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Underinsurance and General Average term

Many times for various reasons either legitimate or unfair one
may make one of the most frequent mistakes in the case
of insurance, i.e. he may underinsure his property subjecting
himself fo the General Average clause.

To understand what underinsurance and the General Aver-
age clause is, let us consider a simple example:

When you originally purchased your property and you've in-
sured same, the latter had a certain value. In all probability
your property’s values is worth more or less for several rea-
sons:

* Because of generally increased construction costs
¢ Because you have made additions or repairs

¢ Because you have enriched your household

¢ Due to economic crisis

¢ Due to upgrading / downgrading the area efc.

If the insured amount is still the same, then in all probability
your insurance does not cover you completely. To find out
if the above applies to your case, simply compare your in-
sured amount with the current value of your home and your
household furniture, to see if there is any difference.

In addition, underinsurance is very commonly found in the
case when the property’s insurance is prescribed by the
bank on account of the granting of a loan. If the borrower
already has part of the capital required to purchase the
property, and only wants to borrow the rest of the total val-
ue, then the bank will most probably ask him fo insure the
property only for the loan amount. But this value will not cor-
respond to the actual value of the property being just part of
the total actual value. Hence, in most such cases, the prop-
erty will be underinsured.

But why is underinsurance wrong and how is the general av-
erage term implemented?

Underinsurance essentially means partial insurance and this
in furn means partial compensation.

f in ¥ (&

www.insurancelinkcyprus.com

inyurance

INSURANCE & FINANCIAL PLANNING REVIEW

33 Neas Engomis str., 2409 Engomi - Nicosia, Nicosia Business Centre, office 201

Tel.: 22 26 96 46, Fax: 22 26 96 49, e-mail: info@insurancelinkcyprus.com

For example, if a house with its household equipment is
worth € 60,000 but is only insured for €30,000, then the
compensation in case of the occurrence of the insured
risk will be limited to half. So if your loss value is estimat-
ed to € 20,000, then the amount that will be paid by the
insurer under the insurance contract will be limited fo €
10,000.

So it is worth to assume such arrisk just to save a little bit
on your premium? Certainly not!

Furthermore, it is worth mentioning the usual definition
of underinsurance used by the Insurance Companies,
as same was reviewed by the Supreme Court in the
case Stylianos Michalakis and People’s Insurance Co
Ltd (2012):

«Average: If the property hereby insured shall, at the
breaking out of any fire, be collectively of greater value
than the sum insured thereon, then the insured shall be
considered as being his own insurer for the difference,
and shall bear a rateable proportion of the loss accord-
ingly. Every item, if more than one of the policy shall be
separately subject to this Condition.
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That is, when the insured amount of a property (e.g. a build-
ing) is kept below its real value (as will be assessed at the
time of loss) then the Insured shall be considered as insurer of
himself and he will bear the loss for the amount not covered
by the insurance policy as same will be computed on the
basis of the application of the General Average Clause or
similar term, provided such clause is included in the policy.
In as far as the insurance company is concerned ifs liabil-
ity for damages will be limited to symmetrical proportions as
analysed below.

For the subject matter reference may be made to the Text-
book MacGillivray & Parkington on Insurance Law, éth edi-
tion, para.2000, pp. 835 referring to the subject of under-
insurance and the existence of conditions in the insurance
policy known as «subject to averagen, or «condition of aver-
agen or «average clauseyn. The relevant passage is quoted
below:

«2000. It has therefore become the almost invariable prac-
tice for insurers to declare that the policy is «subject to aver-
agen or «subject to the undermentioned condition of aver-
agen which means that, if the sum insured does notf represent
the value of the property insured at the time of the loss or
damage, the insured is fo be his own insurer for the requisite
proportion of the insurance and must therefore bear a part
of the loss accordingly. In Carreras Ltd. v. Cunard Steamship
Co. where the plainfiff company warehoused goods with

the defendant company at a fixed rental to include
insurance against loss or damage by fire, Bailhache J.
held that the so-called pro-rata condition of average
was so common in fire insurances on merchandise that
is must be implied as a ferm of the warehouse agree-
ment. The average clause now occurs in almost all poli-
cies, except those relating to private dwelling-housed
and household goods, and to a building and its con-
tents used wholly or mainly for religious worship ».

