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PART I: Overview of Insurance Principles
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A. What is Insurance?

▪ Transfer of risk from one party (Insured) to another (Insurer) for a
fee/consideration called premium.

▪ This transfer is documented in an enforceable contract (policy),
which must have elements that are required for all legally binding
contracts.

▪Many insurance practices have been adopted over the years and
upheld by courts of law and henceforth adopted in various
jurisdictions.

▪With the above legal backing they have become what we call Legal
Principles of Insurance.

▪ The principles are 6 in number………(ABI)
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B. Principles of Insurance

1) Utmost Good faith
▪ Either party to the negotiations having particular knowledge

relevant to the particular contract must disclose it to the other.

▪ There is often a misunderstanding about this duty of disclosure.

▪Many people see it as being a duty on the part of the proposer
only. This is not so.

▪However, it is usually the proposer who has the special particular
knowledge about the subject of the insurance being discussed.

▪All material facts must be disclosed by both parties to the
contract.

▪ If Utmost Good Faith is not observed by either party the contract
may be avoided by the other party.
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2) Insurable Interest

▪Defined as the legal right to insure arising from a financial
relationship recognized at law between the Insured and subject
matter of Insurance.

▪ There must be property, life, liability to be insured & capable of
being insured.

▪ The above must be the subject matter of insurance.

▪ Insured must have relationship with subject matter whereby
he/she benefits from its existence and would suffer a loss/be
prejudiced by its loss/damage.

▪Relationship between insured and subject matter of insurance
must be recognized at law.
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3) Indemnity

▪ Placing the Insured in the same financial position after a loss as
they occupied before the loss;

▪ The Insured should receive financial compensation equal to the
loss so far as that is possible but not more than the loss.

▪ The Indemnity figure is established after deduction of prior
wear and tear and/or betterment.

▪ Insurer is liable only to the extent of actual loss suffered.

▪ Exceptions to this principle are;
✓ Life Insurance Contracts
✓ Personal Accident Contracts
✓ Other Benefit Contracts
✓ Reinstatement Clause has been activated in the contract
✓ Agreed Value Policies
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4) Proximate Cause

▪ The active, efficient cause that sets in motion a series of events
which brings about a result without the intervention of any force,
started and working actively from a new and independent source.
- Pawsey V Scottish Union and National (1908).

▪A proximate cause of a loss is the cause most closely connected
with the loss not necessarily in time but in effect. It is not
necessarily the first or last but the most dominant cause.

▪ The insured must prove that a loss has occurred because of the
operation of an insured peril and is thus within the scope of the
contract or not even remotely connected with an excluded peril.

▪ Important Case Laws about Proximate Cause; -Regina Fur
Company Vs Bossom (1958), Young Vs Sun Alliance (1976).
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5) Subrogation 

▪Right of the Insurer having indemnified the Insured to take over all
rights of the insured.

▪Once the insurer settles any claim, the Insured must give up all
rights they may have had against any 3rd party to the Insurer.

▪Only applicable to indemnity contracts and after settling a claim.

▪Not applicable where ex-gratia payments have been made.

▪ Exceptions to the principle:

✓“Knock-for-Knock” agreements

✓Employee injures another at work place
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6) Contribution

▪Right of an Insured to get claim settled by all Insurers covering the
same risk but in proportions. (Dearing Vs Earl of Winchelsea, 1787).

▪ It prevents the insured from being more than indemnified if at all
they have more than one policy covering the same subject matter of
insurance.

▪ It “only applies where it is an insurance by the same person having
the same rights, and does not apply where different persons insure in
respect of different rights”. Case of North British and Mercantile Vs
The London Liverpool & Globe (1877).

▪Applies to contracts of indemnity only.

▪When does contribution arise:
✓At least two contracts covering same subject matter of insurance
✓All policies are in force at time of the loss
✓Policies cover the same interest
✓Policies cover the same peril that caused the loss
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PART II: Features under Fire and Consequential 
Loss
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A. Fire Insurance 

1) Definition

▪A contract under which the Insurer, in return for a consideration
(premium) agrees to indemnify the Insured for the Financial Loss
which the latter may suffer due to destruction of or damage to
property or goods, caused by Fire, during a specified period.

▪ The Insured must have insurable interest in the property at the time
of placing cover as well as at the time of loss.

