(a) The difference between the aggregate of the Life fund and the present value of future premium and the present value of future claims is terms as Valuation Surplus

(b) In Life insurance the world “surplus” signifies an estimated profit

(c) Two factors required for the calculation of mortality surplus are expected death strain and actual death strain.

(d) The method under which the bonus is paid in addition to the sum insured on the insured event happening is termed as simple reversionary bonus method.

(e) The risk faced by the insurer due to product obsolescence is termed as Miscellaneous risk
(f) The three pricing objectives in Life Insurance are Rate adequacy / adequate  rates, equitable rates / rate equity, rate should not be excessive 

5. As a Non-life insurer you are receiving proposals from various industries and traders in your jurisdiction for both Fire insurance policies and also for imports of cargo. List out Seven Industries and trade in each case where you would not like to extend coverage.

Ans: As a non-life insurer, the coverage for the following activities or items can be denied coverage under a fire insurance policy: 
Risks in unspecified locations

Floating policy for Buildings, Plant and Machinery

Beedi Leaves in open in Forest

Storage of Nonmoving stocks in Godowns and warehouses

Coverage of old plant and machinery, scrap

Insured known for moral hazard Similarly the following imports of cargo are enlisted as prohibited items, which cannot be, covered under marine insurance policy:

Live animals all sorts, skins of animals and wildlife covered by Wildlife

Arms and ammunitions, explosives and ingredients thereof;

Fissionable materials;

Beef, mutton and animal fats

Rare items of archaeological interest;

Wild animals as specified under Wild life protection act 1972- not permitted to be imported

Bees and other insects as specified under the Wild life protection act of 1972

Meat and edible meat of all animals, fresh chilled or frozen wild animals

Articles of apparel, clothing accessories and other articles of fur skin

Worked ivory and articles of ivory

Skin and other parts of birds with fathers,

Bones and horns – cores unworked, defatted

Margarine of animal origin

Animal fats and fats

Tiger cat skin

6. Explain the term Divisible Surplus. Name the different methods for distribution of divisible surplus. Briefly discuss any two of the methods.

Ans: The term ‘surplus’ in life insurance signifies an estimated profit. Profit in insurance business is the result of margin kept on premium with regard to contingencies like mortality rates, expenses, interest rates and other factors like surrender and lapse options. In insurance business, the actual profit cannot be determined, as the company has to meet future liabilities and also receive premiums in future. Thus it is very difficult for a life insurance company to declare profit exactly incurred at the end of a year. Surplus is generally accumulated when there is a favorable deviation from the projected value with respect to mortality experience, savings, excess interest and loading savings. In life insurance there are five sources of surplus: 

Surplus from investment earnings: Life insurance policies essentially are long term contracts, and hence the companies maintain a conservative rate of interest, to ensure a steady income as long as the policy is in force. So when the company earns a higher return more than its anticipated rate there is excess, which is distributed amongst the policyholders. Surplus from mortality: The rate of mortality considered during reserve calculations by the insurer is much higher than what exists on ground. This is because insurers employ conservative methods thereby retaining a broad margin to meet an eventuality. As a result when the projected mortality is higher than the experienced, the surplus after settling all mortality claims is considered a gain.

Surplus from Loading: The gross premium fixed and earned by the company enables the insurer to meet not only the regular expenses but any unforeseen expenditure also. Thus loading on policies includes policyholders’ dividend and gains from other sources.

Surplus from surrenders: The surplus gain as a result of the difference between the policy reserves released due to surrender and the surrender values permitted is called surrender surplus. This form of surplus also represents the amount that was originally taken from the surplus to

replenish the reserves. 
Distribution of surplus

The insurance company determines the surplus accumulated at the end of the year, in addition to the surplus carried on from the previous years. After such a calculation, the company decides the percentage of surplus, which has to be retained as contingency fund, and also the percentage that should be distributed to policy owners. The amount set aside for distribution as dividend to policy owners is called divisible surplus. The percentage to be set aside for distribution is decided by the trustees or directors of the insurance company. The basic norms that an insurance company abides while determining the divisible surplus include the principle of Equity, Flexibility, Simplicity, and Consistency. 

The different methods followed by insurance companies for distribution of divisible surplus include:

• Contribution Method: This is also called as fair distribution, but is an impractical method of surplus distribution. According to this method distribution is directly based on the contribution of the policies to the surplus accumulated from basic sources like interest, expenses, mortality etc.

• Simple Reversionary Method: In this method the bonus is paid in addition to the sum insured, when the event for which insurance is provided occurs, that is death during the term of the policy, or on maturity of the policy. Therefore it is termed as reversionary. It is a popular method as it allows the insurer to retain the surplus enabling him to earn interests on it. It also gives an incentive to policyholders to maintain their policies. Furthermore it is a very simple procedure

• Compound Reversionary Bonus System: This method is also reversionary as the one discussed above. But the incentives provided to the policyholder by this method are better. In this process the bonus addition of each year is of an increasing nature, and the rate that is given is a percentage of the sum insured and the bonuses added during the maturing years of the policy

• Bonus in Cash: In this method the bonus announced is paid in the form of cash to the policyholders

• Bonus in Reduction of Premium: In this method the bonus is reduced from the premium payable by the policyholders to the company. But after a certain period there will be no premium to reduce from, so the company will have to change its way of distributing surplus. There is another disadvantage of this method; it reduces the profit acquiring capacity of the company due to loss of premium income and due to depletion of funds, as the surplus is distributed as cash.

• Tontine Bonus: In this process the bonus is distributed after a specific period to the survivors among the policyholders. To avail this kind of bonus, the policyholder should be alive on the date when the bonus is announced. In this method the distribution of divisible surplus is deferred to a future date, and for the first few years of the policy it is not considered eligible to participate in profit sharing. New entrants favour this method, as it enables them to conserve their resources and also removes the need to distribute surplus in early stages.

• Interim Bonus: In this the bonuses are announced on the basis of valuation of all the policies at the date of valuation. If some policies result in claim (in case of death) or maturity before the next valuation then they are not eligible for that bonus, as by then they will not be part of the company records, but an interim bonus according to the previous valuation is provided.

• Guaranteed Bonus: This method is applicable for without profit policies, which are not entitled to surplus of actuarial valuation. In this process there is guaranteed addition of bonus at a fixed rate for every year, to the sum assured, as long as the policy is in force.

• Final Additional Bonus: This is the extra bonus paid by the company to policyholders apart from the usual annual bonus. This is generally paid to policies lasting for long durations, and due to the contribution made by these policies to the surplus. Considering the period for which the premium under a policy was received the company may decide to pay an additional bonus to the policyholder in case of claim or maturity of the policy. Life insurance Corporation of India was following this process, provided the policies were in force at the time of claim or maturity, along with prior payment of 15 years premium.

7. Rectify the Mistake in the following statements:

Ques: (i) After the completion of the project the sum insured under the policy shall be adjusted based on the actual values to be declared by the insured in respect of freight and handling charges, customs dues, costs of erection and the prime cost of the plant and equipment.

Ans: After the completion of the project, the difference in premium (what should have been charged and what is charged) due to difference in estimated and actual cost will be adjusted on the basis of the actual values to be declared by the insured in respect of freight and handling charges, customs dues and costs of erection. Any increase or decrease in prime cost of plant and equipment shall not be the subject matter of premium adjustment.

Ques: (ii) Third Party Liability extension under the Erection All Risks Insurance Policy covers the legal liability to any person including the workmen of the insured but excludes the workmen of other firms connected with the erection work.

Ans: Third Party Legal liability extension under the Erection All Risks Insurance Policy covers (liability under contract excepted) for fatal or nonfatal injury to any person other than the insured’s own employees or workman or employees of the owner of the works or premises or other firms connected with any other erection work thereon, or members of the insured’s family or of any of the aforesaid; directly consequent upon or solely due to the erection of any property described in the schedule.
Ques: (iii) Machinery Insurance Policy includes cover against any breakdown to the machinery arising out of negligence including gross negligence on the part of the insured but excludes breakdown arising out of any willful act of the insured.

Ans: Machinery Insurance Policy excludes cover against any breakdown to the machinery arising out of negligence including gross negligence on the part of the insured but excludes breakdown arising out of any willful act of the insured

Ques: (iv) The term “Net Profit” in relation to a Loss of Profits Policy shall be the net trading profit after due provision has been made for all standing charges including depreciation and deduction of any taxation chargeable on profits. 

Ans: The “Net Profit” in relation to a Loss of Profits Policy (exclusive of all capital receipts and accretions and all outlay properly chargeable to capital) shall be resulting from the business of the insured at the premises after due provision has been made for all standing and other charges including depreciation but before the deduction of any taxation chargeable on profits.

Ques: (v) Term Assurance Policies provide the policy benefits eight on the death of the policyholder or on expiry of the policy whichever is earlier.

Ans: Term Assurance Policies provide the policy benefits only on death. This policy provides risk cover only for a prescribed period.

Ques: (vi) Bima Sandesh – Plan 94 of the L.I.C. of India is a pure life risk cover for a fixed term and has bonus benefits.

Ans: Bima Sandesh – Paln 94 of the LIC is a pure life risk cover for a fixed term and has no bonus benefits.

Ques: (vii) For the introduction of a group life insurance scheme we need a Homogeneous and large group.

Ans: For the introduction of a group life insurance scheme, the group should be homogenous and should have been formed for purposes other than to seek insurance.
Ques: (viii) Valuation in life insurance means the process by which the value of all the existing policies is ascertained in a life insurance company and includes the process of determining the net premium for a life insurance policy.

Ans: Valuation in life insurance means to determine whether the premium accumulated is on the same lines as the calculated premium which enables the company in determining its solvency. The process by which the value of all the existing policies is ascertained is called valuation.

Ques: (ix) Retention ratio is the ratio of changes in IBNR.

Ans: Retention ratio is the ratio is the percentage of business renewal. 
Ques: (x) Specific Marine Risks under Institute Cargo Policies are covered under ICC (A) clause.

Ans: “All Risks” under Institute Cargo Policies are covered under ICC (A) clause.

Ques: (xi) Endowment Plans always participate in Profits

Ans: Endowment Plans “With Profits plan” only participate in Profits

Ques: (xii) Pricing risk means arising out of interest rate movements.

Ans: Pricing risk means pricing inadequacy risk caused due to inadequate pricing of product.

Ques: (xiii) The process of valuation in a Life Insurance Company is taken by a Financial Analyst.

Ans: The process of valuation in a Life Insurance Company is taken by an Actuary. (Actuarial valuation)

Ques: (xiv) OASDI stands for Old Age Senior and Disability Insurance.

Ans: OASDI stands for OLD AGE, SURVIVORS AND DISABILITY INSURANCE
PAPER – 2 – TECHNICAL ASPECTS OF INSURANCE - MAY 2006
1. (a) From the answers to the following questions, indicate the one that is accurate or nearing accuracy:

(i) Which one of the following is an expansion of FPA in the context of Marine underwriting?

Ans: (d) Free of particular Average

(ii) Which of the following is a friendly fire?

Ans: (b) A fire set for keeping warm

(iii) Under the ICC (Warehouse to warehouse) cargo clauses the insurance terminates on the expiry of ……… days after discharge from the vessel at the final port of discharge.

Ans: (b) 60 days

(iv) Motor Vehicle Act states that a vehicle cannot be used in public places without

Ans: (b) Liability only policy

(v) Pressure plant under boiler and pressure plant insurance means

Ans: (a) Any unfired closed container under steam, gas or fluid pressure

(vi) In insurance the use of force and violence against property and or person for the gaining entry to commit theft constitutes

Ans: (a) Burglary

(vii) Retention ratio is

Ans: (a) The percentage of business renewed

(viii) ‘Fair’ pricing in insurance means

Ans: (d) Price paid is adequate to the risk

(ix) Employees Deposit Linked Insurance Scheme is managed by

Ans: (d) Central Board of Trustees

(x) The mathematical estimation of the risks involved in life insurance is based on

Ans: (a) The law of probability
(b) State the Principles of social insurance programmes as practiced in some of the developed countries of the world. What are its characteristics? 
Ans: The essential of a social security system is to promote economic security and is part of the social infrastructure of a developed society. It is neither a public assistance program nor is it a private insurance programme. The principles of social insurance are:

1) Universality

2) Earned right

3) Based on wage

4) Self-funded

5) Is governed by the principle of redistribution

6) Does not notice the present income of the person

7) Wage-indexed

8) Takes care of inflation and

9) Is compulsory in its application

The basic characteristics of social insurance are drawn up based on the specific needs and in some of the developed countries consist of:

a) Compulsion to participate

b) Floor income provision

c) Social adequacy rather than individual equity

d) Benefits ______________

e) Benefits laid down by law

f) No means test to be undergone

g) Full funding not necessary since it is a continuing open ended programme

h) Financially self-supporting.

In India we do not still have a full fledged social insurance system, though some parts of the society are made eligible to old age/disability pension etc.

2. (a) Dinstinguish excess from franchise in Marine Insurance
Ans: Excess and Franchise (Marine)

Franchise states that partial losses when they are below the stipulated percentage or amount are not payable. If the loss reaches that amount or percentage of sun insured, the whole loss is payable. Excess means the amount in excess of the particular amount noted as excess is payable i.e. the insured has to bear the first part of all losses. He is his own insurer. In effect excess means deduct. Both the clauses are used to eliminate small claims. One of the clauses is incorporated in the policy depending upon the nature of the goods.

(b) Mr. Rame takes a marine cargo policy for Rs. 2 lacs. The policy is subject to an excess of 2% of sum insured. A loss occurs to the cargo b an insured peril. What is the amount payable, if the claim amount is: - 
(i) Rs. 5,000

(ii) Rs. 3,000

Ans: Sum insured of Ramu’s policy – Rs. 2 lakhs

Excess – 2% of S.I. i.e. Rs. 4,000. Deduct Rs. 4000 from each claim

(i) 5000 less 4000 = Payable is Rs. 1000

(ii) 3000 less 4000 = Nothing is payable

(c ) If the policy is subject to a franchise of 2% of sum insured, what is the claim

amount payable when the claim amount is:-

(i) Rs. 5,000

(ii) Rs. 4,000

Ans: S.I. is Rs. 2,00,000

Franchise is 2% i.e. Rs. 4000. If claim is below Rs. 4000/-, it is not payable.

