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INTRODUCTION TO 
INSURANCE

an arrangement by which a company or the state undertakes 
to provide a guarantee of compensation for specified loss, 
damage, illness, or death in return for payment of a specified 
premium.



DEFINITION OF INSURANCE

• “Insurance is a legal contract that transfer 
risk from policyholders to an insurance 
company”



BASIC TERMS OF INSURANCE



ROLE OF INSURANCE

• 1. Provide safety and security:
• Insurance provide financial support and reduce uncertainties in business and human life. It 

provides safety and security against particular event. There is always a fear of sudden loss. 
Insurance provides a cover against any sudden loss. For example, in case of life insurance 
financial assistance is provided to the family of the insured on his death. In case of other 
insurance security is provided against the loss due to fire, marine, accidents etc.

• 2. Generates financial resources:
• Insurance generate funds by collecting premium. These funds are invested in government 

securities and stock. These funds are gainfully employed in industrial development of a country 
for generating more funds and utilised for the economic development of the country. 
Employment opportunities are increased by big investments leading to capital formation.



3. Life insurance encourages savings:
• Insurance does not only protect against risks and uncertainties, but also provides an investment 

channel too. Life insurance enables systematic savings due to payment of regular premium. Life 
insurance provides a mode of investment. It develops a habit of saving money by paying 
premium. The insured get the lump sum amount at the maturity of the contract. Thus life 
insurance encourages savings.

• 4. Promote economic growth:
• Insurance generates significant impact on the economy by mobilizing domestic savings. 

Insurance turn accumulated capital into productive investments. Insurance enables to mitigate 
loss, financial stability and promotes trade and commerce activities those results into economic 
growth and development. Thus, insurance plays a crucial role in sustainable growth of an 
economy.

• 5. Medical support:
• A medical insurance considered essential in managing risk in health. Anyone can be a victim of 

critical illness unexpectedly. And rising medical expense is of great concern. Medical Insurance 
is one of the insurance policies that cater for different type of health risks. The insured gets a 
medical support in case of medical insurance policy.



IMPORTANCE OF INSURANCE

• 1. Protects society’s wealth
Through various types of insurance schemes, the insurer protects the wealth of the society. Life
insurance offers protection against loss of human wealth. General insurance policies protect the 
property against losses due to fire, theft, accident, earthquake, etc. As such, both general and life 
insurances offer protection to stabilize business condition and financial position.
• 2. Removes social evils
All forms of insurance tend to reduce the extent of social evils that are meant to alleviate. The 
most effective argument for reduction of fire losses is that smaller losses will make smaller 
premiums possible.



3.maintain  standard of living
Insurance rescues many people in the society who are rendered destitute through misfortune. They are 
able to maintain the standard of living due to high returns. They reduce the destitution and misery. 
These could lower the ideals and standards of conduct of entire communities.
4. Social security benefits
Insurance plays a pivotal role in fulfilling certain needs for which state might have to provide. The 
provision for old age, sickness and disability of persons in general. Those who have their insurance do 
not become a burden on state insurance plan.
In case of fire, explosions and other calamities that would tend to impoverish (render poor) families 
would have been relieved of the financial loss if adequate insurance had been maintained.
5. Equitable distribution of loss
Insurance distributes the cost of accidental events in a equitable manner. In the absence of insurance, 
this would have been paid in a haphazard manner. For example, the cost of fire insurance is reflected 
in house rent. In the absence of insurance, some tenants would pay higher rents than others.



PRINCIPAL OF INSURANCE

• There are seven basic principles that create an insurance contract 
between the insured and the insurer:

• Utmost Good Faith

• Insurable Interest

• Proximate Cause

• Indemnity

• Subrogation

• Contribution

• Loss Minimization



THE PRINCIPLE OF UTMOST 
GOOD FAITH

• Both parties involved in an insurance contract—the insured (policy 
holder) and the insurer (the company)—should act in good faith 
towards each other.

• The insurer and the insured must provide clear and concise information 
regarding the terms and conditions of the contract

• This is a very basic and primary principle of insurance contracts 
because the nature of the service is for the insurance company to 
provide a certain level of security and solidarity to the insured person’s 
life. However, the insurance company must also watch out for anyone 
looking for a way to scam them into free money. So each party is 
expected to act in good faith towards each other.



THE PRINCIPLE OF 
INSURABLE INTEREST

• Insurable interest just means that the subject matter of the contract must 
provide some financial gain by existing for the insured (or 
policyholder) and would lead to a financial loss if damaged, destroyed, 
stolen, or lost.

• The insured must have an insurable interest in the subject matter of the 
insurance contract.

• The owner of the subject is said to have an insurable interest until s/he 
is no longer the owner.



THE PRINCIPLE OF INDEMNITY

• Indemnity is a guarantee to restore the insured to the position he or she 
was in before the uncertain incident that caused a loss for the insured. 
The insurer (provider) compensates the insured (policyholder).

• The insurance company promises to compensate the policyholder for 
the amount of the loss up to the amount agreed upon in the contract.

• Essentially, this is the part of the contract that matters the most for the 
insurance policyholder because this is the part of the contract that says 
she or he has the right to be compensated or, in other words, 
indemnified for his or her loss.



THE PRINCIPLE OF 
CONTRIBUTION

• Contribution establishes a corollary among all the insurance contracts 
involved in an incident or with the same subject.

• Contribution allows for the insured to claim indemnity to the extent of 
actual loss from all the insurance contracts involved in his or her claim.

• This is the principle of contribution. Each policy you have on the same 
subject matter pays their proportion of the loss incurred by the 
policyholder. It’s an extension of the principle of indemnity that allows 
proportional responsibility for all insurance coverage on the same 
subject matter.



THE PRINCIPLE OF 
SUBROGATION

• This principle can be a little confusing, but the example should help 
make it clear. Subrogation is substituting one creditor (the insurance 
company) for another (another insurance company representing the 
person responsible for the loss).

• After the insured (policyholder) has been compensated for the incurred 
loss on a piece of property that was insured, the rights of ownership of 
this property go to the insurer.



THE PRINCIPLE OF 
PROXIMATE CAUSE

• The loss of insured property can be caused by more than one incident 
even in succession to each other.

• Property may be insured against some but not all causes of loss.

• When a property is not insured against all causes, the nearest cause is to 
be found out.

• If the proximate cause is one in which the property is insured against, 
then the insurer must pay compensation. If it is not a cause the property 
is insured against, then the insurer doesn’t have to pay.



THE PRINCIPLE OF LOSS 
MINIMIZATION

• This is our final principle that creates an insurance contract and the 
most simple one probably.

• In an uncertain event, it is the insured’s responsibility to take all 
precautions to minimize the loss on the insured property.

• Insurance contracts shouldn’t be about getting free stuff every time 
something bad happens. Therefore, a little responsibility is bestowed 
upon the insured to take all measures possible to minimize the loss on 
the property. This principle can be debatable, so call a lawyer if you 
think you are being unfairly judged under this principle.
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