Insurance

Insurance is financial protection against something which may or may not happen

How Insurance Works
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False Economy

Insurance is a costly household bill. Some people may think that “it may never happen to them” and as a result, they may be tempted not to bother paying for insurance. This however would be a false economy because if a loss did occur the amount it would cost to put things right would be far greater that the cost of the insurance fee (premium).
Insurable Risk: are risks that can be insured against like a house fire, a burglary or car crash

Uninsurable risk: are risks that cannot be insured against like losses due to bad management, or damage caused by an earthquake or war. 

Insurance terms

· The insurer – the insurance company – FBD, AXA,  Aviva, Vhi

· The insured – the person taking out the insurance

· The premium – the price paid for insurance

· Insurance agent – sells insurance on behalf of ONE insurance company and is paid salary and commission from the insurance company. AXA  Agent, FBD Agent

· Insurance broker – works for him/herself on behalf of MANY insurance companies. She/He is paid commission for this. They offer advice and help find the best quotation. Bruens Insurance Broker
· Proposal form – the application form for insurance. Must be filled out truthfully.

· Insurance policy-is a written document from the insurance company containing all the details of the insurance contract.

· Certificate of insurance-is a brief written summary of the insurance policy.

· A cover note-is a letter sent by insurance company stating that the insurance policy is in place. It is sent if there is a delay between the date the insurance begins and the printing of the policy.
· Renewal Notice- This is a notice to remind that the next premium is due 

· Days of Grace – sometimes an insurance company will allow a few days for you to renew the premium after an existing policy expires.

The Premium 
Actuary

An actuary is a person who calculates the premium for the insurance company. He examines the risk and the value of the item being insured and the probability of an accident happening


The Premium depends on the following

· The risk involved – the higher the risk the higher the premium.

· The value of the item insured – the higher the value the higher the premium.

· Previous claims – if you have claimed before your premium will be higher.

· Loadings – this is an extra added to the premium if there is a greater risk attached to the insured eg) insurance for young men.
· No Claims Bonus – is a reduction /discount off the premium for not having sought compensation and for having accident-free driving

                         Calculating Premium = Basic premium + loadings – reductions
Life Assurance
Life assurance protects against an event that will definitely happen – death. There are different types of life assurance policies.
· Whole life assurance – if the insured person dies the insurance company will pay a large sum of money to their families

· Endowment policy – pay for a certain number of years (ie.20 yrs) and lump sum goes to insured. The lump sum is paid on the assured reaching a certain age or dying, whichever comes first. It’s like a savings fund.
·  Temporary Assurance – eg. Mortgage Protection Insurance, this is compulsory for those who take out mortgages. If they die during the life of their loan the insurance company will pay their mortgage off.

 Surrender Value – is the value of the life assurance policy if you cash it in early. It is much less than the amount you would receive if you let it run its full course.
How to reduce a risk/premium 
·  Home: Install security alarm, fire alarm, be  part of community watch schemes.

· Motor: Wear your seat belt, drive a small engine car, park in a garage, have a car alarm
· Life: Exercise & don’t drink or smoke or engage in dangerous activities

Steps involved in taking out Insurance

      1.  Calculate the value of the item you want to insure.

      2.  Contact Insurance Company or a Broker

      3.   Complete the Proposal form – the application form for Insurance

4. When the proposal form is accepted you must pay the premium to the Insurer.

5. You will receive the Insurance certificate and insurance policy

6. When the insurance expires you will receive a renewal notice from the Insurer for the next year’s premium. 

TYPES OF INSURANCE
Property Insurance
(a) House insurance: covers buildings and contents against fire, flood or storm damage

(b) Contents insurance: covers theft or damage to contents

(c) All risks policy: Can take out to cover all risks ; flooding, fire, burglary, public liability
Motor Insurance

· Third Party - Compulsory by law, cheapest, covers other party involved in accident. It does not cover the insured person or damage to their car
· Third party, fire and theft – covers the other party, fire and theft to your car

· Comprehensive – most expensive, covers all parties injured and all damages involved
Personal Insurance

· Medical health insurance-VHI, BUPA

· Salary protection insurance-in the event of illness & not being able to attend work 75% of your salary will be paid to you by the insurance company.

· Personal accident insurance

· Pay related social insurance PRSI-compulsory insurance that is deducted off wages and goes into a fund that will cover unemployment and maternity benefit.

