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Student Resource 2.1
Simulation: How Insurance Transfers Risk
Student Name:_______________________________________________________ Date:___________
Directions: Answer the following questions based on the insurance activity you just completed.

Where did the insurance company (your teacher) receive the money it needed to pay customers who got into accidents? Why is it important for an insurance company to have many customers purchasing a type of policy?




How much money did the insurance company have left after paying customers? Explain how you arrived at your answer.




What would happen to an insurance company that often paid out more than it collected in premiums?




What value did purchasing insurance have for those who did not get in an accident this year?

Student Resource 2.2
Chart: Life Is Risky
Student Name:_______________________________________________________ Date:___________
Directions: After reading the definition of risk and risk management below, fill in the following table. The first line is filled in for you. Remember: Risks are occurrences that can cause financial or physical harm to individuals or organizations. Risk management is an activity where individuals or organizations attempt to reduce the financial or physical impact of risks by avoiding, reducing, or transferring risks.
	List Three Possible Risks for Each Item Below
	Ways to Avoid Risk
	Ways to Reduce
Risk
	Ways to Transfer Risk

	A new car
My car damaged in accident
My car is stolen
I accidentally hit someone
	Don’t drive it!
	Drive carefully, obey all laws
	Purchase auto insurance

	A high-definition TV


	
	
	

	Precious family heirlooms


	
	
	

	A monthly paycheck


	
	
	

	Health


	
	
	

	A house


	
	
	

	A small business


	
	
	


Student Resource 2.3
Reading: Insurance and the Economy
The idea of insurance is as old as human society itself. At the very beginning of written history, even before the invention of money, we can see the principle of insurance at work in the form of people helping each other after catastrophic losses. For example, when a house burned down, the members of the community would pitch in to build a new one. It’s not a good idea for any neighbor to refuse to help, because if their house burned, it’s likely that no one would help them! 
Turning to insurance in a money economy, especially after the growth of trade between distant communities, early methods of transferring or distributing risk were practiced by Chinese and Babylonian traders as long ago as 2000 BCE. Chinese merchants traveling treacherous river rapids would spread their wares across many boats to limit the loss caused by a single boat’s capsizing. The Babylonians developed a system that was recorded in the famous Code of Hammurabi: if a merchant received a loan to fund his shipment, he would pay the lender an additional sum in exchange for the lender’s guarantee to cancel the loan should the shipment be stolen.
Ancient Iranian kings were the first to provide a type of social insurance for their people. The insurance tradition was performed each year at the beginning of the Iranian New Year, when the heads of different ethnic groups presented the king with gifts. When a gift was worth more than 10,000 derriks (gold coins), the gift was registered in a special office, and if during the year that person needed help, the monarch and the court would provide assistance. Jahez, a historian and writer, writes in one of his books on ancient Iran: “Whenever the owner of the present is in trouble or wants to construct a building, set up a feast, have his children married, etc. the one in charge of this in the court would check the registration. If the registered amount exceeded 10,000 derriks, he or she would receive an amount of twice as much.”
The Greeks and Romans introduced the origins of health and life insurance around the year 600 CE, when they organized guilds called “benevolent societies,” which cared for the families and paid funeral expenses of members upon their death. Guilds in the Middle Ages served a similar purpose.
Long-distance trade again served as a catalyst for the evolution of insurance when, toward the end of the 17th century, London’s growing importance as a center for trade increased demand for marine insurance. In the late 1680s, Edward Lloyd opened a coffee house that became a popular hangout for shipowners, merchants, and ships’ captains. It became the meeting place for people wishing to insure cargoes and ships, and those willing to invest in such ventures. Today, Lloyd’s of London remains the leading market (though it is not an insurance company) for marine and other specialist types of insurance.
Property insurance as we know it today can be traced to the Great Fire of London, which in 1666 destroyed 13,200 houses. In the aftermath of this disaster, Nicholas Barbon opened an office to insure buildings. In 1680, he established England’s first fire insurance company, “The Fire Office,” to insure brick and frame homes.
The first insurance company in the United States sold fire insurance and was formed in Charles Town (modern-day Charleston), South Carolina, in 1732. Benjamin Franklin helped to popularize fire insurance in America when he founded the Philadelphia Contributionship for the Insurance of Houses from Loss by Fire. Franklin’s company was the first to make contributions toward fire prevention. Not only did his company warn against common fire hazards, but it also refused to insure buildings where the risk of fire was too great, such as all wooden houses. 