(i) The entire Rs. 5000 is payable

(ii) Rs. 4000 is payable

3. (a) Give one word for:

(i) Remnent after a loss

Ans: Salvage

(ii) Theft by a person who has a right to be in the premises

Ans: Larceny

(iii) Sum guaranteed is allowed to float over many persons under a Fidelity Guarantee Insurance.

Ans: Floater

(iv) The amount of premium remains the same throughout the term of the Life Insurance Policy.

Ans: Level

(v) The scientific study of old age, the process of ageing and the particular problem of old people.

Ans: Gerontology

(vi) The policy that promises protection from death risk and also an assured sum on maturity of policy.

Ans: Endowment

(b) Mr. Sonu is 35 years old and earns a fat salary. He is undecided between taking an unit linked policy of UTI and a traditional product offered by the insurers. What will be your advice?

Ans: Normally unit linked plan is taken for two reasons

1. To have risk covered

2. Savings or as investment

In investing funds usually investor has option to select a secured fudn for complete security, balanced fund having moderate risk or risk fund having high risk element. The traditional insurers offer lower interest and mortality guarantees compared to the schemes of UTI. UTI scheme has greater flexibility and lesser limitation on premium payment and withdrawal of money. Tax rebate under Sec. 88 of Income Tax Act is available . Sonu will also get tax free dividend nad benefit of long term capital gains after maturity. Yield is quite high as Sonu is young at entry and the yield 
may decline with the increase in age. UTI has two periods option – 10 years or 15 years. The maximum target amount is Rs. 75,000.

Besides the benefits of low premium rate for life cover, accident cover, good return on investment and tax benefits on dividend and other attractive factors in UTI scheme.

There is a maturity bonus of 5% on 10 year scheme and 7.5% bonus and 15 year plan.

So, I would advise Sonu to go in for UTI plans rather than the traditional products of insurers.

4. (a) Give two examples for:

(a) Type of policies in Marine Hull Insurance

(b)Physical hazard in Motor Insurance

(c)Social Security Scheme of LIC

(d)Recommendations of OASIS

(e)Life Insurance Pricing Elements

Ans: a) (i) Matching and Hull policy

           (ii) Disbursement and increased value insurance

b)        (i) Year of manufacture

          (ii)Type of use

c) 
(i) Jana Shree Bhima Yojana

(ii) Vasishta Pension Buma Yojana

d) 
(i) Opening an individual Retirement Account (IRA)

(ii) Monthly pension after retirement by purchasing Annuities

e) 
(i) The probability of the occurrence of the insured event

(ii) The time nature of money

(b) Mr. Vas took a Fire Declaration Policy with detail as Under:

Sum Insured………..Rs. one crore

Rate of premium…………Rs. One per Mille

Average monthly declarations………..Rs. forty lacs (40 lacs)

Calculate:

(i) The provisional premium that Mr. Vas has to pay

(ii) Refund of premium, if any.

Ans: Sum isnured Rs. 1,00,00,000 (Crore)

Rate of Premium : Re. One per thousand (1 ‰)

Provisional premium 10000000 x 1

                              ----------------- = Rs. 10,000





1000

Amount declared Rs. 40,00,000

Premium for this is Rs. 4,000

Excess paid Rs. 6,000

Refund premium can be Rs. 5,000 only as refund cannot be more than 50% of

provisional premium as per policy condition.

5
. (a) Fill in the blanks:

(i) When the actual cost of repairs / recovery of cargo is more than the value of the cargo repaired / recovered, the loss is called constructive total loss.

(ii) When sentimental value of some of the objects like paintings, stamps, antiques is more than their intrinsic value, for such items realized policy is available.

(iii) Fidelity Guarantee policy has got three parties unlike other insurance contracts where there are only two parties.

(iv) Annuities refer to periodical receipts by an individual form an Insurance / Finance company.

(v) The two corollaries of the principle of indemnity are Subrogation and Contribution

(b) Mr. Sam has a motor car insured for Rs. 4 lacs against comprehensive risks. The car is stolen. Calculate the amount payable, if the market value of the car immediately before theft is

(i) Rs. 3 lacs

(ii) Rs. 5 lacs.

Ans: (1) Rs. 3 lacs

(2) Rs. 4 lacs

The claim is restricted to the sum insured or the actual claim whichever is Lower

(c) If Mr. Sam’s car is damaged (instead of theft) what will be liability of the insurer, when the market value is rs. 5 lacs and the repair charges are

(i) Rs. 60,000

(ii) Rs. 5,60,000

Ans: (1) Rs. 60,000

(2) Rs. 5,00,000

6. (a) State whether the following statements are True or False:

(i) General average is the average sum insured of various consignments on board a vessel.

(ii) Depreciation cannot be covered in Motor Insurance even on payment of extra premium.

(iii) In group life insurance, the group which should be homogenous should have been formed for purposes other than to seek insurance. 
(iv) Machinery breakdown insurance policy can be issued on agreed value basis.

(v) No claim discount in Motor Insurance is allowed on the whole premium charged on the vehicle.

(vi) Actuaries are required to be appointed even in general Insurance Cos. As per IRDA regulations.

(vii) Mortality savings is one of the key sources in computation of surplus in life insurance.

(viii) Term assurance policy pays the sum assured for survivors after the term expires.

(ix) Preliminary risks refer to fidelity and other credit or financial guarantees.

(x) Personal Accident Insurance is tariffed in India.

Ans: (a) (i) False

(ii) True

(iii) True

(iv) False

(v) False


(vi) True

(vii) True

(viii) False

(ix) True


(x) False

(b) Annapoorna Oil Co. wants floating fidelity guarantee policy for their employees. The details are as under. Calcualte the total premium payable by Annapoorna:

Sum Insured Rs. 5 lacs

Rate of premium Re. 0.50 per cent

10 Managers – limit of liability Rs. 1 lac each per capita Rs. 50

50 Supervisors – limit of liability Rs. 75,000 each per capita Rs. 20

200 clerks – limit of liability Rs. 50,000 each per capita Rs. 10

Ans: Sum Insured Rs. 5,00,000

Rate of Premium – Rs. 0.50% (percent)

Premium 5,00,000 x 1

             --------------- = 2500 

                 2 x 100
per capita
Managers 10 x 50 -----------   500

Supervisors 50 x 20 --------- 1000

Clerks - 200 x 10 ----------    2000

                                       ----------

Total premium                   Rs.6000

Payable by Annapurna       -----------

7. Write short notes on any four of the following:

Ans: (i)Sure and Labour charges: are expenses incurred in preventing or reducing damage to the cargo by insured perils. It should be incurred short of distance i.e. at intermediate port and not at destination. Expenses must be fair and reasonable. This clause is supplementary to the marine contract. Hence these charges are payable even if a total loss claim is paid over and above the sum

insured. This does not include general average or salvage charges. 

(ii) First Loss Insurance Policy: is issued in burglary insurance business premises policies. The probable maximum loss on one occasion is estimated and the amount as a percentage (10% or 15% or 20%) of full value is insured. This is usually issued for bulk commodities like sugar, cement or iron/steel stocks where there is no possibility of the entire stock being stolen at the same time. A special feature fo this insurance is that the pro-rate condition average does not apply to this policy. Still a condition of partial average is applicable to this policy, in case the agreed percentage 
of full value is not declared and more stock is on the premises warranting a higher percentage to the declared in a sense underinsurance.

(iii) ‘Sleep Insurance’: is the other name given to the Directors and Officers liability Insurance. Directors and Officers are to protect the interest of the shareholders and customers and are answerable to the employees, auditors, government and regulatory bodies.

They are exposed to the risks of

1. Misrepresentation of the firm’s financial status

2. Lack of diligence and failure of supervision

3. conflict of interest

4. Imprudent decision

5. Mismanagement of funds

These risk are accentuated in case of merger, acquisition, takeover or liquidation. When the directors and officers know that they are protected by the above insurance, they work peacefully as somebody else will take care of the losses in case the company fails to fulfill all its obligations. Since various insurers offer a variety of covers, the Directors and Officers should seek such covers relevant to their profile and responsibilities. Exclusion s are to be studied well and provisions relations to claims like ‘Notification’ and ‘extended discovery’ provisions are to be suitably worded not to exclude coverage for incidents that become potential claims later. In India accounting standards, family managed business and low of bankruptcy pose problems though vast scope is there for this policy. 

(iv) Senior Citizens Savings Scheme – 2004: was introduced by the Finance Ministry in 2004 to be operated by the Post Offices for Senior Citizens. The maximum amount that can be deposited in one name is Rs. 15 lacs. Interest is 9% to be drawn quarterly. Any number of accounts can be opened in a single name unlike Vasista Bhima Yojana of LIC. Agency commission is allowed. The government notified the scheme in gazette on 2.8.2004. 

(v) Merit Rating method: is a rating plan where class rates (manual rates) are  adjusted upward or downward based on individual experience. It consists of 
1. Schedule rating

2. Experience rating

3. Retrospective rating

(vi) Asset Risk: is one fo the risks undertaken while providing insurance cover. This is called Asset Depreciation (e.i) risk involving various factors that cause the value of an asset to fall. When the value of assets fall, the capital fund decline while the liability values remain unchanged.

The following factors cause decline in the value of assets.

1. The insurer lends, but the borrower fails in his obligation.

2. Fall in the market value of assets unless the change is due to interest rate movements.

3. Poor quality of assets deter insurer in paying claims or dividends Vigilant management as follows counter assets risk

1. credit analysis

2. Investment analysis.

PAPER 2 – TECHNICAL ASPECTS OF INSURANCE – NOV 2005

1. (a) From the answers to the following questions, indicate the one that is accurate or nearing accuracy:

(i) Which one of the following is a consequential loss in the context of fire insurance?

Ans: (d) Loss of profits on account of fire

(ii) What is a floating policy?

Ans: ( b) a policy that covers stocks located inv various godowns under a single policy.

(iii) In marine insurance, loss due to rats and vermin is

Ans: (c ) a statutory exclusion

(iv) Motor insurance in India is covered by

Ans: (b) tariff rating

(v) Subrogation and contribution are the corollaries of

Ans: (b) Principle of indemnity

(vi) Mid-term insurance in sum assured means

Ans: (c ) Increase in sum assured during the currency of the policy

(vii) Workmen’s compensation (employer’s liability) insurance covers

Ans: ( d) employer’s liability under the Workmen’s Compensation Act, 1928.

(viii) Term assurance provides

Ans: (a) death benefits, if the insured dies

(ix) Level premium under life insurance means

Ans: (c ) the amount of premium remains the same throughout the term of the policy

(x) Mortality table is used for pricing

Ans: (a) individual life insurance policies

(b) The difference in the nature and contents of life insurance and general insurance necessitated the establishment of the Tariff Advisory Committee to deal with the underwriting of general insurance business and not of life insurance business. What are these differences? Elaborate.

Ans: Insurance business is divided into Life business and non-life business. Non-life insurance is called general insurance in the Insurance Act of 1938. It is further classified as Fire, Marine and Miscellaneous business. Following are the differences between Life and General Insurances. Assurance is a term connected with life business only. Because the life insurer assures the assured that he would pay back the premium received with additions if the assured survives the period agreed upon or in the event of earlier death, the insurer assures the assured to pay the stated sum in the policy to assured’s heirs or nominees. Life insurance is a contract to pay an agreed sum of money on the happening of stated contingency i.e. survival or death of the assured. On the contrary insurance is a term related to general insurance and is denoting the promise to pay only if the stated risk occurs and that too the amount of loss-not any other amount. If the contingency does not occur, the premium paid is a loss to the insured and a profit to the insurer. But now-a-days assurance and insurance are treated as synonyms and inter changeables. Life insurance is a long-term contract- say 5,10, 15,20, 30 years. But general insurance is an annual contract. The principle of indemnity does not apply to life insurance contract. The sum specified in the policy is payable. Whereas in general insurance only the amount of loss suffered is paid subject to availability of sum insured and not any other amount. The insured is indemnified of his loss in general insurance, but the assured amount is paid in life insurance. The right to renew/continue the policy rests with the insured in life insurance i.e. during the period of policy the insurance continues automatically year after year when once the installment is paid at the due date and insurer can not refuse to keep the policy alive or to renew it since it is a long term contract and a single continuous contract. But in general insurance the contract is annual and the insurer can refuse to renew it the next year. In life insurance the installment premium agreed at the beginning of the period continues to hold good till the end of the policy period. No change is made in the middle of the period. Whereas in general insurance the premium can be altered each year at renewal as is deemed fit by the insurer. The principle of utmost good faith is scrupulously followed in general insurance. If there is any change in the nature of property insured or status of the insured mid term, the same is to be intimated to the insurer and to be approved by them. But good faith is to be exercised only at the beginning in life insurance and any change in the insured’s status or health in the middle of the period need not be intimated to the insurer. The terms and conditions accepted at the outset hold good to the end in life insurance, but not so in general insurance where the terms etc. can be varied from year to year. From the investment angle, the life funds are more attractive as the insurer holds the fund for a longer period whereas in general insurance the fund is available on yearly basis. This year the premium may be earned, the next year the party may not renew and there is no fund available to the insurer. So more life insurers have entered India than general insurers. In life insurance the subject matter is only the life of the insured whereas in general insurance the subject matter maybe life (like P.A.) or property (Fire) or liability (Workmen’s Compensation) or interest (Fidelity Guarantee). That is why in general insurance the number of classes or types of policies are numerous and the variety is large. Hence it became necessary for the authorities to have a Tariff Advisory Committee to control and monitor general insurance business.

2. (a) The consequential loss in fire cover is designed to take up where the property damage cover leaves off. Explain the consequential loss cover in detail and also indicate the other names by which this cover is known.

