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ABSTRACT

The need for protection against perils and associated financid losses is inherent in man.  From the
beginning of history man relied on various institutions like family, tribe, state, etc to satisfy this
need. Presently, the western type of insurance is widdy in practice. Anadyss of the system

revedls that it contains elements of profiteering, exploitation and even wagering.

Considering the indispensability of insurance in industrial development as well as in large scale
organisation of commerce, industry and agriculture, an alternative approach to current insurance
system was explored. The principles and concepts of insurance business and practice advocated
by Idam is seen by eminent scholars as an option that is largely free of the shortcomings of

modern insurance system.

The Idamic form of insurance is categorised into contributory and non-contributory schemes
The contributory schemes arc organised by the private sector on mutual and cooperative basis
The non-contributory schemes on the other hand are wclfaristic in nature exclusvely under the

supervision of the stale. They cover perils to human life, limbs and health.

Pending when the Idamic insurance will be widdy in practice, individuas and corporate bodies
holding policies under the present dispensation, should appraise themselves of the insurance law,

S0 as to a least minimise the current exploitation of the insurecs by the insurance companies.
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1.0 CHAPTER I; INTRODUCTION

i INTRODUCTION

Liuman activities are surrounded by risks and uncertaintics. This is due to limited knowledyc
of the past and more scriously the future.  Insurance originated from the need to find
| safcguards against possible risks to self, property or interest.  Societies al diflerent historica!
stages adopted insurance schemes. However, nature, structure and scope of the scheme

differ {rom one socicty to the other. Idcology, philosophy and level of civilisation are the

detcrmining factors.

Modern commercial insurance is indced a product of modern capitalism. It is a child of
capitabist acquisitive society, which is built on the competition of private emterprise of which
taking ol risks is the main manifestation. Risks may arisc under any cconomic system but the
pecudiarity of the capitalist system is that it is lefl to private individuals or bodies to assumc
them (A. Rahman: 1979), For the individual to have the courage of pursuing business
interests, there is a need for means of climinating or at lcast minumising losscs in the event of
any Insurance contfact scrve the purposc. FFrom here one can understand that insurance has a
key role 10 play in industrial development as well as in Jarge scale orgamsation ol comnicree

indusiry and agnculture.




The insurance contract as it is today, contains elenicnts ol profitcering, exploitation and ceven
wagering. The agrcement is usually prepared by the insurer in such a way that the insured
stands the greater risk off ioss than the insurer. As such insurance companics declare huge
prolit annually and policy holders sufler loss of premiums. The magnitude of lapses were
illustrated by Janner in Lhese words “During the previous {ourleen years (.c. 1920-34) noawly
$100,000,000 policies had lapsed and their owners lost upwards of  $100,000,000. The
income of the company concerned was $27.470,000, the management eXpenses and
sharcholders dividends amounted to  $314,980,000.  Bui policy-holders received only
$271,600,000 and the interest funds were increased to  $215,000,000. The dividends 1o

shareholders have been more than doubled in this period. |

A miember of British parlisnent, JHarcourt johnstone, also called the atiention of the British
Pacliament in March 1934, to the gravily and extent of what he termed the ‘organised
swindle” of certain industrial insurance aclivitics. He also pointed out that farge sums of

money duc to the policy holders all over the country were never paid.2

From the words of Janner and Johinson, onc can understand that policy holders pay mose than
necessary to cover the cost of scrvices rendered to them by insurance companies. 1L s

estimated that about 40 (o 44 per cent of the premium is absorbed by expenses, COMNISSIONS
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and profits, while the insured benefits by 50 per cent only of the valuation surplus. Thus.

there is great waste of premium monies, good deal of profit making and explonation

Individuals and organisations conscious of the explontation abstain from holding insurance
policies. Considering high nisk associated with most modern businesses abstinence is not the

best option. Where then lics the solution? Islam provides a viable and rational alternative

The religion being a  practical one contains everything that 1s good and beneficial to man
irrespective of tume, place or the stage of cultural, soctal and technological development. hs
principles and system is based on knowledge, justice, benevolence, goodness and wisdom
Furthermore, as Islam is a religion of man it protects lus person, interests and property and
provides all the necessary elements that are conducive to lis personal and social welle
safety of his person and property.  On that note Alfah (SWT) sand: “And fight them until
there 1s no more mischief (and oppression) and the way ol hife prescrnibed by Allah s

established inits entirety.™ (Qur’an 8:39).

STATEMENT OF PROBL.EM

In developing countries like Nigeria, insurance is yel 1o assume its proper position m the
business afTairs of individuals and corporate bodies. Considering its vital role m the cconomic

development of any nation, the inhibiting factors need to be identified and tackled. Is
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ignorance on the part of the general public or scarcity ol insurance outfits? Are there scaring
and prohibitive elements inherent in the system? If there are, how do we remove them and
free the system from exploitation tendencies? The study is set to address these and related

questions.

PURPOSE OF THE STUDY

The abjective of holding insurance policy is to saleguard sell, property or interests agatnsi
possible risks.  Going by the present dispensation, risks associated with the policies
(especially on the part of the insured) seems to be higher than the one safeguarded.  This

suggests that something is wrong with the system

The purpase of this study is two fold: Fust, to find out what is wrong with the modern
commercial insurance.  Second, to present the Islamic arrangements on insutance as an

alternative.

(.4 SIGNIFICANCE OF THE STUDY

The study will be of immense use to the following,




Awareness will be created in them of thar nghts (in the agreement) and availabilbity of
substitute in the cvent of dissatisfaction. This will cheek undue use of what seems 1o be

a monopoly power by the modern insurance outfits.

They will bc made Lo consider inlerests of the insured in preparing the agrecment.

Otherwise alternative will be sought for.

3. Policy Makery :
{f not for government ingptitude, there will not be need {or insurance on hile, accident
sickness and related issucs. The study will remind policy makers of their responsibility

of taking care of the poor and the weak.

4. Scholars

1t is hoped that the study will stimulate lurtlier rescarch in the arca

5. The General Public

The study will make people 1o appreciate the comprehensiveness and practicahity of

Islam.

"



1.5 SCOPE AND LIMITATIONS OF THE STUDY

Scope:  The study will examine the nature, structure and requirements of the modern

commercial insurance with a view to finding its inadequacies and present Istamic insurance as

an altcrnative,

Limitations: The limitations of the study are;

I. Diversemt Views

insurance i Islam is treated under jurnisprudence. Thus 1s an arca where scholars agree to

disagree. Time and space will not allow prescntation of all views.

2. Practicability or limplementation of Some 1dcas

Jt is not all idcas expressed that can be practicable at least for now. This is duc to 1he

abscnee of (he right authontics and enforcenient agents.

3. Secondary Dala

In some nstances, the analysis may not reflect rvesfity.  This is due to the use of

sccondary sources in gathering data,



4. Finance
1t is the wish of the researcher 1o obtain data from countries practicing Islamic insurance.

That is not possible due to inadequate finance. ‘



NOTES

1. Rahman, A (1979) Banking and Issuance
The Mushim Trust London

2.1 Ibid



2.0 CHAPTER II: LITERATURE REVIEW

2.1 INTRODUCTION

To put the research into perspective, contribulions of some authors in the licld will be
reviewed in this chapter. For casy comparisons and contrasts among several studies, the

lopical approach 1o literature review is adopled.

2.2 EVOLUTION OF INSURANCE
Gencrally, every generation benefits {rom 1he achievement of its predecessors, makes ils own
contribution and passed on the cnriched heritage to future generations.  Insurance was no
exceplion to this rule. The concept as it is today cvolved over time resulting from

contributions by various societies and civilisations.

Recent archeological discoveries of Babylon has shown that the Babylonians were the first
among the ancient people to evolve and pricticed a comimercial contract. This contract was
fater used and known as the “contract of bottomry.” 1t forms the nucleus of the modern

tsurance,
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Bottomry was a commercial contracl whercby money (or goods) was advanced for trade
purposes either as true loans at a certain fixed rate of interest under which the lender had no
right to any share in the procecdings of the trading venture or as a mixed loans and
pavtnerships which in addition to the payment of a fixed nterest 1o the lender irrespective off
the resull of the trading, entitled him 1o receive a share of the profits exceeded a certain sum.
This was on the understanding that the borrower should in consideration of a high rate of
interest, be frced from liability in the event ol certain accidents happening ¢.g. lailure of
goods to arrive at their intended destination.  Should the goods arrive however, the borrower
would then be hable for repayment of the loan plus interests {Rahman 1979). 1o summary,

the contract embodies the following:

}. The contract in some cases is for a true loan and not partnership in others for a loan with
limited partnership.

2. The merchandise or money advanced was under the custody of and used by the trader not
retained by the lender.

3. The trader was wholly {rec from liability for the debt on the happening ol a contingency
provided for in the loan.

4. T'he rate of intercst was very much higher than that charged on an ordinary loan which

was at that time limited o 20%.,
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The next stage n the evolution of bottomry and by extension msurance was the adoption of
the contract by the Greeks. The contract was not merely adapted and adopted but was  also
perfected to such an extent that number of very notable nineteenth century Maritime lawyers
had claimed that Greek contractors of bottomry, were so nearly identical i nature with those

mn vogue in London in 1860 (Rahman 1979)

The main points of the loan contract by the Grecks were
The agreement which was practically the Bottomry bill or bond of respondentia states the
conditions of a Joan deposited at a bank.
The sccurity was generally of al least twice the value of the sum advanced
The period of the loan
The rate of interest, which varied from 10% to 12% for outward voyage only and 22 % 1o
30% for voyage, penal rates were charged il the conditions were broken
The risk provided against - which were total loss of principal and interest if the ship was lost
or captured at sca, loss of proportions of principal and interest in the event of some or all of
the cargo being jettisoned or of a ransom being paid
Representation of lender on voyage
Obligations of borrowers - to take most direct course. to repay loan to lender, his
representative or assignee; to declare 1f money had been borrowed already on the same
grounds; not 1o give second mortgage on goods as such action was held to be fraud by the

tirst as well as the scoond mortgage.
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8. Captain powers of borrowing:

The final stage in the evolution of bottomry in ancient times was the adoplion of the custom by
the Romans. Some wrilers argued that it was in Rome that the principles in the bottomry bond
were translated inlo insurance as we understand it today. 1o support of their arguments, they cile

three separate sources:

A, According to Professor Trennery, the earlicst documented reference to  marine insurance
occurs in Livy. A guarantee was given by the Roman governments in 215 B.C,  under
terms of this guarantee, the government undertook in return for a premium (in this casc
the premium consisted of goods and supplies necessary for the Roman army in Spain and
supplied by the “Publican™) to insure the safe arrival of certain other shipmenis of
supplics shipped by the private trading companies who werc the owners of these

supplics.