▪ Insurable interest in this case may arise out of;
✓Ownership

✓Possession

✓Contract
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Fire Insurance-Cont’d.1

2) Meaning of Fire

▪ The term “Fire” is popularly used to mean a fire which has “broken
bounds”. Fire which is used for domestic or manufacturing purposes
is not fire as long as it is confined within usual limits.

▪ In Fire Insurance, fire means the production of light and heat by
combustion or burning .

▪ Fire must result from “actual ignition”and the resulting loss must be
proximately caused by such ignition.

▪ There is a thin line between low temperaturedegradationsand fires.

▪Scorching, electricalburnout and other similar burns are not ignition
as they do not result in flame.

▪ Case Laws regarding ignition; Austin Vs Drewe (1816), Harris Vs Poland (1941)
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Fire Insurance-Cont’d.2

3) Standard Fire Policy

▪ The Association of British Insurers (ABI) recommended a wording for a
Standard Fire Policy as follows;

▪ “The Insurer agrees (subject to terms, definitions, exclusions, provisions and
conditions of this policy) that if after payment of the first premium any of
the Property Insured described in the Schedule be lost, destroyed or
damaged by [insured perils] during the period of insurance (or any other
subsequent period for which the Insurer accepts a renewal premium) the
Insurer will pay to the Insured the value of the property at the time of its loss
or destruction or the amount of the damage or at the Insurer’s option
reinstate or replace such property or any part of it; provided that the liability
of the Insurer under this policy shall not exceed………. “

▪ The Standard Fire Policy and legal issues related to its perils, conditions, etc
formed the basis for virtually all property insurances and certainly
influenced the recent “all risks” wordings.
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Fire Insurance-Cont’d.3

4) Interpretation

▪ The phrase “loss or damage by fire” also includes the loss or damage
caused by efforts to extinguish fire, which may include;

✓Goods spoilt or property damaged by water used to extinguish
the fire.
✓Pulling down of adjacent premises by the fire brigade in order to

prevent the progress of flames.
✓Breakage of goods in the process their removal
✓Wages paid to persons employed for extinguishing the fire.

▪ The policy does not insure physical objects; what is insured is the
interest which the person, firm or company named in the policy has
in the physical property.
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Fire Insurance-Cont’d.4

5) Losses not covered by a Fire Policy

▪Natural disasters such as earthquake, invasion, act of foreign enemy,

war, civil strife, riots, mutiny, martial law, military uprising, rebellion or

insurrection.

▪ Caused by subterranean (underground) fire.

▪Burning of property by order of any public authority.

▪ Theft during or after occurrence of fire.

▪ Loss or damage to property caused by its own fermentation or
spontaneous combustion.

▪ Loss or damage by lightning or explosion unless these cause actual

ignition which spread into fire.
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B. Consequential Loss Insurance 

▪Commonly referred to as Business Interruption Insurance, but
historically known as Consequential Loss (or loss of profits)
Insurance.

▪Deals with interferences/interruptions caused to the normal running
of a business arising out of an insurable event.

▪ Some of the recoverables under BI include;
✓Gross Profit

✓Increased Cost of Working

✓Labour costs

✓Raw material

✓Cost of power

✓Consumables

✓Wear and tear
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Standard BI Wording

The ABI suggested the following wording for BI cover;

“The insurer agrees (subject to the terms, definitions, exclusions,
conditions of this policy) that if after payment of the first premium any
building or other property used by the insured at the Premises for the
purpose of the Business be accidentally lost, destroyed or damaged
during the period of insurance (or any subsequent period for which the
insurer accepts a renewal premium) and in consequence the business
carried on by the insured at the Premises be interrupted or interfered
with then the insurer will pay to the insured in respect of each item in
the Schedule the amount of loss resulting from such interruption or
interference , provided…………”
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Key issues for BI Cover

▪The Insured (name and address)

▪What are the premises and has the business carried out at each
site (or elsewhere) been properly identified?

▪Has the business been properly described?

▪Has the interest of the Insured in relevant physical assets been
insured against under a Material Damage Cover & is it
meaningful for this concept to be applied?
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Elements of BI Cover

1) Indemnity Period

2) Reduction in Turnover

3) Gross profit 

4) Increased Cost of Working

5) Savings 
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Elements of BI Cover-1

1) Indemnity Period

▪ The Indemnity Period is defined in the ABI standard wording as
follows:

▪ “The period beginning with the occurrenceof the Damage and
ending not later than the Maximum Indemnity Period thereafter
during which the results of the Businessshall be affected in
consequence of the Damage.”

