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v' Secondly there may be loss of economic earnings, both due to death or
disability.

These kinds of losses are covered by insurances of the person or personal
lines of insurance.

Insurance is possible for anyone who has assets that have value [i.e. which
generate income or meet some needs]; the loss of which [due to fortuitous
or accidental events] cause financial loss that can be [measured in terms of
money].

Thus these assets are commonly referred to as subject matter of insurance
in insurance parlance.

2. Risk

The second element in the process of insurance is the concept of risk. We shall
define risk as the chance of a loss. Risk thus refers to the likely loss or damage
that can arise on account of happening of an event. We do not usually expect
our house to burn down or our car to have an accident. Yet it can happen.

Examples of risks are the possibility of economic loss arising from the burning of
a house or a burglary or an accident which results in the loss of a limb.

This has two implications.

i. Firstly, it means that that the loss may or may not happen. The chance
or likelihood of loss can be expressed mathematically.

Example

One in a thousand chances that a house will catch fire = 1/1000 = 0.001.

Three in a thousand chances that Ram will have a heart attack = 3/1000 = 0.003

Risk always implies a probability. Its value always lies between 0 and 1,
where 0 represents certainty that a loss will not happen while 1 represents
certainty that it will happen.

ii. Secondly, the event, whose occurrence actually leads to the loss, is
known as a peril. It is the cause of the loss.
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\ Example

Examples of perils are fire, earthquakes, floods, lightning, burglary, heart attack etc.
What about natural wear and tear?

It is true that nothing lasts forever. Every asset has a finite lifetime during
which it is functional and yields benefits.
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Subrogation: It is the process an insurance company uses to recover claim
amounts paid to a policy holder from a negligent third party.

Subrogation can also be defined as surrender of rights by the insured to an insurance
company that has paid a claim against the third party.
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