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Teacher Resource 2.1
Answer Key: Life Is Risky Chart
	List Three Possible Risks for Each Item Below
	Ways to Avoid Risk
	Ways to Reduce
Risk
	Ways to Transfer Risk

	A new car
Risk of an accident
Risk of auto theft
Risk of hurting others
Risk of damaging other car or property
	Don’t drive it!
	Drive carefully, obey all laws
Take a defensive driving course
Install an auto theft alarm
	Purchase vehicle insurance (including liability insurance) 

Transfer ownership of the vehicle to someone else

	A high-definition TV
Risk of theft
Risk of malfunction or damage
	Don’t buy one 

	Purchase a home burglar alarm system
Install strong door and window locks
	Purchase homeowners or renters insurance 
Purchase an extended warranty

	Precious family heirlooms
Risk of theft
Risk of fire
	Put them in a safety deposit box
	Hide them well
Install a burglar alarm
Install a fire alarm
Put them in a safe
	Purchase homeowners or renters insurance (with a special rider for the value of the heirlooms)

	A monthly paycheck
Risk of unemployment
Risk of disability
Risk of injury on the job
	Live off of an inheritance or be dependent on others
Win the lottery!
	Follow all safety rules on the job
Work in a secure industry where there is little unemployment
	Purchase disability insurance
Apply for unemployment insurance benefits
 

	Health
Risk of illness or injury
	Don’t engage in dangerous activities such as skydiving or race car driving
	Eat healthy food and exercise regularly
See doctor for annual checkups
	Purchase health insurance 

	A house
Risk of damage or loss
Risk of theft
Risk of someone getting hurt on property
	Rent instead of own a home
Live with parents or friends

	Purchase home in an area where natural disasters are rare
Install a fire alarm
Install a burglar alarm
Make sure there are no safety hazards around the house
	Purchase homeowners or renters insurance 
Rent instead of own a home
Have people sign contracts limiting your liability when they stay in your home

	A small business
Risk of lawsuit
Risk of theft
Risk of fire, flood, earthquake, or other disaster
	Don’t open a small business
	Make sure all safety procedures are followed
Install a sprinkler system and fire alarm
Install a burglar alarm
	Purchase commercial property and liability insurance 


Teacher Resource 2.2
Presentation Notes: How Modern Insurance Pays Out
Before you show this presentation, use the text accompanying each slide to develop presentation notes. Writing the notes yourself enables you to approach the subject matter in a way that is comfortable to you and engaging for your students. Make this presentation as interactive as possible by stopping frequently to ask questions and encourage class discussion.  
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In this presentation, you will learn about insurance and surety, two ways of protecting people against loss. You will also learn about how insurance companies help people recover from losses, including the two major ways insurers pay for claims: the indemnity model and the pay-on-behalf model. 
The presentation includes several examples of insurance in action.

	Presentation notes
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Most modern insurance companies operate on the insurance model, which features a legal contract in which the insurer promises to pay for specified financial losses which occur to the insured party, in exchange for a premium, paid monthly, annually, or at some other agreed upon period. The primary purpose of insurance is to protect the insured party against financial loss. Most insurance companies will not pay if the insured party purposefully causes the insured risk to occur, such as lighting fire to their property (arson), or committing suicide (though many insurance policies will pay if the suicide occurs more than two years following the commencement of the policy).
Surety is a guarantee provided by an individual or a company to repay a loan or make other payments, if the individual or the company being guaranteed is unable to do so. Its primary purpose is to protect the lender. One of the most common types of surety is when a cosigner signs on a loan, assuming responsibility for paying back the loan if the main signer on the contract is unable or refuses to do so. The cosigner is responsible for paying even if the main signer simply refuses to pay for no reason.

	Presentation notes
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One of the main differences between insurance and surety is that insurance provides protection for a fee, or premium, charged to the insured party. 
Surety model: Ronnel’s parents can serve as guarantors and cosign the loan. If Ronnel can’t pay, his parents are legally responsible for paying the mortgage.
Insurance model: Ronnel can purchase mortgage insurance, and in exchange for a premium, the insurer agrees to pay the mortgage if Ronnel can’t pay.

	Presentation notes
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There are two main ways that insurers pay claims for property and liability insurance (life insurance has a different model).
In the indemnity model, the insured party is responsible for paying for all costs related to the insured peril. After the insured has paid, he or she goes to the insurance company and requests to be paid back for the expenses.
In the now more common pay-on-behalf model of insurance, the insurance company pays all costs directly, and the insured party has no out-of-pocket expenses (except for any agreed upon deductibles or exclusions—we’ll learn more about these later).

	Presentation notes
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Most personal and commercial insurance policies today use the pay-on-behalf model. 
Pay-on-behalf is especially important with liability coverage. Once someone is sued, costs of lawyers and legal claims may be far more than the sued person can pay on his or her own. Liability insurance covers legal fees and claims awarded by individuals or organizations suing the insured party. There are many types of liability insurance that cover individuals, businesses, and not-for-profit organizations.

	Presentation notes
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Another instance where pay-on-behalf is useful is in the case of large losses due to fire or weather damage. It might cost hundreds of thousands of dollars to rebuild or repair a house or a business. Because some losses can be very large, the pay-on-behalf model is very useful for insured parties to be able to get back on their feet quickly, especially if they don’t have enough money to make the repairs on their own.