B. The letter writlen by Cicero Lo Caninius Salut about 500 B.C. in which the former
requested the letter to guaranice a sum of money that was (o be transported lrom

Laodicea to Rome.

C. According to Suetonins, therc was a severe Tamine in Rome in A.D. 58 which gave
rise to popular demonstrations against the emperor(Clandius).  This desperate conduct

was due to the fact that no one expected any more food to be imported during winter



scason. Clandius, therefore, in order to persuade the importers (o render a vital scrvice
to the staie, not only offered to pay a fixed bounty on all imported com, but also

accepted personal responsibility for all losses arising from slorms.

The above arrangements argued Trennery, possessed ali the necessary conditions ol a

genuine insurance contract, namely, ownership of insured properly, risk and premium.

The contract of botlomry as practiced by the Babylonians, Greeks and finally the
Romans, was an clementary form of insurance in those times: 1t was a rudinmentary torm
of somcthing hke insurance, but did not conlain the essential clements of modern

insurance.

Early signs of modern insurance i a scientific form secin to appear in the European
countrics in the nuddle of the 13th century, Many examples ol manne insurance were
found in many parls of Europe. The carly practice of marine nsurance i a scientific
form, and on the “prenuum basis” is undoubledly associated with the merchants of the
cities of Lomburdy and Florence (A.D. 1250) in Italy. In the middle ages, trade was
mainly centred in the Mediterrancan with well known trade routes to the [iast
(Constantinople and India) and to the Noith. The northern Halian cities, Florence,
Genoer and Venice became centre for banking, comimerce and insurance (Dunsdale

1964).
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1t was confirmed by Professor Grossman, that the first precursors of insurance
institutions were the funcral associations (Collegia teniuoium) were formed during the
period of the Roman Empire by craflsmen, merchants and actors. laly boasts the first
known insurance agreement which was exccuted at Genoa on 13th October, 1347, A
sccond agreciment was signed in Patermo in [350. In 1369, Marine insurance was legaily
regufated in Genoa.  Then marine insurance spread to france, England, Germany and

other couritries of the world through trade liniks and colonialismn.

2.3 RISK AND INSURANCE

Risk is at the very centre of insurance and before moving on o examine the latier

more detail it is essential that we understamd fully the concept of risk.

2.3.1 Delinition of Risk

Risk is a concept with several meanings depending on the context. Generally it means
exposure 1o peril or danger. Mathematicians define il as:
“... the degree of dispersion of values in - a  distribution  around  the  central

position occurring in random chance patterns. The larger the degree of dispersion,
the greater the risk.”1

Economists and statistictans use it Lo measure (he range of possible outcomes which way oceur al
some future times. To a businessman risk means uncertainty in respecet of the future camings,

cash flow and the asscts of his undertakings.



Even in insurance terminologies, risk has different mcammgs. It may mean the thing
nsured, the insured peril, the expected cost of a claim or uncertain future cvents. Al
these amount to superlicial definiion. Where the intention however, is a scientific siudy
of nsuraince as a discipline, risk is uncertainty coﬁccr‘nmg loss (Norman 1974}, Since

risk represents uncertainly and not loss, the two concept need to be examined.

2.3.2 Risk and Loss

Loss is an unintentional decline in, or disappearance of, value arising from a contingency.
There arc three dilTerent types of losses which may arise [rom damagge to, or destruction
of property. These are:
i} The loss of the article

i1) The loss of the usc of the arlicle

ii1) Extra expenses which may arise from the loss
For instance when a car has an accident the owner incurs the expense of repair, the loss
of use and the expenditure of making good the damage caused (o third parly property,

These various osses require insurance proiection.

Loss occur by chances not overtime. Chance of loss is the long run relative {requency
of a loss. 1t indicates the probable number and severity of losses oul of a given number
of exposurcs. 1t is arrived at by the application of the faw of large numbers.  This law

states thal the larger the group of similar exposurc units, the closer the actual looses

k]



expericnced by that group will approach those that can be anticipated. This law can be

illustrated either apriori or by statistical infiucnce.

Apriori or deductive probabilitics are those where the outcomes are certain, such as the
games of change, the cost of a dice, the loss of a coin, or the cut of cards. 1t is
thecorctically possible to caleulale the objective probability. I a coin is tossed the

probability of a “head’ is 1 in 2. This is deductive probability.

The second method of measuring chance of loss is by arriving at probabilitics on the
basic of statistical inference.  In other words e likely outcomes are assessed by
observing the frequency by which events have occurred in the past.  This in order to
calculale the probability of loss of a car proposed for insurance, dala must be collected
on a similar types of loss over a given period of time. If, for instance out ol (00,000

similar cars, 100 have been lost, the chance of loss is 0.1 per cent.

Chance of loss piays a crucial role in insurance because it is the basis upon which rates
are calculated. it also influences the insurer in deciding whether or not to ofler insurance

and if so, at what rate of premium,

2.3.3 Types of Risks

Risks are classified based on cause and consequence. The classes arc as follows:

16



(i) Pure Risk

It refers 1o the uncertainty that involves loss or no loss without a sain For
e 4

example the risk of a thief stealing an insured car is a pure risk.  The possibility is
either that the car is stolen, in which case the owner has suflered a loss, or that i
will not be stolen, in which case the owner has neither gained nor lost. Propeity is
normally exposed to pure risk arising from pernils such as fire, lood, collision and
carthquake. Pure or static risks can be dealt with by insurance technigues. because

they are more predictable based on past expenience

(1) Speculative Risk
This is a risk that involves uncertainty of loss, gain of break-even. For inslance, a
trader may buy yams from a village at N8.00 with overhead cost of N2.00, thus the

total cost is N10.00 and he hopes to sell them i Kano for N15.00  He s thus

speculating as he may gain or lose. The risk involved is termed speculative risk. 11

he sells at any price higher than N10.00, he gains but if lower, he incurs a loss and

i at N10.00 he breaks even.

Many business risks fall into category of speculative risk, such as the rish

associaled with changes in consumer taste, change ol government policy, prices ol

raw materials, availability of foreign exchange, cte. These kinds ol nisks are

normally dealt with by management techniques



(i) Fundamental Risks

These are nisks that are impersonal in both cause and consequences.  They anse
from the social, economic and political pressures occurring within the socicty, and
from purely physical phenomena which affects a whole commumty. Technology.
unemployment, war, inflation, political instability and changing customs are
sources of fundamental risks. floods, windstorms, draught, volcanic cruptions and
carthquakes are fundamental nisk arsing from physical phenomena.  These risks

commonly have catastrophic characteristics.

(iv) Particular Risks
These risks are personal and arise from individual events such as the burning of a
house, the robbery of a bank and act of personal negligence giving rise to personal

injury.

2.3.4 Risk Management

The distinction between risks is very important because it helps in deciding whether the
risk is susceptible to treatment by insurance or not.  Commercial methods, initiated by
the business enterprise, are used in handling speculative risks.  Fundamental nisks on the
other hand are best managed by government. Only pure and particular nisks form the

area in which insurance operaies




The control and management of pure risk is known as risk management.. 1t has been
aptly descnbed as the identification, measurement and cconomic control ol risks that
threaten thic assets and carnings of a business or other enterprise. Reduced to its bare
essentials, risk management is concerned {irst with protecting an organisation from losscs
which would jeopadise its solvency, and secondly with seducing the cost of risks.

The risk management process falls into three stages:

1. Identification of Risk - This involves discovering the sources [rom which risks may

arise, what can  causc a loss.

2. Bvaluation of Risk - Relers to evaluation of the impact on the individual or

organisation. 1f a loss should occur, how severe would the loss be?

3. Treagmenl of Risk - Sclecting the most ellective technique or techniques to deal with

risk or what can be done about the situation?

When the risk manager has identificd and cvaluated the nisks that threaten the assets and

carnings of the enterprise, ic must select the optimum method of treating them.  There
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are many strategies available to him  These stratcgies may be used singly or in

combination. They are as follows: -

Risk Avoidance

Risk is avoided when a person refused to accept it. This technique is usually by people
who have a high aversion towards risk, A person may not travel by air to avoid a plane
crash. A family may decide to rent a home so as o avoid the risks associated with the
ownership of property. A firm may avoid introducing a product il the method of
production s so hazardous that it produces a sharp increase in premiuwm greater than the

likely improvement in profit.

The avoidance of risk is a negative techmque. 1t s difficult if not impossible to avoid
risk completely because avoidance s only done at an opportumty cost.  This is
particularly so in business context. A person who renis property (o avoid the risks
associated with ownership accepts in Lhe lease another risk - that of legal lability for its

return in good condition.

Risk Reduction
Risk reduction is used in the reduction and prevention of the chance of loss. It
concentrates on lwo arcas - physical and moral hazards  Physical factors concern such

physical devices that are erccted to reduce fire and burglary hazards. 1luman hazards
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can be estimated by strict adherence to carefully worked out procedures such as

adequate supervision and stall traimng,

Risk Retention

Risk retention or assumption may be defined as the Gulure to insure or otherwise transter a
risk cither wholly or in part. Risk retention is probably the most important of the non
insurance techniques. 1t may be cither planned or unplanned. Reasons for the unplanned
includes:

Ignorance - Unplanned assumption of nsk may stem from ignorance. A landlord may
msure his building against the perils of nature like lire, flood and other physical lurtuitics
and  yet not be fully insulated against risk because he is unaware of his legal liabilities.
Incriia - Risk may be assumed out of inertia. The head of a family may be  aware of
the need for protection against his premature death and delay the purchase of lile cover until
he is persuaded by a [life insurance salesman. A nsk  manager may be aware ol the
existence of a risk and yet is complacent in treating it until a loss teaches him a lesson.
Neglect - Risk may be retained through neglect. A property owner may Lul (o adjust the sum
insured at a time of rising prices only to find himselll penalised by the average clause when
a claim arises. A risk  manager may success{ully identily a risk but woctully under-estunate

the loss exposure as happened with icpal liabilitics.
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Reasons for planned risk retention includes:

1) Deliberate Action:  Some unimportant risks may be intentionally ignored. This is so if the
loss exposure is too small to be of concern.  The loss of a biro or lead pencil causes no
financial burden to an individual so the nsk of loss is ignored.  Risks are also ignored
il there is no way of meeting them. Comprehensive insurance may be unavailable for
vehicles which are more than live years old. Owners of  such vehicles are necessanly
compelled to be their own insurer for own damage. Sumilarly msurance 1s unavalable for some
extra-hazardous occupations and excluded risks

i) Management Strategy: Risk may be assumed as a deliberate  management strategy  This
is planned nisk assumption.  The risk - manager may decide,  for  example, that  the  small
frequent and regular loss is more  than a futuitous risk requiring the protection of msurance
Ofien the status of the organisation exposed to the risk  will influence the decision. The
possibility ol insuring against a loss of N1,000 would probability be attractive to a one-man
business, but not to a company with assets running to millions of Naira. Thus, the bigger the
enterprise  and the higher the frequency of small losses, the more likely it will be that proper
treatment is by inclusion of these losses i operating budgets, as a directly borne  expense,
rather than by recourse Lo insurance.

i) Self-Insurance.  This is a special case of planned retention. There is sell-insurance when a

contingency fund is set up to meet fortuitous losses and retain the small but frequent losses.
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Financial advantages accrue to the organisation adopting sell<insurance.  The [unds earns
interest which accrues to the orgamsation. The organisation’s own staff can build up
specialist  insurance knowledge such as claim handling cxpertise and expenses  are
commensurate with scrvices needed.  Morcover the lund may ofler a way of making

provision for a risk looked upon with disfavour by conuncreial insurers.

