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INSURANCE THE SERVICE OF THE MODERN WORLD 
 

Abstract 

 

Insurance is becoming an increasingly 

sought-after service in the modern world to 

provide economic security from accidents 

caused by the extreme action of natural forces 

in the form of natural disasters with enormous 

detrimental consequences on the property and 

bodily integrity of mankind. Insurance is a risk-

sharing arrangement in which one party (the 

insurance company) undertakes to insure the 

other party (the insured) against possible losses. 

The arrangement is concluded in the form of an 

agreement, ie. policies. Insurance, in fact, is an 

association of all those who are exposed to the 

same danger in order to jointly bear the damage 

that will happen to only some of them. 

Insurance  

 

policies are used to protect against the risk of 

financial losses, large and small, which may 

arise from damage to the insured or his 

property or from liability for damage or injury 

caused to a third party. 

There are many different types of insurance 

policies, and virtually every individual or 

business can find an insurance company ready 

to insure them - for a price. Businesses require 

special types of insurance policies that insure 

against specific types of risks faced by a 

particular business activity. 

Keyword: risks, losses, damage, property, 

property 

 

1. Definition and types of insurance 

 

Insurance is the most effective risk 

management tool that can protect individuals 

and businesses from financial risks arising from 

various contingencies. Emotional and 

psychological loss can never be offset, but at 

least financial loss can be offset by insurance. 

What is insurance:30 

 Insurance is a legal agreement 

between two parties - the insurance 

company (insurer) and a natural person 

                                                           
30 Insurance Definition Types Benefits Features India 

- Turtlemint, (2021), www.turtlemint.com › what-i 
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(insured person), where the insurance 

company promises to compensate the 

financial losses due to unforeseen 

liabilities in return for premiums paid 

by the insured individual. Simply put, 

insurance is a risk transfer mechanism, 

where the risk is transferred to the 

insurance company and coverage for 

financial loss is obtained. 

 The concept of insurance works on 

the basis of "risk pooling". When 

purchasing any type of insurance policy 

from the insurance company for a 

certain period with specific coverage 

and binding regular payments (listed as 

premiums) to the policy. The insurance 

company collects premiums from all its 

customers (listed as insured) and 

collects the money collected to pay for 

losses arising from the insured event. 

Insurance is a special type of economic 

relationship designed to provide insurance 

protection to people (or organizations) and their 

interests from various types of hazards. 

Insurance is a system (method) for protection 

of the material (property) interests of the 

subjects in the insurance market (individuals 

and legal entities), the threat of which always 

exists, but is not mandatory. The term 

"insurance" is primarily associated in a person's 

mind with the word "fear" (fear for the safety 

of one's property, one's health, life, etc.). It was 

the fear of material losses and the need for their 

compensation that caused the insurance. 

Insurance in a narrow sense is a relationship 

(between the insurer and the insurer) for 

protection of the property interests of 

individuals and legal entities (insured) in case 

of certain events (insured events) to the 

detriment of established funds (insurance 

funds) from insurance premiums paid by them 

(insurance premium). Insurance is a legal 

agreement between two parties, the insurance 

company (insurer) and a natural person 

(insured person).31  

 The insurance company promises to 

compensate the insured's losses in the 

event of contingency insurance. An 

unforeseen situation is an event that 

causes a loss. It can be the death of the 

insured or damage / destruction of the 

property. 

 The insured pays a premium in return 

for the promise given by the insurer. 

How insurance works. The insurer and 

the insured sign a legal insurance 

contract, which is called an insurance 

policy. 

 The insurance policy contains details 

of the terms and circumstances under 

which the insurance company will pay 

the sum insured to either the insured 

person or the nominees. Insurance is a 

way of protecting a person or his family 

from financial loss. 

 What types of insurance are 

available: There are different types of 

insurance products that are classified as: 

life insurance products and general 

insurance products. 

