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Text

Basic Tenets of Insurance

As the saying goes, in nature there are unexpected storms

and in life there are unpredictable li_cissitl.iégs. In daily life,

something unforeseen will occur at any time and anywhere. Nat-
ural calamities and accidents may more often than not result in
property d:’rirrbl?é‘lg/? Q;_'h(:dily injury or even loss of life.

Natural disasters comprises thundering, lightning, rain-
storm, hail, flood, earthquake, tidal waye, typhoon, cyclone,
tornado, t_empgs‘t‘, vaolcanic eruption and so forth, all of which
r\n;’y/give rise to innumerable cases of loss to properties or death
or personal injury. In some cases, property damage may involve
colossal monetary losses, difficult to estimate, as well as heavy
death toll or bodily injury. T

In addition to the above emergencies, ggjgigr}f; take place
through negligence or other causes frequently. Minor accidents
may lead to little or no harm, while major ones may entail seri-
ous consequences. Buildings, for instance, may burn down by
accidental fire, and even may pose heavier loss or damage in a
congested area as premises or structures adjoining or adjacent to
the place where the fire originator may easily be jeopardized if no
immediate and effective measures are adopted to extinguish it.

" Naturally, preventive steps are useful in shying away from

accidents or in minimizing losses arising therefrom. Neverthe-
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less, a complete elimination of accidents always prove to be al-
most impossible. Moreover, in the case of natural calamities,
preventive measures do not usually prove successful, as in most
cases the attack is rather too sudden and unexpected. Losses, if
substantial, always bring about serious problems and can even
hardly be remedied without government aid or relief from the
state.

Insurance has long been accepted world —widely as a reliable
medium to provide protection to property owners against loss to
their properties resulting from_natural disasters and_accidents.
By paying an appropriate consideration, property owners or
traders are always able to secure insurance cover geared to their
needs, and recoup their losses from insurance operators in the
event of incidence of an insured peril. The practice of insurance
commenced in the West in a comparatively simple form. But
from very early times various attempts were made, initially in
connection with ships and cargoes, to achieve a spreading of
risk, which is the simple purpose. As early as 3, 000 BC the
Babylonians developed a system of loans on mgrjzimijentures
whereby the loan was not repayable in the event of the loss of the
venture. This system was subsequently developed in ancient
Greece and it would seem likely that it was an accepted pattern in
the ancient world. Another early attempt to achieve a spreading
of liability is recorded in a law promulgated in Rhodes in 916 BC
~ which defined the system of general average whic}Lhas persisted

_to the present day.

With the lapse of time, the usefulness of insurance gradual-

ly became manifest when the insureds were able to recover losses
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caused by natural disasters and accidents which would otherwise
be solely on their own account. Because of its peculiar functions,
insurance "became increasingly important in economic activities.
This fact alone paved the way for the creation of an insurance
system which, year by year, found wider application in certain
countries, principally in the ones where commerce and industry
—— D
vzm}g_ﬁ:ﬂglym(igxgl_qped. In summary, the insurance system,
when properly applied, has-the effect of ensuring continuous
production or normal running of business of various types with-
out undue interruption, and affording relief to individuals in cas-
es where personal property is involved.

“Insurance premium” is a consideration or a sum of money

paid by the assured to the insurer in return for which the latter
.

undertakes to indemnify the former in the event of loss from an

insured peril. The insurer is not bound to issue a policy until the
préngl;m is paid, particularly as some policies embody a receipt
for the premium in the wording. Where the insurance is effected
through a broker he is responsible to the insurer for the premium
whether or not he has received it from the assured. To protect
him from non—payment he has a lien on the policy whereby he
may withhold it until he has received the premium, or any out-
standing premium, from the assured. The li/en,is valuable be-
cause the assured cannot obtain a claim from the insurer without
presenting the policy. The premium is ascertained according to
the value of the property to be insured and the scope of the insur-
ance coverage desired. It is calculated at so much per cent on the
value of the subject—matter insured.