Self-insurance has its drawbacks too. First, the principle of insurance is the spreading of risk.
Sclf insurance ties up capital which could otherwise be employed in the furtherance of the
business. Second, a loss in the carly years of the tund may exhawst it and Icave the firm in
financial ditticultics. Third, the cost of insurance premiums can be known m advance and
budgeted accordingly, there can be no such certainty with contribution to a fund.  Fourth,
the organisation operating the fund will Jose the claims handling and loss prevention services
provided by insurers. Filth, the cost of providing specialist staff may exceed the saving of

premiums.

Caplive Insurance Companics

They are insurance companies sei up by industrial or commercial groups primanly lo insure
some of the risk of their parent company. Captive wmsurance 1s sell-insurance al corporate

level, Sometimes these companices are referred to as “do it yoursell insurance companies.”™
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Variety of reasons are put forward for the interest in captives, which are largely explanations
of why a do-it-yoursell approach will oficn prove cheaper than insurance placed on the
conventional market.  First, premiums paid to the captive are treated as business expenscs,
thus placing this advanced form of sclf-insurance on the same footing as oulside insurance
and cnabling the company to develop a logical and progressive risk financing plan. Sccondly,
an insurcr may be making a profit on a particular organisation’s insucance, there being a wide
spread feeling amongst companies with good loss records that they are subsidising the poorer
risks; a captive will refain that profit within the organisation,  Thirdly, a captive will receive
the investment income on funds which would otherwisc acerue to a conventional insurer.
Fourlhly, a caplive will have lower operating costs than a conventional insurance company.
It will not necd sales men and branch networks, and being involved with just vne clicnt will:
large block of business, administration and accounting procedure will be stimpler.  Filihly.
insurers are often accused of being unreasonable with regard to granting of cover with targe
deductibles and the discount allowed; a company with a captive will be able 10 seleet the
deductible it considers to be appropriate at a discount it keels to be truly reflective of the risk
retained. sixthly, connected with the question ol deductibles, a caplive will have access to the
reinsurance market which generally requires lower rates for excess of loss cover than will be

charged by direct insurers for insurance with a large deductible.
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"The main disadvantage of captives is thal they rely heavily on the reinsurance market for their
survival, becausc in many cases the himited amount of business which a small captive can

relasn means passing on over half the premiums 1o reinsurers. .

5. Risk Sharing
Risk sharing is the device by which the insured secks 1o share risk with an insurer or insurers.
The main forms of risk sharing arc described as follows:

(i) Coinsurance: This describes the situation whereby the insured does naot have adequate
msurance cover by design or accident and therefore remain his own insurer. e is therefore

his own msvprer tor the uninsured eof the risk.

(i) Lxcess or Deductible: An cxcess is a deductible from cach claim. It is used by the insured

to obtain a cheaper premium, for example, in motor msurance, and by the insurer 1o climinate

trivial claims with disproportionatcly high processing expenses.

(i) First Loss Cover: Where the insured feels that the risk 1o be insured cannot possibly be

subject to total loss, for example, heavy industrial machinery, {irst loss cover can be arranged
so that the sum insured is fixed at less than the full value. The ligure agreed must be
sufficient 10 cover the maximum likely loss on any one occasion. It is similar arrangement to
excess in that the insurcd is left to bear the balance of any loss which exceeds the first lost

limit.
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2.3.5 Rusk Transfler

Some of the most important risks faced by individuals and business as well as public
enterprises cannot be avoided or relained. The only option left for consideration is the
shifting or transter of risk to another party. Risk can be translerred to others by nsurance and

several other means.

Insurance

Insurance is on important device of transferring risk. The primary cconomic (unction of an

insurer is the assumption of the pure risks of many insured.

i} Contracts Other than Insurance

These refers to other risk transfer devices apart from insurance. By carcful wording of
contracl conditions, responsibility for particular occurrences can be placed upon other partics
1o the contract. For example in sales contacts, a company can lry to absolve isell” from
responsibility for the consequences, perhaps of the supply of faully products other than the
replacement ol the product. In theory this sort of condition is quite uselul but in practice
does not always give the 100 per cent security that s often assumed and cannot of course be

applied to consumer sales.

Under the terms of a kease, a landlord may transfer responsibility for damage to his building

to the tenant, A building coutractor may be required to accept {ull responsibility for loss or
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damage arising out of the works to the property both of his principal and of third parties. In
sub-contracting for construction work, liability for injuries to workmen or the public at large

might be allocated by the contract conditions. .

2.3.6 Reasons Why an Insurer Assumes Risks

By assuming the risks of the many insureds, the insurer, in eflect creates a risk for himsel!”
Why is he able Lo accept risks that the insureds wish to transler? Basically he is armed with
risk handhing devices which are not available 1o the individuad insurced and this makes the risks

transfcrred to him capable of being profitably borne.

The following points imakes the insurer to assume risks that the insureds wish to transfer;
1. Increased Knowledge
Being a specialist in risk bearing Lhe insurer necessarily has a greater knowledge of risk than

the individual insured.

2. Pooling
Pooling of the combination of many similar exposures, permits the operation ol the law ol
large numbers and therefore makes risk predictable.  As the number of exposures increases

the percentage of deviation of actual from cxpected experience diminishes.  1F the pool  of

risks is still not large cnough 1o increase prediclability (c.g. nisk associated with spacy
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exploration) insurers will arrange inter-company pools 5o that the spread is wide enough to

reduce the deviation of the actual losses from the expected.

Loss Prevention
The insurer may further reduce his risk by engaging in loss prevention activitics. These risk

reducing facilities are not available to the individual insured.

Greater Financial Capacity
The insurcr is willing 1o assume the nsks of the msured because of his ever growing large
financial assets which are readily available 1o meet losscs which an individual, uninsured

cannot mcet himself,

Further Transfer of Risk

Insurers have open 1o them the reinsurance mechanism whereby they can transler part or all
of the risk they have assumed to their reinsurers.

All these factors o.pcralc to reduce the uncertainty of the insurer. Therclore, the risk of the
insurer is much less than the sum of the uncertainties of all the insureds. The purpose of

insurance is thus the reduction of the uncertainty of the insurceds in the lace ol pure risks.



2.3.7 Criteria for Insuring a Risk

Although insurance is concerned with pure risks, however, not all pure risks are insurable,
certain criteria must be followed:
I. There must be large number of risks of a sinilar kind so as to make it possible to lorecast

with reasonable accuracy the proportion of the whole that will sustain loss.

t2

The occurrence of loss must be fortuitous because a loss deliberately brought about by

the insured is not suitable for insurance

3. The peril insured against must produce a loss which is quantifiable in money or material
terms. Quantifiable or determinable losses constitute the basis of premium.

4. The cost of insurance must be feasible, as otherwise this becomes so prolibitive that no

one can pay the premiums.

h

The possible loss must not be catastrophic. This is because catastrophies are dillicult to
predict and thercfore not amendable to insurance

2.3.8 The Benefits of Insurance

Insurance has many benefits some of which are as follows.

I. Man is driven by sell’ interests to avoid danger, therclore, he tries his best to sech
guarantees against any probable loss 1o his person, property or business.  The msuree
wanlts to ensure against probable peril with the insurance company in retuin for some
payment in the form of a premium.  The insurance company promises to compensate the

insurce for his loss or debt in return for a premium
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Insurance build up the economy. Insurance companies are able o collect huge [unds
from the public in premiums which are invested in national productive industries. This
conslant flow of funds into trade, commerce and industry helps in the growth of wealth
and capital in the counlry. Thus insurance savings help m building up the national
ccononty of a country.

Insurance provides peace of mind and sense of sccurity to the insurces which is a
reasonablc return for premiunis,

Employment Opportunitics: The insurance industry is an important cmployer of labour

The total number of persons employed in the industry as at 1990 is 30,000 (Norman
1974).  These range from insurance inlermediarics to the clerical and management stall
of the insurance companies. The employment prospects are widely spread in lirms
operating in the industry which establish branch oflices on a coumtry-wide basis. In
addition, the industry provides jobs for external auditors, advestisement agencies,
lawyers, engincers, contractors, ctc. The induslry is therefore contribuling its share in

assisting government o tackle the problem of unemployment.

Financial Intermediation: Insurance is very active in the financial mtermediation process.
It Dbrings together and turns into capital small sums of money which would otherwise
have remained unused or spent. lnsurance contribuics more to a developitig economy
through capital accumulation than by reparation of losses through compensatory

measuies, The total funds of the insurance companies rose lrom N756 million in 1979 10
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N1,938 million in 1985. The paid up capital of these companics increased from NS.3
miflion in 1979 to just under N80 in 1985 (sec Tablc 2.1).

Investment Functions: The premia charged by insurance companies for the sceurity they

provide arc accumulaled over time.  Also, the great majority of contracts writlen by hifc
oflices conlain a high investment content. As a result a lite oflice qﬁickly reachies a
situation where its total income exceeds the outflow thereby increasing insurance {unds.
The reserve assets of many individuals are thus held by insurance companies. These
assets are available for invesiment throughout the whole economy as compared to the
greater likelinood that the ndividual reserve funds would remain idle.  Insurance
companics arc thus, closely connected with the ¢cconomic development of the nation in
that they take part in all fields of productive investmeni and arc available - together with
the other sections of the moncy market - in providing short and long tcrm funds for
governments, companics and private inveslors.

Conservation_of Foreign Exchange:  The Nigenian Reinsurance Corporation which

commences business on Ist Februavy, 1978, was scl up to check the country’s foreign
market’s import of reinsurance.  With the establishment of the corporation as well as the
appearance of other reinsurance companics, a good amount of premia, which were
hitherto lost to international reinsurance centres are now rctained i the country. The 20
per cent legal cession which every regisiered insurer cede to Nigeria has enabled it 1o

trade wilh other reinsurers abroad with the aim of carning some foreign cxchange on the
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inward business. It also epabled it to generate subslantial funds which in due course

would further contribute 10 the economic development of the country.