▪Most policies provide either provide for 6 or 12 months as the
maximum indemnity period.

▪ It common practice for some local insurers to provide for 21 days
without prior guidance to the Insured regarding its implications.

▪Controversies normally arise as to whether the excess is applicable
on the maximum indemnity period or the exact amount of loss.
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Elements of BI Cover-2

2) Reduction in Turn over
▪ Turnover has been defined by ABI as “the money paid or payable

to the insured for goods sold and delivered and for services
rendered in course of the Business at the Premises.”

▪ The turnover generated in those months in the previous year
corresponding with the period affected by the insured incident is
referred to as the StandardTurnover.

▪ The Standard Turnover is then adjusted for any necessary trend
such that it then represents the turnover that would have been
anticipated but for the insured event.

▪ The foregoing is what is referred to as the Adjusted Standard
Turnover.

▪Actual turnover generated is deducted from the Adjusted
Standard Turnover to calculate the Reductionin Turnover.
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Elements of BI Cover-3

3) Gross Profit
▪GrossProfit is defined by ABI as the amount by which:

i) the sum of the amount of the Turnover and the amounts of the
closing stock and work in progress shall exceed;

ii) the sum of the amounts of the opening stock and work in progress
and the amount of the Uninsured Working Expenses.

▪ It is not necessary to compare levels of gross profit on a month by
month basis pre and post incident.

▪ The policy establishes the quantum of the loss initially on the
turnover line.

▪ The margin (or %age) of Gross Profit against Turnover is compared
and referred to as Rateof GrossProfit.
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Elements of BI Cover-4

4) Increased Cost of Working
▪ The BI policy allows for additional costs to be incurred in order to

prevent a Loss of Gross Profit arising, but not exceeding the amount
that would be payable if the latter did transpire.

▪ This is also known as the ‘economic limit’.

▪ Such costs include ;
✓Overtime working by staff
✓ Emergency hires, etc

▪ There is no requirement for an insurer to accept liability for
additional expenditure until it is clear that it was incurred
economically for the benefit of the revenue/turnover that was
protected during the Maximum Indemnity Period.

▪ Likewise, there is no requirement in the BI policy for an insured person to
let either the Insurer or the Loss Adjuster know if an increased cost is being
incurred. if they ultimately meet the cover requirements, the would be
payable.
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Elements of BI Cover-5

5) Savings 

▪ The policy allows for the deduction of ‘any sum saved’ in respect of 
costs that would have been paid or payable but for the incident.

▪ These represent savedvariablecostsbelow the Gross Profit line that
would have been incurred had there not been the operation of an
insured peril.

▪ Examples of such costs include;
✓Electricity Bill

✓Water Bill

✓Airtime

✓Transport

✓Depreciation
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Material Damage Proviso

▪BI cover flowing from damage caused by an insured peril, or in the
case of an All Risks Policy from an external cause not otherwise
excluded.

▪ Typical wording for the MD Proviso states as follows;

▪ “The Operative clause will trigger provided that at the time of the
happening of the damage there shall be in force an insurance
covering the interest of the insured in the property at the premises
against such damage and that payment shall have been made or
liability admitted therefore under such insurance.”

▪ The MD Proviso is basically the requirement that for there to be in
force an insurance covering the interest of the Insured in the
property that has been damaged, and for a payment to have been
made in respect of that except for the operation.
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Material Damage Proviso-2

▪ The main purpose of the MD Proviso is to ensure that sufficient funds
are available to facilitate reinstatement, which in turn will mitigate
the BI loss.

▪Underinsurance in the MD policy is likely affect the repair or
reinstatement works and hence widening the interruption period.

▪A subsidiary objective is to obviate the need for the BI Adjuster to
duplicate the work of the MD Adjuster in investigating cause and
considering the application of any clauses precedent to liability.

▪Case law on MD Proviso; KG Properties Ltd Vs Norwich Union Fire 
Insurance Society Ltd and Others.
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Exceptions/excluded costs in BI

▪Excess 

▪Wasted costs

▪Underinsurance

▪Fines and Penalties
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PART III: The Role of a Loss Adjuster
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Who is a Loss Adjuster?