· Travel insurance-covers loss or theft of baggage and belongings while on holiday

· Pet insurance 
The Rules/Principles of Insurance

· Utmost good faith

· Insurable interest

· Indemnity

· Subrogation

· Contribution

1. Utmost Good Faith

· This means that the insured must reveal all material facts(important information) truthfully when taking out insurance and filling up the proposal form.

· A person must reveal if they are a smoker when taking out life assurance.

· A person must not exaggerate claims for compensation in a claims form 
      2. Insurable Interest

· This means that you must have financial interest in the item you are insuring ie) you must own something to insure it.

· You must gain from its existence and suffer from its loss.

· You cannot insure your neighbour’s house.
3.  Indemnity
· This means you cannot make as profit out of insurance.

· If you suffer a loss, you will be compensated for that amount, you cannot make any profit.

· If a house fire damages €10,000 worth of contents, then you will be compensated for that amount only.
 4.  Contribution

· If you are insured by more than one insurance company, they will both contribute to your loss/compensation.

· You cannot claim compensation from each.

Ex. If your camera was stolen while on holidays, you could have it covered by Travel insurance and House Insurance, and both of these insurance companies will contribute to the compensation ie) if camera is worth €500,each would contribute €250
    5.  Subrogation

· This means that when an insurance company pays out compensation for an item that has been lost or stolen, and if the item turns up, then it belongs to the insurance company.

         or

· The insurance company can take over your rights and sue the third party that caused the accident
Making a claim
· Contact the Guards if required
· Inform the insurance company and fill out a Claims Form

· An Assessor is the person who is sent out by the insurance company to assess the loss and the amount of damage done. 
· A Loss Adjuster can calculate the value of the loss, they work for the insurance company

· The insurance company will send a cheque for compensation based on the assessor’s decision or will repair or replace the item.
· Policy Excess: Usually if a loss occurs the insurance company will not pay the full amount of compensation. The insured pays the first few hundred euros. This is to put people off making small claims.
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Types of Business Insurance

1. Buildings Insurance –

2. ‘All Risks Fire Insurance’ - insures against fire, lightning, burst pipes, flooding.

3. ‘Consequential Loss insurance’ - covers against loss of profits resulting from having to close the business while the damage is repaired. 

4. Theft/Burglary insurance – covers against stock and equipment being stolen

4. Goods in Transit – covers against goods getting stolen/lost while being transported

5. Public Liability insurance – covers members of the public who may get injured/killed while they are on your premises

6. Employers liability insurance – this covers any employee who may get injured/killed while at work.

Calculating compensation –Assessor
    (a)  Over insured

· Only get compensated for the amount you lost. You cannot break the Rule of INDEMNITY.

· Car worth €20,000 but you insure it for €25,000….. over insured
(b) Under insured
· Average Clause applies

You only get back the fraction by which you were insured
Average Clause formula
	= Amount insured    X   Loss suffered 

   Full value of item




Example:  House worth €100,000 and insured for €80,000  fire causes €15,000 damage. How mush compensation will I get back?

Answer: 

                                         80000          X     15000   =    12000

                                        100000

· Average clause applied because house was underinsured

Types of Business Insurance
· Buildings Insurance covers damage to  buildings and  contents /stock on the premises 
· Motor insurance –Third party, Third party fire & theft, Comprehensive for company vehicles
· ‘All Risks Fire Insurance’ - insures against fire, lightning, burst pipes, flooding.

· Theft/Burglary insurance – covers against stock and equipment being stolen
· PRSI – employer must pay a % of employee’s gross wage
· Goods in Transit – covers against goods getting stolen/lost while being transported

· Public Liability insurance – covers members of the public who may get injured/killed while they are on your premises

· Employer’s liability insurance – this covers any employee who may get injured/killed while at work.

· Product liability insurance – covers the business against any claims made by the public who got injured/killed as a result of a faulty product.

· Fidelity guarantee insurance – covers against any losses the business may suffer as a result of an employee stealing from them or engaging in fraudulent activities or being dishonesty. 

· ‘Consequential Loss insurance’ - covers against loss of profits resulting from having to close the business while the damage is repaired. 
· Bad Debt Insurance- covers a loss arising because a debtor does not pay what they owe 

Non –Insurable Risks

For businesses something’s cannot be insured against

These are:

· Bankruptcy

· Stock going out of date (obsolete)

· Bad management decisions

Recording the payment of Insurance in the Accounts

When insurance is paid money goes out of the business bank account

So

-DEBIT Insurance Account

-CREDIT Bank Account

Example: A payment was made of €600 by cheque for insurance on 1 September 2012
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