The premium is a fixed outgo. Whpn nothing untoward oc-
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curs, the premium would constitute a net outlay, and in all like-
lihood, the risk to which a particular interest is exposed and
which is covered by insurance never presents itself in consider-
ably long duration. Nevertheless, in case of an accident covered
by insurance, compensation will be readily available for any loss
incurred. Insurance, thus, serves to cope with possible eventual-
ities at the cost of a pre—determined consideration, namely, pre-
mium.

Insurance companies are economic entities which are en-
gaged in business of underwriting either life insurance or non—
life insurance, and whose liabilities in relation to risks accepted
are limited to their assets as declared to the authorities concerned
in order to ensure a solvent standing for the benefit of the pub-
lic. They enter into insurance contracts with their customers
who generally called assureds or insureds, and in consideration
of a premium received therefrom, undertake to reimburse them
for any loss of or damage to the insured interests during the cur-
rency of the insurance coverage.

By providing insurance pretection to the public, an insur-
ance éompany invariably builds up a fund of its own with the pre-
mium received from time to time for the specific purpose of pay-
ing claims filed jagainst it for rebuilding or replacement of dam-

aged or destroyed commodities, plants, machinery. equipment,

raw materials and so.on. Cooperation, of coures, is always pos-
éible between an insurance operator and his client in the matter
of loss prevention. This will frequently be conducive to the less-
ening of cases of claims calling for payment by the insurance
transactor, which will lead to an improvement in his loss
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records. Fewer claim payments mean a large accumulation of
premiums collected, and in case the condition continues {or a giv-
en period the insurance dealer can take a reduction in his premi-
um rates into account. This will, in turn, lessen the amount of
the premium outlay on the side of various enterprises and thus
outlay on t

reduce the cost of their production or business operations. The
advantage derivable therefrom is self —evident, as a reduction in
cost can invariably bring down the price of the merchandise to
make it more competitive and more appealing to markets both at
home and abroad, bringing about continuous expansion of pro-
duction.

Inflation is unavoidable in many countries. This problem al-
ways taxes the brains of those possessing insurance policies in
force, especially when such ones are valid for a certain period.
Therefore policy — holders would sometimes find it necessary to
arrange for an increase in the insured value under their policies to
avert being inadequately compensated in case of a loss recover-
able under insurance.

~ To reap more profits or to protect against deprec_ig:ci’onwip the
value of their insurance funds, the insurance circles always at-
tach importance to investment both at home and overseas. So far
as the investment is concerned, it can be divided into two kinds,
namely portfolio investment and direct investment. The former
is a long—term investment in which the investor does not exer-
cise any managerial control. The investor either holds bonds or
other non — equity securities which do not confer ownership
rights or he holds stock shares or other equities in a company in

an amount too small to execute operating control. In contrast,
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direct investment is a long —term equity investment in a firm that

grants the investor managerial control over that firm.

The balance sheets offered by insurance companies all over

the world illustrate that the investment is an important way to

acquire revenues. This, of course, serves to protect policy —

holders’ interests, as insurance companies with a sound financial

background could answer any claim immediately and adequately.

tenet

vicissitude

cyclone

tornado

colossal
adjoin
adjacent
jeopardize
reap

confer

New Words

/'tenit, 'ti;net/ n. principle, doctrine

/'saiklaun/

/tor'neidou/

/ka'losl/

n. change, esps. in sb's for-
tune '

n. violent wind moving round
a calm central area

n. violent and destructive
whirlwind B E X

adj. immence

v. be next or nearest (to)
adj. lying near (to)

vt. put in danger

v. gather in a crop of grain

vt. give or grant (a right, ti-

tle or favour)
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. bodily injury ANBHE
. general average I [ MR
.loss prevention B k45, B 4
. economic entity 23 SN
. the authorities concerned ExLE
.accumulation of premium AR R
. portfolio investment BIEFHE T
. the balance sheet BrERpiR
Idioms and Expressions
.shy away from pii s [ Y
. with the lapse of time W&t B fER
. pave the way for %—TFJ‘_ER%
. have lien upon (on) XfeeeHHBER
. be conducive to EB T ORI+ 4 RELLRL : 01
. tax sb's brains N7
. attach importance to E
. execute operating control T EEEMN
Notes
. basic tenets of insurance REMEARRHE, RER
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. In nature there are unexpected storms and in life there are
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Study &. Practice

I. Answer the following questions ;

1. Enumerate at least 15 natural disasters.

2.Can all natural calamities and accidents be preventive, and
why?

