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Chapter — 1: Basic Principles

Primary functions of an insurance organization / T# ST a7 & WTaH® F14

Introduction: Underwriting of the risk and settlement of claims arising thereto (as per the

applicable terms & conditions) are the two primary functions of an insurance organization. /
TR T ST S5 6 &7 ITA 0 1 g1 ST F7 A HT-@ T A IHE I 14t A1 (\qer (Ar] F=i
T ordt & AqA)|

1)

2)

Underwriting: The term underwriting is used to denote the broad principles and specific
practices adopted by insurers to conduct their business along sound scientific lines to

produce a reasonable profit on their operations. / ST-3@: frHT-cM@w 9Te3 FT TART AT Fatsi

T 3o afETed uR 3t oy srfSta s % forg Sre SsiRer s 9% et ST g=rierd e F
forT oy T ST Rrgidt S fAtere waet v g % forw T A g

When the insured buys insurance he is buying an 'intangible' product in the form of a
contract of insurance which promises to 'indemnify' him in the event of loss. It is only
when he suffers a loss that the insurance contract assumes a 'tangible' shape and
insurance protection becomes meaningful to him. / St ST & 9T Tdi=ar g 91 a8 T
AL F FT § UF 'S IATE GIE TG 1T & S THAT f foorfa § 37 "Afaqfd’ F7 F7 arar w7 gl
ST IH THATT BIAT § THT STHT A "' AT T FIAT & AT STHT AT I foIT T2 gT 1T 2
Settlement of claims: The very existence of the insurance system depends upon the
possibility of occurrence of unforeseen events causing financial loss. Without losses,
there can be no insurance business. Settlement of losses, therefore, is the most vital link
between the insurance industry and the insuring public. Prompt and fair settlement of
claims, therefore, is the important function of an insurance organisation. Promptitude in
settlement of claims is a measure of an insurer's performance which leads to improving
his image in the market. Delay in settlement of losses is the main source of complaints
from the insuring public. / TTaT T FaeT: FHT STt F7 srfedea srreaTfard werst F afeq g it
gt 97 9 Fear g, e =it Twa gar 81 =97 AT & S91 a9 51 8f 99har| sHier,

THAT &7 FAaeTe 8T IR 77 ST F20 arelt S=ar F = ga8 qgeaqul w21 g Tafory, arat #ir oty
Y AeTer et |7 1o T Agcaqul F1 § | 1Al & (A9l § Toaear A1l & Tae HT T J17T
&, e ars # It g § U grar g1 TRATE & e § 338 SHT w0 aredt Staar 6 forEat i

T = 2
Settlement of claims has to be based on considerations of fairness and equity. Rejection

of claims decided on mere "technicalities" will result in the wide- spread criticism that
insurers rely more on the "fine-print' than on the spirit of the contract. Even if the loss is
not payable, it is necessary that the same should be communicated to the insured giving
reasons why it is not payable and, in a courteous and convincing manner. The prompt
communication with proper reasoning will go long way in strengthening the trust factors

in insuring public as Insurance is a business of long-term relationship. / =t &1 fve™
TACTEraT ST FHTEAT & e ¥ AT ST ATRU| Fae "THAh ST 9% T4t H @ISt F7d F ATTH
SATHAT ZIAT 126 ST STqaer il ATaAT il AT | "I 61" T2 ST AT Fd gl A g T
T RIAT 7 TR ST 79, AT 7 saed@ ¢ T ST e &7 g aaqmET S0 & a8 sSmrae TR #9495 T8t
& 3% 7 foey 37 sraeq F2 arel aiieh | T ATRU| I=a ae % a7 @ Sa1 S8 FL ared ARI
H forsame o FICHT T AT FIA | AT AT aF HT F16 & (0T SThTor qareli 7 AGETHT gl




In addition to prompt and fair settlement of claims, it is necessary for the claims officials
and staff to observe Courteous, fair and patience in dealing with claimants. During claims
investigation and processing, differences of opinion between the insurers and the
claimant are inevitable. However, such differences have to be resolved with patience,
tact and logic. This also applies to surveyors / loss assessors who have to interact with
the insured during survey and assessment of loss. / &t & sft=r iz Aeaer Mae™ F s,
FTAT ATAFHTAT T FHATIAT o 10 FTeEmed & 979 =g # o=y, Foaer s 83 vga1 saews ) arat
T AT T THERI & 1, ATHTHRAT ST ITART 6 o9 AAHE AT 8| gTeATTeh, UH Al &l 97,