 Life insurance - As the name 

suggests, life insurance is life insurance 

for individuals. The individual buys life 

insurance to make sure that his 

dependents are financially secured in 

the event of untimely death. Life 

insurance covers you at risk of death. 

Life insurance policies come in many 

forms, such as full life insurance, 

cashback and investment insurance. 

                                                           
31 Insurance: Importance, Types and Benefits - 

ClearTax, (2021), cleartax.in › insurance 
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Many life insurance products can be a 

great tool for long-term savings, also a 

combination of protection and savings. 

 Health insurance - Health insurance is 

made to cover medical expenses for 

expensive treatments. Different types of 

health insurance policies cover a range of 

illnesses and diseases. You can buy a 

general health insurance policy as well as 

specific disease policies. The premium 

paid to the health insurance policy 

usually covers the costs of treatment, 

hospitalization and medication. 

 Car insurance - In today's world, car 

insurance is an important policy for every 

car owner. This insurance protects against 

adverse events such as accidents. Some 

policies also compensate for damage to 

your car during natural disasters, such as 

floods or earthquakes. This insurance also 

covers third party liability when damages 

are to be paid to other vehicle owners. 

 Insurance in education - Insurance for 

the education of children is similar to a 

life insurance policy, specially designed 

as a saving tool. Education insurance can 

be a great way to secure a lump sum of 

money when a child reaches the age of 

higher education and enters college (18 

years and older). This fund can be used to 

pay for the higher education of the 

insured child. Under this insurance, the 

child is the recipient of the funds, while 

the parent / legal guardian owns the 

policy. 

 Home insurance - Home insurance can 

help cover losses or damage caused to 

your home by accidents such as fire and 

other natural disasters or hazards. Home 

insurance covers other cases such as 

lightning, earthquakes, etc. 

Insurance selects what the person or business 

wants to be protected from. The insurance 

company calculates the risk for the events to be 

insured and the insurance provider or insurer 

will determine the price - premium to be paid. 

For insurance there are the following three 

main steps:32 

1. Choose a policy. An insurance policy is a 

document that states exactly what an individual 

is or is not protected from. For example, a 

travel insurance policy may say it will cover 

medical bills in the event of an injury in a car 

accident. - but not if you did something 

dangerous, such as skiing. 

2. The premium is paid. The premium is the 

amount paid each month or year (or sometimes 

just once) to have insurance. The amount to be 

paid depends on the risk and the value of the 

events being insured. 

3. A statement is made. If something 

covered by the policy happens, the insurance 

company is told what happened, they check to 

see if it is covered by the policy and if the 

claim matches what the individual or company 

is protected from, then the insurance company 

pays the insurance as agreed . 

Insurance is a compensation agreement. For 

example, it compensates for losses from 

certain hazards, such as fire, earthquake. 

An insurer is a company or person that 

promises to indemnify. The insured is the 

one who receives the payment, except in 

the case of life insurance, where the 

payment goes to the beneficiary specified 

in the life insurance contract. The 

premium is compensation paid by the 

insured - usually annually or semi-

annually - for the insurer's promise to 

                                                           
32 What is insurance? - Money Advice Service, 

(2021), www.moneyadviceservice.org.uk › 
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reimburse. The contract itself is called a 

policy. Insured events are known as risks. 

 Public, 

 Private insurance 

 Sometimes a distinction is made 

between public and private insurance. 

Public (or social) insurance includes social 

security, temporary disability insurance, 

etc., funded through government plans. 

Private insurance covers all types of 

coverage offered by private corporations 

or organizations. Private insurance occurs 

as: 

 Individual insurance - personal 

insurance, 

 Business insurance 

Individual insurance - personal insurance - 

In this type of insurance, the subject is the 

property interests related to the life, health, 

ability to work and the pension coverage of the 

insured or the insured person. Personal insurance 

includes: life insurance, accident and illness 

insurance, health insurance. In personal 

insurance, the insurer is obliged to pay the 

amount specified in the contract if the occurrence 

of an insured event entails damage to the health 

of the insurer (the insured person) or his death. 