In the first 10 years of its establishiment, the gross premium income of the corporation  rosc
from N22 in 1978 to NI55 million in 1986. Profils rosc from N4 milhon in
1978 10 N26 in 1986 (sec Table 2.2). No doubt much of this money is ploughced into the
cconomy, cither through investment  in government sccuritics, industrial sharcs and real

estates.

2.4 DEFINITION OF INSURANCE

Insurance, like other social science concepts has no single acceptable definttion. 1t is oflen
defined as the transfer of risk.  This definition is insullicient becausce it docs not contain other
{undamental aspects of insurance. Insurance is therclore defined as:

*...a device lor reducing risk by combining a suflicient number of exposure

units to make their individual losscs collectively predictable. The predictable

loss is then shared proportionatcly by all units in the combination.”2
The above definition implics both that uncertainty is reduced and that losses  are sharci.

These are the important characteristics of insurance.
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2.5 DEFINITION OF INSURANCE CONTRACT

A contract of insurance can be defined

“as a contract whereby one person or organisation, called ‘the insurer’ underiakes
in rcturn for the agreed consideration called the ‘premium’ {o pay to another
person called © the assured’ a sum of money or its equivalent on Lhe happening of a
specificd event.”

~ The specificd event must have some element of uncertainty about it the uncertaintly may be

either:

a. Inthe case of life assurance, in the fact that, although the event is bound to happen in the

ordinary course ol nature, 1he time ol its happening is uncertam.

b. In the fact that the happening of 1he events depends upon accidental causes and the eveni,
thereiore may never happen at all. 1n the latter case the event is called an accident

(Rahman 1979).

Thus in a very simple words, a contract belween two partics, the msurcr and the msured, the
former promises to compensate the latter on the happening of a definite event, in retura for

his contribwlion.

An insurance contract or agreemett involves live esscritial clements:
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1. Therc must cxist a risk to be insured against

2. The property must possess value

3. Therc must be no possibility of profit .
4. A premium must be paid; and

5. The nsured cannot act as an insurcr of the person or persons with whom he is insuresd

The Premium

Premium 1s the amount of money the insured agreed to pay 10 the insurer instalmentally
usually at intervals in return for a compensation to be given in the events ol occurrence of the
peril insured against. The amount depends on the estimale ol the nisk involved as calculaled

by the insurcer.

As soon as the contract is concluded, the insured becomes bound to pay the premium. The

acceptance ol the premium by the insurer is an indication that the contract is complete.

The Policy
Palicy in insurance contract refers to the description of the cvent insured agamst, and the
possible cxceptions under which the insurer will not be hefd responsibie. It also contains

conditions on which the validity of the policy depends,



The Peril Insured

Peril refers 1o any event the insured seek to insurc against and the insurer is willing (0 accepl.
The penls differ according to the class of msurance, but n all cases refercnce is made to the
description in the policy in order (o find it out. The description must be made with grcal

accuracy and precision.

The Claim
The insured is entitled to enforee the policy when the event insured  against actually
happens. The loss must be caused by the event wsurcd against. A loss not caused by the

peril does not come under the policy.

Nullification of the Contract
The contract stands nullitied in the event of:
i) misrcpresentation of facts by the insured technicaily calied “breach of good faith.”

i) performance of willful act by the insured in causing the cvent insured against.

2.6 CLASSIFICATION OF INSURANCE

Insurance can be classified based on the function it performs or classes of business:
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2,6.1 By the Functions it Performs

This is to calegorise insurance according to the objeet or event insured, and may be
considered as follows:

1. Insurance ol the Property of .lhc Policy Holders: The teem “property’ in
this context refers to all posscssions rather than mere premises. Thett, matcerial
loss or damage, and [ire insurances arc all within this category. They covered
the insurcd property {(or property tor which he is responsible) against loss or
damages. Other examples are lull policies in marine insurance.

2. lnsurance of the Liability of the Policy liolder: The insured person may
become liable at law for the death, injury, or discasc of another person, or may
have legal liability for damage to their property. Examples are general
liability, employers liability and marine collision liability indemnities.

3. Insurance of the Person of the Policy Holder: ‘I'his ivolves insurance in
connection with the hife, limbs or health of the person insured. Life and hicalth
insurance fall within this calegory.

4. Insurance of the Rights or Financial literest of the Policy Ilolder. This s
a rather miscellaneous category o describe thosc insurances which do not fall
conveniently within any of the previous three sub-divisions.  Lxamples are

fidelity guarantee and credit insurance.
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The above classification is not water-tight since insurance such as marine, hill or metor
policies do cover material damage as well as liability to third parties. Personal accident cover

is included in a comprchensive motor policy. '

2.6.2 By Classes of Business

Historically, insurance was divided into four main departments - marine, fire. lile and
accident. The appearance of ncw companics or specialist nsurers meant Lhis classilication
was not rigidly followed. Thus a young company could merge lire and accident in a gencral
accident business. Also, a specialist department could handle marine or aviation business in a

scparate department [rom the accident department.

The lollowings are classes of insurance according to naturc of business:

1. Marine Insurance. Maring trade and the perils of Lthe sca have been with man from time
immemorial. Marine insurance, in keeping with man’s long association with the sea s
many centuries old. Examples of marine insurance arc hull policies which insure the
actual vessel and its equipment and cargo policics.

2. Life Insurance: One of the deepest desirest of the prudent man is 1o ensure that his
dependents are  provided for, especially in the event of premature death.  Thus, lifc
insurance is also of very ancient origin, and the present day praclice may be sub-divided

into ordinary life insurance, including individual insurances and group hie and pensions

insurance, industrial life insurance, and annuitics.
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Fire Insurance: Fire insurance as we know it is aboul 300 years old.  Lxamples within
this category are insurances of material loss or damage by fire and special perils and
consequential loss arising from such material damage. .

Accident Inusurance; This somewhal misceflancous term applied o all ciasses of
busingss not covered by the thrce previous classes. Personal accident insurance and theli

arc two cxamples,

Because of cnormous growth or technical complexily concerncd, most insurers now
regard motor, engmcering and aviation insurances as a scparate department, although
with composite insurers they were formerly considered 1o be within the accident fields.
Motor Insurance: The growlh of this class of business especially since the second
world war has been so phenomenal thal most insurers now regard it as a departiment on
its owit.

Engineering Insurance: This is very technical class of business, and a sizabic proportion
of the eflort made by insurers in connection with it is the loss preventive work of surveys
and inspections of boilers and the like, insured by them, or proposed to them ftor
insurance. The insurance usually cover boilers, clectrical plant, lifl and cranes.

Aviation Insurance: This is another class of business wincl has seen enormous growth
since the second world war, and is highly speciabised.  Insurances may be arvanged
covering damage to the airerall legal fiabilities and personal accident benefits, among

others.
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2.7 INTEREST IN THE MODERN COMMERCIAL INSURANCE

Interest refers to a fixed rate the creditor charges the debtor on the principal borrowed. 1t
may also be delined as a predetermined excess or surplus over and above the loan received by

the debtor, conditionally in relation (o a specilied penod.  Interest contains the following

“three clements:

1. Exeess or surplus over and above the loan (i.c. the principal)

2. Determination of this surplus in rclation to time

- 3. DBargatns to be conditional on the payment of a predetermined surplus to the creditor,

As far as commercial insurance is concernced, it is dependent for its profits on interest which
is completely involved in it at all stages of its business, [rom the calculation of the premiums
to the pﬁymeut .ol'indcmnity to the insurce who has suflered a calamity. Most of the funds
collected in prcmiums- arc tnvested in fixed carning (i.c. interest) investinents by Uie insurance
companies and only a small portion of their money is invesied in other projects.  This is
because they consider it safe and free trom risk, and as their policy is 10 play safe in order to

protect the intcrests of their clients, fixed-carning investments are the most likely chotce for

them,

The business of modern commercial contract in practice thrives on interest. The lwo are so
closely linked that it would be dillicult, il not impossible to separate them within the existing

syslen.
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2.8 GAMBLING IN THE MODERN INSURANCE

Gambfing means getting something easily or receiving a profit without working for i, I1s
encompasses all forins of acts by which wealth is acquired or divided by devices of chance.
In gambling even if there is no fraud, the gambler gains what have not carned or looses on
mere chance, Examples include lotlery, betting, wagering, etc.

A cursory study ol commercial insurance business will show that it does resemble gambling,
A number of cconomists have admitted that commercial msurance is a form of gambling or

speculation.

The resemblance can be shown by a comparison:

a. Inboth, the amount betted (or insured) is paid back to the betier {(or insured) when certain
cvents have taken place,

b. In the case of the non-occurrence of an event, nothing 1s paid  back 1o (he better  (or
sured).  This applies both to commercial msurance and betting,

¢. How the bel or stake in casc of belting (and peril in casc of commercial insurance) will
actually occur and  who will be the winner, the better in case of betting (and 1he
insurce in case of conmercial msurance compaay) is anybody’s guess.

d. The premium money in commercial insurance is cxactly like the slake in betling as
far as legal commitments are concerned.

‘The gain of the house in betting and the company in insurance is always certam, wiile the

I

gain of  the better or the insurce ts doubtful: he may gain or luse.
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f. On the whole, the house against all gamblers, and the commercial insurance company

against all the insured, are always the winners, (Rahman 1979).

Thus the clement of gambling and wagering is glaring i the contract of insurance,

PROBABILITY OR RISK IN INSURANCE

Risk literally means uncertainty. In business it means going info a venture without knowing,
exactly what will be the outcome. According to Imam [bn Taymiyyah risk is involved when

one does nol know what is in store for one at the end of a business ventures or bargain.

Risks arc normal in business but that ol insurance is abnormal.  This is because  the
participants, cspecially the insuree arce deluded by the lalse hope of winning.  In other words

the defiauded party agrees under the misunderstanding that there is no traud.

Risk permeate all li)e fumdamental clements of insurance contracl.

a. Premiutn:  The actual amount of premium moncy to be paid by the insuree is
determined by means of “law of large numbers™ approximalion and coujeciure.
There is also no guarantee that the insurcd will conclude payment ol Ius
installments.  When that happens, the insurcd looses all that was paid belore.

Elements ol risk 1s present in the determination of premium and its payments.
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b. Indemnity: Indemnily which is a formn of guarantec against future risk, is also not
frec  from the clement of risk. The msured docs not know the amouni of
compensation he is likely 1o get in case of an accident or a peril. There arc quite a
few unknown cvents. How much compensation will the insured be paid? When
will he be paid? There is no definite answer to these gucestions.  And if" the peri

docs not happen, he may not be paid anything at ali.

Sometimes the insurance contract is called an indemnity contract al a price. Bul it
is not true because indemmity is nol always paid.  Lven if the price is paid,
compensation may not be paid in case of the non-occurrence of a peril.  As such it
cannot be called an indemnity contract at a price. It is only a promise to pay

compensation which is sometimes fulfilled and sometimes nol.