Ans: When a fire breaks out it destroys the machinery building and contents of the insured firm. This damage is covered under the ‘material damage’ policy of insurance. The loss is not confined to

capital loss i.e. loss of property, it extends beyond the property. The manufacturing process ceases in the factory, resulting in the loss of earning by loss of production and sale of the products. The profit is lost. So besides the material damage policy, the owner takes another policy to protect him from the consequential losses following the material damage. The consequential loss policy therefore follows the material damage policy. Without the latter, there cannot be the former. What are the losses one incurs consequent on a fire besides loss of property? Mainly it is the profit one makes is lost. This profit can be calculated from the financial records of the insured. Whether the operation is on or not, the wages of permanent employees are to be paid. The rent for the building and the taxes has to be met even though there is no production. Increased cost of purchase of raw materials, employing additional labour and renting out alternative accommodation or machinery for running the factory go to reduce the profit. These expenses have to be met until restoration of original business and they will affect the profit. The consequential loss policy therefore compensates the manufacturing concern for lost income contributing to profit that would have been earned had the fire not occurred. The period in which the business is brought back after the fire to normal working is called the indemnity period. This is the period in which the earning of the concern is affected. This period may be 3 months to 3 years and the insured has to pay for this period as the income during this period is reduced or lost. This period is different from the period of insurance, which is one year, whereas the indemnity period may be 15 months or 25 months extending much beyond the expiry of the insurance policy. The consequential loss (C.L.) policy pays loss of gross profit due to 

(a) reduction in turnover and

(b) increase in cost of working during indemnity period. Therefore the sum insured would be the gross profit during the indemnity period. If indemnity period is 12 months the sum insured would be the gross profit of 12 months. The claim amount payable in other words would be

(a) in respect of turnover is Standard turnover – turnover in indemnity period X rate of gross profit

(b) in respect of increase in cost of working is the increased cost subject to reduction in turnover avoided X rate of gross profit.

The standing charges saved or reduced because of damage must be deducted from the amount payable.

Turnover has three components:

(1) Variable charges – like expenses on raw materials. This varies in proportion to volume of production.

(2) Standing charges – Fixed expenses not changing with volume of production like wages of permanent staff, tax etc.

(3) Net profit – turnover minus variable and standing charges Gross profit – standing charges + net profit.

This insurance is tariffed and is known as either

(a) Loss of profits Ins. (Fire) LOP or

(b) Consequential Loss Ins. (fire) – CL or

(c) Business Interruption Ins.

(b) What are the legal aspects of third party motor insurance? Are there any exemptions to the concept of compulsory third party insurance? Discuss.

Ans: The legal aspects of third party motor insurance are now codified under the Motor Vehicles Act, 1988. The provisions are the pivot around which the entire insurance aspect of motor transport hinges. All the sections of the Act are inter-related and have to be examined thoroughly. Sec. 146 of M.V. Act prescribed the necessity for insurance against third party risks – no person can use a motor vehicle in a public place unless there is in force in relation to that motor vehicle, by that person or an other, a policy of insurance. A vehicle carrying or meant to carry hazardous or dangerous goods should have a policy under the Public Liability Insurance Act, 1991 also. Sec. 146 seeks to protect the members of the public traveling in vehicles or using the roads (public places) from the financial liability caused by risks attendant upon the use of the motor vehicles. On the roads by making third party insurance compulsory for mass. Exemptions: The provisions relating to compulsory for third party insurance do not apply to any vehicle owned by the Central Govt. or State Govt. and used for Govt. purposes unconnected to any commercial enterprises. The Govt. has been given power to grant an exemption to any vehicle owned by 

(i) The Central Govt. or the State Govt. if the vehicle is used for Govt. purposes unconnected with any commercial activity;

(ii) Any local authority

(iii) Any state transport undertaking.

The above exemption is available only if a fund is established and maintained by that authority for meeting any liability arising out of the use of any vehicle. The fund has to be established under the rules framed under the Motor Vehicle Act.

3 (a) What is the relevance of “utmost good faith” to life insurance contracts? Are there any exemptions to this concept?

Ans: It is the duty of the proposer in a life contract to make a full disclosure to the underwriter of all material facts. In the absence of this, the contract can be held void ab-initio. Every circumstance that would have a bearing on the judgment of a prudent insurer in fixing the premium or in determining the acceptability or otherwise of a proposal is a material fact, ex: facts regarding age, height, built, nature of occupation, personal habits like smoking, drinking etc., medical history, previous insurances etc. The proposer cannot be excused for not disclosure on the ground that he did not think that the fact was material. The duty of nondisclosure operates till the risk commences. Circumstances arising after the commencement of the risk should normally not affect the contract unless one of the conditions agreed to between the parties prescribes such a disclosure. Exceptions to the rule – facts of common knowledge which every one is supposed to know, facts of law, facts which a survey would have revealed, facts which could be discovered reasonably by reference to previous policies and records available with the insurer. 

(c) The entry of a number of insurance companies – doing life and general  business – India necessitates the exercise of a proper supervisory role on the part of the regulator. In this context, kindly indicate a few of the areas where you expect the Insurance Regulatory and Development Authority to exercise its supervisory role.

Ans: The IRDA should have an inspection team conversant with life insurance who would test check the various schemes available with the different life insurers. Those schemes that are not in public interest or that are favoring particular set of people unduly must be altered, amended or scrapped. Underwriting must be made profitable. Similarly the rates charged for various general insurance products must be scrutinized by a team of experts knowledgeable about general insurance and any undue favour shown to any particular section must be rectified or withdrawn.

Thus underwriting must be pruned both in life and general insurance. Similarly the teams of IRDA should test check claim settlements to weed out wrong payments. The investment of funds must also be monitored in the general interest of the industry. It must be aimed at the growth of economy. Autonomy in administration and policymaking must be allowed and inhibiting controls must be relaxed or withdrawn. IRDA and TAC must act as watchdog and not as policemen. These measures will augment growth.
4 (a) A personal accident insurance is not a contract of indemnity. Discuss

Ans: Personal Accident insurance covers one against death or disability resulting from accidental bodily injury and pays a fixed compensation. The death or injury should result solely and directly from accidents caused by external, violent and visible means. The amount of compensation is predecided in the policy for death or disabilities due to accident. This amount has a direct bearing on the earning capacity of the insured. Normally 50 to 60 times of the monthly income are laid down as the limit i.e. the Capital Sum (similar to Sum Insured). This may vary. This policy is called a benefit policy because the compensation for death or disability is paid as a benefit stipulated in the policy. The benefit is prescribed for the loss of earning capacity. The principle of indemnity states that the loss suffered by the insured should be made good so that he can be reinstated to or placed in the pre accident condition. In respect of human beings it is impossible to measure the loss of earning capacity by monetary standard. Human life is invaluable. An advocate may lose his hand but his capacity to earn is not affected by the loss of his hand as his job is mainly arguing the case before the judge. He may earn much more than earlier after the accident. Similarly an heir is getting a fat return from the patrimony left by his father. His income is not affected by any loss or injury to his person. The interest income on deposit is not reduced by the loss of one’s leg or eye. Hence the principle of indemnity does not apply to Personal Accident Insurance and the insurance contract is based on the benefit he would like to have for different contingencies for which he pays the premium. The insurer therefore decides on the basis of the individual’s salary or earnings as to what benefits he can be given when both mutually agree, the capital sum is decided when both mutually agree, the capital sum is decided and the policy is drawn. Here the compensation or benefit is not called the sum insured unlike in other insurances.

4 (b) What are the special features of a term insurance life policy? Explain
Ans: Term assurance means that the insurer promises to pay the insured, for a nominal premium, the face value mentioned in the policy if the insured dies within the term or the period of the policy. The special features of the term assurance policy are as under:

1. This is a short-term policy ranging from year and above. It provides risk cover only for a prescribed term. In case the policyholder lives till the end of the term, the risk cover ceases. No insurance benefit payment is made to him. The premium paid is not refunded. Premium can be refunded if convertible term assurance cover is taken.

2. The premium under term assurance policy is lower than the premium charged under other types of policies like endowment or whole life policies.

3. It is not a savings policy. No reserve is accumulated. Hence no surrender value or paid up value is allowed. Therefore no loan can be obtained under these policies.

4. When somebody wants cover for a high amount but is not able to pay high premium when income is low initially, as is the case for whole life or endowment policy, this policy is most suitable. 
Some of the term assurance policies are:

1. Bima Sandesh Plan 94 of LIC

2. Life guard of ICICI – Prudential

3. Term Care Plan of Allianz Bajaj.
5 (a) Distinguish between a marine “open cover” and a marine “open policy”

Ans: An open policy, also known as a floating policy, is issued in general terms to cover a large number of dispatches in a period – say 12 months showing the total of the estimated value of all such sendings as the sum insured. It is stamped and is issued for 12 months. The amount of each dispatch reduces sum insured. Declaration is received or certificates are issued for each dispatch, which need not be stamped. Open policy is issued usually for inland sendings. If the sum insured is

exhausted, the same is increased by endorsement or a fresh open policy is issued. If after 12 months, balance sum insured is there, and premium is already collected for total sum insured, a proportionate amount is refunded on undeclared balance. The advantages of open policy are 

1. The cover is automatic and continuous

2. Labour is reduced

3. Saving in stamp duty.

Open cover is a letter of cover or a gentleman’s agreement issued in general terms promising to hold all exports and imports covered during a period of 12 months. It is a permanent form of insurance protection. It is unstamped and issued for 12 months. Period is important and not sum insured like open policy. Certificates or specific policies are issued affixing stamps covering each shipment declared. There is no limit to the total number or value of shipments that can be declared under open cover. Open cover is issued for exports or imports usually. If any shipment is not declared by oversight, and a loss under it occurs, there is provision to hold it covered and to pay the claim after ascertaining the lapse is genuine and unintentional. Common features of both open policy and open cover are basis of valuation, rate, terms, declaration clause, and cancellation clause, per bottom limit and location clause. Disadvantage is limitation of value per bottom and location.

Differences: Normal practice is to issue open policy for inland sendings and open cover for overseas shipments. Open policy is stamped and open cover is not and so no legal validity. Sum insured gets reduced in open policy which is issued for a fixed sum insured, but no such reduction of sum insured in open cover which holds all the shipments covered. Period is important in Open cover, not sum insured.

5 (b) When a policy is issued covering a motor vehicle, a certificate of insurance is also issued. Is it necessary to do so? Discuss. 
Ans: In motor insurance the Motor Vehicles Act of 1939 governs some of the important provisions and subsequent amendments as enacted by the central government and also by the Motor Vehicle Rules framed by the Centre and States. For instance it is a requirement of the Act that no power driven vehicle can ply on a public road without a valid insurance. This is an important requirement included in the Act to safeguard the interests of the third parties using the public roads who are exposed to accidents causing injury and death by the motor vehicles. So the owners of vehicles are obliged to take insurance. When a policy is issued by the insurer it is the evidence of the contract between the insurer and the owner of the vehicle and it is not the contract itself. When financiers and banks are interested in the vehicle, the policy is kept by them in their records. The owners are keeping at least only a copy of the policy. Even when no financier is interested in the vehicles, the policies are kept by the owners in their files and hardly any one carries them in the vehicles. The certificate of Insurance in Motor Dept. is a legal requirement and the Act specifies even the format in which such certificates should be issued. Even if no policy is issued, a certificate is a must and the Act categorically states that the policy of insurance shall be of no effect unless a certificate of insurance in the prescribed format under the Rules is issued. The police authorities and the RTO accept only the certificate as evidence of the existence of insurance as required by the Act. This certificate of insurance is required to be carried in the vehicle and to be shown to the authorities when demanded. The vehicles are plying through out the country and when they meet with accident at a place far away from the headquarters of the vehicle owner, it is from the certificate of insurance that the police find out the insurance details and they and the parties file the case against the owner and insurance company. These certificates are valid for the period noted in them unlike the cover notes, which are valid for 15 days only from the date of issue and cannot be relied as evidence in a court. So policy or no policy, a certificate of insurance in Motor Dept. is indispensable.

6 (a) What are the risks that a life insurer faces while providing a cover to the customers? Elaborate.

Ans: The Actuarial Society of India has identified the following risks, which are faced by the life insurance companies, while issuing policies. 

(i) Asset risk – is called as asset depreciation risk and includes various factors that cause the value of asset to fall. Capital funds are affected directly by a decline in value of assets. Value of assets may decline due to the following:

When the insurer lends his funds and the borrower fails to fulfill his obligations there is a fall in the market value of the insurer’s investment assets, unless there is a change due to interest rate movements. Default of the part of the borrower in repayment of the principle. Two ways to counter asset risk are credit analysis and investment analysis. 

(ii) Pricing risk: caused due to inadequate pricing of the product. The risk arises, as the future operating results are not anticipated while pricing the product. This risk, if not properly controlled, will lead to the diminution of the assets and to insolvency. Inadequate pricing is the result of occurrence of events at rates higher than anticipated during the pricing and relate to – mortality, morbidity, lapse or expense, lower investment income, lower sale and increased costs to be met.

(iii) Interest rate risk: this covers alteration in the values of assets and liabilities due to interest movement. Risks faced by the insurer can be summarized as: Loss incurred on bond sales and mortgage prepayments as a result of fall in interest rates. Losses increased due to asset – liability mismatches. Increased withdrawals by policyholders due to increase in interest rates. Fall in asset value due to increased rate of interest. Loss occurrence due to sales of assets by insurers to meet obligations. 

(iv) Miscellaneous risk – that are not covered under the three heads above – administrative and managerial risks mainly such as tax claims, regulatory changes, product obsolescence, policy holders leaving the company, misconduct of agents and employees, market risk caused due to expansion of business in new area, market risk due to geographical expansion of business, improper management, law suits and run on assets of the insurers on fees of insolvency.

(b) Explain the need why limited companies secure a cover under the directors and officers liability insurance.
7. Write short notes on the following:

(a) Gerontology

Ans: Gerontology: means the scientific study of old age, the process of ageing and the particular problems of old people. In India, as on 2000 we are said to have a population of 68.5 million people who are 60+ and this figure is expected to go up to about 320 million as per UN estimation by 2050. Earlier we were having joint family system and the younger members looked after the old people who formed a part of the family. With the breakup of joint family, the worst affected were the old people who had to fund for themselves. It has therefore become necessary for the society or the Govt. to find out a way to take care of the old people. One of the reasons for the increase of old people is the advancement in the medicines. The average age of an Indian had gone up from 35 to 50 and now beyond 65 years. The population explosion (fertility) had also contributed to the increase. The problem of old age is the decline in the earning power and also the poor health. When the people are young they do not save some portion of their earning for the old age. The cultural background and illiteracy also left their effect on people in not saving for the rainy day. The awareness has slowly dawned on them now-a-days and a small percentage of people has started to contribute to many pension schemes. The govt. has also started showing concession to senior citizens by allowing a discount on the fare in air and train travel. Senior citizens are given .5% more interest on their deposits with the banks. This is only a beginning. The recommendation of the committee on OASIS is also significant in this context. Unless the economic position of individuals improves and the per capita income goes up, any attempt to alienate the sufferings of old people may prove futile. Only more number of old age homes will spring up in the country. 

