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Chapter- Double Insurance and re-insurance. 

Double insurance occurs when an individual insures the same 

risk with two or more insurance companies. Reinsurance, on 

the other hand, is when an insurance company transfers a 

portion of its risk to another insurance company, known as a 

reinsurer. 

 

Double Insurance: 

- **Introduction:** Double insurance arises when a 

policyholder obtains multiple insurance policies covering the 

same risk from different insurers. 

- **Meaning:** It involves insuring the same property or 

interest for the same event, with the potential of receiving a 

double payout in the event of a claim. 

-Purpose/Objectives: Policyholders may do this to ensure 

full coverage or to avoid limitations of a single policy. 

- Types: Primary and Excess double insurance. In Primary, 

both policies contribute proportionally, while in Excess, one 

policy pays first and the other only pays if the first is 

exhausted. 

 



Reinsurance: 

- Introduction: Reinsurance is a process where an insurer 

transfers a portion of its risks to another insurance company. 

- Meaning: The primary insurer (ceding company) pays a 

premium to the reinsurer to cover a part of the risk it carries. 

- Purpose/Objectives: It helps insurers manage their 

exposure to large losses and stabilize their financial position. 

- Types: Facultative and Treaty reinsurance. Facultative 

covers specific policies, while Treaty covers a portfolio of 

policies. 

 The principle of indemnity applies in double insurance. 

 The principle of indemnity is a fundamental concept in 

insurance, stating that the insured should be 

compensated for the actual financial loss suffered, but 

not more than that. 

 In the context of double insurance, the principle of indemnity 

ensures that the insured is not overcompensated beyond their 

actual loss, even if they hold multiple insurance policies for 

the same risk. 

 

When there is double insurance, and a claim arises, the 

insured should not profit from the loss by receiving 

more than the actual amount of the loss. 



 The principle of indemnity prevents the insured from gaining 

a financial windfall due to holding multiple insurance policies 

covering the same risk. Instead, the insured can receive 

compensation up to the maximum amount of their loss, as 

determined by the terms of the insurance policies and the 

principle of indemnity. 

 

Courts and insurance regulators often consider this principle 

when resolving disputes related to double insurance claims to 

ensure that the insured is treated fairly and does not receive 

excessive compensation. 

   

**Examples and Case Laws:** 

- **Double Insurance Example:** If a property owner insures 

their house with two different insurance companies and the 

house is damaged due to a fire, they might receive claims from 

both insurers, resulting in potential overcompensation. 

- Double Insurance Case Law: One such case is "Castellain 

v Preston" (1883), where the court ruled that the insured could 

not recover more than their actual loss, even if they held 

multiple policies. 

 

- Reinsurance Example: An insurance company that covers 

hurricane damage in a high-risk area might transfer a portion 

of that risk to a reinsurer to limit its potential loss. 



- Reinsurance Case Law: In "Fairfax Financial Holdings Ltd 

v. Certain Underwriters at Lloyd's" (2008), the court 

considered issues related to reinsurance contracts and their 

interpretation. 

 

 