The payment of the insured amount can be made 

on time or periodically. All types of personal 

insurance are tied to an independent facility and 

the list of insurance risks provided in each 

specific insurance product. The types of personal 

insurance of the citizens can be named: 

 Life insurance - Life insurance provides 

compensation for the family or some 

other named beneficiaries after the death 

of the insured. Two general types are 

available: the insurance term provides 

coverage only for the duration of the 

policy and is paid only for the death of 

the insured; life insurance that provides 

savings. 

 Health insurance - Health insurance 

covers the costs of hospitalization, 

doctor's office visits and prescription 

drugs. 

 Disability insurance - Paid for disability 

compensation in a certain percentage or a 

fixed amount, weekly or monthly, if the 

employee becomes unable to work due to 

illness or accident. 

 Property insurance - In property 

insurance, the subject of insurance is the 

interests of the property related to the 

ownership, use and disposal of the 

property. This includes insurance for 

buildings, household property, animals, 

vehicles and more. The property 

insurance contract prescribes the 

obligations of the insurer to compensate 

the insured or the beneficiary for material 

damage to the insured property in case of 

an insured event. In this case, the 

payment of the fee is limited to the 

amount specified in the contract for this 

type of insurance. In property insurance, 

there are the following risks from which 

insurance coverage is provided: 

 The first is insurance against fire, flood 

and other natural disasters, in this case, 

buildings, structures, equipment, goods, 

domestic movable and immovable 

property and much more can be subject 

to insurance. 

 The second risk is damage to the 

property by water from the central 

heating systems, water supply systems, 

as well as the sewerage and more. 
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 The third type of risk is intentional 

damage to third party property. This can 

include hooliganism and so on. 

 The fourth type of insurance risk can be 

theft of property as a result of illegal 

entry, robbery or seizure. 

 Car insurance - Car insurance is perhaps 

the most common type of insurance. 

Typical car policy covers liability for 

bodily injury and property damage, 

medical payments, damage or loss to the 

car itself, and attorneys' fees in the 

event of a lawsuit. 

Business insurance includes: 

 Workers 'Compensation - Almost every 

business in every country must be insured 

against workers' injuries in the 

workplace. Some may do so through self-

insurance - that is, by setting aside certain 

reserves for this unforeseen situation. 

Most smaller businesses buy employee 

compensation policies available through 

commercial insurance companies, trade 

associations or government funds. 

 Car insurance - Any business using 

motor vehicles should maintain at least a 

minimum vehicle insurance policy for 

vehicles, covering personal injury, 

property damage and general liability. 

 Property insurance - No business should 

take the opportunity to leave its 

buildings, machinery, stocks and the like 

unprotected. 

 Negligence Insurance - Professionals 

such as doctors, lawyers and accountants 

often buy negligence insurance to hedge 

against claims made by dissatisfied 

patients or clients. 

 Business Interruption Insurance - 

Depending on the size of the business and 

its vulnerability to losses arising from 

damage to basic work equipment or other 

property, the company may wish to 

purchase insurance that will cover a loss 

of earnings if the business is interrupted 

by someone way - with strike, loss of 

electricity, loss of supply of raw materials 

and so on. 

 Liability insurance - Businesses face a 

range of risks that can result in significant 

liabilities. Many types of policies are 

available, including policies for 

homeowners, homeowners, and tenants; 

for manufacturers and contractors; for 

company products and completed 

operations (for liability arising from 

product warranties or product damage); 

for owners and contractors (protective 

liability for damages caused by 

independent contractors hired by the 

insured); and for contractual liability (for 

non-compliance with the performance 

required by specific contracts). This type 

of insurance provides, as a subject of 

insurance, liability to third parties, which 

can potentially be damaged due to any 

activities (inactivity) of the insured. The 

liability insurance contract shifts the 

liability for possible damage to the 

insurance company, which undertakes to 

reimburse the insurer for the amounts it 

must pay to third parties as compensation 

for the damage caused. This type of 

insurance protects the property of the 

insured and insures his liability for 

potential damage to the health and 

property of citizens and legal entities. 

