(1) Insurance oan be defined as the "pooling of risks” in

1t8 concise form. 1t 18 a device by which people co-
operate in sharing risk. Dinsdaule defines it as a
*means of spreading over the many, lgfaoa whioch would
otherwise be borne by the individual™ Rliegal and Miller
defines insurance from the funotional stendpoint se “a
social device whereby the uncertain risks of individuals
may be combtined in a group and thus made more certain,
seall periodic cantributions hy the individuals provids
ing a fund out of which those who suffer losses may be
reimbursed. It 18 the application of the s atﬁ?al law
of large numbers to the economid.of risk." (2)

The legal definition considers insurance as a
"sontract’, the insurer agreeing to meet auny financlal
lo8s the insured may fall into as is set in the contract
and the insured agreeing to pay a consideration (the
premium) .

In this country the insurers can either he one of
two, namely (a) Companies (b) Socleties. 4An example of
an insurance company is the "Great Eastern Life Assurance
Company" ard "Companies” ars deflned in the Companies
Ordinance 1946 under which they are registered.
"Sepleties” are registered under the Co-operative
Socleties Ordinance 1948 (sn example ls the Malaysiar
Co-operative Insurance Society Limited - MCIS). There
is another class of insurere - the "State". This ie not
found in Malsys but in India and Burma where Llfe
insurance is nationalised., We include societles in the
definition of insurance companies and ag such would bve
"gny institution undertaking insurance business 1n
Malaya". These "insurance companies" (although the ..~
insurance function is not exactly a financial function)
have attalned the tltle of "financlal institutions"
because "insurance compenies” are invesiing large suma
of money every year and hold large amounts of financlal
assets. Moreover insurance companies because of the
considerable amount of prepayment, especially 1in the
1ife business, can alsc be considered as a "savings
institution". Thus we can safely conclude that these
companies' function as "financial institutlons" is Just
as important to the economy a8 their function as "risk
bearing institutions”.

(41) Principles of Insurance

Betore an anaiysis of the operations of an lnsurance
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company i1t would be proper to have a briel idea of the

principles of insurarce. Ho matter what olass of

business that an ipsurance company tekes (whether life

or general insurance business) there are certain common
reneral principles., These principles are as follows:=
2) inaurable interest

(b) good faith

(c) indemnity (with the corollaries of subrogation and
~ eontribution)

(d) proximate cause

(e) probability principle

This dootrine of'insurable interest' impliee that
the person insured must possess some Ireoal interest in
the subjeot matter ineured, If there 1s any departure
from this principle, gaming or gambling is the result
rather than on® of lnsurance risks,

"It would be impossidle to transacy insurance
bueiness in the absence of 'geod falth' and for the
purpeses of insurance this means utmost good faith®(3)
Thie principle is very necessary because only one party
knows the full circumstances of the subjeat matter
presented for inaurance and the insurer will decide upon
the acceptance of the risk chiefly upon the informatien
proviéed by the prcposer. The insurer or an insuranoce
company must likewise act in good faith. This prin-
ciple and that of ‘insurable interest' are laild down
as condltions for insursnc? to be transacted in the
'Insurance Act 1963'. For instance under Section 19%(4)
of the Act it states that"......a form of proposal
which does not have prominently displayed therein a
warning that if a proposer d¢es not fully and faith-
fully give the facts as he kmows them or ought to kmow
then, he may:reectivernsthtng from the poliocy."(4)

This merely emphasizes the utmost good faith primnciple.

Indemnity, however is a prinociple only aspplicable
to general insurance busineas and not life insurance
business. The principle of indemnity 1s "to place the
insured after a loss in the same position as he occupled
immediately before the event"(5) This principle denotes
the payment to the insured in the event of the risk
having occured.

The next is the principle of "proximate cause”.
The rule 1s that the immediats and not the remcte cause
should be regarded." This cause 1s in relation to how
death occurred in 1ife insurance business or to loss of
property, damage and so forth in general business,

Finally, there is the probability principle. This
takes into acoount the theory of large numbers. For
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instance, in life insurance business ten. thousand peo-
ple are insured. But all of them will not meet with:
death at the end of the year. Only a small percentage.
This 1s the probability. The importance of this prin-
ciple lies in the faot that it is the basis under which
the premium rates to be paild by the insured is computed.
In faot thie principle is the most important sspect be-
cause the practice of insurance business leans onto it.

