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lnsurance and risk management

mium and thb serial nutnber of the-

Glculating the Amount o{Loss in Fire Insurance

qRffisqF-d{ffit'tf-{rtrt
i PrinciPle of indemnitY

is sure to

from the insurani.e company'

Theschedulecontainsnameandaddressoftheproposer,briefdescriptionofthe
property insured, #'t;;;, period or lnsurun"e, perils covered, rates of

rFvant. That is whY

off the loss or legallY

I

whatever the loss may be an insurance company

lifuta to indemnify the loss of the insured'

If a property holder hasrtaken insuran@. o:'-lf|ill :""^:t:li*:i[ ffXJ:?;fi
Ll;iffXn J;ff :,::i;l}ilffi;;inJ".n i n 

"uti 
o n rrom ail insurers. rn cas e or the

i*l"tutunce the subject mattet can be more than one at a tlme'

If we talk about a warehouse where the amount of inventory varies' it is very difficult

determine the premium forthose.ur., unJin 'u" 
of loss of the property the particu

amount of loss cannot be ascertained'

In case of a specific policy it is very easy to :9*pu! the premium and loss ar

because it doesn,t *uL, what is ,h. u**rr, of loss, the indemnification will be

based on the policy value' 
; specific policy' b't if it i

If the policy is valued policy then the si1il1,m1f-o-f,]:::li 
rn cese .,r n"neral poli

TJ[ff'J:l ;"]il'*i:;u i,iii"r, ,.ti."Jr, usua'y app'ed. rn case of generar

the traditionai method of averaging' is used'
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ffiofrate fixation in fire insurance.
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Different Insurance Policies

lrrsured valuexLoss
Claim = ffict matter sn the date of accident

1000000x500000 
= Trr I ?? 1??.33.=-J5bb6m-: rK. T,JJ,JJJ

Enterprise.will received Tk.'3,33,333.33 from Sonai Bangla Insurance co'

: The oolicv is under insured. $o, the i'nsurance company i,e insurer will pay

33.33j unj tftd-Uliu*. ois'r r,iiif, bear by insured Shafat Enterprise Tk'

3,33,333.33 ) = 1,66,666.67'

How mueh'cdn Mr. Russel recover frsrn the insurance company.

Insured valuexLoss
Claim = ffi matteron the date of accident

_ 3000000x1600000 -- 2s00000

: The policy is over insUred. So, the'insurance company will pay uptg loss.Tk'

No payment. will be made over: loss, ,because insurance contract is a

contract.
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rl insured a Warehouse worth Tk. 25,00,QQ$or Tk. 30,00,000 under an average

The warehouse was destroyed by fire and the ry

19,qq,000.

Some Mathematica-l Problems &,their Sqlutions

#R ffifo-qqfi1 € Ei:iit{Fi
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nne worth Tk 100000 was insured for Tk 60000. un9:1 an average policy' The

lnas destroyed by fire and actual loss was ascertained Tk 20000' How much can

recover from the insurer?
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3.33 Meaning of Fire Insurance
qfrR{r

: urance was useful onlY to

Fire insurance was started after marine insurance' Marine ins

perso ns en ga ged t "';; d; * ::"*,ffi : :::::-:::j', Tffi:'"$ ,ot ?:T:::r i
ffffff:?i,',:: fi:H#il;;;;;;;';,e56 destrove! r:,ooo houses in four davs'

This ,Grea! Fire' gave bi*h to Fire Insurance' Fire insuranee- is a contract to indemnify

the loss suffered by the insured, rnis cont'act does not help in controlling or preventing

fire but it is a promise to comp*t:* the loss 
urer and insured, whereby

A fire insurance is an agreement between two parties' i'e" ins

insurer undertakes to indemnify the loss suffered by the iqsured in consideration for his

ffi;r;;;ins or""tuin sum called'Premium" 
.r, --

A fire insurange contact may be defined as 'an agreement' whereby one party in return

for a consideration underta*es to indemnify the other Rafv.against financial loss which

the latter may sustain;; ;;;r"" of cerrain subject-matter being damaged or destroyed by

io, o, other defined perils up to an'agreed amount'

The term 'fire' must satisfy two conditions:-

(a) There must be actual fire or ignition;

(b) The fire should be accidental'

Thepropertymustbedamagedorburntbyfire.Ifthepropertyisdamagedbyheator
smokewithoutignitionitwillnotbecoveredundertheword.fire'.
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3.34 Definition'of Fire Insurance
qfrffi{x(tr

urancepolicyc,overingfinanciallossescau3edby

damage to propertv ;;;;t In broad "n"' 
ilt: tit:::::.::::::t:f,ri:i":*Lf

::ffiil::ff'TJ ;l';;;"'""*; ;;nil't.to':T:,:.::otions which too mav be

covered with additional premium. These iolicies rnay be extended further (by paying

additional premium) to include collaleral damages or losses such as loss of income'

Definitionsoffireinsurancefromvariousscholarsargdiscussedbelow:-
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nance Act defines fire insurance as follows: "Fire insurance business means the
iness of effecting, otherwise than incidentally to some other class of business,

of insurance against loss by or incidental to fire or other occurrence customarily
h{uded among the risks insured against in f,rre insurance policies."

brding to M.N. Mishra, "Fire insurance is a device to compensate for the loss
ssequent upon destruction by fire."

hrding to I. S. Kanwal, "A fire insurance is an agreement between the insurer and

& insured, under which the insurer agrees to indeiirriity the loss caused by the fire."

Fun the above discussion we can find the following characteristics of fire insurance:-

* Fire insurance is a contract of indemnity.

.t Fire insurance is a contract of good faith.

* Fire insurance policy is usually made for one year only.

* The contract of insurance is embodied in a policy called the fire policy.

Fnally, we can say that fire insurance means imurance against any loss caused
m a form of property insurance covering losses due to fire; often includes
{Dierage against smoke or water damage due to a fire.(F Define fire insurance.

.rt
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l.35 Feature/elements of fire insurance contract
qAfuIkkfiSrfirqmqq

tle insurance means insurance against any loss caused by fire. The fpatures/elements of
frr insurance are discussed below:

L Features of general contract (cT{rfrqpfuF<FEi): All the features of general contract
are also applicable to the fire insurance contract:

(a) Proposal (eE;Fm): The proposal for fire insurance can be made either verbally or
in writing.

(b) Acceptance (,$qc6qpgstr): On receipt of the proposal form, the insurer wills
asses the risk.

. (c) Commencement of risk f{fr Eq6{lt Wheq the policy has been insured, payment
of premium will not be the basis of commencement of risk.

! Subjeci matter 1frm-<u): This insurance subject matter is property. which is prefixed.
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by fire. It
additional