TS ST T & A1 A 64T ST AR U T TAAH1 /ST AT whatall 92 @ a0 2rar g, e qaeqr
T THATT ATHAT o T STHTLTIF 6 AT ITTA T HAT BT gl
From the insurers' point of view, losses have to be settled within the legal framework of

the insurance contract-taking into account its terms and conditions, its limitations and
restrictions. Whereas equity and fair play demand that losses have to be settled
according to the spirit of the insurance contract rather that its letter, yet technical and
social obligations to the entire insuring public (who do not suffer any losses but who
nevertheless continue to pay premium) demand that the losses have to be investigated
thoroughly to detect possible fraudulent claims and the amounts of loss have to be
determined on factual evidence to control inflated or exaggerated claims. / SfraTaarst &
0T &, THATH HT (AT AT STaer F FIGAT o & Hq2 0T SITa1 AR - ZEehT ot e =2y,
THT HIATSAT ST TiAaei H7 &I | T@d gul Safeh [=Ho0ef 3 SHEarT i 7 g & e &1 [aerr
FruT s i wTEET F STER AT S =R, T 5% w5 qew F aqe) faredt w1 s\ (B w

THAT AT BIAT &, oATehe TR AT ST 7 AT FAT1 ST 7@ 8) & T Gahe et 3T ATt aTraea

Tg TN Fd 3 o SATIAT eTETerET aTel ITat &1 9a7 @ & (o1 G it 927 a9g | S 60 v
TR ST a2 g AT ATTLIT qTat &l [T w2 & o7 TEwar it 7797 F TEATHE G167 % A T
Fratha fBraT ST =t

Therefore, successful administration of claims requires, in addition to personal qualities

of fairness, patience, tact, diplomacy and courtesy on the part of claims officials and staff,
and administrative requirement of promptitude, a sound basic knowledge of: / zaferT, aTat
F TR TATHA % oI, IraT SAfrawTiat s FHATAT 6 A 7 fAegear, 9, Jrqd, Fedird i forem=mn

ST SRS T[0T ST TeaLaT il TATEF AELTFAT 6 dATaT, Hefetad w1 319 giEamar J9 gt
AATF 2.
a) the general law of contract as applicable to fire insurance / s #HT 9% AT g &7

TATATT FTLA
b) common law as applicable to fire insurance / s AT T AR[ T FEA

c) the terms and conditions, including warranties, of: / aT&Zt afga A= siw o

i. the basic fire policy / =<t srfir aiferft

ii. the extensions to the fire policy (‘add-on' covers) / st AT iferdt =1 faeaTe
("TZ-3AT' FAY)

iii. the special policies, which modify the basic policy / faere Tiferfe=i, ST 9o
TifrT T HerTTerd Fedt &

iv. provisions of various clauses and endorsements which form part of the
policy, on an optional basis; and / S feas smem® uw, Tifert #1 e s arer
farfersr @<t SiiY sqeTes #7 &g, 2T




v. loss assessment procedures relating to determination of cause of loss and
quantum of loss. / T 3 10T ST T T AT & Aeieor F getaq g gegisT
giRaTdl

1) Fire insurance contract: / ¥ w7 s
Definition: Fire Insurance contract may be defined as an agreement between the insurers
and the insured whereby the insurers having received premium undertake to make good
the financial loss, suffered by the insured as a result of damage or destruction of the
insured property by fire or other specified perils, during a stated period subject to the limit
of a specified amount and terms and conditions of the policy. / afsrsT : s 9T e it
FrATHRATSH T AT =ATF F @9 TF GHATT 6 & § TCATT FHAT ST 96T &, 5o qga drmaar
F O 7 & arg, vE Wi sty % e, e wfer s wifowft i ot s ft i o s

srefie, ot A7 s AT mawt & Stfaa /9iw  TFan a1 e F aRomaeasT S =t 7 g2
for=fer g1t =1 =27 2 7 =9 3 2
2) Fire insurance applicable laws:

Fire insurance contracts are governed by: / &% 9T IR w1 o1 ST sqay Ao gren
T g &

a) Indian Contracts Act 1872 and / st "faaT stfaf=aw 1872 i

b) Common Law

Provisions applicable to fire insurance contracts / THT= - AT ST AT TT AT ATAETT

Offer & Acceptance

Consideration

] Capacities of the
Indian Contracts
parties to the

Act 1872
Provisions Contract
applicable to fire Common Intension
insurance contracts Legality

Utmost Good faith

Insurable Interest

Common Law
Subrogation

Indemnity
Contribution

Provisions of Indian Contract Act 1872 / ¥t s stfarf=aer 1872 % raem=
Fire insurance contracts are governed by the general law of contract as embodied in the
Indian Contract Act, 1872. According to this general law of contract, a fire insurance contract
must have the following essential ingredients in order to make it enforceable at law. / srfr &t=T
FqFY AT A A=, 1872 7 [RfET sTaer & A= FIA ZIT 1T &Id 2| AT & 7 qTHT
FIIA o ATATL, AR AAT AT | FILA 51T 37 AR FA AT FATH 6 o1y, [Faferiad smaeds 7o g

ElE
1) Offer and acceptance: / =TT i< &I




a) Offer: An offer to enter into a contract of insurance usually comes from the
proposer. / TeaTa: AT Aae H AT FIA FT T ATHATL T TEATAF 1 AL & AT 2
b) Counter-offer: The insurer may accept or reject it or may offer to accept it subject to

certain terms. This constitutes counter-offer. / wi-sara: fATRat =& T =T SAFATHT
FT HFHAT § TT T, TAT & AT TH TR FLA 6T TAFHIT FT THAT g1 T TTA-EqTT AT 57 FdT g
The offer made by using words spoken or written is known as an express offer.

Here communicating the intent of entering into contract (of buying insurance cover)
is through informal way like over tele communication etc. The offer which could be

understood by a conduct of parties or circumstances is also accepted. / ®if&s a1

o ersat a7 ITANT Fh T30 T SEaTa 7 SAoh-T&dTd & &9 | ST S[1aT 81 T2t Aqad § qa9
A (FTHT FET GEEA) F TS BT AATTATIR TR T TATT FRAT STTaT 8 S it =1 el
arfeat 1 aR Rt F A= § FHAT ST el AT Teard S T 3677 Srar 2|

Cover note: Issue of a cover note constitutes acceptance on the part of the insurer.
This document, although not stamped, provides provisional cover for a specified
period. It incorporates the terms and conditions of the policy by reference. Thus
loss, if any, will be governed by these terms and conditions.
The cover note is eventually replaced by a policy. The policy is the evidence of this
contract. / Fa dre: FAT qTe AT FIAT STHTRAT 0l AL T FH I HT T T g1 T FEATaA,
FTATT qevas AT 8, UF (few sty ¥ forw smfam a7 o w7t 21 769 wasf gy aiferdy
o1t 37 R afirer €1 =91 wehre, =f 1S e grat 8, Y a8 =7 Rt o odt gy et
T AT 1 & Siaqa: Tieret g Tiaearioa T Sar g1 aiferlt 39 S 7 9494 &l
2) Consideration: Payment of premium is the consideration from the insured, whereas the
promise to indemnify is the consideration from the insurers. According to Section 64 VB
of Insurance Act, 1938 as amended, the contract does not come into existence unless
premium is paid. / s =T F7 G farars f 5w 7 vfawd g, Tatw At #r arar
FIATHATSAT AT AT & TTARA g1 Ferrrera AT srfataas, 1938 #t ey 64 AT & srqar, HfwaT &1