▪A Loss Adjuster is an independent claims specialist who investigates
and negotiates insurance claims.

▪ The Loss Adjuster is expected, upon appointment by the Insurer, to
expeditiously contact the Insured and arrange for an immediate visit
to the site.

▪ The Loss Adjuster will agree a course of action with you and confirm
what will be done to resolve the claim.

▪ They will also provide you with a written action plan detailing what
will happen and when.
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Adjuster’s Role

❖Once a loss adjuster has been appointed, either by insurer, broker or
agency, their role will be to:

▪ Establish the exact cause of the loss. If appropriate, forensic
scientists will be instructed to carry out detailed investigations.
The cost of this will be borne by insurers.

▪Advise insurers on policy coverage and whether or not the loss is
covered by the policy terms and conditions.

▪ Seek to establish whether or not policy terms, conditions and
warranties have been complied with.

▪ Check the adequacy of sums insured.

▪ Identify and protect the position and rights of both the Insured
and Insurer in respect of any potential recovery against a 3rd party.
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Adjuster’s Role-cont’d

▪ Provide advice and guidance through out the claims process and flag
off any inconsistences to the process.

▪ This may include the appointment of other specialists such as
architects or structural engineers.

▪ Establish a reserve – this is the loss adjuster’s realistic expectation of
the likely extent of all costs following the initial investigation.

▪As the claim progresses, the reserve can always be altered with
reasons.

▪Agree on repair course and if possible participate in the tendering or
works.
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PART IV: Investigations
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The concept of investigation

▪ The term investigation refers to the careful search or examination
with an intension of discovering and reporting material facts.

▪ This may include questioning of witnesses, forensic examination and
securitizing of financial records.

▪When handling Insurance Claims, particular investigations may
require specialized skills and expertise which can always be sought by
the Loss Adjuster with the permission of their principle.

▪ Forensic Expert for Fire,

▪ Certified Auditor for financials,

▪ Certified Civil Engineer for structural analysis,

▪Material Scientists

▪Metallurgists
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Why Investigate?

1) Confirm that the incident actually occurred.

2) Confirm that the incident took place at the declared 
premises. 

3) Gather the exact circumstances surrounding the incident.

4) Confirm that a loss or damage was caused as result of this 
incident.

5) Establish the proximate cause of the loss

6) Establish the extent of loss or damage

7) Establish Adequacy of Sum Insured

8) Avert potential fraud

February 6, 2018 35



Insurance Fraud

▪The term Fraud is literally defined as the act of gaining an
advantage by misrepresentation.

▪ In the Insurance perspective, it can defined as the dishonest
obtaining of property by deception.

▪Fraud is not only by the Insured but by anyone acting on
his/her behalf .

▪This therefore means that the Insured is in effect fully
responsible for everyone acting for him/her in any capacity (i.e.
accountant, valuer, surveyor, solicitor, etc).
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Examples of Insurance Fraud

1. Arson

2. Exaggerated (genuine but overstated).

3. Genuine loss excluded but made to fit the policy.

4. Where goods claimed for were not owned by the Insured.

5. Manufacture supporting documents
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Causes of Insurance Fraud

1. Need
2. Greed
3. Desire to get value from insurance 
4. Peer pressure
5. Credit crunch and/or loans
6. Perceived to be easy money
NB:

✓Fraudsters are always planning to beat the system.

✓Fraudsters believe that they can play the game and wine.
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Fraud Indicators

1. Value of the claim relative to a planned holiday

2. Age/condition/quality of items inconsistent

3. Receipts have no store logo on them

4. Claimant reluctant to provide specific details

5. Over-pushy for quick settlement

6. Unusually knowledgeable about insurance 
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Types of Fraudsters

1. Opportunistic Fraudsters – only perpetrate one fraud in one
arena and that is in response to a particular set of circumstances
arising.

2. Repeat Fraudsters - This might be someone who has had a
particular claims experience in the past, for example, an inflated
estimate paid without enquiry who decides they will try for a little
bit more on a second occasion.