A similar clause was examined by the Cyprus Courts in
the case EAC N. American Home Assurance Co. Ltd.
etc. (2003) 1 AAD 1570, the clause was as follows:

«17. If the property hereby insured shall, at the break-
ing out of any fire be collectively of greater value than
the sum insured thereon, then the insured shall be con-
sidered as being his own insurer for the difference and
shall bear a reasonable proportion of the loss accord-
ingly. Every item, if more than one, of the policy shall be
separately subject to this conditiony.

The Supreme Court considering the above term in light
of the facts of the case stated, inter alia, the following:

«.... where it is demonstrated that the insured property
is a total of more value than the sum insured, then the
insured shall be considered as a self-insurer in relation
to the difference and will bear a proportionate share
of the loss.

The Court, referring to textbook ER Hardy Ivamy «Gen-
eral Principles of Insurance Lawy, 4th ed., Para. 538,
identified the agreement as Average Policy and there-
fore in case of partial loss of insured objects, the insured
may notf recover the full amount of the loss within the
Agreement, only such proportion as the sum insured
represents the full value of the object at that fime.
Relative was the reference in the book MacGillivray &
Parkington on Insurance Law, 6th ed., Para. 2001. The
conclusion reached by the judge of first instance in this

5 regard is that in such cases, the insurer does not pay
www.insurancelinkcyprus.com
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the full amount of the contract but part of it. The determina- | should be aware that he will not be fully covered and
tion of the amount payable is obtained after multiplying the | in the event of a contingency he will find himself liable
sum insured fo the amount of value loss and divided by the | to pay although he hasinsurance....

sum of the actual value of the goods at the fime of the ac-
cident according to the following formula:

sum insured X amount of loss

real value of goods at the time of the accident.
Example:

Full value of the building (estimated) at the time of damage:
€ 200,000. Insured amount of the property: €100,000. Dam-
age repair costs: €50,000

The applied formulais:

Sum insured at the time of loss\X Cost of repairs

Full value at the time of loss

That is:

100.000 X 50.000 = 25.000 euro

QUICK TIPS:
200.000

1. Seek the advice of an experienced estimator for
proper estimation of value of your property for the
purposes of your insurance.

Amount to be paid by the Insurance Company (Indemnifi-
cation): euro 25,000

Amount fo be paid by the insured: 25,000 Euro 2. Make frequent re-evaluations of the insured prop-

In the example, the insured had the amount of the insured erty and revise accordingly your insurance policy

amount to 50% of the actual value of the asset, as assessed 3.
at the time of the damage. As a result, the compensation
from the insurance company was limited to 50% of the cost
that caused the damage and, consequently, the remaining
50% will fall on the same insurer as the insured himself.

Read very carefully the terms of your insurance pol-
icy. For any clarification please contact your per-
sonalinsurer.

Having regard to this very essential term of the policy means If you want any clarification or have any questions ,
that the sum assured should always be located in the cur-

rent real value to insure asset.

please feel free to contact me at 22 26 96 46 or drop
me an e-mail at savvas@insurancelinkcyprus.com,
or fill out the enquiry form below and | will be more
than happy to answer you and give you a quotation

In the case where somebody voluntary, most probably in or-
der to save on the premium or on account of negligence or
ignorance or failure to take proper professional advice, he if you are interested.

sub-insures an asset, either by not revising the asset’s value savvas P. Christoforou is a Chartered Insurer and
in the insurance policy for many years although the value

) } managing director of Insurancelink Cyprus.
has increased, or by stating less value from the start then he

Disclaimer:

This information is only for information purposes and not for providing any professional or legal advice. Insurance link and their
officers, employees, personnel, directors will not be responsible for any direct/indirect loss or liability incurred by the user as a
consequence of his or any other person on his behalf taking any decisions based on the contents of this guide.. Insurancelink
does not warrant completeness or accuracy of any information published in this guide.

www.insurancelinkcyprus.com




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