ST fohu AT ey stfeaea § A8t omar g
The risk is assumed from the date of payment of premium. Payment by cheque is valid

subject to realisation. If a cheque is dishonored and in the meanwhile, there is a loss, it is
not covered under the contract. To make the position abundantly clear, cover note, policy
and endorsement incorporate a condition that in case of dishonor of the premium

cheque, the document (i.e., cover note, etc.) stands automatically cancelled ab initio. /
= & R AT A F SEH TR BT ST 81 = 1T G agelt & A0 a9 g1 IS Fe

e AT BTaT & 3T T S IS THAT AT 8, qT T a9 & q8d Fa¥ qei grar o1 Rafay v &
TIE F TTE FIA % [0, FaqL AT, T ST TS # U od arrae g 6 fifv=w =& % seae & 7
H, TEATA (AT, FAT AT, ATTR) FqATT T & T g1 7T 3

3) Capacity of the parties to the contract: The Section 11, Indian Contract Act 1872 says -
“every person is entitled to contract who is of the age of majority according to the law to
which he/she is subject and who is of sound mind and is not disqualified from contracting
by any law to which he / she is subject." / s % fore w&it it arwaT: AT sy srtafaay

1872 it a7 11 H Fgl AT § - "TAF SATh AT FIA FT HaATL © ST 39 HIA % ATHATT aTEhaT

A F7 & Foraeh o1efie a2 € i ST = AT &7 8 &Y et off T g7 ae #3 § 33T T8l §
S g ag 81"




4)

5)

Although a minor cannot make a valid insurance contract, guardians may insure the
property of minors. Apart from legal capacity, the question, who is entitled to insure
depends upon insurable interest. This is discussed later. / =TT < ATaTORT Fe AT T
TET HT THAT &, ATHATAT ATATIONTT 20T HAIT FHT ATHT HT T 8| HIAAT SHAT % AATAT, T FATA o6
FIAT FTA FT gFHI T &, AT T0F FZq 02 67 F2aT1 81 =9 92 918 § =47 it [

Common intention: Both parties to the contract must have a common intention
(Consensus ad idem) or should be of the same mind. The contract is not valid if, for
example, there is a genuine mistake - the proposer seeking burglary insurance and the
insurer issuing a fire insurance policy. / 9T SIGT: AT F IAAT &1 T TFH AT TaT

(TAHERT) AT ATRY T U g &= AT ATMRTI, I & o1y, AT FIT areatas Tl g ar T8
FY AGT § — T TEITAH AL AT S (W7 ATZAT § 37T STHTHRAT AT ST qferet ST F2aT gl
Legality: Section 23 of the Indian Contract Act says - "The consideration or object of an

agreement is lawful unless it is forbidden by law; or is of such a nature that, if permitted it
would defeat the provisions of any law; or is fraudulent; or involves or implies injury to the
person or property of another; or the Court regards it as immoral or opposed to public
policy". / FgT=ar: AT SAqae ATA=H AT &amer 23 Fegd' g - "ot qau=TT 1 F=w a1 Sge7 a9
T A g T T [ 39 HA 1T [H1UE 7 g7 797 215 A7 a8 UHT THid #7 2f &, T 37 srqafa &
STt g 7 a8 Fohelt FT & TTaeTl 7 Seciaa AT SraTest U &f Thal &; AT ITH [l o o1k &l
T gAY AT TR T THATT TEATH FT SITET &l T ATATAT 39 STATA AT AT+ A1 % faeg
AT B

Insurance of contraband or unlicensed arms and ammunition, or property which is used,
with the knowledge and consent of the insured for illegal purposes, would fall under the
provisions of this section. / Yfaafaa a7 faAT ATZET aTer AT ST TaT-aT%s, JT UHT Fi 7
AT, T ST STHTETT & 19 3T AT & e I2ed1 & oIy BT SIraT g, 39 o1 & Jraem=i &
FAIT AT

If any of these essentials is missing, the contract becomes void or voidable, depending
upon the circumstances. Again, the contract may be valid and subsisting but may be
unenforceable under the provisions of the Stamp Act; the courts will not recognise it as
evidence of a contract. / f% =a® & #r< ff saem= Tea wFa B, A1 wiRafaTt F swa v sy
ST AT AFIOT BT STAT 81 TA:, ST a7 ST Aeaqcd § g THhd T g AT Te¥7 ATAAT F a1 %
T AN Aol (AT ST THAT &, ATITAT UH AT T T F ®T H JIGT Tgl a9
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