(b) Level Premium Plan

Ans: Under the level premium plan the premium remains uniform every year but the premiums collected in the early years are higher than what is required for payment of claims during these years. This enables the insurer to create a fund from which the future payment of death claims and the additional cost of insurance even though the premium remains the same throughout. This plan

is an answer to those who find payment of a large sum, as single premium is difficult.

The two advantages of level annual premium are: 
1. The excess premium paid in the early years of policy enables the insurer to pay death claims and the increased cost incurred at the advanced age.

2. The payment of premiums are easier and affordable for the insured than under single premium plan since the insured can pay the annual premium from their income, the installment being relatively small.

(c) Personal Accident Social Security (PASS)

Ans: This scheme was introduced in 1985 to help poor families whose annual income was Rs. 7200 or less. The beneficiaries were landless labourers and traditional craftsman.

As per the scheme if a wage earner of a family is between 18 to 60 years and dies in an accident, the family is given Rs. 3000. This benefits Surviving spouses If not the wife, the amount is equally shared by the children. If not children, the amount is payable to dependent parents. The administration of the scheme is as under:

An application is made to the claims enquiry and settlement officer of the District or Taluka notified by the State Govt. The application is to be made within 45 days of the death for claims arising within the district or within 90 days of death for claims from other districts, State or Union Territory. The Claim Settlement Officer

1. will receive applications from claimants

2. will enquire into claims whenever he feels necessary

3. will ask reports from police and medical authorities

4. will select and pay the right claimant.Initially the State Govt. pays the claim amount to claimants and then approaches the insurance companies who reimburse them with the amount after receiving the reports and documents. 

(d) Electronic Equipment Insurance

Ans: Electronic Equipment consists of CPU, Keyboard, Monitor, printers, UPS, system software etc. Some examples are Electronic Data Processing (EDP) equipments, telecommunication and navigational system, computer system for production plant and machinery etc. E.E.I. is a comprehensive cover against all risks for electronic equipments. The covers are against

1. breakdown

2. fire and allied perils

3. burglary

4. terrorism

The sum insured shall be equal to the cost of replacement of the insured equipment by new property of the same kind and source capacity, which is replacement cost, freight, dues, customs duty and erection cost. The policy covers

1. Material damage

2. Damage to external data media

3. Increased cost of working

(e) Warranty

Ans: Warranty: is a statement by which the insured undertakes that some particular thing shall not be done or that some conditions hall be fulfilled or whereby he affirms or negates the existence of a particular state of facts. Warranty can relate to present facts at the time of entering into a contract or future state of affairs. It is an undertaking given by the proposer. Warranties are two types – implied and express. Implied warranties need not be put in black and while on paper. Implied warranty is applicable in Marine insurance and not in Fire or Miscellaneous classes. E.g. that the marine adventure proposed is a lawful one; that the vessel is seaworthy etc. Express warranty is incorporated in the policy. e.g. no night work will be carried on in the factory (Fire Ins.)

If a warranty is breached, whether material to loss or not, the policy becomes voidable at the option of the insurer. Warranty is a condition precedent to the contract as it does not allow the risk

to change but requires it to remain same throughout the policy period as it was at the commencement.

TECHNICAL ASPECTS OF INSURANCE - MAY 2005

1. How do you envisage the role of the Tariff Advisory Committee as a Statutory Body in a free market economy? Do you think that the Indian Insurance market pertaining to General Insurance Business should now be freed from a fixed tariff structure? Critically examine both the issues.

Ans: Tariff Advisory Committee is a statutory body constituted under the Insurance Act of 1938 to regulate the general insurance market. Its main objective is to lay down conditions and terms that will apply to all general insurers in the carrying on of the business in the country. Its membership consists of people from a variety of disciplines and its decision on matters of interpretation of the tariff is final. For a long time, the general insurance markets in the country was totally regulated, in the sense that, premium rates for the classes and lines of business were statutorily prescribed and were not negotiable. The only choice to the insurers was that the tariff prescribed was treated as the bench mark minimum and the insurers depending on the actual risk appraisal and claims performance could enhance the premium but in no case could they bring it lower than the tariff. This was somewhat loosened when the marine cargo business was detariffed and today more than 80% of the general insurance business is governed by tariffs. The prescription of the tariff done by the committee through various sub-committees is normally supposed to be based on the data supplied to it by the insurers. However, the nationalization of the industry in 1973 and the continued state control over it till April 2000, when new players in the private sector were admitted, the industry went into a period of hibernation and the database was not properly recorded/gathered. This resulted in the fixation of tariff by the committee either in a very ad-hoc manner or determined on the basis of cases, which had come to the notice of the committee. One of the result of the state control of the industry was that the art of underwriting and evaluating risks was totally lost – since the business was totally in the control of four companies which were all held by the government and also because the laws of the country prevented Indian risks being directly underwritten outside India. This “protection” resulted in the tariff rates being adopted by the insures as the minimum/maximum limit and with the negligence of data-collection, business was run in an ad-hoc manner. There was no professionalism exhibited in the running of the business. Tariff is thus equated to a compulsory measure to be adopted and not to be questioned. The other feature of the system was that the independence of the TAC was illusory since it was conducted by the very same members of the industry who ran it. The prosecutor, the judge and convict were all one. No transparency or independent thought governed the functioning of the Tariff Committee with the result that the public felt, rightly as, the premium rates fixed were high and not sustainable in a free market. With the establishment of the interim regulator (IRA), the functions of the TAC were controlled by the regulator and hence some semblance of an independent thinking was injected into the system. The modification of the tariff was taken up and substantial revision of the premiums of fire portfolios were ordered. The major business structure was rationalized. The ultimate aim of the regulator was to lead to selfsustaining of different lines of business by themselves and not to create a situation where one line of business subsidized the others. For any reasonable underwriting exercise, three things are essential. Viz. the study of the risk, its assumption by the insurer and a proper pricing. To determine a proper price, there should be an element of freedom left to the insurer to price the risk appropriately – to offer lower rate for a highly rated risk and to charge a higher rate for an enormously open risk. This proposes the study of relevant material and facts by the insurers and an eagerness to serve the customers properly. It will be inappropriate to continue administering pricing of risks or a tariff in a free market. A free market presupposes the existence of supply and demand for services at a price freely determined by the parties negotiated between them. A tariff negates the very existence of this freedom in the market and hence cannot subsist in a free economy. It will be the duty of the regulator and this has been accepted to be so in the IRDA Act, 1999, to so monitor the market that the customer and the service provider deal at arms length and prices get determined properly. While the regulator should see to it that the customer does not get overcharged and an insurer is offering a product at a very unconscionable prices. It should also try to see that the insurer by offering a product at throwaway prices does not trade with its solvency. By trading on solvency, insurer companies will not only draw themselves per se but they would also compound the existence of their customers – policy holders by preventing their existence in the market and its sustainability. Therefore, in a free economy, the continuance of tariff should be discouraged and at the same time simultaneously we should also see to it insurers solvency position does not get compromised. It is a walk on the thin edge of the razor and the regulator will have significant role to play in this. Free market dispels tariff – but benchmarks should be established either by the regulator / players to ensure that every underwriting effort is properly understood and appreciated.
2. (a) What are the components of “Pricing” in Life Insurance? Elaborate 

Ans: The element of pricing play an important role in understanding the concept of life insurance pricing. The four assumptions made regarding the elements of pricing are:

1. The probability of the occurrence of the insured event.

2. The time value of money

3. The promised benefits

4. The loadings to cover expenses, taxes, profits and contingencies.

The concept of pricing is mainly of loss sharing. Loss sharing is nothing but accumulation of funds from the payments made by the insured of which the benefits will be provided to the sufferers of the loss. The insurer must be aware of the likelihood of losses. The likelihood of losses can be ascertained by constructing a mortality table. Mortality tables give the yearly probability of deaths whereas the morbidity table gives the yearly probability of loss of health. These tables form the foundation for deriving the premiums.

(b) Do you think that it is prudent to design and market “guaranteed return” Life Policies in the present economic situation? Discuss.

Ans: In the determination of a premium of a life policy, three components play a significant part – the investment return to the insurer, the management expenses, which would include a return to the share holders of the insurer and the mortality rate. While the second and third elements added together, the first element is deducted to reach the premium. These elements are based on statistics gathered over a long period of time that would lend stability to any study. The rate of interest again based on the past and projection into the future. Any wrong step taken in this area will certainly cause a lot of difficulties to the insurer with the premium rate becoming unrewarding, leading to an erosion of funds and the customer’s confidence. This would not be allowed to happen especially in a life contract which has long years of coverage. Hence, the life business should be priced properly  based on actual present data. In this background, if insurer were to offer a fixed return guarantee policy, he will be underwriting a fixed return to the policyholders inconsistent with that of the actual yield of investments. In India regulations is supposed to control the activities of the insurers. This in turn can be delegated to anybody else. In the product approval stage at the file and use concept, the regulator must study the profile of the product properly and then only grant an acceptance. If the interest rates had not been properly gauged or the rates have been adopted as a temporary measure to ward off competition, then the longterm performance of the product will be affected. In a volatile economy/market it will not be prudent to offer guarantee

returns product. In a falling market the entire market comes down, the return to the insurer on investments will progressively reduce and make the policy unsustainable. It will not be very prudent to offer guaranteed return products in a volatile economic situation. 

3. (a) Briefly discuss the recommendations of the Committee on Old Age Social and Income Security (OASIS) on the implementation of a Social Security system in India.

Ans: The Ministry of Social justice had set up a committee to examine the issue of old age security in India and this committee is familiarly known as the one an Old Age Social and Income Security (OASIS). In its report, it had studied the feature of non-prevalence of any social security system in India. It had also referred to the fact that the ageing factor was fast catching up in the country and very soon the number of people supporting old age pensioners will come down adding pressure to the system and making any system of pension unworkable. One of the other conclusions of the committee was that only 11% of the organized labour in the country had any worthwhile security system and the rest was not covered by any scheme at all. To this number must be added the large number of self employed and professional who had no pensionary benefits and who were forced to save for themselves for a rainy day through individual efforts. Since no system as such existed for a social cover or annuity, it was felt that this large segment of the society was illserved

and there was, therefore, a great necessity to devise a system of pension for the post-retirement period. The committee recommended the initiation of procedures to usher in a defined contribution system as against the existing defined benefit system. In the defined contribution system, the subscribers contributed a specified amount of money over a working period, with or without a matching contribution from an employer and this amount were over the period of accumulation invested in a prudent manner to result in a fund at the time of retirement. This fund was then utilized as a lumpsum to secure an annuity over the retired life to enable the erstwhile contribution  to enjoy life and simultaneously lead a trouble-free life. The recommendation was for the appointment of a pension regulator who will monitor the pension providers and the other players and will ensure that the pension funds did not falter. The accumulation period will be so arranged that the pension managers will run schemes depending upon the risk exposures which could be picked by the contributors and their willingness to go through risks or not. It may be that in some uncertain event and time, some of the fears expressed on the realization of the investment to convert into an annuity will not match the expectations of the contributors. All the life insurance companies in India, in addition to doing life insurance business are only the authorized entity to conduct annuity or pension business. In fact an annuity can be given only by a life –insurer. The committee also recommended about the capital requirement by a provider, a centralized record keeping system etc. The above recommendations have been taken up for implementation by the government and very soon the regulatory mechanism Pension Fund Regulatory and Development Authority (PFRDA) will be set up after the passing of the statute by the parliament, which will then take care of the need to educate the masses, the selection of the providers, the number of schemes to be introduced the risks to be undertaken etc.

(b) Do you think that a Voluntary Pension system, as suggested by the OASIS for the unorganized sector in India will be implementable successfully? Elaborate.

Ans: A voluntary system of a contributory pension scheme may not be easily implementable in India in the present circumstances. The system first of all suffers from familiarity. No proper information about the procedures is available. The market to which the system can be applicable is vast and amorphous. No homogeneity in this market exists either about the character or the ability. In the early part of the answer, it was mentioned that only a very minor percentage of the organized labour including the government sectors is given to a pension scheme – either through the trusts set up by the private employers (again linked to the LIC for issue of an annuity) or through the Employees Pension scheme funded through the EPF, under the control of the Union Ministry of Labour or some designated funds like the coal miner’s fund etc. The rest of the employees in any gainful employment will be the market for the OASIS scheme of pension and the initial costs of training and education have to come from either the government or the industry. The industry obviously will not be able to pick up this exercise because of the enormity of the costs included and being in a position to be recovered from the beneficiaries - either in the product or the future terms. Apart from this feature, the nature of the market has to be appreciated. Apart from the people engaged in the industrial sector to which the EPF scheme is not applicable, the market consists of the vast members of professionals and self-employed people. To harness this market and to bring them into a safety pension net is a difficult proposition. In the world today, there are certain jurisdictions where contribution to one pension or provident scheme is compulsory like Hong Kong and Chile. Even in these countries it has been difficult to harness 100% compliance – for reasons of unemployment of the individual, the economic condition, the social features etc, with the result that the “mandatory” schemes do in course of time, convert into voluntary schemes.

The other difficulty is the exercise in the option required to be made by the contributor to the nature of the scheme- safety, risky or partly risky. The appellation to the scheme depends on the nature of the security backing it – a debt, partly debt and partly equity and predominantly equity. Universal studies, however establish the fact that over a long period of time, investment in equity results in better results than in any form of investment. The type of risk to be undertaken by the contributor – where the risk concerning the investment is fully to his account and not that of the managerpossible could vary depending upon the age of the contributor and his job outline. The defined contribution scheme lays the blame on its utility solely on the judgmental decisions of the contributor. No guarantee on any assured return is possible. For the success of the contemplated scheme, there should be a complete coordination of all stakeholders with the contributors’ awareness at a very high pitch.