2,190 ELEMENTS OF UNCERTAINTY IN INSURANCE

Uncerlainty signifies an unspecified clement in the quality, guantity or price of a thing. N also
refers to the state of mind of the individual which corresponds 1o the degree of probability of
an occurrence (or chance) in the objective situation:  therelore, uncertainty becoies a sequel

of probability.

The uncertainly in insurance contract is ol three kinds:

L. T is uncertain as 1o whether the occurrence will really happen;
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2. Whether it will happen during a given period of time; and

3. Itis uncertain as to the dimension of the occurrence

Uncertainty is unavoidable in insurance and prevails at all levels of its-business from the time
of the signing of the contract 1o the time of the paying of risk money to (he insuree who
suflcred a calamity. The cxistence of uncertainty is the fundamental condition for the

existence of insurance.

2.11 INSURANCE UNDER CAPITALIST SYSTEM

The Indusirial revolution ushered in a new cconomic system known as Capitalism. It is a
system in which private ownership of means of production is allowed and cucuurlag,cd, The
competilive nature of the system resulied in technological advanceinent and consequently o
tremendous growth in the production of goods. New mecans of transport were available
resulling in extra-ordinary expansion of domestic and lorcign trade. Accidents causing death,
injury, or disability became common in mechanised factories, coal mines and rail transpost.
Alongside industnal development, cities started registering increases in their populations.
The perils of fire, thefi and waylaying also increased. Expansion of commerce and industry,
the ever-growing complexitics of civilisation and the phenomenal increase in hazards and

perils, heightened awareness for the need of insurance (Siddique M.N. 1995),

Attempts were made by governments, rcligious and cooperative bodies 10 salisfy the needs.

The growing complexity of civilisation and the extra-ordmary rise i the need, made a new
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organisational structure necessary. Enterprising pcople soon realised the vast poteatial lor

profitable business in the arca.

The result was emergence of big insurance agencies lirst based on partnership and
subsequently in the form of joint stock companies. They never had the good or graceful aim
of providing a nceded service to their fellow human beings:  Rather like all other capitalist
oriented activities, they pounced on these needs exploitatively in order to maximise personal
profit. In this exploitative spirit of such ventures, all accepted moral norms were thrown
overboard., The new business cthics encouraged them to have recourse on a very large scalc,

to practices based on fraud, deceit trickery and gambling,

Large scalc business in this sector proved to be even more lucrative than that n the other
capitalist sectors. This led to the rise of monopoly. The principle of perfect competition
failed, as it had failed in most other capitalist activitics to keep the margin of prolit within

reasonablc limits and Lo prevent exploitation of the consumers. The process continued till

people begin to look for alternalives.

2.12 INSURANCE UNDER SOCIALIST SYSTEM

Following the untold misery and suffering of ordinary pcople under the purely capitalist
economy, thinkers began the search for an alternative ccononiic arrangenient with a view to

securing justice. The scarch, championed by Karl Marx resulted in the establishinent of the
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socialist system.  The system aimed at nationalisation of the mcans of production and
centralised slale cconomic planning 10 ensure people their basic neceds and social justiee.

First it was introduced in Russia and later had impact over vast arca of the world.

Under this system, the production, of wealth, commerce and transport being controlled hf the
state, the need for insurancc does not arisc in the samc way as it docs for private
cotreprencurs.  Bencliling from the law of large numbers, the state can itsell’ very well
compensate for sudden [inancial losses in the liclds ol production of wealth, commerce and
transport. Insurance is needed under this system in the sphere of what is now called social
insurance. Qutside this spherc the insurance needs of small farmers and other people ﬁrc
locally metl by cooperative socictics which operate with the help of voluntary contributions,

and partly, states subsidics.

2.13 ISLAMIC VIEW ON INTEREST GAMBLING, RISK (PROBABILITY) AND
UNCERTAINTY IN TRADE

Unlike other religions named after their founders, Islam has no  association with any
particular persont, people or country. 1t s not the product of any human mind but a universal
religion and its objective is to create and cultivale in man picty, honesty, goodness and

wisdom.
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Islam Is an Arabic word and connotes submission, surreader and obedience.  Another lileral
meaning of the word 15 “peacce” and this signifies that one can achicve real peace  of body
and mind only through submission and obedience to Allah (SWT). Such a life of abedience
brings with il peace of the heart and establishes real peace in the sociely al large.
Technically, Islam is a way of life which is absolutely free from cvil, corruption and injustice
and is at the same thne self corrective and selll preventive ol possible evil incursions and
degeneration. “God commands justice, generosily and kind treatment with kith and kin, and
forbids indecency, wickedness, injustice and oppression. Fie admonishes you so that you may

learn a lesson (Qur’an 10:90).

The religion has clements of a permanent way of life which comprises a complele system of
thought and practice and civifisation and have laid down principles and given detailed

instruction for the sofution of all human probiems.

2.13.1 lInterest
The lirst of the clements forbidden in Islam was interest. 1t is regarded as an cconomic evil
harmful to society economically, socially, as well as morally.  Imam al-Razi m his

commentary of Qur’an mentioned somge of the evils,

1. The taking of interest implics appropriating another person’s property without giving him

anything in exchange, because one who lends onc “dirfinn for two ‘dirhums’ get the
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extra “dirham’ tor nothing. Now, a man’s property is for (the purpose of) lufilling his
nceds and it has great sanclity, according to the *hadiflr ‘A man’s property is as sacred
as his blood.” This mecans that taking i from him without giving him somcthing in
exchange is fiaram.

Dependence on interest prevents people from working to earn moncy, since the person
with dirhams can carn an extra dirham through interest cither in advance or al a later
date, without working for it. The value of work will consequently be reduced in his
estimation, and he will not bother to take the trouble of making a business or risking his
money n trade or industry.  This will lead to depriving people of  benelits, mdustrics,
trade and commerce, building and construction.

Permitting the taking of intcrests discourages people from doing good to one another as
is required by Islam. If interest is prohibited in a socicty, people will fend cach other with
good will, expecting back no more than what they have loancd, while il inferest 1s made
possible the needy person will be required 1o pay back more on joans (than he has
borrowed), weakening his feelings of good will and friendliness toward the lender. (This
is the moral aspect of the prohibition of interest).

The kender is very likely to be weallhy and the borrower poor. I inlerest s allowed, the
rich will exploit the poor and this is against the spisit of mercy and charity, (This 1s the

social aspccl of the prohibition of interest).
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For the fact that interest was deeply rooted in the economic and social life of the community,
the law of prohibition was gradually introduced to avoid unnecessary inconvenience and

hardship to the people. (Rahman 1979).

a. The lirst mjunction of the Hely Qur’an only reminds people that interest does not add
anything to individual or national wealth but on the other hand decreascs it.

(Qur’an 30:39).

“That which you give in interest in order that may mcrease on other people’s wealth.
It increases not with Allah:  but that which you give in charity secking Allah’s

pleasure, increases manifold.”

b. The second commandment forbids Musluns to take compound interest {(usury) il they

want real and lasting happiness, peace of mind and success in hie (Qur’an 3:129)

“0 you who believe? Devour not usury, doubling and quadrupling the sum lent. Fear
Allah and observe your duty to IHim, that you may really prosper.” The devouring of
interest had created greed, avarice, persimony and scllishness in those who took
mterest; hatred, anger, ennmty and jealousy in those who had to pay it.  Therelore,
Alilah had condemned and prohibited inferest and prescribed charity as an antidote to

i



¢. As some people were mixing trade with interest and did not find much difference
between the two, Lthe Holy Qur’an warns them of the evil consequences of this

attitude and admomishes them to abstain from this cvil.

“But those who devour mnterest cannot stand except like the one whom Satan has
bewiiched and maddened by his touch. They have been condemned 1o this condition
because they say “Trade is just like interest’ whercas  Allah has permitied trade and
[orbidden interest. He who after receiving admun.ishing from his lord, abstain {from
taking interest, shall be pardoned for his action: his affair is with Alfah (1o judge). But
he who repeats the same ollense, he shall go to hell, where he shall abide forever.
Allah has deprived interest of all blessing and made charity fruitlul. And Allah likes

not an ungratetul sinful person.”

In this verse the money lender 1s likened to a madman, Just as a madman loses his
sense on account of his disordered infellect, in the same way the moncy iender is so
‘concerned with money-making (hat he divorces himself from common sense. e is so
senselessly foolish and impudent that he does not mind how his sclfishness and greed
arc cutting at the very root of human love, human brotherhood and lellow [eeling, and
destroying the common good of mankind. e does not carc that he is paing

prosperity at the cxpense of many. This is how be behaves like a madman in this
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world. In the next world he will rise like a madman at the time of Resurrcction. for in

the Iereafter a person will rise i the same condition i which he dies here,

d. Then came the final commandment of Aliah, prohibiting interest and declaring it

unlawful in the society. (Qur’an 2:278).

“0 Belicvers, fear Allah and give up interest whal is still due to you from interest, if
you are true belicvers; but if you do not do so, then take notice of war from Allah and
His messenger. I however you repent and forego interest you are entitied to your
capital do no wrong, and no wrong will be done to you. I your debtor be in
straitened circumstances give him time till his monetary condition becomes better.
But if you remit the debt by way of charity, it will be better for you il you only knew

it.']'l.

The above verses of the Qur’an explicitly {(without any shadow of doubt) prohibited

interest and declared it unlawtul.

2.13.2 Gambling

Gambling and all forms ol betling, rallling or loticry are prohibiled n Islam.  The holy

messenger by exlension prohibited all forms of busingss in which monotary gain comes from
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merc chance, speculation, conjecture and not from work. Prohibition of gambling like

nterest was gradual.

The first commandments simiply referred to its evils and pointed out that ils cvil was greater
than its profit. “They ask you concerning wine and gambling, say: “In them is great sin and

sonie profit for men; but the sin is greater than the profit.” (Qui'an 2;219),

The second and final commandment prohibited the practice altogether - “O Believerst Wine
and gambling - and diving arrows are an abomination of Safan’s handiwork. Leave it aside in
order that you may prosper. Indeed Saran intends to sow enmity and hatred among you by
means of wine and gambling, and to prevent you from the remembrance of Ailah and from
prayer.  Will you not thercfore abstain from these things?  Obey Allah and His messenger

and abstain from these things.” (Qur’an 5:90},

There are sound and noble objectives behind this strict prohibition (Al-Qardawi 1984). They

are,

1. The Islamic teachings urge the Muslims to follow Allah’s directives [or earning a fiving,
to use natural laws and direct means for the altanment of his objectives, and to employ
such causes as produce the desired eflects.  gambling, which includes raflling, or the
lottery, on the other hand, makes a person dependent on chance “luck™ and empty wishes,

taking him away from honest labour, scrious work and productive cflort. The person
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who depends on gambling loses respect for the laws of causation which Allah established
and commended people to use.