3. Organized Fraudsters – can use false documentation such as
valuation reports, stage managed accidents, etc)
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Investigation Matrix

▪When gathering evidence or probing fraud or any other investigation,
the direct cause of the event and the consequential financial damage
need to be carefully considered

▪ The investigator must show how the fraud was perpetrated
(method), the way it was perpetrated (means) and why the fraudster
wished to do it (motive).

▪ Investigation is about listening to hat is said or, in many cases,
listening to what is not said.

▪Accurately record store audio conversations, handwritten notes and
photographs with dates and time captured.

▪ See tabulated examples in the next slide.
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Use of broad 

language

Q: Did you secure your front door when leaving home?

A: I always lock my door.

This suggests the individual is not entirely comfortable answering this question

directly.

Use of negative 

language

“I have done nothing wrong”, “I am not a criminal”.

This tells us something and it is probably an answer to a question yet to be posed.

However, the individual is not saying they are honest. We can look for the use of

generalisation statements “as a general rule …”, “in most cases …”, “I usually …”

These phrases allow the fraudster to distance themselves from whatever it is that they

are saying and they are not showing 100% commitment to what is about to be said.

Use of qualifying 

language

This works in a similar way by blaming poor memory for not telling you the complete 

truth.

Examples of this can include “to the best of my knowledge …”, “at this point in time …”, 

“as far as I can recall …”.

Omission This can be offered using phrases such as “I think …”, or “I believe …”.

To hide other 

circumstances

The fraudster might wish to unnecessarily bolster his language / statement with 

phrases such as “to be honest …”, “to tell you the truth …”, “I swear to God …”. In these 

cases one shouldn’t necessarily believe what the fraudster is about to say

Edit information in 

and out

Phrases such as “later on ...”, “before I knew it …”, “the next thing I remembered …” 

show that something has been left out of the account or that this happened very 

quickly.

Language may be further extended by considering the use of associative language. 

Here somebody might describe possession of their own in more generic terms. An 

example might be: “I left my Rolex by the swimming pool but when I returned I found 

the watch was gone.” In this case the interviewee seeks to distance himself in 

emotional terms from the loss of the watch.
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Investigation Matrix-1

▪Review timelines with claimant’s story

▪Re-interview and re-examine evidence

▪Compare both stories in relation to expected outcomes.

▪Genuine claimants have no difficulty disclosing detail about
something which has really happened.

▪On the other hand, the fraudster really struggles.

➢“Alot of time & effort canbewastedchasingshadows”
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Basic Tips for investigating suspected Arson

1. Property Related;

▪ Evidence of forced entry

▪Deliberate holes in wall, ceilings, floors

▪ Fires in remote locations with view blocked or obscured

2. Combustion Related;

▪ Presence of liquid or solid accelerants

▪Unnatural fire spread

▪Multiple areas or points of origin of fire
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Basic Tips for investigating suspected Arson

4. Circumstances;

▪Unusual items in building

▪ Fire during renovation or property sale

▪ Items replaced with items of lesser value

5. Fire protection;

▪ Fire/security alarms deactivated

▪CCTV unusually switched off
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PART V: Loss Adjusting in Fire and Consequential Loss
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A. Initial Visit

1. Prepare for the initial visit adequately

2. Preliminary details of the loss can be sourced from the notification
or telephone call.

3. Arrange to get to the scene as soon as practically possible.

4. Endeavour to engage first witnesses both verbally and written.

5. Conduct a thorough inspection of the site/premises and establish
location of major services.

6. Check if the Insured keep any flammable elements at the
premises.

7. Take samples of any suspicious material in the ash

8. Capture photographic evidence of all fire spots, damaged property
and potential seat of the fire.

9. Obtain any available records relating to stock, asset register,
attendance schedules, work shifts, fleet, etc
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B. After the initial visit

1. Issue an initial report to insurers about your preliminary findings.

2. Write an official communication to the insured listing the required
documents.

3. Notify insurers about your request.

4. Carry on with further enquiries about the circumstances at
whatever level.

5. Engage other experts, if necessary and protect recovery rights.

6. Submit samples to laboratories, if necessary (at insurer’s cost)

7. Review witness statements and any other documents collected
during initial visit, make a another visit to the site, if necessary.