4. (a) Elaborate the concept of adverse selection in the procedure of underwriting.

Ans: Adverse selection is used for a situation where the prospect presents a possibility of a loss higher than that an average case is expected to yield in a random sample of prospects. It will arise when the information presented to the insurer and the actual material facts relating to the risk are

different. If it is not addressed, it may result in huge losses to the insurer. The insurer must safeguard against this risk; other wise the insurance company will be entering into an obligation where probability to losses will be more than average. Rates applicable to other risks will not be

adequate to meet the claim under this cover. Adverse selection occurs because the insured’s have a better idea about the insurability of the risk than the insurer itself. Thus, if they are aware that the insurer cannot and will not accept the risk at standard rates, they are likely to buy coverage for themselves, despite knowing that they belong to a high-risk category. There are certain risks and hazards that an underwriter must watch in addition to adverse selection. These are:

Physical hazards

Moral hazards and

Morale hazards.

Physical hazards: These are hazards that affect the physical characteristics of whatever is being insured. Any harm to the tangible qualities of the subject matter of insurance can be called a physical hazard. For example a building made of wood represents a higher-level of physical hazard than one made of brick. An untrained driver, faulty fire-safety equipment are both examples of a physical hazard. Moral hazards: These hazards refer to the defects that exist in a person’s character that may increase the frequency or the severity of loss. Such a character may tend to increase the loss for the company. Indicators of such a hazard can be – weak financial conditions that may lead certain people to willfully cause loss and secure insurance money. Yet another indicator is the poor moral character of the policyholder reflected by questionable losses in the past and a record of unethical and illegal business practices. Morale hazards: These refer to willful carelessness on the part of the policyholder because of the existence of insurance. By negligence and indifference the possibility of loss is increased.
(b) State what incidental losses are covered by a Standard Fire Policy.

Ans: The following incidental losses are covered under a Standard Fire Policy. Property may be damaged in the process of putting down a fire or in the normal course of events following the outbreak of fire. These are called incidental losses. If the requisites of fire are satisfied the incidental losses are also covered by a fire policy. These are:

Damage by smoke and scorching caused by a fire within the meaning of the policy.

Property blown up to prevent a fire from spreading

Property damaged by water used for extinguishing fire

Damage caused by a fire brigade while executing its duties 

Loss to property removed from a burning building caused by rain, theft or damage during removal, provided the removal was justified and an honest attempt was made to mitigate the loss

Loss occasioned by the fall of walls or part of a building in which the fire takes place.

5. (a) Discuss the concept of an “open cover” Marine Policy. Indicate its distinct features and limitations.

Ans: An open cover marine policy is suitable for big companies that have regular shipments; it will save them from tedious and expensive process of acquiring an insurance cover every time a shipment is made. An open cover is provided for shipment of cargo for a specific period, say 12 months, where the rates are fixed in advance, without taking the total value of the cargo being shipped into consideration.

Open cover is not a policy, so it is not stamped for authentication. It is an agreement between the insurer and the insured. The insured has to declare the nature of each shipment and the cover is provided to all the shipments. The insured also deposits a premium, equivalent to at least one month’s turn over. This cover only checks the amount of cargo being shipped in one vessel. In accordance with Sec. 24, a policy is created every time a consignment is shipped. Thus an open cover is like a covering note of a series of policies that represent different shipments. Open cover is popular because it provides cover for a long term at fixed rates, without any limitation on the sum being assured. It is continuous, so the assured is relieved of the risk of leaving any one of the shipments uninsured. Furthermore, there is no need to negotiate separate policies for each shipment. There are two limitations to an open cover. They are:

Limit Per Bottom (LPB): This cover limits the total amount of cargo being shipped in one vessel.

Limit per Location: Accumulation of cargo before shipment and on arrival at the respective ports is a common occurrence. This exposes the insurer to very high risks in case of fire, riots, etc. Thus, there is a limit on the accumulation of goods on either port.

(b) Effective 1st July, 2003, a new matrix has been presented by the Tariff Advisory Committee to determine the premium to be charged for Third Party Insurance of Motor vehicle. Elaborate its salient features and analyze, how effective the procedure will be in controlling the adverse claims ratio of insurers in the Indian market. 

Ans: A new procedure for the mandatory third party-insurance motor cover has been introduced by the TAC from 1st July 2003. It has some novel ways to calculate premium, for all classes of vehicles insured by the public and the private sector companies. A set of ten variables with individual weights has been designed to give a total risk score of the vehicle. The premium will be fixed on the final score. If the total score were to be 35 points, tariff premium doubles or gets loaded by 100%. The premium remains the same for a score of 10 points and below. The variables consist of broad geographics like, the roads on which the vehicle is normally driven, from hilly roads, national and state highways, city roads etc. No points are loaded if the vehicle is driven by the insured himself. If the driver’s age is between 35 – 45, it is considered good and 1 point is given. It increases with the age slabs on the higher and the lower side. The risk is maximum when the driver is young (below 20 years) or old (beyond 55 years). Similarly on educational qualifications, the loading is the maximum if the educational qualification is low (below 10th standard). If the driver’s driving experience is over 15 years, no weight is attached. The age of the vehicle as a parameter has five slabs, highest score is given to a vehicle more than 10 years of age. For a non-commercial vehicle, the type of the road is a significant parameter. Hilly roads, national and state highways have the maximum of 5 and 4 points respectively. The largest weight has been given to an experience of incurred claims. If the ratio of the claims paid to premiums earned of an account is 5 % there is no loading. There are no slabs on this category. When the ratio ranges between 150 % and 200% and above 200%, the score reaches a high of 30 and 35 points respectively.
6. (a) Outline the essentials of Crop Insurance cover presently available in India. Do you think that modifications to this scheme are necessary? Discuss.

Ans: Crop Insurance cover is not very widespread in India. There are very many reasons for this feature. The most important one is the lack of knowledge on the part of the public about the availability of the product. The other reasons are the lack of coverage, determination of premium on unscientific basis, lack of basic available data, restrictive nature of cover, a lack of comprehensive cover, and finally the way the entire scheme is administered – by making it State – centric and not customer oriented schemes. A separate Agricultural Corporation of India has been set up recently in which equity is held by different interests- Nabard, the public sector general insurers etc. This Corporation is set to take the business hitherto conducted by the General Insurance Corporation of India, which again was acting only as an agent of the Government of India. Under the present scheme, apart from a token premium from the farmers, there is a large subsidy moving from the State and Central governments. The scheme is in operation in only some selected districts, and that too for only some specified crops. The main beneficiaries are those who have taken loans from the banks with the result that it can be presumed that the scheme as it is administered protects only the lending institution and not the farmers. The cover includes risks such as fire and lightning, storms, hailstorm, cyclone, typhoon, etc. as well as floods and draughts. The risks not covered are war, and nuclear risks, malicious damage and other preventable risks. The present cover is limited in the sense that it covers only risks against traditional contingencies. A comprehensive cover will include risks such as bad quality seeds, lack or surplus of rain, low yield, loss of market, price fluctuations, etc. Some of the private sector general insurers and the Agricultural Insurance Corporation are bringing out separate cover for these risks, that are comprehensive cover covering all aspects of agriculture from the` time seeds are sown to the time the crops are marketed- has to emanate still. All over the world, the crop insurance is a loosing class of insurance business often at times the claims ratio going beyond 300% to 400 %. But in India, apart from this general disability, the business suffers from lack of underwriting skills backed up by absence of data, improper pricing etc. the Agricultural Insurance Corporation proposed to price the cover on the basis of actual actuarial studies but found that the premium will be way out of a farmer’s ability to pay. The decision at what stage an element of subsidy has to be built in the system is still an issue. A lot of pioneering work in this vital area has still to be done. 
(b) What are the conditions that govern the “reinstatement” by an insurer under a normal Fire Policy? Discuss.

Ans: The following points are considered in a reinstatement value policy:

The insured shall intimate the insurer about his interest in reinstating the property within the time allowed. Otherwise the loss is settled on indemnity basis.

If the insured is not interested in reinstatement, the insurer is liable only for the market value of the property lost by fire.

Until reinstatement is carried out and expenditure incurred, the insurer’s liability is on an indemnity basis.

The insured must carry on the process of reinstatement within a reasonable time and complete it within 12 months after destruction of the property or within the time stipulated by the insurer. If the insured fails to do so the insurer’s liability is on the basis of market value.

The insured has to submit the plans, specifications and other details needed for the reinstatement, to the insurer at his expense. In addition, when the insurer demands for such plans it does not imply that he is elected to reinstate the property.

The insured may opt for reinstatement at a different site provided the insurer’s liability doesn’t increase.

The insurer after electing to reinstate should put the property considerably close to what it was before the fire. He is liable for the damages if he fails to do so.

7. Write short notes on any four of the following:

(i) General Average

Ans: This refers to the loss incurred by the sacrifice made during extreme circumstances for the safety of the Vessel and the Cargo. This loss has to be borne by all the parties who have an interest in the maritime adventure. The conditions that qualify for General Average

Contribution are:

(a) Loss must be incurred for common safety

(b) Loss must be in the face of impending danger

(c) The intention behind the loss should be the general safety of the voyage and the vessel.

(d) The expenditure caused as a result of declaring General Average may be extraordinary but it should have been Judiciously Incurred.

(e) The imperiled subject matter should be saved.

(ii) Group Life Insurance

Ans: Group Life Insurance is that form of Life Insurance covering not less than 25 employees with or without medical examination, underwritten under a policy issued to the Employer, the premium on which is to be paid by the Employer or by the Employer and Employee jointly and insuring all of his employees or all of any class or classes thereof determined by conditions pertaining to the employment for amounts of insurance based on some plan which will preclude individual selection. This scheme is renewable every year. As the premium rates are very low when comparison to Individual Insurance, the employees and the weaker section find it convenient and helpful. It helps their dependents in also reducing debt burdens. Three types of group life insurance are common in India – the Group Term Insurance Scheme, Group Gratuity Scheme and Group Superannuation Scheme.

(iii) Knock-for-knock agreement

Ans: This is applicable where two vehicles collide with each other involving more than once insurer. The insurers of the two parties involved come to an agreement that there is no need to go into the

question as to whose negligence caused the accident and agree to indemnify their respective insured’s against loss. The right of subrogation is not exercised. On the contrary the insurers indemnify each insured as per the policy conditions.

The benefit of this agreement is that it:-

(i) Avoids litigation

(ii) Insured gets speedy settlement

(iii) Each insurer compensates his insured directly

(iv) Insurer saves on legal costs, which ultimately results in reduction of premium.

(iv) The role of Actuaries

Ans: Actuaries are statisticians who, on analysis of mortality and morbidity data predict the future-rating pattern in Insurance Company. It is they who determine the precise rates to charge, estimate expenses that have to be incurred and the likely profit margin for the company. For effective performance, they have to collect and study huge volumes of data regarding mortality and other relevant statistics and determine the right rate to charge. The rate charged should be sufficient to pay losses, meet expenses of operation and at the same time still provide an element of profit for the insurer. Actuaries have to pass a stringent examination to qualify as an Actuary. They have also to be a Fellow member of the Actuarial Society of India before they can take up any Actuarial assignment in the country or work as an Appointed Actuary for any Life or General Insurer.

(v) Plate Glass Insurance

Ans: Plate Glass Insurance covers damages to the display windows and showcases of Commercial establishments and is a fairly common coverage in Miscellaneous Department specially where shopping arcades are located in large numbers. The policy indemnifies only the actual breakage of class. Superficial damages and scratches are not covered nor does it cover cracked or imperfect glass or loss arising from the interruption of the insured’s business in the period between breakage and replacement. The policy indemnifies damages to glass, lettering or ornamentation described in the schedule caused by breakage or by accidental chemical spills or acids. The policy also covers repair, replacement of sashes or frames, boarding up or protecting windows in the event of the avoidable delay in replacements and removal of fixtures or other obstructions to replace the glass. Policies may cover breakage of other than “regular” glass such as Neon signs, half-tone screens, memorial windows, glass bricks and fluorescent lights. A rider is also available in return for a reduced premium giving the company the option to substitute two panes for one while replacing a plate of glass at least 100 feet square in size. The policy excludes Fire or explosion, Earth Quake, Riot, Strikes, War and kindered risks. It however has automatic provision of reinstatement each time a claim is paid. The insurer has the right of subrogation and also has the right of salvage.

(vi) Add on covers in Fire Insurance.

Ans: Certain perils are excluded in the standard Fire Policy. They can be added as per Tariff on payment of additional premium. There are 14 add on covers which are available.

(a) Architects and Consulting Engineering fees.

(b) Removal of debris

(c) Deterioration of stock in cold storage

(d) Forest Fire

(e) Impact damage due to Insured’s own vehicles

(f) Spontaneous combustion

(g) Commissions to Insured

(h) Earth Quake

(i) Spoilage material damage cover

(j) Leakage and containment cover

(k) Temporary removal of stocks clause

(l) Loss of rent clause

(m) Insurance of additional expenses of rent

(n) Startup expenses

PAPER – 2 : TECHNICAL ASPECTS OF INSURANCE - NOV 2004

1. The very existence of an insurer depends on the adoption of proper underwriting policies to be followed by it. Critically analyze the above statement bringing forth the objectives and principles of underwriting and the limitations that an insurer can suffer in the process.

