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MI-SME companies are con-

stantly exposed to various risks

which affect their operations.

These risks may pose adverse
consequences to the three main assets of
a company; the financial assets, physical
assets (stocks, machinery & property) and
its human capital.

In principle, only risks arising from the
chance of loss is insurable, e.g. fires and
accidents. A business may adopt several
measures in its risk management plan.
These include the creation and adher-
ence of policies and work procedures
to avoid or prevent the occurrence of a
hazardous event. An example of avoid-
ance measures would be the isolation of
flammable materials while a preventive
measure would be the installation of fire
protection equipment.

A business may choose to self-insure if
it considers the magnitude of risk to be
manageable or low in impact. Where the
magnitude of risk is considered to be large,
a business may turn to the services of an
insurer to transfer the financial risk to the
insurer. Even when a business engages the
services of an insurer, the business itself
must still have in place policies and proce-
dures in the management of risk. It cannot
absolve itself entirely of the responsibility
of carrying out its business operations
in a sensible and safe manner. Insurers
are very sensitive to the safe operation
of a business. They may send surveyors
to the business premises to ascertain for
themselves the true nature of risk the
business faces. The insurer concerned
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may impose conditions before they offer
to insure the business. These conditions
may include the modification of the terms
of insurance, safety improvements to the
business premises or procedures and even
the rejection of the insurance application.

In certain situations, the surrounding
environment or external circumstances
may affect the insurability of a business
even when it implements a good risk
management policy on its own operations.
For example, a business may operate in an
isolated industrial park with vacant plots
surrounding it. Insurers may consider the
business to be operating in a high risk theft
prone environment and may thus impose
modified terms of insurance.

Section 150 of Insurance Act 1996, em-
phasises the requirement for disclosure

on the part of the insured and states that
‘Before a contract of insurance is entered into,
a proposer shall disclose to the licensed insurer
a matter that (a) he knows to be relevant to the
decision of the licensed insurer on whether to
accept the risk or not and the rates and terms
to be applied; or (b) a reasonable person in the
circumstances could be expected to know to be
relevant.” The law places the responsibility
of disclosure on the insured party making
the insurance application and the lack of
it may result in dispute with the insurer
when claims are made.

Where the business applies for insurance
cover, the form of insurance provided will
normally be the general insurance contract
in which the policy contract is renewed
on a yearly basis. The business owner is
therefore responsible for reviewing the
coverage required as his needs change and
for disclosing to the insurer accordingly.
The insurer will then make amendments
to its policy contract to take into account
the changing risk environment the busi-
ness operates in.

In the event the business makes a claim
for its physical or financial assets, the
insurance policy will pay out claims on
an indemnity basis. In an indemnity
claim, the insurer would only pay up

to the cost of losses or damage after
valuation and investigation by the risk
adjuster. If the business has more than
one insurance policy cover for the same
asset, all insurers will cooperatively pay
the business a cumulative amount up
to the actual losses or damages only.
Examples of insurance under this cat-
egory are Fire, Burglary, Medical and
Marine Cargo.

Where the business makes a claim on
its human capital, the insurance policy
will pay out claims on a value basis. Life
and personal accident insurance policies
apply the value claim method, in which
regardless of the number of policies, all
insurers or all policies will pay the claim
as per each policy contract.
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