nauranae, according to Dinsdale, can be dlvided
into four main types, namely;

‘a) Marine ‘

b) Pire

Iofe

(d) Acoldent (6)

The coriterion for this classification is the nature
or type of risk. Under these four branches we can
safely inelude the various types of "insurance polickes”
80ld by any insurance company. In the aceident group
there 18 a coverage of heterogensous risks which are not
inoluded uader marine, fire or lite¢ Per instanoce
accldent insurance will ineclude 'workmen's compensation,
motor, personal sccident, property damage, burglary in-
surance or flamboyant insursnces such as volce,legs,
fece and so forth., Jlegel classifiecation: Ihora is a
legal oclassification o§ Tnsurance business in malaya
This classification divides the business into two main

roups, namely;

a) Life insurance bueipess

b) Non-life or general insurance business.(7)

his classifiocation is made to facllitate the registras
tion of insurance companies in Malaya. Oompanies that
intend undertaking insurance business hes to regzister
itself undexr one of the two or both. For the number of
insurance companies registered for bueinesa and the
groups refer to table I

There are ninety-g¢hree registersd companies in
Malaya. BEight companies are oarrying both l1ife and
general 1nnuranoo .

Companies xegiataro at 3

The types of business cnrriad on by
these companies arei-
&1) Both 1ife and general Insurance . . . « 8
11; Life Insurance oBly. « « « ¢ o o o o+ o 11
(111)6‘5@“1 Insmnoﬂ enly s & & o o o & @ I_A_ 93

eleven osrryingonly 1ife insurance and saventy«faux
carrying only general 1nsuraaae.‘

3Y Dinsdala W.4., 92_2;3. , ;   - ‘2 67f
& ‘ '




Types of policies sold:- The types of policles (8) sold
will be discussed under: (a) Life insurance poliocies and
(v) general insurance policies.
() According to Mehr and Osler, acturially there are
three besic types of life insurance policies. They
are; "Term"(and "whole-1ife". There is another called X
the "Annuity". A term policy can be defined as & oon-
tract which offers financial protection against the
occurance of death within the given perliod of time
stated in the policy. It offers no protection or values
in case of survival beyond the specified period. This
is, therefore, assurance (9) for a specified period
alone, either ome or five years.

“Endaamtn‘

Next, there is the endowment policy which provides
for payment of the sum assured when the life assured
reaches a epecified age or at his death, whichever
ocours first. Thus an endowment policy mey be sald to
be a form of savings. If the assured survives till the
policy matures he receives the monies. If death ccours
first then the sum assured would go to the beneficlaries.

The whole life contract offers protection for the
whole life of the assured regardless of how many years
premiums-are tobe paid, Premium paymentis may be
throughout life or may cease at sixty or sixty-five
years of age. Premiums may alsc be pald once and for
all. Nonetheless the 'limited payment! basis is the
most popular in Malaysa. :

Finally %hexe is the annuity which is the reverse of
the life insurance procedire, The assured pays the in-
surer a specified capital sum in retura for a promise
from the insurer to make to him & series of payments
as long as he lives,

Life sssurance policies are either participating
or non participating policies. A polioy holder can
choose bstween partioipating or non participating
policles. However slightly higher premiums are charged
for the former. Partiocipating policies are paid in the
form of bonuses, In Malaya the most popular type of
1ife insurance polioy among the insuring publio is the
endowment poliey. The least popular is the annulty.
In fact a great majority of the ocompanies im Malaya do
not sell this annuity poliey. Term policles are not
ver; popular too because the proceeds are not obtalnable
(forfelted) after the specified perilod. This type of
policy pays only if death ecours within the term period.
(b) The general insurance policies sold are the marine,
fire, motor and accident (or miscellaneous category)
policies, Though motor insurance should fall under the
accident group, ite importance in this country has
called for a separate mention., Motor imsuranze pollcles




are the most popular of the pol&aiea sold by iansurance

oompanies in Malaya. Almost all the companies sell
motor imsursnce. sempanies.

(5) Dinsdale, W.A., M 207&

(6) In the United States and Canada thia is known as
gggggggz insurance.

(7) Insurance Act 1963, 9p. Oit. P.1

(8) The waré yelieicu here refer to the imsurance'con-
tract'betwsen the insurance companies and the insured.
This werd 1d be distinguished from that used as
“the "poliotkes” of the ocompany.

(9) The words “assurance” and “1anursaoe are synonymous
. in this exerelse, - -