Ans. Underwriting is almost at the heart of the insuring process and without a proper and systematic set of underwriting principles and guidelines, an insurance company cannot do its business. The guidelines must clearly prescribe what principles an underwriter must follow to accept a risk, to evaluate it and finally to price it. Unless such a coordinated approach is taken, the insurance company will take on its books risks which had not been properly evaluated which will ultimately had to be erosion of the resources of the insurance affecting its stability and solvency positions. An underwriter therefore must be properly trained and must be fully aware of the nuances of not only the insurance business that it does but also of the business what risks it is expected to cover. In carrying out his work the underwriter must study the history of the client and the risk that it proposes to cover – the underwriter must insist on obtaining the full history of the client and its behaviour, the pattern of moral hazard that may be established and in the case of industries, the businesses done by the client.
Objectives of Underwriting : Producing a large volume of premium income adequate enough to maintain and enlarge on the insurer’s business operations and to spread better the risks, earning a reasonable amount of profits on operations and maintaining a profitable book of business that contains all the policies that are in force. Principles of Underwriting : Selecting risks which fit the underwriting standards of the insurer – maintaining a proper balance within each classification of the risks, charging reasonable rates – differential pricing methods based on a differential analysis of risks. Process of Underwriting : Acceptance of risk by assimilating all information about the applicant, agents report, perusal of government records, evaluating risks and making a decision on its acceptance or otherwise, acceptance,

monitoring etc.,. 

Limitations :

Following are some of the inherent limitations faced by the underwriters in the process of risk evaluation, risk classification and in the pricing of risks, like:

- Absence of data to price risks

- Adhoc measures adopted in the industry

- Lack of appreciation of credit / risk appraisal

- Cross subsidization of lines of business

- Existence of a tariff regime,

- Lack of expertise in underwriting

Particularly in the Indian market due to nationalization of companies – due to government compulsion of business risks situated in India not being eligible to be covered by a non-Indian insurer, a compulsion to seek a cover within the country is also a limitation.

2. (a) What role does an administered tariff play in a competitive market? Discuss.

(b) Do you think that in a competitive market economy, a dedicated insurer has a role to play? Discuss.

(a) A competitive market presupposes the existence of a freedom to the customers to choose their own insurers at a price or premium that suits their needs – not only should there be a number of insurance companies offering the products to the public but these companies must also offer their products at a price that suits the customers’ pocket and meets the type of risk that is sought to be covered. Tariff in the insurance business – whether life or general gets determined on the basis of three major factors or parameters - mortality rate (life business) or the risk profile (general business) plus management expenses (inclusive of an element of profit) minus income from investments made. While in the case of life business, mortality rate does not differ (because it is built on national statistics), the claims ratio or the risk profit in the case of general insurance will greatly depend on the appraisal of the risk, the type of care that the owner takes of its assets etc. These are bound to differ from customer to customer, asset to asset etc.,. In pricing the product, the insurer has to bear in mind the guidelines prescribed by the regulator – although the regulator does not specifically approve the pricing of the product, it happens indirectly in that no product can be placed in the market without the knowledge of the regulator – the concept of file and use. In the process, the regulator is not likely to stay quiet when the product profile filed with him denotes either the insurer deliberately under-pricing the products by fixing a low premium or by quoting high premium, which will drive the business out of the market. The IRDA is concerned with the maintenance of solvency by the insurance companies and will so regulate the market as not to cause volatile developments. In India, on the general insurance side, 80% of the market is controlled by tariffs fixed by the TAC. To build a proper pricing formula, the structure of the premium rate must be based on reliable data – which is very poor and lacking in the Indian market. TAC on the basis of details gathered by it, prescribes a benchmark premium to be followed by the insurers. This premium is not at the highest bracket but it is binding on the insurance companies not to quote a rate lower than fixed by the TAC. Depending upon the perception of the risk, an insurer can charge a premium larger than fixed by the TAC. Today, the TAC rates appear as benchmark rates and consequently in many cases, the maximum rate of premium that an insurer can choose. This rate as pointed out earlier is not based on any widespread statistics or data and hence in many cases acts as a scientific gamble rate. Breach of the tariff rate is punishable. The existence of tariff shuts out competition among the insurance companies to price their products scientifically and efficiently. Existence of a tariff is a drag on competition and cannot thus be supported in a market economy situation. Doing away with the tariff might in the initial years cause some disturbance in the market, not allowing it to settle down but such a move will ensure an element of competition and choice, which will accrue to the benefit of the customers. Market forces will compel the insurers to adopt a mean and a competitive rate.

(b) A dedicated insurer is a company, which carries on only one line of business – it can also refer to a class of a business. Running life business and general insurance business separately can also be called being engaged in dedicated business. While on this, it requires to be stated that it has now become almost a universal model not to have composite companies – viz., a company running both life and general businesses together. This has been due to the reasons that the time-spread of policies is different, renewal processes are different and the solvency regimes prescribed by the regulator is also different. Though under a holding company umbrella, different companies can be founded to carry on life and general businesses, the same company cannot do both. A further refinement will come when even under the distinct life or nonlife businesses, specialization is carried out. There could be a life company, which can carry on only life business and not indulge in any annuity or pension business. In the case of general insurance, the type of businesses that can be carried on by a unit fall under the classifications of fire, marine and general; under the classification of ‘general’ we have once again a host of businesses one can carry – the most common is motor; personal accident, credit guarantee, medical or health insurance are the other well-known businesses. Under Indian regulations, the registration is granted either for life or general business and a company which receives a life license cover, at its discretion, carry on life or annuity or pension business or any one or more of them. Similarly under a general license, one can carry on marine, fire or general categories – one or more together. The type of business that a licensed insurer would like to carry on will largely depend on its underwriting skills, perception and assessment of market and its risks etc. In the Indian market, one has to contend with the fact of prevalence of a tariff regime for most of the general insurance market. Realistically viewed, the decision to go in for a dedicated line of business will depend upon the study of the market. The prescribed tariff rates in some cases, one built on an ad-hoc data and thus have a tendency to be either higher or lower than actual rates. A dedicated line of business, not only leads to over-specialization but in years of extreme hardship due to seasonal or business factors, say like the agricultural crop insurance business, can load the insurer with losses and consequent strain on its

solvency. If one had a variety of businesses, it can help in cross subsidization of one by other lines and tend to average results – leaving the solvency margin position somewhat secure. Dedicated businesses are not to be frowned upon; there are some global insurers who specialize only in energy insurance but such a specialization is more noticed in broking houses than in insurers. Essentially, therefore the decision to go in for a dedicated line, say health insurance will be dictated by a variety of factors – capital availability, expertise, state of the market and the intermediation facility available. 
3. (a) What do you mean by Floating Policy?

A Trader has its goods stocked in various locations. He wants a floating cover on the goods stored in godowns. The underwriter has inspected the Godowns and has proposed the basic rates for goods stored in the Godowns as under : 

Godown Rate per Mille (Rs.)

A
 0.90

B
 1.20

C 
 1.75

D
 2.00

The sum assured is Rs.80 lakhs. Indicate the Policy to be issued and the rate of Premium that you will charge as an Insurer.

Ans:

(a) Floating policies are normally raised on the stocks/inventory of a policyholder. Some traders store stocks in more than one warehouse/stockyard or this may be lying in process blocks. They may not be able to keep an account of these on a daily basis. Such traders can furnish the total value of all the stocks to the insured and obtain a floating cover under fire insurance. A floating policy covers stocks of the insured lying in different godowns and is for a single sum insured. If the stocks were to be in different godowns in the same compound, no loading is charged on the premium. A loading takes place when the location is in different places. In this case, a floating policy can be raised. The rate of premium will be determined in the following manner :

The rate to be charged will be the highest one for the location – in this case godown D and will be Rs.2 per Rs.1000/- value of cargo. 

Sum Assured

 Rs.80,00,000

Rate 

Rs.2 / 000

Hence premium 
  

          Rs. 16,000

Loading location more than 3          
Rs. 8,000

– hence increased by 50%
Total premium to be paid                         Rs.24,000
(b) What are the essentials of a Declaration Policy? Discuss.

From the following details, determine the amount of the claim that will be settled by the insurer :

Value of stock held at the time of fire Rs.20,00,000

Loss assessed 



Rs. 2,40,000

Standard Policy (1) covered 

Rs. 6,00,000

Standard Policy (2) covered 

Rs. 4,00,000

Declaration Policy taken for

 Rs. 8,00,000

Ans:

(b) Declaration policy once again relates to stocks/inventory of the insured. It is issued in the interest of those traders who deal in seasonal goods. The stocks may have fluctuating values. During the peak time, the stock values are the highest and during the slack season, value gets reduced. It is difficult to fix a sum assured for such goods. There may be overinsurance is the value were to be ascertained during the peak season and an under-insurance during the slack season. To overcome this problem, a declaration policy has been devised. For this policy, the sum assured is selected by the insured on the basis of the highest stock value. A provisional premium is fixed on the basis of 75% of the value. The insured declares periodically the value of actual stocks carried. On expiry of the policy period, the insurer takes an average value of these declarations and calculates the premium on the basis of the tariff (for advance premium or an ad-hoc amount is collected by the insurer at the start of the policy period). As per tariff rules, a declaration policy is issued only when the minimum sum insured is Rs.20 lakhs and in respect of stocks which are the sole property of the insured. Declaration values shall be based on market value and the loss incurred shall be settled on the last declaration prior to loss. If such an amount is under-stated, then the amount of the claim shall be reduced in the same proportion as the last declaration bears to the total declaration. 
Calculation :

When a loss occurs, policies 1 and 2 will be applied first. For the remaining loss, if any, the declaration policy will be applied.

Applying average :

Share of loss = prescribed value X loss

        value of property

Payment under policy          1 6,00,000 X 2,40,000 = Rs.72,000

         20,00,000

Payment under policy     2 4,00,000 X 2,40,000 = Rs.48,000

                                               20,00,000

Loss remains even after adjusting claims under policies 1 and 2. The excess of loss over the sum insured is the difference between the declared value and the policy valued in 1 and 2.

Declared value : 


 Rs.20,00,000

Recovery under 1 and 2 : 

 Rs. 1,20,000

Loss :




 Rs. 2,40,000

Excess of loss over recovery :
 Rs. 1,20,000

Declaration policy’s share =    sum assured or excess whichever is less X loss
                                                                               Declared value

= 8,00,000 X 2,40,000 = Rs.96,000

20,00,000

The assured will have to bear a loss of Rs.24,000 [Rs.2,40,000 – (72,000+48,000+96,000) ] due to an under-insurance.

4. (a) Motor Vehicles Act 1939 safeguards the interest of Pedestrians. Discuss.

(b) A Petrol tanker, on its Journey on the highway, collides with a Lorry around 3 A.M. in the morning. As a result of the accident, the tanker overturned, fell on its side and rolled down a nearby ditch resulting in explosion and fire to surrounding property. On account of explosion and resultant fire, persons sleeping nearby got burned and subsequently died. A claim has been made on behalf of the dead for compensation on the Insurance Company. How will you decide the issue? Discuss.

Ans:

(a) Motor vehicles Act is mainly to safeguard the interests of pedestrians. Under the Act, a vehicle cannot be used in a public place without insuring the third party liability [sec. 24]. Compulsory insurance in respect of motor vehicles comprises the following liabilities :-

i) Liability arising out of bodily injury or death of the third party or arising out of any damage to his property; 
ii) Compulsory insurance of passengers carried in hired vehicles;

iii) Compulsory insurance of passengers carried by reason of a contract of employment;

iv) Compulsory insurance of an employee under workmen’s compensation Act considering the factors such as the driver of the vehicle, whether working as a conductor or a ticket examiner and

nature of goods carried. Government owned vehicles – both Central and State governments - do

not require a compulsory insurance. However, for the exemption to be effective, the concerned government authority must pass an order of exemption only with a fund established by the concerned government department / corporation to meet the liabilities arising out of the use of

the vehicles. Liability coverage is limited to one accident. The limitations are :-

Liability coverage of goods vehicle under Workmen’s compensation is up to Rs.1 lakh and passengers are limited to less than six. This limit is over and above the coverage available to the

drivers of the vehicle. 
Liability coverage is up to a limit of Rs.15,000 in the case of a hired passenger vehicle. The passengers for this purpose will also include passengers under a contract of employment. Liability coverage of a vehicle, other than the one mentioned above is limited to the rupee value of the actual liability.
Liability coverage in case of damage to any property of a third party is Rs.6000.

It is obligatory on the part of an insurer to pay the third party. The court determines the third party liability. The liability is unlimited, and compensation determined. Due to the wrong usage of the vehicle by the insured, an insurer cannot escape the third party liability. The insurer can, however, recover the claim paid from the insured. Any settlement of claims between an insurer and the insured is considered invalid if the third party’s rights to compensation are diminished.

Ans: (b) The accident arose out of the use of a motor vehicle – tanker – on the road. The petrol tanker was in proper use at the time of accident. The proximate cause of death of the individuals was an accident against which the vehicle was insured and the vehicle was in lawful deployment at the time of the accident. Hence the insurance company is liable to pay the claim to the legal heirs

of the deceased. 

5. With the opening up of the Indian Insurance market, the sale of “pure life”

insurance policies has declined and the policies with investment-linked products have gained popularity. Do you think that there are any special reasons for this. Analyze the contents of these-pure life and investment linked-policies.

Ans: Life policy basically covers the risk of death. A variety of policies issued by life companies are available in the markets like – whole life, term, endowment, money-back, investment-linked etc. Each variety has its attractive points and deficiencies. An individual’s choice of the policy will depend on the risk perception of the proposer, his living conditions, his capacity to payment of premium, his status in life, the number of dependants whom he/she would like to provide for, the level of confidence in the insurance company. Life contracts are very long-term contracts often running to 30 to 40 years inception. These companies provide for the various types of customers it has and their requirements and hence, these insurance companies design their products. The pricing or the premium for the policies depend on the based on the mortality tables and morbidity tables, which are built by insurers based on data available. Pure life policies, which were very popular in the previous years due to simplicity and competitive premium rates, have gone out of fashion now. Not many people want only life risk alone to be covered. The current trend is towards money back policies or investment linked policies. These provide, along with a risk cover on life, added benefits to one insured. In the case of investment-linked products, a substantial part of the premium goes to cover risk of life whilst the large remainder is invested in the capital market to yield large returns to the policyholder. These policies are a combination of a pure risk and a mutual fund operation. The difficulty in such policies is the fact that investment made in equity or debt securities is bound to vary in returns and in the case of a depressed market, expectations of high yield may not materialize. There is a doubt whether such products really constitute life policies. In a growing market like India, where customer’s awareness of the products is very low, such policies,

especially during the dark periods, may give rise to complaints of mis-selling. IRDA rules and regulations therefore provide that in cases of combination of products risk investment linked adequate publicity of the nature of the policy must be given by the insurer and disclosure of interest must exist. Despite this, there are bound to be complaints about the return on these policies from customers during the depressed capital market periods. The popularity of the multi-dimensional policies like money back or investment linked, must be primarily attributable to an enhanced appreciation by the customers about their benefits and as a step to protect themselves not only from the certain risk of death but also give them a coverage to provide for their heirs. The requirements of provisioning, solvency provisions etc., are slightly different in the case of these products. In other words, the sophisticated products like investment linked may probably are a desirable investment during the continued stability of the capital market and after elaborate publicity or good education of the customers. An insurance policy is gradually developing into an investment product rather than being only a risk cover.
6. (a) How is the surplus of a Life Company dealt with?