Liability insurance is one of the most 

numerous types of insurance, with many 

varieties. There are many insurance 
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products based on this. Liability 

insurance includes: 

Civil liability insurance of enterprises - 

sources of increased danger; 

 civil liability insurance of vehicle 

owners; 

 civil liability insurance of the carrier; 

 liability insurance for non-fulfillment 

of obligations; 

 professional liability insurance; 

 insurance of other types of civil 

liability. 

Liability insurance also includes: 

 liability insurance of the employer in 

case of violation of the employee's 

health; 

 motor third party liability insurance 

(vehicle owner, CASCO, OSAGO); 

 liability insurance for shipowners; 

 personal liability insurance against 

third parties due to negligence of the 

insurer or his family members; 

 liability insurance of the producer of 

the goods (intermediary or seller) to 

consumers and others for damage, 

illness or loss (damage) arising from 

the delivery of the goods; 

 professional liability insurance (for 

example, lawyer, notary, doctor and 

other professionals); 

 other types of liability insurance. 

 

2. Insurance benefits 

Insurance is a risk management tool that not 

only benefits the individual and the business, but 

also benefits society and the economy in many 

ways. The following are some of the important 

benefits of insurance:33 

Insurance provides protection against various 

uncertainties that could put an individual or your 

family in a financial crisis. 

 By covering the uncertainty of human life 

and business, insurance provides a sense of 

security. Having life insurance gives peace of 

mind that the financial stability of the family 

will remain intact. Having health insurance 

gives you a sense of security that you do not 

                                                           
33 What Is Insurance And Why Is It So Important? - 

ETMoney, Top 5 Benefits of Term Insurance, (2020), 

www.etmoney.com › blog 

have to collect all the savings in case of 

medical emergencies. 

Promotes risk control: Because insurance 

operates on a risk transfer mechanism, it 

promotes risk control activity. 

Promotes economic growth: As insurance 

funds are invested in various projects such as 

water supply, electricity and roads, etc., it 

contributes to the overall economic growth of the 

nation. Insurance also provides employment 

opportunities for people. Insurance contributes to 

economic growth in many other ways such as 

obtaining foreign direct investment, paying taxes 

on earned income and investing in the capital 

market, etc. 
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Risk distribution: Insurance risk spreads 

across different individuals and organizations 

instead of concentrating on just one. 

3. Insurance functions 

Insurance basically has several functions of 

which three functions are basic: 

 Function of protection (protection) of the 

property of the insured, 

 Function of mobilization (accumulation) 

of funds (financial function), and  

 Function of improving living conditions 

(social function). 

The first function with which the security 

(storage) of the property is performed is the 

basic function of the insurance, and the other 

two are derivatives (performed) of this 

function. The protection of property as the first 

and immediate function of insurance is 

manifested by preventing or warning of the 

occurrence of a harmful event, ie damage, 

which goes to eliminate the causes of natural 

disasters and accidents. This aspect represents 

insurance in the narrow sense of the word. 

The second function of insurance, which is 

realized through mobilization of funds, is based 

on the rule according to which the insurance 

premium is paid in advance, while the 

payments of claims are made successively 

during the year, as the damages occur, which 

contributes to occasionally creating excess 

cash. , which can be used through the banking 

mechanism for their transfer to the economy in 

the form of loans. This function comes to full 

expression especially in providing, creating and 

expanding the security reserves that achieve 

compensation in time, ie achieves temporal 

dispersion of risk. 

The third function of insurance is social. 