8. Make enquiries about rates, prices, models and other relevant
details about the damaged items.

9. Diarize the assignment with appropriate schedules for reminder.
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C. Compiling a Final Report

1. Confirm all requested dox have been submitted.

2. Only proceed if insurer confirms that some of the requested infor
be left out.

3. However, give an independent opinion about the omitted dox and
how they could be material to the loss/report.

4. Provide a precise and concise opinion regarding the cause,
ofcourse after evaluating all reports, statements and photoz.

5. Confirm whether the loss is covered under the policy.

6. Confirm whether the Insured have complied with all policy terms
and conditions.

7. Logical conclusion should be stated in order to guide insurer’s
decision on liability.

8. Do not endorse any illegality for the sake. Implied conditions
should be keenly observed.
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Compiling a Final Report Cont’d

9. Confirm accuracy of figures in the Insured’s claim and make
proper adjustments where necessary.

10. Discuss quantum with the Insured, and provide clear explanations
for whatever adjustments made.

11. Endeavour to make proper deductions relating to taxes,
betterment, wear and tear, average, excess, deductible, etc

12. Show how salvage shall/was handled

13. Propose viable Risk Improvement Measures

14. Provide a precise conclusion/recommendation.

15. All reference documents must be enclosed when submitting the
report.

16. Photographic evidence should also be attached to the report.
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PART VI: Documentation and Reporting
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A. Documentation

1) Documentation for Fire Claims

▪ Claim notification – physical document or telegraphic

▪ Claim form duly endorsed by Insured’s authorized officer.

▪ Incident report and photographs

▪Witness statements

▪ Technical / Valuation reports/ plans/maps/lease agreement

▪ Statutory reports (fire brigade)

▪Historical purchase details (e.g Receipts, invoices, contracts, etc)

▪Repair or replacement quotations

▪ Proof of expenditure for the repairs or replacement
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Documentation Cont’d

2) Documentation for Consequential Loss

▪ Claim notification – physical document or telegraphic

▪Quantified Claim duly endorsed by Insured’s authorized officer.

▪ Supporting Dox/proof for the quantities claimed

▪ Incident report

▪ Production Costing

▪ Financial Statements

▪Bank Statements

▪Management accounts

▪ Statutory reports (audit report, tax returns, etc)

February 6, 2018 53



B. Reporting 

1) Report Structure-Fire Loss
❖Cover Page;

▪ Title/Heading

▪References 

▪Claim number 

▪ Policy number 

▪ Insured’s Identity (Name and address)

▪ Insured’s Business

▪ Location of incident 

▪Brief Description of incident

▪ Supposed Cause

▪ Sum Insured, Deductibles, reserve
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Reporting  cont’d-1

❖Body

▪ Insured’s business & operations (who they are, what they do, how 
they do it, major clients, suppliers, etc)

▪ Premises (location, neighbourhood, boundaries, construction 
type, interior finishes, working space, etc)

▪ Safety features (access & exit points, security, neighbourhood, fire 
protection, fire prevention, safety procedures, etc)

▪ Circumstances of loss (how, when & where the incident occurred, 
who witnessed & reported the incident, etc)

▪ Fire spread and Stop (where it started, means of spread, and 
where it ended up.)

▪ Extinguishment (any effort to stop the spread of the fire)
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Reporting  cont’d-2

▪ Proximate Cause/Investigations

▪ Policy Considerations (relate the circumstances to policy 

provisions and confirm if the loss is covered or not)

▪ Claim adjustment (identify, state, and analyse the claim amount, 

make necessary )

▪ Adequacy of Sum Insured

▪ Proposed Risk Improvement measures, recovery prospects, etc

▪ Conclusion  
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About the BI Loss Report

▪The Report for BI loss need not to have some of the headings
mentioned above.

▪Much emphasis is usually placed on whether the Material
Damage Proviso has been complied with, policy limits,
underinsurance, .

▪However, the following aspects may be added;
✓Initial measures
✓Insurance Loss history

✓Interruption features
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PART VII: Emerging Issues
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Emerging Issues

1. Arson - Electronic Fraud

2. Data aggregation and integration  

3. Gross Revenue to replace Gross Profit

4. Electronic Trading 

5. Virus/Hacking and/or Damage to software 

6. Loss of attraction/Denial of Access

7. Outbreak of Notifiable Disease

8. Loss of license/Franchise

9. Attempted Murder/Suicide at or around the premises

10. Power blackouts
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