In Islam, an individual’s property is sacred; it may not be taken from him except through
lawlul exchange or unless he gives it freely as a gift or in charity. Accordingly, taking it
from him by gambling is unlawful

Although gamblers claim that loosing does not trouble them, practically they develop
hatred and enmity toward one another. There is always a winner and looser. The looser
may seem composed but behind his composure is frustration, anger and regret . frustration
duc to disappointment, anger at the loss of money, and regret for not having played a
winning game

Gambling has its own compulsion. The looser plays against in hope of winning the next
game in order to regain s carlier losses, while the winner plays again to cnjoy the
pleasure  of winning impelled by greed for more.  Naturally luck changes hands, the
looser becomes the winner and the winner the looser, and the joy of winning changes into
bitterness of loss. Thus the gamblers may persist at playing the game, unable 1o bring
themselves to leave it this is the seeret 1o addiction 1o gambling

Because of this addiction, gambling is a danger to the society as well as to the individual
This habit consumes gamblers time and energy, making them non-productive idlers and
parasites on society, who take but do not give, who consume but do not produce
Moreover, due to his absorption with gambling, the gambler neglects his obligations

towards his Creator and his duties towards his community. It oflen happens that a
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gambling addict sells his honour, religion and country for the sake of the paning table.

since his devotion to this table dulls his sense of valucs and kills all other devoelions.

2.13.3 Probahility of Risk

The holy Qur’an has explicitly forbidden all business transaction involving injustice i any
form to any of the parties; it may be in form of deceit or fraud, or undue advantage or peril
lcading lo unceriainty in the business or any dealing. “He has enjoined that you should use
[ull measure and a full balance. We charge you only with that much responsibility that you
can bear.” (Quran 6:151-152). In another verse, Allah (SWT) stales “Woe ta those thal

deal 1n fraud - do they not think thai they will be called to account on a Mighty Day? (83:1-).

Again in Swatl Nisa (4:29-30)  Allah (SWT) said:  “O Believers do not devour one

another’s properly by unlawflul ways; but do business with mutual consent.”

Jt is narrated by Abdullahi bin Umar, Saced bin Musayyab, Abu Hurairah and 1bn Abbas thal

God’s messenger forbade all transactions containing the elements of probability.

~ Muslim jurists agrec that the presence of probability in any business contract make sit invalid
but they disagree on the matters relating to certain details of the specilication of quantity or

quality in goods that may lead to probabilily. (Rahman: 1979).
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2.13.4 Uncertainty in Trade

Any type of transaction which Jeads 10 uncertainty wilh regard 1o lhe price (i.e. the amount of
money) to be paid, or the quantity or quality of the object of the sale or the time of payment
and the completion of the sale contract, 1s invalid. The price must be stipulated at some
known and determinate rate and the quantity and the time of the payment because any doubt

or uncertainly in any of these matters will render the contract void.

There are many sayings of the messenger of Alfah which clearly forbade transaction based on
conjeciure and uncertainty.  The purpose of the instructions was 1o make business
transaclions fair and eliminate the element of uncertainty {rom them as far as possible. 11 is
narraled by lbn Abbas that when the holy prophet came to Madinah, the people were paying
one, two or three years in advance for fiuit (dates), so he said 10 them “whosoever pays in
advance the price of a thing to be delivered later should pay for a specilied measure and

weight with a specified period.”
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3.0 CHAPTER I1I: RESEARCH METHODOLOGY

3.1

3.2

4

INTRODUCTION

Mcthodology refers (o the theoretical perspectives or models that inform and paiide the
researcher in the choice ol methods and techmicques of investigation as well as analysis of the

date collecied. In this study, the methodology is in the {ollowing steps.

THE RESEARCII METIIOD

Nature of study and information required determines the rescarch method. ‘The study centred
on the present and on that basis, the survey method is adopted.  Survey research studies both
large and small populations by sclecting and studying samples chosen rom the populations (o
dislc.over. the relative incidence, distribution and interrclations  of  sociological  and

psychological variables. (Osuala 1982).

Advantages of the method over others in the present circumstances include:
1)} Survey research is oriented toward the determination of the status ol a given
phenomenon rather than toward the isolation of conservative factors.

1) The method gives an accurate asscssment of the charactenstics of the whole population,
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i) Surveys attempt to determine the incidence, distribution and interrelationships among,
variables.
iv) It focuses on people, the vital facts of people, and their beliels, opinions, attitudes
motivations and behavior.
v} The method identifies present conditions and points 1o present necds and based on
by
that, sound decisions can be made.

vi} Surveys do more than mcrely uncover data. They mterpret, synthesize and

integrate these data and point to implications and interrelationships,

3.3 DATA COLLECTION

Thfee basic ways were used in securing data:

{. Direct observation

2. Indirect observation

3. Recofds maintained for other than rescarch purposcs.

Direct Observation: The miethod provides prmary data. To ensure vaiuability of the data
for the fese.arch, the following precautions were taken:

i} The observation centred on the area of inlerest i.c. insurance

it} Observations were recorded as quick as possible

ii) The observations are free Irom evaluations and value judgments.

iv) Important aspecls of the population were identificd for proper observation and
description.
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Indirect Observations: Data was sccured trom discussions with friends, collcagues and

professionals in the area.

Analysis of Data: Records maintamed for other than rescarch purposes were also used

securing data. Such records arc contained m textbooks, magazines and journals.
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4.0 CHAPTER IV: PRESENTATION AND ANALYSIS OF DATA

4.1

4.2

INTRODUCTION

Islam is a dynamic religion. It recogmses and appreciates the ever changing envitonment ol
man. Any issue or problem which is not explicit in the Qui’an and Sunnah Jusists or Scholars
are permitted 1o make reference, interpret and profler solutions.  Insurance as it 1s today was
not m practice during the hie of the holy prophet (SAW) and this gave scholws the
opportunity to differ on its verdict  In this Chapter, the opinions will be examimed — Also, the

Islamic arrangements on msurance will be presented

INSURANCE IN ISLAM

There are basically two schools of thought  on insurance. The  first school s ol the view
that insurance business 1s not against any clear law of shana.  Therelore 1t can be aceepted
and practiced based on the principle that il a thing does no harm to anyone it can be aceepied
without infringing any principle of sharia as the prophet said “Do not harm and no harm will

be done to you™

The scholars in the school also argued that there are many lawltul practices which contain an

clement of probability (Gearar) or unceitainty (Jadieke), but are allowed by the shaa Foi



example surely or guarantee (kefalah) mutual assistance or fiendship (Alanvalalry deposits
(Wada a)y mortgage (Ralm) agency, contract of wages, ete I these, they further argued. and
many other contracts of the same Kind having a considerable degree of probability are lawlul,
commercial surance must also be considered lawlul. According to them considerning the
legality and usefulness of the insurance institutions, both for the individual and the community
. efforts must be to practice it as enjoined by the Qur'an. “Cooperate with all in what is good

and pious.”

4.2.1 The Opposing View

The proponents of the practice of modern msurance maimtamed that siee shania has nol
explicitly mentioned insurance contract, it is perfectly lawlul to be practiced  Scholais not m
the support of the view, lurther argued that even though shana has not mentioned by name all
the unlawful forms of business contracts of transactions, but has lamd down the basie
principles that determine validity or otherwise of many forms ol business. To determine the
validity of insurance contract, it must be viewed in the light ol these prinaples. According 1o
them, insurance is an invalid business due to the unlawful clements contain therem The

clements include mterest, uncertainty, probability and gambling

Another reason advanced i support ol practice of the modern commercial msurance s that

the holy prophet allowed people to carry on thew business that mvolved elements off



probability or uncertainty. On this reason the scholars further argued that people had been

used to such dealings over many years and had become a habit with them

The problems associated with these dealings, therelore, need to be tackled with great care
and wisdom. It is a fact of human history that no relorm can be introduced into any economy
by one statute of legislative act.  And this general observation remaim true for all tmes. Fully
conscious of this historial process, the holy prophet, therclore, gradually introduced Islamic
reforms into the economy of his own time.  The people were long accustomed to so many
forms of valid and invalid commercial transactions and they could not be stopped overnight
They were allowed for some time to carry on their business transactions according to then
century old customs.  As they grew stronger and tirmer in their faith and fully understood the
significance and wisdom of the law of sharia, the holy prophet started to purge the economy
of its manifold evils one by one.  Finally. before the end of the mustry, all mvald sale
contracts and business transactions were disallowed while the valid forms ol transactions

were retained i the system.

For people 1o be safe from the exploitative elements of the modern insurance and at the same
time enjoy the benefit of a lawlul one, the Jurists suggested mutual  and cooperative

mnsurance.
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4.3 THE ISLAMIC INSURANCE SCHEME

The Istamic scheme of insurance can be categorised into two:
a. Non-contributory (slate)

b. Contributory {privatc)

4,3.1 The Non-con(ributory fnsurance Scheme

Non -contributory insurance is an arrangement m which the msured is compensaled on the
happening ol an cvent without making any contribution.  Such schemes are mamly linanced
from Zakkat lund and are administered by the state. Public wellare and social security is the
{oremost cconomic obligation of an lstamic stite. The social security phifosophy of the state
is based on the following principles:
i} All wealth and property belongs Lo Allah and the state, as vicegerent olf Allah hold it
as a trust [fom Allah, There are many verses in the {loly Qurian which show that ali
wealth and properly belongs to Allah and the commumnity is holding it as a trust from
Him;
“And give them oul of the wealth which Allah given you.” (Qur’an 24:33)
“To Allah belongs the Kingdom of the Heavens and Earth.” (Qui’an 57:5)

“Believe in Allah and His messenger and spend in charity out ol the wealth
whercof He has made you heirs.” (Qui’an 57:7)

ii} That the state guarantee of social sceurity for all its citizens is on condition of people’s

obedience to the stalc laws.
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It can be deduced from many verses of the Holy Qur'an and the Sunnah ol the proplhet
(SAW) that guarantce of social sccurity for all members of the state is a pre-condition of their
obedience o the stale laws. The state can demand obedience to its Yaws from its members
only if it guarantces social sccurity to them against hunger, sickness, unemployment, cte. The
slate absolutely has no right to demand obedience from the people it it leaves them hungry,
sheltetless, sick and unemployed. The Holy Qus’an confirms this view 1n theses words:

“Praisc be to Allah, the Cherisher and Sustainer of the worlds.