(b) What are the different methods of distribution of such Surplus? Discuss.

Ans: (a) The current regulations require a life insurer to carry out a valuation of its assets and liabilities annually. A qualified actuary based on the regulations specified by the IRDA must do this.

The surplus so determined is to be handled in the manner prescribed in Sec.49 of the Insurance Act – the maximum share that can be taken to the shareholder can only be10%; 90% of the surplus is to the account of participating policyholder. LIC Act has laid down the distribution pattern

as 5% and 95%. The surplus made available to the policyholders becomes available to the management to distribute bonus to the policyholders. The amount though credited currently becomes available to the policyholder only at the time of maturity of the policy but converts itself into an immediate liability in the hands of the insurer. The quantum of bonus and its distribution amongst the different stakeholders are subject to the approval of the IRDA.

Ans: (b) In life insurance the word ‘surplus’ signifies an estimated profit. This is because the calculation of profit in insurance business is slightly different from other businesses. But it is not the same in the case of an insurance business. Profit in insurance business is a result of margin kept on the basis adopted for the calculation of premium with regard to mortality, expenses, interest and other factors like surrender and lapse. Profits are also incurred when the actual earning is more than the projected value at the time of premium calculations. Likewise if the actual experience of the insurer is the same as the projected value at the time of premium calculations then the difference between the liability of the insurer and the life fund is considered as profit achieved on the basis of margin provided while calculating premium. Thus it is very difficult for a life insurance company to declare the profit incurred at the end of a year. It is possible to declare profits only if the company closes its new business procuration operations, after which it should have met the liabilities to the last policy. After this the funds left with the company can be considered as profit. At the end of a year’s business the insurance company determines the surplus accumulated in addition to the surplus carried on from the previous years. After such a calculation, the company decides the percentage of surplus, which has to be retained as contingency fund, and also the percentage that should be distributed to policy owners. The amount set aside for distribution as dividend to policy owners is called divisible surplus. There are certain basic norms that an insurance company has to abide with, while determining the divisible surplus. They are as follows:

• Equity: The distribution of surplus should be fair and proportionate, that is the policies contributing more to the surplus should be given a better share 

• Flexibility: The divisible surplus should be flexible according to the situation

• Simplicity: The method employed in ascertaining the divisible surplus should be simple and uncomplicated for easy understanding by the shareholders. The process should also be transparent

• Consistency: The dividend provided to policyholders should exhibit consistency, for, the sales force and the policyholders do not appreciate wide fluctuations in dividend Different methods for distribution of divisible surplus

• Contribution Method: This is also called as fair distribution. According to this method distribution is directly based on the contribution of the policies to the surplus accumulated from basic sources like interest, expenses, mortality etc.

• Simple Reversionary Method: In this method the bonus is paid in addition to the sum insured, when the event for which insurance is provided occurs, that is death during the term of the policy, or on maturity of the policy. Therefore it is termed as reversionary. It is a popular method as it allows the insurer to retain the surplus enabling him to earn interests on it. It also gives an incentive to policyholders to maintain their policies. 
• Compound Reversionary Bonus System: This method is also reversionary as the one discussed above. But the incentives provided to the policyholder by this method are better. In this process the bonus addition of each year is of an increasing nature, and the rate that is given is a percentage of the sum insured and the bonuses added during the maturing years of the policy

• Bonus in Cash: In this method the bonus announced is paid in the form of cash to the policyholders 

• Bonus in Reduction of Premium: In this method the bonus is reduced from the premium payable by the policyholders to the company. But after a certain period there will be no premium to reduce from, so the company will have to change its way of distributing surplus. There is another disadvantage of this method; it reduces the profit acquiring capacity of the company due to loss of premium income and due to depletion of funds, as the surplus is distributed as cash.

• Tontine Bonus: In this process the bonus is distributed after a specific period to the survivors among the policyholders. To avail this kind of bonus, the policyholder should be alive on the date when the bonus is announced. In this method the distribution of divisible surplus is deferred to a future date, and for the first few years of the policy it is not considered eligible to participate in profit sharing. New entrants favour this method, as it enables them to conserve their resources and also removes the need to distribute surplus in early stages.

• Interim Bonus: In this the bonuses are announced on the basis of valuation of all the policies at the date of valuation. If some policies result in claim (in case of death) or maturity before the next valuation then they are not eligible for that bonus, as by then they will not be part of the company records, but an interim bonus according to the previous valuation is provided. 

• Guaranteed Bonus: This method is applicable for without profit policies, which are not entitled to surplus of actuarial valuation. In this process there is guaranteed addition of bonus at a fixed rate for every year, to the sum assured, as long as the policy is in force.

• Final Additional Bonus: This is the extra bonus paid by the company to policyholders apart from the usual annual bonus. This is generally paid to policies lasting for long durations, and due to the contribution made by these policies to the surplus. Considering the period for which the premium under a policy was received the company may decide to pay an additional bonus to the policyholder in case of claim or maturity of the policy. Life insurance Corporation of India was following this process, provided the policies were in force at the time of claim or maturity, along with prior payment of 15 years premium.
7. Write short notes on any of the following :

(i) Perils of the Sea

Ans: Perils of the Sea
Maritime perils can be defined as fortuitous accidents or casualties of the sea caused without the willful intervention of a human agency. There are different perils of the sea, of which only a few are covered by Insurance while others are not.

Some of the Insured perils are:

Fire; acts of pirates and thieves; barratry which is an act willfully committed by the Master of the ship and the crew against the owner or charterer of the vessel; Jettison or the throwing of Cargo overboard for general safety of the ship, foundering at sea, collision and all other perils of similar nature. In the case of Insurers liability in respect of General Average and Salvage charges, the cover is granted. 

The uninsured perils are:

Wear and tear; leakage; breakage of goods, inherent vice, loss by rats and vermin and loss by delay.

(ii) Lok adalat / Lok Nyayalaya

Ans: Lok adalat / Lok Nyayalaya

This is a unique concept where quick and inexperience Justice relating to Motor claims resulting in voluntarily settlement of disputes for weaker section of the community was formalized in 1986. Lok Adalat sessions are held at important centers in the country with the help of the legal aid committee of legal aid Board of each state and the Motor Accident Claims Tribunals (MACT) or the district and sessions Judge for bringing about settlement of pending cases of MACT. Lok Adalat helps the Insurance Company to settle large number of Motor T.P. Claims thus saving interest payment. These cases are settled once for all and there is no further litigation. The procedure not only satisfies the customers but also brings good will to the Insurance Company. Chapter XI of Lok Nyayalaya Rules, 1986 provides special provisions for settlement of pending cases before MACT by examining each case before them if found that there is no defence regarding the negligence of the victim nor any defence u/s 96(2) of Motor Vehicles Act 1939. This is the only section that keeps the defence ground open to the Insurer so that the matter can be placed before Lok Nyayalaya for settlement. The members of the Lok Adalat Panel comprise of at least three of the following:

Retired Judges of Supreme Court or High Court or retired District Judges or retired member of MACT

Pleaders of Government

Senior advocates familiar with MACT matters

Principals, Professors, Lectures of Law College

Retired officers of general Insurance Companies who have dealt with MACT matters.

Retired Government Officers having knowledge of MACT matters.

(iii) Machinery Loss of Profit Policy

Ans: Machinery Loss of Profit Policy

Under this policy the company makes good the losses arising from unforeseen and sudden damages to any Machinery described in the schedule during the Policy period subject to the following: 

a) The statement and answers in the proposal form are true

b) The terms and conditions of the Policy have been fulfilled

c) The accident should happen during the period specified in the policy and should be covered by Standard Machinery breakdown Insurance Policy & Boiler and Pressure Plant Insurance Policy.

d) The liability of the Insurer for claims remains within the limit specified in the schedule.

The cover provided under the policy shall be limited to loss of gross profit due to (a) reduction in output and (b) Increase in cost of working.

The amount payable as Indemnity shall be (i) in respect of reduction in output and (ii) in respect of increase in cost of working. 

(iv) Pricing elements in Life Insurance Products

Ans: Pricing elements in Life Insurance Products

As per law, life insurance rates should be adequate and not unfairly discriminatory. The rate not being too high is considered as adequate rating. Life Insurance pricing is based on four major elements.

1. Mortality rate of the Insured population

2. Income earned on the premium invested

3. Operating costs or expenses incurred related to services provided.

4. The offered benefits

The three pricing objectives in life insurance are:

a) Adequate premium rates

b) Equitable rates

c) Rates should not be excessive

(v) Financial Planning for retirement

Ans: Financial Planning for retirement

Every individual goes through the retirement process. The objective of estimating the retirement need is mainly to plan the retirement accumulation. Here two estimations would be necessary:

1. The total retirement income that is required

2. Existing resources available and the balance required for bridging the gap between existing resources and estimated requirement of funds. A realistic assessment of post retirement financial commitments will enable a person to determine the need for regular income after retirement. Income would be necessary for Housing, medical expenses in old age, food and other necessary contingencies. The accumulated assets should be able to generate sufficient income to meet these needs so that the Individual and his spouse can look forward to a worry free retired life. Purchase of annuities can go a long way in providing regular income as long as one is alive. The government in 2003-2004 Budget had launched “Varishta Pension Yojna” through LIC for Citizens aged 55 years and above. In the current year, 9% bonds for Senior Citizens have been notified subject to an upper cap of Rs. 15 lacs.

(vi) Aviation Insurance

Ans: Aviation Insurance

Aviation Industry is vulnerable to devastating losses resulting in both loss of life, property and the aircraft. The coverages available under Aviation Insurance are:

1. Aircraft Liability Insurance

2. Hull Coverage

3. Personal accident

The aircraft liability insurance is further divided into:

a) Passenger Liability

b) Death & Injury to third parties

Hull Coverage relates to the body and machinery of the aircraft. Some policies provide coverage both on ground and in flight whereas others restrict coverage to ground only. The former cover perils of fire, lightning or explosion in air. In India the scheduled airlines have taken Aircraft Hull and Spares All Risks Aviation Policy which is a Comprehensive Cover including damage to the Air craft/ aircraft spares, legal liabilities to Third Parties towards bodily Injury/death and property damage, passengers bodily Injury / death, baggage, cargo and mail; premises, hanger keepers, catering and vehicle liability on airports can also be covered. In addition, policies are also available for Aviation Turbine fuel – Refueling Liability Insurance Policy and Loss of License Insurance for Operating Crew members.
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1. Discuss the relevance of retirement planning in the Indian context and indicate how annuity and pension plans can play a role in the planning for one’s retirement.

Ans: Universally people are becoming aged. The birth is fast declining, and the number of people in the active working age group is also fast declining. Amongst the numerous concerns facing old age, the concern for financial security and comfort become vital issues. With the improvements in science and technology although on one hand life span of individuals has increased, but then along with it, the aged have to worry about the need for funds to carry on for a much longer time after retirement. For this, proper financial planning or in other words, retirement planning is of utmost importance especially in one’s productive years. In India, the situation is slightly better with more than fifty percent of the population present in the age group of 35 years and less. However, retirement planning has never been taken seriously even in our country. Earlier problems faced by the older persons in India were not considered serious, mainly because their number was relatively small and there was always social protection, from the other family members. But now due to the socio economic changes taking place, the younger members of the family no longer meet the needs of the aged, especially with the disintegration of joint families and growth of nucleus families.

At the same time for those who retire from service in government and the organized sector, the situation is far relatively better off as they have employer-sponsored schemes which give them a certain measure of security. As a result they had some sort of retirement planning in-built within. These schemes include the following benefits:

•Provident fund

•Gratuity in accordance with the provision of the Payment of Gratuity Act.

•Insurance benefits under group insurance schemes, EDLIS scheme, GSLI schemes

•Pension benefits

However now, the main issue of concern for the government in India is to deal with the problems of senior citizens belonging to the unorganized sectors in urban areas and those in the villages engaged in various agricultural occupations. Their needs include emotional, physical and financial support. However, old age inherently presents two problems with serious financial implications: (a). Declining earning power (b). Poor health. The only solution for tackling these problems is to save and invest during the younger and more productive years. Dealing with these problems thus calls for a good financial or retirement planning. A good plan is needed because there can be two risk exposures that the aged may likely face like: 

The risk of insufficient assets to manage post retirement needs

The risk of outliving the assets that have been accumulated. Even if the assets are utilized properly after retirement, it may be difficult to calculate how much of the asset should be used every year in order to ensure that the income from the assets lasts till the end of the individual’s lifetime. Here comes the need for a proper pension plan or an annuity plan. The annuity principle can be utilised to change an accumulation into an income so that an individual cannot outlive the asset collected. Annuities are considered as vital tools in administering and managing retirement risk and they are the best solution for the second problem. Therefore, a proper retirement plan has to have the following three necessary ingredients:

• Need for funds after superannuating

• Estimating the needed funds

• Financial planning to meet the needs

All these three are relevant factors that shape the retirement plan. The objective of estimating the retirement need is mainly to plan the retirement accumulation. A realistic assessment of post retirement financial commitments will enable a person to determine the need for regular income after retirement. The fund requirement will depend on the present standard of living, the rate of inflation and the expected standard of living to be maintained after retirement. Once the total retirement need is known examining the availability of resources for a plan or a scheme can be calculated for the purchase of annuities. A decent system of post retirement benefit should ensure the protection of savings made during the earlier active life, their prudent investment and then conversion into an annuity on the date of retirement or the vesting date as it is called. These can be ensured only when there is a recognition of its need on the part of the working population. Active campaigning or consumer education, is a prime necessity of the day. Pension or an annuity scheme enables a certain sum payable to a contributor over pre-agreed interests. In India an annuity can be granted only by a life insurance company. Thus any pension fund could be assured and monitored by life insurance company or a combination of a pension provider and a life insurer. The Government of India in the Finance Act 2003 has initiated the ‘Varishtha Pension Bima Yojana’ for citizens aged 55 years and above, to be administered by the LIC, where in a guaranteed return of 9% p.a. has been assured.
2. Proper pricing of a product is essential in an insurance contract more particularly in the case of a General Insurance Contract. Indicate clearly, how rate-making is to be done and the various methods that are available in this regard.

