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Study on the Loss Mitigation Costs

Under the Korean Commercial Code, the insured shall endeavor to avert or
mitigate insured loss when the insurance accident occurs, and the insurance
company shall bear the costs that were necessary or beneficial for the

performance of the foregoing obligation (the “Loss mitigation costs”).

In a leak accident, a number of disputes arise between insurance companies
and consumers as to whether the construction costs (e.g., pipe replacement
costs, waterproof layer construction costs) performed on the insured’s house to
eliminate the cause of leak are considered as loss mitigation costs under the
liability insurance. In certain court precedents, the costs of directly eliminating
the cause of leak were recognized as loss mitigation costs, considering that not
only costs of temporarily preventing leakage but also costs of finding and
removing the underlying cause of leak fall under the scope of loss mitigation

COSts.

However, it would not be reasonable to operate the scope of loss mitigation costs
excessively wide. Since loss mitigation costs are a concept that the insured’s loss
mitigation obligation should be premised, the scope of loss mitigation costs in a
leak accident should basically be in accordance with the scope of the insured’s
loss mitigation obligation in a leak accident, which would be reasonable to be
interpreted in a limited manner by applying ‘urgency’ and ‘direct relevance’
requirement. In addition, if the construction costs of the insured’s house in a leak
accident are broadly recognized as loss mitigation costs under the liability
insurance, the liability insurance may actually be transformed into a property

insurance that covers the insured’s house, which may be unreasonable.
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