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RISK MANAGEMENT 

Business management can respond to risk in a number of ways. They can respond 

in the following principal ways: 

A. Sound management 

B. Risk reduction 

C. Self- insurance 

D. Purchased insurance 

A. Sound management: - is clearly the best way to reduce speculative risk. 

Careful control of financing, product development and production, 

marketing and distribution, and other management concerns help to insure 

that the result of speculative risk will be profits rather than loss and failure. 

B. Risk reduction: - good managers take steps to reduce insurable risks. Many 

companies specifically train employees in safe working procedures.  

C. Self-insurance:- one sound way to deal with insurable risk is to remain 

financially prepared to accept a loss without damaging a business’s strength. 

Small losses most be accepted as daily occurrences.  

D. Purchased insurance: - nearly most companies rely on purchased insurance 

to protect them against pure risk. Despite good management, risk reduction 

efforts, and the ability to accept some losses, there will always be risks that 

threaten the company’s strength insurance is usually the answer. 

Insurance is a risk management tool cab is defined as follows. 

Insurance can be defined from two points of view. First, insurance is the 

protections against financial loss provided by an insurer. Second, 

insurance is a device by a means of which the risk of two or more persons 

or firms are combined through actual or promised contributions. 

Insurance can be bought as protection against pure risk. Insurance 

companies make contracts with businesses agree to pay these businesses for 
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losses resulting from pure risk. The insured business makes regular 

payments, called premiums, to the insurance company. When the insured 

business or individual enter into a written agreement with the insurance 

company, the agreement is called a policy. The person who buys insurance 

is called the policyholder. 

 

Essential requirements for insurance  

In order to make insurance contracts operate equitably and produce the desired 

benefits, and be practical from a business point of view, the following conditions 

are necessary. 

 The insured must be subject to a real risk. 

 The cost of insurance must not be prohibitive. 

 The extent of the potential loss from the risk must be measurable in some 

fairly accurate way. 

 There must be very large number of companies subject to the risk. 

 The likelihood of any individual business suffering an immediate loss from a 

given risk must be slight. 

Principle of insurance 

Insurance contacts are based on the following fundamental principles: 

A. Good faith 

B. Insurable interest 

C. Indemnity 

D. Subrogation 

A. Good faith: - the parties that are concerned in insurance contract are obliged 

to have utmost good faith. In this way, insurance contracts are different from 

the ordinary business contracts, which are based on the rule of ‘lie the buyer 

take care.” 

B. Insurable interest:- according to this principle, no person can enter into a 

legal contract of insurance unless he/she has an insurable interest in the 

object or life insured. 

C. Indemnity:- the main purpose of insurance is to transfer the loss suffered by 

a person to the insurance company. The insurance company can easily 

spread the loss over a large number of policyholders. 
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D. Subrogation:- according to this principle, the insurer becomes entitled to all 

the rights of the property of the insured once claim of the insured has been 

fully and finally paid. 

Classifications of insurance 

The various types of insurance coverage have been grouped into several 

classes. These classifications have come about by practice within insurance 

company offices, and by the influence of legislation controlling the financial 

aspects of transaction. The following can be taken as the classifications of 

insurance. 

A. Fire insurance 

B. Marine insurance 

C. Motor insurance 

D. Theft insurance 

E. All risk insurance 

F. Accident insurance 

G. Employer’s liability insurance 

H. Life insurance 

A. Fire insurance:- the standard fire policy covers the following: 

I. Fire ( including fire resulting from explosion) 

II. Lightening 

III. Explosion of boilers used for domestic purposes only 

IV. Explosion of gas used for domestic purposes only or for lighting in 

building or forming part of any gas works. 

All risks insurance 

The all risks policy covers the property specified against any loss or damages 

(including fire and theft) unless and otherwise specifically excluded or mentioned. 

Special policies of these types are available for: 

 Office equipment 

 Computers 

 Special machinery 

 Construction projects 

 Money  

 Goods- in-transit 

 Holiday baggage 

 Personal effects 
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I. ANSWER THE FOLLOWING QUESTIONS BREIFLY. 

1. Explain risk management by relating to business activities that you observe 

around your locality? 

_____________________________________________________________

_____________________________________________________________

___________________________________________________________ 

2. List the necessary conditions to make insurance contracts operate equitably? 

_____________________________________________________________

_____________________________________________________________

_____________________________________________________________

_____________________________________________________________ 

3. List the principles of insurance and explain each principle briefly? 

_____________________________________________________________

_____________________________________________________________

_____________________________________________________________ 

4. Define insurance? 

_____________________________________________________________

_____________________________________________________________

_________________________________________________________ 

5. List the steps involved in buying insurance policy? 

_____________________________________________________________

_____________________________________________________________

_____________________________________________________________ 

6. List and explain the different types of life insurance policies? 

_____________________________________________________________

_____________________________________________________________

___________________________________________________ 

 


