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The Business of Insurance
This lesson provides an overview of how personal and commercial insurance companies make decisions about which insurance policies to underwrite and how much to charge in premiums in order to make a profit. Life insurance, which follows a significantly different model, will be covered in more depth in later lessons. Students use their knowledge in this lesson to evaluate a set of insurance requests to determine if they are insurable, based on common criteria for insurable risks. To help them prepare for this assignment, students host an interview with a local insurance agent.
Advance Preparation
Invite an insurance agent for a classroom visit during Class Period 3. Prepare him or her to be interviewed by sharing Student Resources 3.4 and 3.5, which will give an idea of the types of questions to expect. The NAF academy advisory board is a good source for guest speakers. If you are unable to find a guest speaker who can address the class in person, consider hosting a videoconference with the speaker (using Skype or FaceTime or a similar program).
This lesson is expected to take 5 class periods.
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Lesson Framework
Learning Objectives
Each student will:
Describe the basic insurance industry business model
Describe how insurance companies set rates
Explain the role of actuarial science in underwriting policies
Compare and contrast insurable risks and uninsurable risks
Display an understanding of the criteria for insurable risks
Academic Standards
The relevant Common Core State Standards are too extensive to list here but are an important basis for this lesson. For details, please refer to the separate document “Correlations to the Common Core Standards” (available in the Course Planning Tools section of the course materials).
Students will learn that probability quantifies the likelihood that a specific event will occur, usually expressed as the ratio of the number of actual occurrences to the number of possible occurrences (National Standards for Financial Literacy, Standard VI, Grade 12, Benchmark 1)
Students will know that people can lower insurance premiums by behaving in ways that show they pose a lower risk (National Standards for Financial Literacy, Standard VI, Grade 12, Benchmark 7)
Demonstrate underwriting techniques and strategies to evaluate the risk posed by potential insurance clients (Common Career Technical Core 2012, FN-INS 4)
Determine client needs and wants and respond through planned, personalized communication to guide purchase decisions and enhance future insurance business opportunities (Common Career Technical Core 2012, FN-INS 5)
Assessment
	Assessment Product
	Means of Assessment

	Underwriting recommendation memo 
	Assessment Criteria: Is It Insurable? Memo (Teacher Resource 3.3)


Prerequisites
Understanding of the purpose and importance of insurance
Ability to define risk and explain basic risk management strategies
Instructional Materials 
Teacher Resources
Teacher Resource 3.1, Presentation and Notes: Actuarial Science (includes separate PowerPoint file)
Teacher Resource 3.2, Answer Key: Accident Statistics 
Teacher Resource 3.3, Assessment Criteria: Is It Insurable? Memo
Teacher Resource 3.4, Key Vocabulary: The Business of Insurance
Teacher Resource 3.5, Bibliography: The Business of Insurance
Student Resources
Student Resource 3.1, Case Studies: Auto Insurance Applicants
Student Resource 3.2, Reading: Actuarial Science
Student Resource 3.3, Analysis Activity: Accident Statistics
Student Resource 3.4, Memo Instructions: Is It Insurable?
Student Resource 3.5, Insurance Requests: Is It Insurable?
Equipment and Supplies
Blackboard, whiteboard, or flip chart
LCD projector and computer for PowerPoint presentation 
One 4″ x 6″ index card for each student
Markers
“Thank You” card(s) for guest insurance agent (optional)
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Lesson Steps
	Step
	Min.
	Activity

	
	
	class period 1

	1
	25
	Case Studies: Should Life Insurance Companies Take Risky Habits into Account?
This springboard activity introduces students to a basic element of the insurance industry model: premiums are based on the probability of a risk occurring, and the likely financial costs of such a risk. 
Begin the activity by asking students to volunteer answers to this question:
Why is earthquake insurance so expensive in California, and much cheaper in Florida? 
They should come up with the fact that earthquakes are much more likely in California, so insurance companies need to charge more to cover a higher probability of earthquakes causing losses. They may also come up with the fact that home values are higher in California. Follow up by asking which types of insurance might be more expensive in Florida (hurricane-related insurance).
Now group students into teams of three to four students. Ask them to read Student Resource 3.1, Case Studies: Auto Insurance Applicants, a set of three case studies of individuals applying for auto insurance, each with different cars, driving records, backgrounds, and lifestyles. Each team must rank the applicants from highest premium to lowest, and explain the factors they considered while ranking. 
[bookmark: _GoBack]Close the activity by asking each team to come to the board and rank the three applicants, and explain the factors they considered. Use the opportunity to have students briefly discuss if there were any factors that they did not feel it was fair to use in ranking (for example, age, gender, ethnicity, or religious affiliation). 
Later in the lesson, students will examine some real-life accident statistics that look at the role of age and gender in automobile accidents.
By the end of this activity, students should understand that insurance companies set premiums by considering a variety of criteria, including likelihood of a peril occurring, and if it does occur, how high the financial losses would be.