3. What role may insurance play in economy?

4.Give synonyms of the term ‘insurer’.

5.How does the insurer ascertain premium?

6. What is the reason for insurance companies to limit their
liabilities to their assets?

I . Subjects for discussion:

1. the basic tenets of insurance.

2. the development of insurance.

3. the important functions of insurance.
4. the role of loss prevention.

I. Make sentences with the following words and expressions: .
entity; calamity; volcanic eruption; congest; adjoin; extin-
guish; recoup; maritime; entail; reimburse; destroy; com-
pensate; reap; confer

. Fill in the blanks with appropriate words and expressions: °



1. They buying the house when they learnt the full

price.
2. The big fire the passengers’ lives.
3. The new Insurance Law, which was on June 30,

1995, lays a firm legal foundation to further open up the
insurance market and promotes a fair and standardized

. The law is to go into effect on October 1.

4. It is easier to prevent than to a loss caused by
negligence.
5. The new Insurance Law for continuous develop-

ment of insurance industry in China.

6. In China, the three major insurance are the
People's Insurance Co. of China, the Pacific Insurance
Co. Lid. and the Ping'an Insurance Co. Ltd. -

7. Effective loss prevention both the insurance
company and its client.

8. The U.S. government agreed to try to reduce oil imports
and stem in the United States.

9. The capitalists at least three billion dollars year-
ly in superprofits.

10. The queen a noble title on her successful minis-

ter. .
V. Change the words given in the parentheses into proper forms
to fit into the passages:

1. Insurance contracts are based upon the legal principle
‘utmost (best) faith' and the
(observe) of this by both parties to the contract means
something more than the (absent) of fraud.

9
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Fraud invalidates any contract, but an insurance contract
may be invalidated in various ways. Honesty implies a full

(disclose ) of all material facts known, or
deemed to be known, to the assured or his broker concern-
ing the insurance. This is a very important principle in the

practice of insurance and a serious view is taken by an in-

surer who is the victim of a (break) thereof. Of
course, such duty (appliance) also to the insur-
er.

China is considering permitting expanded insurance ser-
vices and opening more cities to foreign insurance compa-
nies, a senior official of the People's Bank of China told a
seminar on the Insurance Law yesterday. :

He said the government will gradually permit more
foreign insurers to operate in the Chinese market. The
government is also considering allowing foreign insurers to

(appliance) a business licence two years after
setting up a representative office in China, instead of three
years, as stipulated by the current (regulate).

The State Council approved regulations for foreign in-
surance institutions in Shanghai and allowed foreign insur-
ance companies to open branches in Shanghai on a trial ba-
sis.

Shanghai has been the sole city to permit foreign in-
surers to conduct business. American International Assur-
anée Co. of the U.S. and Japan's Tokyo Marine have set
up branches over there. The Chinese insurance market ,

which is still underdeveloped, has become one of the most



attractive areas for foreign companies.

China has three national insurance companies, and 22
regional companies. The Insurance Law ‘ (gov-
ernment ) all insurance services in China and will help
strengthen regulation of the insurance market. It also
forms the legal basis for operations by foretgn insurers.

The law was drafted to protect the rights and inter-
ests of both the insurers and tms—;ga;:ﬁa_;ﬁ;;ides a

(health) environment for foreign companies in
China.

By specifying that insurance companies will engage
only in commercial insurance, it ensures fair competition
for both domestic and foreign insurers.

Chinese insurance companies have been undertaking
social insurance services, which has (hamper)
the development of the country's insurance industry.

The law will also help to increase insurance
(aware) and widen the insurance market, which has a
huge (potentiality).

China's insurance industry lags far behind that of oth-
er countries. Insurance was reintroduced to the country
only in the late 1970s. The gradual introduction of foreign
insurance companies to China will help develop the
country's insurance industry.

Foreign insurers started (set) representa-
tive offices in the early 1980s. By the end of June, 73 for-
eign insurers from 13 countries and regions had established

105 offices in China.
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