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Q1. Njeri bought a house as a present for her mother on her 50th birthday.  The title 

documents were issued in her mother’s name.  Njeri then decided to purchase 

two insurance policies from different companies against loss by fire, terrorist acts 

and flooding. The house was subject to a mortgage by a bank, which had 

financed the purchase of the house by the original owner.  By the time Njeri was 

purchasing the house, the process of clearing the title to the house was in its final 

stages but not complete.  In answer to one of the questions that required Njeri to 

disclose any interests in favor of third parties over the house, Njeri wrote “N/A” 

(to signify “Not Applicable”). She forwarded the proposal form to a person that 

had been appointed by the insurance company to receive and forward the 

policies on its behalf. The agent forgot to forward the policy.  The policy contains 

a clause that stated, “This policy shall not be considered binding unless it is duly 

signed by the policy manager”.  The policy was never signed because it was not 

forwarded to the insurance company.  However, Njeri remitted premiums as 

required by the policy. The premiums were received and credited into the 

insurer’s bank account. After 6 months the house was razed by fire and Njeri filed 

a claim for indemnity. The fire had been caused by neighbors who had been 

lighting fire crackers. Njeri also decided to sue the neighbor. 

 
a) Explain in detail, and with the help of case law, the grounds upon which 

the insurer would refuse to indemnify.       (20 marks) 

A. M. E. C. E. A P.O. Box 62157 
00200 Nairobi - KENYA 
Telephone: 891601-6 
Fax: 254-20-891084 
E-mail:academics@cuea.edu 



CUEA/ACD/EXM/JANUARY – APRIL 2015/LAW Page 2 
 

ISO 9001:2008 Certified by the Kenya Bureau of Standards 
 
 

b) Explain the implications of the lack of the required signature by the policy 

manager.             (5 marks) 

c) Assuming that she has a claim against the insurer, can Njeri sue the 

neighbor for damages?            (5 marks) 

                
Q2.  Lucy owned a vehicle. On her son’s graduation day she gave the vehicle to her 

son as a gift.  She also handed the policy document to him and said to him, “If 

you get in trouble, you can deal with the insurance company on your own. You 

do not have to call me”.  The policy was a comprehensive cover. 

 
a)  Explain the rules relating to all the forms of assignment reflected in the 

above fact scenario.            (15 marks) 
 
b)  Assuming that the son decides to drive while intoxicated and injures a 

pedestrian as a result. What principles of law would compel the insurer to 
indemnify the pedestrian even though the son has not paid any 
premiums?      

     (5 marks) 
 

Q3.  Carolina insured her restaurant against damage by fire, water and theft.  A fire 

was started in the restaurant kitchen by a disgruntled worker but fortunately, it 

was put off by overhead sprinklers. However, due to the negligent manner in 

which they had been fitted, the sprinklers ran for far longer than necessary and 

flooded the entire restaurant causing further and serious damage.  The policy 

required notice of the peril within 15 calendar days of the incident.  Carolina 

failed to give the notice within the stipulate time because she had travelled to 

another country for the entire duration.  She gave notice of the 25 th day.  The 

claims manager wrote her a letter acknowledging the notice and informed her 

that investigations were underway in preparation to indemnify. Carolina had 

stated that all her furniture and priced paintings had also been destroyed in the 

incident. The truth was that only about ¾ had been destroyed. She had managed 

to salvage and conceal the rest. 

 
With the help of case law discuss factors that will be of relevance to the 

insurance company in determining whether or not they are under a duty to 

indemnify.            (20 marks) 

 
 
 



CUEA/ACD/EXM/JANUARY – APRIL 2015/LAW Page 3 
 

ISO 9001:2008 Certified by the Kenya Bureau of Standards 
 
 

Q4. a) Discuss the rules governing reinstatement under an insurance policy. 
                (10 marks) 

 
b)  With the help of case law, discuss the rules relating to causation under an 

insurance policy.           (10 marks) 
 
Q5.  Write short notes on ANY FOUR of the following: 
 

a) Implications of Under-insurance           (5 marks) 

b) The difference between indemnity insurance and contingency insurance. 

     (5 marks) 
 

c) Grounds of return of premiums           (5 marks) 

d) Principles of contribution            (5 marks) 

e) Principle of salvage                                                                       (5 marks) 

 
*END* 