Most Gracious Most Mcrciful - Thee do we obey and Try help do

we scek.” (Qur’an 2.5)
T'rom these verse we can se¢ that even the Creator of the universe demanded obedienee from

His servants only aller providing innmense favours and unlimited benelits 1o them,

4.3.1.1 Mcaning ol Social Security

Sociallsccurily is a government policy that involves making available necessilies ol life to
every individual according to the prevalent custom, usage and common norms, It does not
however mean that (he state has to provide all these things (o ail 1ts citizens.  {n actual
practice, it 1s only the fow paid and non-carning members of the community who need siale

help in one form or another.

Harry Calvert defined the social sccurity law in these words:

“Those Jegal mechanisms primarily concerned to onsure the
provision {or the individual of a cash income adequate, o cusure
for him a culturally acceptable minimun standard of living when
the normal means of doing so fails.”’|
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4,3.1.2 The Social Security Schenies

=S

Cvery individual has the right to livelihood in an Islamic state, and cvery citizen has the
guarantee (or his basic nceds. It is in fact, the primary duty and responsibility of the Istamic
slate 10 scc that every citizen gets his basic needs according 10 the principle of “right to
livelihood.” And there is complete cquality among its citizens as far as the basic needs are
concerned.  According to this principle, the social security department guarantees the basic
needs 1o all those who are sick, old, needy, poor, unemployed or avalids and arc unable 1o

work..

The social scourity system was fully practicalised by the holy prophet at Madinali (the
headquarters of the welfare state). in the payment of social security benelits, the prophet did

not distinguish between a Muslim and non-Muslim; and citizens of the state equally benelited.

The schemes arc as follows:

1) Family Allowance:

The Islamic social securily system recognises the need flor childven’s
allowances generally known as “family allowances’ on two grounds.  First,
Islam encourages people to have large familics and therelore, provides an
additional atowance for every child born i a family. Sccond, it makes extra

provision for every child born in the form of additional aftowance (o cnable
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their parents to maintain them without hardship or suffering 10 the Tamily,  All

people, isrespective of their financial position, benelit from this scheme.

i1) Maintenance or Supplementary Allowarncg
There is provision in the social sccurity system 1o provide maintenance or
supplementary allowance to those familics with low inconies. If the income
falls below a certain level depending upon the number of children in the
family, it is entitled to maintenance allowance.  All those familics who Tulfill
the qualifying conditions of a low inconie or find their income not suflicient (o
maintain their large familics have the right to claim fnancial assistance {rom

the slate social secunty system under this scheme,

i) Invalid Allowance

Invalid people are those who have been rendered inqapal.)ic of work due to
prolonged or chronic sickness or accidcnl,lor to other reasons.  Adequate
benelits arc paid to these people to maintain their familics. I the nvalid is
unable to look after himself and needs constant carce and attention, the social

sceurity department provides an atlendant allowance tor him.
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Widows Allowances

The loss of a single bread-winner, the matn source of incomic of a family, can
cause untold damage to the interest of the family members. Theretore, o s
absolutely necessary thal urgent sieps must be taken at the death of a lamily

man so that the bercaved family does not suller as a result of his death.

[slam has made provision in its social sccurity system to meet the needs ol the

family of the deccased through a widow’s allowance schieme. The widows gel

rcasonable allowances sullicient 1o meet the needs of their children.

Maternity Allowance

Child birth may ofien put extra burden beyond the normal capacity of some
people, especially low-income familics and thus cause unduc sullering and
hardship 1o them. The process of child-bearing entails additional expense and
puts a heavy burden on poor people who usually have large families. The
Istamiic state regards it a legal duty to hielp such familics during periods of
confinement by giving maternity allowances to the expectant mothers of

confinement and child-birth.
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vi} Old Age Pensions
This aflowance is mainly lor the benefit of the old people who have no other
source of inconic in their old age. The Islamic state takes the responsibitity of

maintaining the old people by granting them old age pensions.

vii) Miscellancous Grants

The Islamic state is duty bound to hefp other people who may be rich but are
temporartly under finaneial strain and are unable to meet their neceds,  ‘Thie
Holy Qur’an refers to this legal obligation ol the state m these words:
“Alms (Zakkat) is lor the poor and the ncedy and those employed
to administer the fund: for those whose hearts have been recently
reconciled and debt; in the cause of AHah; and for the traveler, thus
it is ordained by Alfah, and Allah is full of knowledge and wisdom.”
(Qur’an 9.00}

The people referred to in this verse include:

a. Captives of War: Captives of war taken prisoners by the enemy of war

taken prisoners by the enemy must be fed even if their ransom in monetary
terms has o be paid by the state.  Ordinary oflenders who have been
imprisoned for petty crimes or as a result of civil suits should also be helped to
win their {reedom by paying their ransom money from the Zakkat Fund.

b. People in Debt: Al those people whose liabilities of debt are more than
their personal assets should also be helped out of the Zakkat Fund to pay oIV

their debt. lowever, it is impertant (o sce that the debts no circumstances



were incurred for unlawtul activities of the debtor c.g. indulging in fuxurics,
drinking, sambling, etc. The debt must be incurred 1o provide for the

necessitics of lile, assisting others or other similar purposcs.

. Travelers (Wayfarers): A person who becomes destitule, but who cannot
benefit from his wealth because he is away from home on a journcy is calbed
the wayfarer. He needs financial aid 1o cnable him complete his journcy. e
can be provided with financial help out of the Zakkat Fund up o certain
requirements during the journcy, provided the journey was nol undertaken
mercly for pleasurc or for holidaying.

d Guarantors: When somcone accepis sceurity on behall of a friend or
stands guarantec for a ncighbour for a debt due by him and who fails to
honour his promise, there could be many enforceable factors, ¢.g. fire, flood,
earthquake, Iightcning, clc. beyond anyone’s conlrol which might adverscly
affect that fricnd’s or neighbous’s financial position and render him unable (o
{ulfill his pronusc.

The guarantor has done a good job in providing assistance to another person
by guarantying him, thercfore he shiould not be left 1o suller for this act of

kindness. It is the duty of the state 1o come to his aid.

[
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4.3.2 The Contributory Insurance Schemes

In the contributory schemes, the participants pay contributions and those who sufler Joss,
benefit from the common fund. The policy holders are themsclves surers as well as the
insurces.  The motive is not profit making but sell” helping through cooperation with othe
members of the society. There are two types of contributory insurance

1) Mutual Insurance

1) Cooperative Insurance

4.3.2.1 Mutual lnsurance

Delinition: 1 s a joint guarantee against loss to any member of the group (vokmtanly
formed). In mutual insurance, members ol the group guarantee jomntly that il any of them

suflers a disaster he will receive certain sum of money to ficlp him meet the loss

4.3.2.2 Organisation
Mutual insurance societies are established on the following principles
1) Mutuality: The motive of the scheme 1s helping through cooperation with
other members of the sociely. Mutuality is the basis of this form ol insurance
Each insuree cooperates with other insurees to lessen the elfect of a calanily
which may have fallen upon any of them
i) The Contract: It is a mutual agreement between members of a group 1o

compensate one another in the event of a loss in return for a contribution.
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i) The Premium:  Premium in mutual insurance is meant (o cover expenses in
case of loss. The amount is therefore small and paid instalmentally. 11 is also paid
at no protit, no loss basis. .

iv}) The Policy: Policics in mutual imsurance depend on the mutual agreement of
members. Compensation covers gvents or losscs that arc agreed upon.

v) Indemmity: The sum payable is determined by the extent of 1he Joss suflered.
The principle behind mutual insurance 1s very comprehensive and is not limited to
the mere paying ot of compensation to those who suffercd a loss, but goes lar
beyond, sometimes beyond the limit of Ns own common fund. Hs rights stretehes

Lo other insurcee’s weahh.

CLASSIFICATION
Mutual insurance socicties can be classilicd based on molives and class of membership. The

groups arc as foltows.

[. Public or Private Socicties
Mutual socicties can be organised by private mdividuals.  In this case
membership is voluntary. Government also for one reason or the other may

organisc mutual socictics and made membership compulsory.



Rura{ or Urban Sociceties
Mutual socictics operating in the rural arcas provide cover against risks quite
dilferent from those of the urban socictics and are, therefore, organised or

operated on a different basis.

liudepenudent Producers or Wage-eirners

In former times, privale mutual societics were organised mainty  {or
humanitarian purposes but now these are formed mecet the cconomic needs of
their members. Vanous types of mutual socicties can be formed farmers, wage-
carncrs, landlords, manufacturers, et¢ - 10 meet the msurance needs of their

mecmbers.

Big or Smail Societies
Size or scope of a socicty is determined by the motive and status of ity
members.  Big socictlics are formed to meet the cconomic nceds ol their

members. While small socicties are generally [ormed for social motives,

General or Special Seciclics
This classification is based on the sphere of operation of  the mutual society.

Socictics which provide cover against diflerent kinds of nisks e.g. five, life,
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burplary, motor-car, etc are called general, and these which operate in the

specific branch of insurance are called special.

6. The Assessment Mutual and the Advanced Preminms
This classification results from the method of colfecting the premiums and
covering of losses. In the asscssment mutual socicties, members contribule
fixed amount agreed upon in advanee in case of any calamity falling upon a

member,
In the advanced premium plan, the estimated premium is paid in advance for
one year. la case of losses the members are likely to pay an additional

premium and if over-charged they are paid back a dividend.

4.3.2.3 Cooperative lnsurince

Definition: Cooperative insurance is mercly the application of the cooperative principies to
the ficld of insurance. The aim of cooperative organisations is 10 cstablish a business

enterprise vested with continuily and permancncy,

A general definition of cooperative insurance contamning all its essential clements, may be

given as follows:



“Cooperation is a voluntary organisation with unrestricted membership and
collcctively owned funds, comprising wage-carners and small producers in
towns and country for the establishment ol enterprises under joint management
wilh the purpose of improving their household and/or business cconomy or
creating facilitics for work: It is built on a democratic basis ol equality and
common interest, and surpluses produced arc allocaled 1o reserves or
distributed among the members in proportion to the utilisation by them of tlic

lacilities provided by the organisation.”

Organisation
Cooperative insurance societics are established on the lofflowing principles:
1) Principles of Cooperalion

Cooperative insurance is a collective enterprise, but is based on the persunal
interest of the insured.  Individual policy holders are loyal and responsible (o
cach other. The socicly is organised on democeratic basis.  Lach member has
one vote at the general mecting ol the socicty. He even participates  the
operation and general management of the cooperative society by clecting il

board and oflicers.



it} The Contract
It is an agreement between a member and the socicty to improve his standard of
living (surplus income, compensation in the event of foss, etc). In return for
conlribution (premium or capital} usually paid mstalmentally. The catire basis
of business or insurance i particular rest upon the plurality of members. The
larger the number of sharc/policy holders, the cheaper and saler will be the
scheme.