	2
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	20
	Presentation: Actuarial Science
This activity provides students with a more in-depth understanding of the fact that modern insurance companies rely on huge collections of statistical data to predict the likelihood of a covered peril occurring for most types of insured risk. It introduces the concept of actuarial science and the role of the actuary. Finally, it introduces the underwriting process and its central place in the insurance business model.
Before class begins, prepare notes to guide class discussion using Teacher Resource 3.1, Presentation Notes: Actuarial Science. 
Before the presentation, ask students to spend five minutes entering the following terms in their insurance taxonomy, and making initial guesses as to what role each plays in setting premiums: 
Historical losses
Risk
Predictions
Incurred losses
Natural disaster
The presentation will cover each of these terms. Have students take notes using your preferred note-taking strategy, focusing on the definitions of these terms for their taxonomy.
Present Teacher Resource 3.1, Presentation: Actuarial Science (separate PowerPoint file), to the class. Use the notes you prepared previously and pause whenever appropriate to encourage lively class discussion. 
The preferred method is to use an LCD projector to show the presentation as a full-screen PowerPoint slideshow. Activate the slideshow by clicking the slideshow icon at the bottom of the window. Every time you click the mouse, the next slide will appear.
This presentation is also duplicated as Student Resource 3.2, Reading: Actuarial Science. Students can read the presentation, answer the discussion questions in their notebook, and then convene as a class to discuss the answers. You can also have students use the reading as a review after you show the presentation.
After the presentation, ask students to revise their guesses of the meaning of terms entered into their taxonomy as necessary. Then divide the class into pairs or groups of three and have them compare their notes for completeness and accuracy. After a few minutes, invite each pair or triad to share their thoughts and questions.
At the end of this presentation and class discussion, students should clearly understand the role of actuaries in gathering data on the likelihood and costs of different kinds of risk, and of the underwriter in using that data to decide which types of insurance coverage to provide, and what premiums to set so that the insurance company can make a profit.

	3
	5
	Homework: Reading Accident Statistics
This homework activity allows students to practice reading an actuarial table and making predictions for a variety of criteria.
It focuses on the following career skill: 
Thinking critically and systemically to solve difficult problems
Ask students to complete as homework Student Resource 3.3, Analysis Activity: Accident Statistics, answering a set of questions by reading a table of fatal accident data. 

	
	
	CLASS PERIOD 2

	4
	15
	Homework Review: Reading Actuarial Tables
This is an opportunity for students to check the answers to their homework, and for you to provide any necessary clarifications.
Pair students and ask them to compare and then share out their answers to each question. If students are unclear or divided about any question, provide clarification, using Teacher Resource 3.2, Answer Key: Accident Statistics, as a guide. Let students know they should correct their answers as they go.
As they share, make sure that students have a clear understanding that insurance companies rely heavily on statistics and probability to predict the likelihood of a peril occurring, and the financial costs associated with that risk.
You may want to gauge student understanding by assessing this assignment on a credit/no-credit basis.

	5
	20
	Scenario Analysis: Is It Insurable?
This activity introduces the “Is It Insurable?” activity, and prepares students for an interview with an insurance agent that will occur during the next class period. 
Ask students to read Student Resource 3.4, Memo Instructions: Is It Insurable?, and Student Resource 3.5, Insurance Requests: Is It Insurable? The instructions explain how to complete the lesson’s main activity, and provide the assessment criteria for the activity. The instructions are in the form of a memo from an insurance company supervisor, asking student teams to assess whether and why a set of different insurance requests are insurable, and if so, which of the listed criteria for insurability are relevant. 
Explain to students that an insurance agent is visiting the class during the following period to speak about the insurance industry and answer questions that will help students complete the assignment. 
Group students into four teams and ask each group to come up with at least five questions for an insurance agent that will help them complete the activity. When they are done, collect each group’s questions and pick one question from each to be asked by the group during the interview. Place all of the questions on a simple note-taking guide and make copies for students to use during the interview.

	6
	15
	Interview Preparations: Insurance Agent
Throughout this course, students will be responsible for managing classroom visits by guest speakers. This activity introduces the various roles students will play in hosting the interview with an insurance agent. 
Explain that the students will be responsible for managing the interview in a professional and courteous manner. To help meet that goal, assign each team one of these interview management roles and have them discuss how they will accomplish their roles most effectively: 
Greeters
Recorders
Timekeepers
Thankers
Close the activity by having each group briefly share their plans for accomplishing their role. Provide suggestions if necessary. Students should be prepared to host the interview during the following class period.

	
	
	CLASS PERIOD 3

	7
	45
	Class Interview: Insurance Agent
The interview is the students’ first opportunity to meet an insurance agent. It allows students to ask focused questions pertaining to how insurance companies set premiums, how they decide what types of risks to cover, and the characteristics of an insurable risk. It also focuses on the following career skill:
Demonstrating the ability to listen effectively
Allow students to manage all aspects of the interview, based on their assigned roles, stepping in to offer gentle guidance only when necessary. 
After the insurance agent introduces him- or herself, the students ask the four questions you selected from the previous class period. If time permits, students may ask additional or follow-up questions. Ask students to take notes on the note-taking guide you created based on their questions.