Today, insurance continues to protect merchants and businesses against the loss or damage of the goods they ship around the world by land, sea, and air. Businesses also rely on insurance to protect them if their buildings and factories, trucks and ships, and machines and electronic equipment are damaged due to natural disasters such as fires, floods, storms, and earthquakes, as well as from theft and vandalism. Finally, businesses in today’s society rely on liability insurance to help them pay for court costs and legal claims brought on by customers, employees, or others who feel they have been wronged by the company.
Operating a business can be a very risky venture. Without insurance to help spread the risk, it would be very difficult for entrepreneurs to start new ventures, or for established companies to attract investors. While insurance can’t guarantee investment profits, it does provide protection against many types of catastrophic losses. One disaster could wipe out the business, leading to the loss of great sums of money for all involved, including investors, shareholders, and employees who lose their jobs. Fortunately, throughout history, the concept of insurance has been around to help businesses—and societies—develop and thrive.
Student Resource 2.4
Note-Taking Guide: How Modern Insurance Pays Out
Student Name:_______________________________________________________ Date:___________
Directions: As you listen to the presentation or read Student Resource 2.5, Reading: How Modern Insurance Pays Out, fill in the following table, comparing and contrasting the terms below.
	In What Ways Are Insurance and Surety Similar?
	In What Ways Are Insurance and Surety Different?

	








	

	In What Ways Are Indemnity and Pay-on-Behalf Models of Insurance Similar?
	In What Ways Are Indemnity and Pay-on-Behalf Models of Insurance Different?

	








	



Student Resource 2.5
Reading: How Modern Insurance Pays Out
[image: C:\Users\Mika\Documents\Pearson\2014\June\24\Insurance_Lesson2_Presentation_ROOT_062314\Slide1.JPG]
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.
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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.
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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.
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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).
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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.
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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.
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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. 
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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.



Student Resource 2.6
Instructions: Explaining Insurance to Peers
Student Name:_______________________________________________________ Date:___________
Directions: This activity is an opportunity for you to explain the key concepts of the lesson in your own words, and to teach it to others. In this activity you explain insurance terms to your fellow students by completing a short essay. The essay should include the following:
· A description of the purpose and uses of insurance
· An explanation of the insurance model of risk transfer
· A brief story of an individual, a family, or a business buying and then benefiting from insurance
The first step in this activity is to complete the short-essay template below. In a later class period, you will trade templates with a partner, and give each other suggestions. Finally, you will write out your essay in your best handwriting on a clean sheet of paper, using your template as a guide. Please read through this whole template and the assessment criteria before you begin.

Story Template
Insurance helps people and businesses by 



Without insurance, people might 



and businesses might 



When disaster strikes, an insurance company can help the people that it insures by 


Insurance companies get the money to be able to do this by 



Here is an example of how insurance works. Imagine a person/business named                                           that is worried about 




If this were to happen, and there was no insurance, it would mean that this person/business might 




Insurance is very important to protect both people and businesses against risks like these.
In order to buy insurance, the person/business in this story would go to an insurance agent and tell the agent about his or her insurance needs. The agent would find out if coverage was available, and if so, what the premium would be. A premium is 




Now, if the covered risk (called a peril in the insurance industry) were to occur, the insurance company would 





Make sure your assignment meets or exceeds the following assessment criteria:
It contains a clear and accurate description of the purpose and uses of insurance.
It provides an accurate explanation of the insurance model of risk transfer.
It includes a brief story of an individual, family, or 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.
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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?





image7.jpeg
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
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In what ways is insurance similar to
surety? In what ways is it different?
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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?