This function of insurance is realized either 

directly through the insurance or indirectly 

through: 

 property insurance (contributes to the 

elimination of the harmful consequences 

from the occurrence of the insured event, 

ie 16 acts preventively in preventing the 

occurrence of damages), 

 through the realization of the stated 

financial functions (which contribute to 

the increase of the production which 

finally reflects on the economic growth). 

The economic essence of insurance is 

embodied in the functions that reflect the real 

social purpose of this category.34 

Insurance does not create anything. It only 

distributes the created social product, closing 

the interruptions in production, distribution, 

exchange and consumption that occurred due 

to natural disasters and other causes. Thus, 

insurance through its inherent distribution 

function contributes to a smooth social 

reproduction in all its stages. 

The main function of insurance distribution 

is realized through auxiliary specific 

functions inherent only in insurance: risk, 

prevention and savings. The insurance risk 

function provides insurance coverage against 

various types of accidental events that lead to 

losses. As part of this function, the funds are 

redistributed among all participants in the 

insurance in accordance with the current 

insurance contract, after which the insurance 

premiums (cash) are not refunded to the 

                                                           
34 Осигурување - класификација, природа и 

функција, (2021), pravoslavnayadrujba.ru › 

strahovanie---klassifikaciya-s. 
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insured. This feature reflects the main purpose 

of insurance - risk protection. There is a risk - 

there is potential for insurance with all its 

attributes, its manifestations. 

The preventive function of the insurance is 

realized in reducing the degree of risk and 

destructive consequences of the insured event. 

It is implemented through financing from the 

insurance fund of various measures to 

prevent, localize and limit the negative 

consequences of disasters, accidents, 

accidents. In order to carry out this function, a 

special monetary fund is established. In 

addition to these specific functions, insurance 

performs investment, credit and control 

functions. 

The investment function of the insurance 

enables temporarily free funds of the 

insurance fund to participate in the investment 

activities of the insurance organizations, in 

the supplementation of the state budget 

revenues from part of the insurance profit and 

other business operations. 

The credit function of insurance is the 

renewal of insurance premiums. 

The control function is organically related to 

the credit side of the insurance entity. The 

insurer borrows money from the insured 

clients. Insurance reserves (funds) formed 

from a large part of the money (contributions) 

of the insured are their property. The control 

function of the insurance is strictly directed 

formation and use of the assets of the 

insurance fund. The implementation is carried 

out through financial control over the legal 

implementation of the insurance business. 

4. Elements of insurance 

Almost any direction of economic activity 

is risky, because there is always the 

possibility of making financial losses caused 

by adverse events or their consequences. The 

perceived possible danger of a person is 

expressed in the concept of "risk". In a society 

where commodity-money risks operate, risk 

from the everyday concept becomes an 

economic category. Usually the concept of 

risk (risk of the situation) is associated with 

possible future negative consequences of the 

event. Risk is a future event that can have 

negative economic consequences of unknown 

magnitude. The actual unfavorable outcome 

of the risk is expressed in terms of damage, 

which is subject to specific measurement of 

the material. The presence of a risk factor and 

the need to compensate for possible damage 

requires the organization of an accident 

protection mechanism. 

The company uses various measures that 

allow to predict the probability of risk with a 

certain certainty, which allows to reduce its 

negative consequences. One way to manage 

risk is through the insurance system. The 

essence of insurance lies in the emergence of 

monetary - redistributive relations between 

policyholders and insurance companies. 

These relationships are performed through 

insurance reserves (assets) specially created 

from the money of the insurers. Thus, the 

essence of insurance is to create insurance 

funds at the expense of contributions from 

parties interested in insurance and intended to 

compensate the damage. The essence of 

insurance is realized through special 

functions. 