Ans: Pricing or rate making is necessary in an insurance contract – this represents the cost of service an insurer extends to an insured to meet the obligations in terms of a policy – life or general. Pricing must be so done that it keeps the interests of the insurer and the customer safe. An incorrect determination of the premium will either liquidate the insurer or fleece the customer. Rate fixing must take into account three basic characteristics – the rate must be adequate enough to pay for all the expenses or losses incurred or to be incurred by the insurer. This feature becomes all the more important when we deal with general insurance claims having a long tail. The rate must not be too high to drive out the customers’ business and the rate must be equitable, to hold the scales even between the insurer and the insured. Again similar risks should not as a rule be charged differently. Rating system should be simple and understandable. Rates should be stable over a period of time. It should be such as to interest customers to adopt loss control measures. Rates should be modified based on changing economic conditions and risk exposures. Three fundamental rating procedure in the general insurance industry – judgment rating method, class rating method and pure premium method. Some other methods as well are used – loss ratio method, merit rating method including prospective rating, experience rating and retrospective rating. Under life systems the pricing mechanism must take care of these elements – probability of the occurrence of the insured event, time value of money, promised benefits in terms of the product sold and a loading to cover management expenses, taxes, contingencies and profits. The objective of pricing a life product includes - adequate premium rates, equitable rates and in excessive rates. 
3. (a) Are there any perils that stand excluded from a Marine Policy? Discuss.

Ans:

Certain perils or risks are excluded from a marine insurance policy. Statutory exclusions under Sec 55 of the Marine Insurance Act, 1953 specifies that the insurer is not liable for any loss incurred due to a malpractice by the assured, but he is liable if the loss is proximately caused by a peril of the sea even if it could have been avoided by competency on the part of the crew and the master of the vessel. Perils further excluded are – delay, wear and tear, leakage, loss due to rats and vermin, loss due to inherent vice of the subject matter, damage to the machinery not caused due to perils of the sea. Exclusions are also incorporated – apart from Sec.55 of the Act – by the Institute Cargo clauses – there are general exclusions clause, unseaworthiness and unfit exclusion clause, war exclusion clause, stocks exclusion clause, etc. The Institute’s clauses cover the losses arising due to – average, both general and particular – actual total loss, conductive total loss, expenses incurred by the insured due to sue and labour charges, general average contribution, salvage charges, loss due to collision. 
(b) A ship-owner had insured his vessel against losses under a Marine Policy. The ship’s interiors were damaged by vandals, when she was breathed in a port, by using citronella candles, that damaged the interiors of the vessel and left behind a thick layer of soot. The insured claimed from the insures that the entire interiors should be replaced and that the efforts of the insures in clearing the soot and returning the interiors to a clean position would not be enough. How will you decide the case? Give reasons for your answer.

Ans: A general insurance contract is one on indemnity. Nobody can profit out of a general insurance contract. In this case, the insurer was under an obligation to restore the property to its original condition – the property viz., the interiors were affected by soot which had been removed by two clearing operations, the cost of which has been met by the insurer under the policy. His obligation under the contract is over. The claim for full replacement of the interiors is beyond the scope of the policy and hence is untenable.

4. What is a Standard Fire Policy? Discuss the list of perils a standard policy does not cover.

Ans:
A standard fire policy contains the terms and conditions of a fire policy and the Tariff Committee recommends the format of the contract. A fire policy provides basically a protection against fire. There could be numerous reasons for the fire. The standard policy contains a preamble, operative clauses, general exclusions, general conditions etc. Perils covered also make a stipulation on the limitation of the sum assured making it clear that the liability of the insurer is limited in respect of each item to the sum assured there under: 

General exclusions –

Certain perils are excluded in the standard fire policy. These can be added to the policy specifically on an agreement between the insurer and the insured on payment of extra premium. These are called extraneous or special perils and are: –

v Storm and tempest

v Bursting of water tanks and apparatus

v Sprinkler leakage

v Impact damage

v Aircraft damage

v Spontaneous combustion

v Riot and strike

v Malicious damage and terrorism

5. (a) What is a knock-for knock agreement under a contract of Motor Insurance? Discuss with illustrations, its advantages.

Ans:

Knock to knock agreement in a motor policy, is applicable to a situation when there is a collision between two vehicles. The insurers of the two parties involved come to a settlement that there would be no need to go into the question as to whose negligence caused the accident and agree to indemnify their respective insureds’ against the loss. The right to subrogation is also not exercised in this case. On the contrary, the insurers indemnify each insured as per the policy conditions.

The obvious advantages of this procedure are :- 
Avoids litigation;

insured is benefited through a quick settlement

each insurer compensates his insured directly

savings on costs by the insurance companies, which might ultimately reflect in competitive rates of premium. 
(b) What are the circumstances in which a refund of premium for a standstill period can be considered under an Engineering Insurance Contract?

Ans:

An engineering policy excludes the refund of premium for a stand-still period. There should be a minimum period of three months of continuous stand still for consideration of a refund of premium.

Causes of stand still for complete plant could be – 

Due to non-availability of raw materials, acute power shortage, shortage of water supply and similar inputs; Stand still items like boilers, steam engines and diesel generating sets in lieu of sufficient stand by equipments being available in the plant; In the case of a continuous process plant, due to a major break-down of any item, the whole plant cannot be run and as such refund could be considered. However, refund of premium for the period of repair to the affected equipment will not be considered. The table for the scale of refund for stand-still period has to be part of the policy. It has also been stated that the risks will be eligible to the discount only when the claims experience under the policy for which the discount is sought is less than 60%. Stand-still discount will not apply during overhauling period. No refund is allowable to seasonal industries like sugar factories. The rate applicable for machinery shall be 95% of the rate for equipments for such

seasonal factories when policies are raised on an annual basis. 

6. Discuss the advantages and the limitations of Group Insurance.

Ans:

Group insurance developed in India in the early 1960s. It is the coverage of many persons under one policy. Under group insurance the insurer drafts a single policy known as a master policy for the insured group. The employers find group insurance as an easy method of providing life insurance to the employees. Under employee group insurance, the contract of insurance is between the insurer and employer. So it is the employer who pays the premium. Further it is the employer who can decide upon the members and the extent to which they shall be insured. The employer nominates employees for the pension scheme based on different criteria like their earnings potential their seniority age and post. However, the employees have no say in choosing the extent of their cover. The employer while introducing the group insurance scheme for the first time may give an employee the option to join or not to join the scheme. This is necessary, especially when the employees have to contribute for the plan or forego another benefit in order to be covered under a group insurance plan. Certain features of group insurance differentiate it from individual insurance, which include:
* Group policy: Under group insurance a single policy known as a master policy is issued to the group policyholder who may be the employer or the authorized person representing the group. Certificates and summary evidence of insurance is given to the members of the group insured. 

* Underwriting group: This is the most important distinguishing feature of group insurance. In group insurance, the insurer underwrites the group as a whole. Therefore group characteristics are important rather than the individual characteristics of group members. This means the underwriter considers the size age composition occupation and stability of the group as a whole rather than health and other insurability aspects of the individuals. Insurers prefer to underwrite large groups rather than smaller ones to avoid the possibility of adverse selection. Underwriters favour a regular flow of new employees, as the old ones will be replaced with the younger ones, so that the average age group remains more or less constant. Further actively and efficiently working employees can be assumed to be in average health. 

* Cost effective: Group insurance generally costs less than individual insurance. This is because the group insured generally needs no medical examination Secondly the acquision cost for the insurer is also low. 
* Experience rated premiums: The insurer charges experience rated premiums when the group is too large. In group insurance, the premium reflects the loss. In simple words the group is charged higher premiums if the loss experienced in the previous year is higher than expected losses.

Advantages of a Group Insurance policy:

With group insurance, persons with less or no life insurance cover are able to get a maximum of protection. Coverage is also available to employees who are otherwise un-insurable. Life companies can reach a vast number of clients at a little cost within a short span of time. This also minimizes distribution and selling costs and subject to moral hazard. It widens the field of cover making it sustainable. It is a tax effective tool. The employee will get a tax deduction for the premium paid. Employers also get a relief on that part of the premium that they pay.
Limitations of Group Insurance: -

The nature of the group is temporary. The Master policy issued is not flexible. It does not meet the individual needs of the members. A few participants who could have been charged lower premium (because of risk appraisal) are made to pay higher premium due to group rating.

7. Write short notes on the following:

(i). Banker’s indemnity insurance

Ans:
This is also referred to as bankers blanket cover and accordingly it provides insurance against fire perils, burglary, cash in transit, fidelity guarantee and marine insurance. This policy provides comprehensive insurance cover to the banking sector. Coverage: This policy covers the direct  losses of money and/or securities discovered during the period specified in the policy. More specifically, it covers the following losses. Premises: By fire, riot and strike, burglary or house breaking or hold up resulting in loss to money/securities at the premises. Transit: Lost, stolen, mislaid, misappropriated or made away either due to negligence or fraud of employees of the insured whilst in transit. Forgery: Loss by bogus, fictitious or raised cheque/drafts/FDRs or forged endorsements. Dishonesty: Loss of money and/or operations due to dishonesty. Hypothecated goods: By fraud and/or dishonesty or criminal act of the insured employees. Registered postal sending: Loss of parcels by robbery, theft or by other causes to the parcels insured with the post office.

(ii). Fidelity Guarantee insurance

Ans:

Fidelity Guarantee Insurance (FGI) is a necessity in today’s scenario, where each day new frauds are discovered. The necessity manifests itself in the insistence by the GOI and the State government on their employees obtaining their policies. Fidelity Guarantee covers the employer against the direct pecuniary loss that may be caused to him due to dishonest employees in the course of employment.Fidelity Guarantee insurance is non-tariff. Three parties are involved in the

contract as against the usual two. Both the law of insurance and the suretyship are relevant in Fidelity Guarantee Insurance. The popular policies of Fidelity Guarantee Insurance are as follows.

Individual policy

Collective policy

Floating policy or the Floater

Positions policy

Blanket policy

Excess floating policy

(iii) Directors and officers insurance:

Ans:
This policy has been in existence for ages, though the popularity in the Indian market is still to be felt. This is very popular in the American market because of a large number of tort cases instituted in that country. The onus of protecting the interest of shareholders and the customers is on the directors and officers of the company - post Enron and Tyco case. They are also answerable to the employees of the organization, its creditors and government and regulatory bodies. Risks under the coverage include – misrepresentation of a firm’s financial status, lack of diligence and failure of supervision, conflict of interest, imprudent decisions, management of funds. Risks are accentuated due to merges and amalgamations, take over, bids and liquidation. Directors of financial institutions have been held individually responsible. The D & O cover was normally construed as a sleep cover. It enables the directors and officers to work peacefully with the knowledge that the insurer will take care of the losses in cases the company fails to fulfill any of its obligations – offering a broad protection.

(iv). Term Assurance policies under life assurance contracts :

Ans:

Term assurance policy promises the insured, for a nominal premium, to pay the full value mentioned in the policy in case he is no longer alive during the currency of the term of the policy. It has the following features :

it provides a risk cover for only a prescribed period

These are short term plans

if a policyholder survives till the end of the term or the peril, the risk cover lapses and no sum will be payable to the insured

the premium amount is the lowest for a product
no savings are accumulated under the policy which is a pure risk cover These plans is the most suitable to those who are unable to pay a high premium when income is low and require mostly a life cover.

(v). With Profit Policies and without profit policies

Ans:

These are participating plans in which the policyholder is entitled to participate in the profits or the surplus of the insurer. The surplus is determined through a periodical valuation of assets and liabilities by an actuary, as per statutory requirements. The surplus is normally distributed in the form of a bonus declared after each such valuation and is added to the policy amount and paid on settlement of a claim under the policy. These plans are popular in India. The premium charged on these plans is higher than that charged in “without profit” as pure risk policies.

Without Profit policies These are non-participating in which the policyholder does not receive a share of the surplus. The rate of premium is lower as compared to with-profit policies. Certain insurers do reward these policyholders ad-hoc, by paying a loyalty bonus etc., at the time of the final settlement. IRDA accounting regulations require maintenance of separate life revenue amounts for with-profits and without profit (participating and nonparticipating) policies. There should be separate identification of assets as well.

(vi). Social security system in India

Ans:

In India social security is still in the early stage of development, while in reality a large number of people are in need of social security support. Since these people live below the poverty line just earning enough to make both ends meet through agricultural operation their livelihood depends on the vagaries of weather. When they are hit by natural calamities such as drought, cyclone, failure of monsoons etc they have no choice except to look to the government for relief and support. The need for social security support is also felt when the breadwinner of the family dies and especially when it is a premature death. The situation with regard to regular workers in the industrial sector is a lot better as they enjoy many social welfare benefits as employees. However there are large number of seasonal workers in the industry whose situation is no better than the agricultural workers particularly in times of industrial depression when they have to face unemployment for long period. They are forced to join during such times, the unorganized sector in urban areas. Thus

the need for social security support is felt most by people in two categories: 

the agricultural worker in the villages and

the labourers belonging to the unorganized sector in the urban areas. Since the number of people involved who need social security support is huge, finding resources is the major issue for the government. However the government has made a beginning by affording some form of social security to these people through social insurance. In India the government has launched several social insurance schemes. All these have been developed and implement through nationalized insurance organizations. The following are some of the social insurance schemes introduced through Life Insurance Corporation of India:

Landless Agricultural Labourers and Group Insurance Scheme

Group Insurance Scheme for beneficiaries of the Integrated Rural Dvelopment Programme

Rural Group Life Insurance Schemes

Krishi Shramik Samajik Suraksha Yojana