	8
	5
	Homework: Self-Reflection on Interview
This activity allows students to review and update their notes for the interview, and provides a way for the teacher to assess student comprehension of key concepts.
As homework, ask students to revise and expand upon their note-taking guide.

	
	
	CLASS PERIOD 4

	9
	40
	Recommendations: Is It Insurable?
This activity ties together learning in this lesson by allowing students to assess whether a set of insurance requests are insurable, and to identify the criteria that insurers consider when underwriting.
Ask students to review Student Resource 3.4, Memo Instructions: Is It Insurable?, and Student Resource 3.5, Insurance Requests: Is It Insurable? Give students about 30 minutes to answer the insurance request questions individually, using their notes from the interview as a guide. Walk around the room as they work, providing clarifying information as needed.
By the end of this period, make sure that students have decided which of the insurance requests are insurable, and the criteria which they met or failed to meet. Remind them that the job of analyzing insurance requests is the primary role of the underwriter, a key position in the insurance industry.
At the end of class, collect Student Resource 3.5 and provide comments and clarifications before the next class period.

	10
	10
	Discussion: Memo Form
In this activity students analyze the memo—a form of communication often used in business—and identify its characteristics.
Write the following two questions on the board, and have students pair up to answer them, using the memo in Student Resource 3.4 as a guide:
In what ways is a memo similar to and different from a letter? 
How is the purpose of a memo similar and different from a letter?
As time permits, have students share out their answers. They should identify that a memo has a header identifying who it’s from, to whom it’s addressed, a date, and summary of the purpose of the memo. Memos are most often used in communications within a company, where direct, to-the-point communication is most appropriate, and where a formal letter is not necessary. Let students know that they will draft their memos in the next class period.

	
	
	CLASS PERIOD 5

	11
	40
	Writing: Memo with Recommendations
This activity gives students time to write a memo with their recommendations for which of the insurance requests to underwrite.
Return the corrected Student Resource 3.5 to students, and ask them to work individually to write a memo based on their analysis. The memo should include not only their recommendations, but also their reasoning behind them, especially whether or not the requests met the criteria of insurable risks. 
Remind students to use the elements of a memo discussed in the previous class period.
If students are not able to complete the memo in class, have them complete it as homework.
Assess this activity using Teacher Resource 3.3, Assessment Criteria: Is It Insurable? Memo.

	12
	10
	Class Review: The Business of Insurance
This closing activity allows students to reflect on their learning.
Ask each student to write down one key thing they learned on a 4″ x 6″ index card, using bold and colorful markers and large writing. Have students pair up and read their card to their partner. You can use the index cards to decorate a bulletin board to display in the classroom under the heading “Key Things We Learned About the Business of Insurance.”
Make sure that students take away from the lesson that the business of insurance depends on the gathering and analysis of large amounts of data by experts such as actuaries and underwriters, and then using this data to write insurance policies and set premiums that will allow insurance companies to make a profit. 
Option: Students might enjoy the opportunity to be creative and draw a picture describing what they have learned without using words on the other side of the index card. 


Extensions
Enrichment
Mortality Calculators: There are a variety of online mortality calculators, taking into account stress levels, healthy habits, family history, and other indicators. Have students create three different characters, each with different health, stress, and family history profiles, and ask them to use the calculators to estimate their life span and report back on the results. What do they think shortened or extended each character’s life? One such calculator can be found at https://livingto100.com/calculator.
Probability Games: Bring in dice, cards, spinners, and other randomizing tools to class. Create a set of probability questions for the students, such as what is the probability of the number six showing up on a die roll? If the number six showed up three times in a row, what would be the probability of it showing up on the next roll? (Still 1/6th!) Ask similar questions for playing cards. Once you’ve done a couple, ask students to come up with their own probability questions, and share them with each other to find answers.
Cross-Curricular Integration
Math: There are many math activities that can explore probability and statistics. For example, many states post traffic accident and traffic fatality information online. Download the information, and have teams in the class use it to write reports and recommendations. They could analyze and report on what age groups were most likely to get in an accident, what was the most common cause of an accident, and how often alcohol or cell phone use was involved in an accident. If there are several years of data available, they could compare years, and identify which categories rose or fell over time.
History/Social Studies: In the last few decades, natural disasters such as Hurricane Katrina have proven extremely costly to the insurance industry. Have students research other natural disasters and how they impacted the insurance industry. How did they eventually influence company profits?
Copyright © 2009–2014 NAF. All rights reserved.

Copyright © 2009–2014 NAF. All rights reserved.		- 3 -

image1.jpeg
Unit 1 Unit 2 Unit 3 Unit 4 Unit 5

LESSONm4 5 6 7 8 9 10 11 12 13 14 15 16 17

A




image2.jpeg
Icons You May See in the Lesson

ﬁ LCD projector Includes video | You Includes Students need @ Students need
or similar clip YouTube video computers Internet
Students need 7 | Students need Students need Printer Color printer
MS Word or %35 MS Excel or ©| MS PowerPoint required required

similar similar or similar





image3.jpeg