Risk in the insurance-legal sense means the 

possibility of occurrence of a certain event 

that may cause damage to property or damage 

the bodily integrity of a person, ie cause him 
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death. The possibility of the risk occurring 

expresses its uncertainty, which is necessary 

for a risk to be insured. This means that there 

should be a possibility of fire, flood, 

explosion, theft, etc. in order to be able to 

insure against these risks. From here we need 

to distinguish the conceptual risk from an 

event, ie. insured case. Risk means the 

realization of an economically harmful event. 

This is basically the broadest definition of 

risk. However, the term risk in insurance 

implies its recognition by the following 

elements:35 

 the risk must be possible; 

 the realization of the risk to cause 

economic damage; 

 the risk must be uncertain; 

 the realization of the risk must be 

accidental, so it does not occur only once. 

 The possibility of risk is reflected in the 

fact that in the world there are named dangers 

such as: fire, lightning, explosion, wind or 

hail, smoke, planes or vehicles, riots or civil  

unrest, vandalism, and the like. The 

occurrence of risk is a condition for the 

success of the insurer and, therefore, must be 

clearly visible from the ordinary reading of 

the policy or contract. 

The realization of the risk of causing 

economic damage leads to insurance 

indemnity which occurs only if the occurrence 

of the loss can not be predicted because 

predictable risks can be planned or the 

damage can be avoided or completely 

avoided, thus eliminating the need for 

insurance . 

Uncertainty as an element of the definition 

of risk is best explained as a known loss 

                                                           
35 Elements of Insurance | Expert Commentary | 

IRMI.com, (2021), www.irmi.com › articles › ele. 

”where the insurer claims that the loss has 

already occurred or the insured should have 

known that the loss would occur when he or 

she purchased the policy. The insurer claims 

that some kind of prior preparation was 

guaranteed because the possibility of loss was 

so great that it made the event inevitable. The 

insurer will avoid loss in the event that the 

insured has purchased insurance. 

 

5. Insurance premium 

The insurance premium is one of the 

important elements of the insurance contract. 

It is referred to in the literature as the price of 

risk, which is acceptable because there is a 

close relationship between risk and premium 

and it is in direct proportion, ie the more 

pronounced the risk, the higher it is. the 

insurance premium from such risk. However, 

in the literature there is a more precise 

definition of the insurance premium as the 

price of insurance, which I consider to be a 

complete and more accurate definition, 

because this definition includes in addition to 

the risk in calculating the premium and other 

elements, such as general costs related for the 

implementation of the insurance, the amount 

of insurance, the duration of the insurance, 

etc. 

The insurance premium contains two basic 

functions: 

 legal, 

 economic. 

The legal function of the insurance 

premium is monitored within the rights and 

obligations of the parties to the insurance 

contract. 
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The economic function consists in the fact 

that all insurance premiums are paid within 

the insurance fund, which is a contribution of 

the insured to risk protection. 

Conclusion 

Insurance is a connection for protection 

of the interests of individuals and legal 

entities in case of certain insured events to 

the detriment of the funds formed by 

insurance companies from paid insurance 

premiums (insurance premiums), as well as 

at the expense of other insurance funds. 

When insuring, you must have two 

parties - the insurer and the insured. Insurers 

provide accumulation of insurance 

premiums and payments to policyholders in 

the event of damage to the insured property. 

At the same time, insurance premiums can 

not be considered as profit of insurance 

companies, because insurance reserves are 

formed at the expense of premiums, from 

which insurance premiums are paid. The 

insurance fund is characterized by 

repayment of funds, because the number of 

contributions for each period is greater than 

the number of payments. 

Insurance also serves as an incentive for 

business, providing companies with the 

opportunity to invest in the production of 

funds that need to be spent on setting up 

their own reserve fund to cover possible 

losses. Insurance covers financial risks (loss 

of a certain amount of assets), as well as net 

risks arising in the event that only 

unfavorable and neutral variants of events 

are possible. In a market economy, 

insurance acts as a means of protecting the 

property interests of individuals and legal 

entities and at the same time as a 

commercial activity that brings profit. 
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