	Presentation notes
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Insurance is an important part of modern life. Most Americans purchase and use more than one type of insurance. In many cases, a single peril, such as an auto accident, will require several types of insurance to provide adequate protection for the insured.
Usually, the auto insurance policy has a medical payments clause that would pay first; once that is used up in the case of an accident, then the medical insurance would kick in. Having several levels of coverage helps to absorb all financial risk should a covered peril occur. 

	Presentation notes
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In most types of insurance, the goal is for the insured party to get back to where they were before their loss occurred, no more, no less. This is one meaning of indemnification, an important term in insurance. While it may be possible to purchase some types of insurance for more than the value of the covered loss, this type of insurance is almost always more expensive. 
One of the risks for insurers is that the insured party may be tempted to cause the loss themselves (commonly referred to as insurance fraud), in an attempt to become better off than they were before. Of course, insurance companies have investigators who research suspicious claims to make sure that such illegal actions did not occur.

	Presentation notes


Teacher Resource 2.3
Assessment Criteria: Explaining Insurance to 
Peers
Student Name:_______________________________________________________________
Date:_______________________________________________________________________
Using the following criteria, assess whether the student met each one.
	
	
	Met
	Partially Met
	Didn’t Meet

	The essay contains a clear and accurate description of the purpose and uses of insurance.
	
	□
	□
	□

	The essay provides an accurate explanation of the insurance model of risk transfer.
	
	□
	□
	□

	The essay includes a brief story of an individual, a family, or a business buying and then benefiting from insurance that effectively illustrates the concept of insurance.
	
	□
	□
	□

	The language and tone of the essay is appropriate for other high school students.
	
	□
	□
	□



Additional Comments:
_____________________________________________________________________________
_____________________________________________________________________________
_____________________________________________________________________________
_____________________________________________________________________________

 Teacher Resource 2.4
Key Vocabulary: Insurance Industry Overview
	Term
	Definition

	indemnity
	A principle of insurance which provides that when a loss occurs, the insured should be restored to the approximate financial condition occupied before the loss occurred, no better, no worse. 
It is also compensation for a loss. Under an indemnity policy, the insured is responsible for paying all claims initially, and is later paid by the insurance company for costs.

	liability insurance
	A broad superset of insurance that covers legal costs and claims against the insured for bodily or property damage, or for other wrongs covered by the insurance. Liability policies typically cover only the negligence of the insured and will not apply to results of willful or intentional acts by the insured.

	pay-on-behalf policy
	A policy whereby the insurance company pays the claim, and the insured has no out-of-pocket costs. Most modern liability insurance is pay-on-behalf.

	peril
	In insurance, an occurrence or event, either caused by a person or nature, that triggers a financial loss. 

	premium
	The fee paid by the insured to the insurer for assuming the risk. Insurance premiums from many insured customers are used to fund accounts reserved for later payment of claims.

	surety
	A promise to pay a sum of money in the event that another person fails to fulfill an obligation. Most often seen when loans are cosigned by another party as a way to protect the lending institution.



Teacher Resource 2.5
Bibliography: Insurance Industry Overview
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Both surety and insurance offer financial protection
B

Ronnel is ready to buy his first home—a sunny studio
apartment. But he has little credit history, and lenders are

TR 52 R ok . Surety model: Ronnel’s parents

can serve as guarantors and
’ cosign the loan.

I Insurance model: Ronnel can
purchase mortgage
insurance, and in exchange
for a premium, the insurer

at agrees to pay the mortgage if
Ronnel doesn't.

What are the advantages for Ronnel with each model? What
are the disadvantages?
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There are two basic ways insurers pay out claims
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Pay-on-behalf is the most common type today

Here are a few examples of pay-on-behalf insurance in
action:

Several people sued Vitaluice
after getting severe food
poisoning from drinking their
product.

Vitaluice can lose millions of
dollars paying for legal fees
and for claims.

Luckily, VitaJuice has
purchased liability Do you think insurers will still

insurance, and the insurance insure Vitaluice if it doesn’t
f take steps to ensure the

company will pay both the 7 =

legal fees and any claims. saleryofies (od:
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Many insured people can’t afford out-of-pocket

expenses
I

Alisha’s kitchen was destroyed in a
fire, causing $10,000 damage.

Alisha doesn’t have enough money
saved to pay for the rebuilding of her
kitchen.

Luckily, Alisha has homeowners
insurance, with a pay-on-behalf policy.

The insurance company quickly pays to
have the kitchen rebuilt, and Alisha
doesn’t have to pay a penny.

Would the insurer still pay for the damages if they were caused
by Alisha’s negligence? How about if she set the fire on purpose?
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Most people have more than one type of insurance
B

Manuel is hospitalized after an
auto accident. His stay will cost
over $30,000, and he will lose
several months of work.

Luckily, Manuel has several types
of insurance that will help him.

auto insurance health insurance |disability insurance
may help him may pay for the |may cover his lost
buy a new car rest of his wages while he is

and pay for medical bills recovering

damages he
caused, as well
as part of his
medical bills
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Insurance helps people recover what they’ve lost
B

Most types of insurance indemnify those they cover,
helping them get back to the status quo, or where
they were before the covered peril occurred.

« Insurance can fix your car or buy you a similar
one.

« Insurance can help you repair or replace a
destroyed home.

e Insurance can help you receive medical
treatment to get you healthy again.

In a later lesson, we'll explore life insurance, which
is unique, in that the insured’s benefactors may get
back more than the insured had before.
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Insurance and surety are similar, but different
I

Protects

insured from Protects
financial loss Protects lender by
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Insurance Model Surety Model

In what ways is insurance similar to
surety? In what ways is it different?