1i1) The Premium
Premium or share capital is fixed and paid at once or mstalmentally. 1t is
recoverable when the need anises.

iv) The Policy
Cooperative insurance is organised on the basis of membership which s
unresiricted.  Anyone can become its member without any  discriminalion
between occupation or localities of greater sisk,  As such its insurable interests

covers Whc trading and personal interests of members,

v} Indemnity
In the event of any loss, personal or busincss, the member concerned will be
compensated accordingly. Funds not used for suclt purposc ic. surplus, is
distributed among share or poticy holders in proportion to their contitbutions in

the creation of the surplus.
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CLASSIFICATION
Cooperative insurance societies ditter greatly in their organisation and fickd of operation.
However, they can be divided into two main groups: .
a. General Societics
These socicties operate in various fields of insurance. They include:

i) Primary Cooperative Insurance Societics:

Primary societies are established by individual members and function more or
fess on the same lings as primary cooperative societies in other ficlds of
cooperative activitics.

ti} Secondary Cooperative Insurance Societics:

These societics are usually formed by local cooperative societies, hrade
unions and other labour organisations with or without the participation ol

individual members.

iii) Third Grade Cooperative Insurance Societics:

These societies are formed by cooperative wholesale societies or cooperative
unions with or without the participation of local cooperative insurance

socielics.




b. Special Societics

Special cooperative societics operate in once branch of insurance only.

i) Cooperative Labour tnsutance (nstitutions:

These are institutions organised by workers to look afier and support the
dependents of its deceased members.  Such sociclies can be tormed jointly
by consumers coopcrative insurance socictics and the trade union

organisations.

1) Agricullural Cooperative Insurance Sociclics

These societies arc organised 10 insure risks associated with agriculture,
c.g. risk of hail, livestock, crops, forest fires, windstorm, floods and other

weather hazards,

Agricultural insurance is allected by two special factors.  Fst, it has to
deal with policy holders who are scatiered all over the land, Sccond. there
is difficulty of close supervision of the policy holders and the insured

objccts.

The societics may be formed by individual members or have a state aided

national systcm,
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iit} Cooperative Employers Insurance Societies:

In places where employees are not protected by stale insurance, they need
to form cooperative insurance societies to safcguard their various interests.

The socicties can be formed based on trade, industry, prolession.

4.4 DIFFERENCES BETWEEN COMMUERCIAL INSURANCE AND CONTRIBUTORY
INSURANCE

Modern commercial insurance and the contributory insurance can be differentialed on the
following groups:
1) Commercial insturance is organtsed on the basis of profit, whereas contributory

insurance is based on mutuality and cooperation.

iy Commercial insurance companies are owned, controlied and managed by
sharcholders who are rarcly policy holders of the same company.
\;threas, contributory insurance is controlled and managed by the policy
holders themselves.

m} [nsurapee companies distribute profit among sharcholders, while mutual or
cgqng;rq}tvc spcicties distribute prolits, if' there are any among policy holders.

iY? qunmclqai insurﬂnpc companies operaie in the inferest and for the wellare of
s:l}.ﬂ[?_hq!‘(lgrs; wifje pontributory insurance socicties operate for the imterest
amnd w;all‘are of its members who arc the policy holders,

v) Funds in commercial insurance belong to the sharcholders, while inmuiual and

cooperative  societics, funds belong the policy holders.
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. 50 CHAPTER V: SUMMARY, CONCLUSION AND

l.

RECOMMENDATION

5.1 SUMMARY

In the introductory part of the study, the problem under study, its scope and limitations were

stated. The value of the rescarch to others was also explaimed.

To put the study into perspective, contribulion of other authors in the field of insurance, was
reviewed., In the course of the review, the modern commercial insurance was critically
analysed and found to be explaitative, cspecially lor the msured. This is due 1o the presence
of explowative elements like interest, gambling, probability and uncertainty in the system.
Islam, a rcligion based on principles ol justice and cquity prohibited these clements in o

business iransactions.

On rescarch methodology, the survey method was adopted in the conduct of the study. Data
coltected by mcans of direct and indirect obscrvations.  Reference was also made 1o

secondary sources like text books, journals, magazines, cic.

From the data collected it was discovered that Islamic insurance is viable allernative 1o
modecrn exploitative insurance system. The I[slamic schemes are in form of cantributory and

non-contributory run by private individuals or group and the slate respectively.
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3.2 FINDINGS

When the family or tribal {ife was replaced by urban life, the individual found himself open (o
multifarious perils and without the family or tribal protection. Under these circumstances, the
individual was largely deprived ol family o tribal protection and therclore be looks Tor other
kinds of safeguards. The fulfillment of this necd was found in insurance.  Dilference
insurance systems were evolved and practiced m dilferent socictics and time,  Flis study
cxamings the western and Islamic msurance systems.  The following findings among others
were arrived at:

1) Human activitics are surrounded by risks and the need for sateguards against them is

mierent in man.

ii) The western insurance system widely in practice, currently is exploitative due  to the

presence of exploitative clements like interest, gambling, probability and uncertainty
in the contracts.

) Islam being a religion bascd on the principles of justice and equity prohibited interest,

gambling,  probability and uncertainty in all forms of business transactions -
insurance inclusive.

iv) In the Islamic system, the state runs non-contributory insurance schemes on personal
perils like sickness, accidents, death and the like.  The  schemes are financed from
Zakkat and other related sources.

v) Contributory msurance schemes are organised by private individuals on mutual - and

cooperative basis. Such schemes cover all arcas ol human endeavour,



53 CONCLUSION

The increasing vulnerability of  business environment, has made insurance indispensable
From the discussions and findings, it was discovered that the western insurance system
currently in practice, is not only unable to fully satisty the insurance needs of man, but also
proved to be exploitative especially for the insured. This study, therefore presents the Islanie
msurance system as a viable option.  The system unlike the status-quo  (modern msurance) is
free from exploitative elements like interest, probability, gambling and uncertamty - Not only

that, the system was founded on the principles of justice, equity, mutuality and cooperation

Other conclusions reached by the study include:

A. The modern insurance system is fraught with number of pitfalls. Among them are

1) The ignorance of the insurees and the complex nature of the policies have lefl the insurees
al the mercy ol insurance companies and their agents

ii) The policy holders pay more than is necessary to cover the cost of services rendered 1o
them by the insurance company.

i) There is good deal of profit mmaking and exploitation in commerctal nsurance

iv) The benefits of commercial insurance arc pot distributed evenly among all groups of

sociely
v) The system displays all the features of a modern  capitalistic  enterprise  especially

its tendency towards monopolistic organisation.



B. Insurance is a basic human neced, as accidents and  their financial

consequences requiring insurance cover are universal.  Sudden death, disability,
discasc, uncmployment, fire, {lood, storm, drowning and accidents rclated 1o
transportation and the financial loss caused by them are not dependent on ong’s
voluntary actions or occupation. Ollen the victim and his family arc reduced (o
peaury. Invariably their cconomic cfliciency is impaired to the exient that it
depends on moncy and property. This reahity requires that msurance be breated

as a basic human necd over a very wide range of human activitics.

C.The need for protection against perils and hazards and the associated

financial losses thal everyone faces is as imporlant as the maintenance of law
and order. Just as the stale will not abandon this duty, it should also not
entirely leli the fulfiliment of the insurance needs in the hands of profit seeking
entreprencurs. It should provide succour to people in distress and fullill needs
arising out of any sudden accident, congenital  deformity, lemporary
unciployment, old age, or the death of the family bread-wimer,  In addnion (o
that the state should also provide an cnabling environment for the growth and

prosperity of mutual and cooperative insurance socielics.
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5.4 RECOMMENDATIONS

The role of insurance in the economic developmient of any nation cannot be overemphasised.
By means of insurance uncertainty of loss (financial and otherwise) 1s minimised and this
fosters eflicient utilisation of resources. Due to the linkage between cconomic development
and insurance, the mstitution should be made {o fimction cffective.  In the light of tins, the

study do hercby recommend the followings:

1) The state should bring under its jurisdiction all life and medical insurance and
most of insurance against accidents. In addition to that, the statc should also
take preventive measurcs on perils imvolving money and propertics.

ii) When human life, limbs or hecalth comes to harm by an industrial accident
or when it is impaired while carrying out a duty assigned by the employer, the
burden of the relief and compensation shouid be borne by the factory or
company. Not only that, cmployers should be made to pay unemployment
benefits if the unemployment is due to some measures taken by them,

iii) A proper fulfiliment of the need for insurance is possible only when sulliciently
large numbers of people facing the same risk could be associated with it so
that the law of averages could reliably operate. In the hight of this, mutual and

cooperalive insurance sociclies should be allowed and encouraged to llourish.



iv) Individuals and corporate bodies holding policics under the present
dispensation should appraise themsclves of the msurance law. This is 1o avoid
or at Icast minimise the current exploitation of {he insurces by the insurance
companies.

v} There is need for authors to bring into lime light non conventional insurance

measures. This will check the undue use of monopolistic power by the

insurance companies.
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»®  TABLE 472

R

Contribution of Life Insurance to Total Savings,
1970 to 1983 (M’ Million)

Year Total Savings Life Insurance Contractual Savings
1970 586.83 5.46 (0,93)
1971 983.08 10.96 (1.11)
1972 1,578.43 11.70 {0.74}
1973 720.20 13.11 (1.82)
1974 1,815.20 19.69 {1.73)
1975 1,815.20 25.69 {1.42)
1976 2,255.30 34.48 {1.53)
1977 2,592.80 50.90 (1.96)
1978 3,000.40 G5.25(2.17)
1979 4,155.80 69,19 {1.66)
1980 5,769.90 95.89 (1.66)
1981 6,819.70 121,87 (1,79}
1982 8,052.60 122.727 (1.52)
1983 9,443.10 135.05 (1.43)
Sources . 1. Compiled from Savings Statistics in CBN: Economic and

Financial Review, 1977 — 84

2, Federal Ministry of Finance and Economic Planning,
Insurance Department.

The figures in parenthasis represent percentage of the total.



¥ TABLE 4.4

The Financial Results of the Nigeria Reinsurance Corporation

insurance Funds 1978 1979 1980 1981 1982 - 1983 1984 1985 1986
Gross Premium 22.00 65.26 6456 94 .29 86.00 113,21 108.79 12329 115.33
Technical Reserves 12.89 2g8.00 ‘wm.mm 55.85 63.75 77.55 82,97 89.32 90.69
Underwriting Profit 2.28 397 7.12 9.79 12.10 10.44 10.70 458 23.80
Profit Before Tax 1.43 528 9.049 12.41 14.21 14,15 13.10 10.81 25.98
Sharaholders’ Funds 4.92 11.81 16.03 22.24 39.34 43,80 45.80 4797 5352
Total Assets 15.69 5182 76.99 126.44 158.74 202.22 217.83 213.13 23%.11

Source: Nigeria Reinsurance Corporation



