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Lesson 2
Insurance Industry Overview
This lesson provides students with a broad overview of risk management, and the role of the insurance industry in transferring risk from the insured to insurers. 
Students learn how insurance is different from surety. They also learn about two basic types of insurance coverage: indemnity policies and pay-on-behalf policies. At the end of the lesson, student comprehension of the learning objectives is assessed through an essay they write to explain insurance to their peers at their school.
This lesson is expected to take 4 class periods.
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Lesson Framework
Learning Objectives
Each student will:
Describe the purpose and uses of insurance
Explain the insurance model of risk transfer
Compare and contrast surety and insurance
Compare and contrast indemnity and pay-on-behalf models of insurance
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 know that individuals vary with respect to their willingness to accept risk and that most people are willing to pay a small cost now if it means they can avoid a possible larger loss later (National Standards for Financial Literacy, Standard VI, Grade 12, Benchmark 2)
Students will know that people choose different amounts of insurance coverage based on their willingness to accept risk, as well as their occupation, lifestyle, age, financial profile, and the price of insurance (National Standards for Financial Literacy, Standard VI, Grade 12, Benchmark 4)
Assessment
	Assessment Product
	Means of Assessment

	Essay on the purpose and uses of insurance (Student Resource 2.6)
	Assessment Criteria: Explaining Insurance to Peers (Teacher Resource 2.3)


Prerequisites
The ability to define general insurance terms
Basic understanding of the role of risk management in personal and commercial finance
Instructional Materials 
Teacher Resources
Teacher Resource 2.1, Answer Key: Life Is Risky Chart
Teacher Resource 2.2, Presentation and Notes: How Modern Insurance Pays Out (includes separate PowerPoint file)
Teacher Resource 2.3, Assessment Criteria: Explaining Insurance to Peers
Teacher Resource 2.4, Key Vocabulary: Insurance Industry Overview
Teacher Resource 2.5, Bibliography: Insurance Industry Overview
Student Resources
Student Resource 2.1, Simulation: How Insurance Transfers Risk
Student Resource 2.2, Chart: Life Is Risky
Student Resource 2.3, Reading: Insurance and the Economy	
Student Resource 2.4, Note-Taking Guide: How Modern Insurance Pays Out
Student Resource 2.5, Reading: How Modern Insurance Pays Out
Student Resource 2.6, Instructions: Explaining Insurance to Peers
Equipment and Supplies
LCD projector and computer for PowerPoint presentation 
Chart paper and markers
Blackboard, whiteboard, or flip chart
Dice
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Lesson Steps
	Step
	Min.
	Activity

	
	
	class period 1

	1
	20
	List and Group: Risks Faced in Life
This activity introduces students to the keystone concepts of risk and risk management, and gets them thinking about the many types of risk that have the potential to harm individuals, families, and businesses. 
Begin the lesson by sharing these examples of unusual things being insured:
The hands of 13-year-old world yo-yo champion Harvey Lowe for $150,000
The taste buds of world-famous food critic Egon Ronay for $400,000
The legs of Riverdance star Michael Flatley for $47 million
Then ask students to work in pairs to answer the question: 
Why do you think these people chose to have their respective body parts insured?
Students should arrive at the concept that people purchase insurance to protect valuable items against loss that would cause them financial hardship.
Explain to students that in the field of insurance, a risk is a situation or occurrence that would lead to negative consequences (especially negative financial consequences). Risk is all around us. Everything we do, even day-to-day activities, involves some risk. The risk of getting out of bed in the morning is slipping and falling. The risk of drinking a cup of coffee is burning your mouth.
Again working in pairs, give students five minutes to brainstorm as many risks as they can think of, encouraging them to think of risks that people and organizations encounter. You can turn this into a quick contest to see which pair can come up with the most risks. After the five minutes is up, ask each team to put the letter P next to those risks which are personal risks, and a C next to those risks which are commercial. Some risks might have both letters. Ask students to share some of their risks.
Close this activity by asking students to describe the various risks associated with driving a car. If students don’t bring it up, you should ask questions to get students to come up with liability if the driver hits another car, property, or person. 
[bookmark: _GoBack]Students should take away from this activity that risks are all around us, including the risk of liability, and that both individuals and commercial enterprises face risk. Insurance is a way to protect us from the financial losses associated with risk.

	2
	20
	Simulation: How Insurance Transfers Risk
This simulation of the insurance market in action provides a visual/kinetic representation of the basic risk transfer structure of insurance.
Begin by asking students to stand in a circle around the room, with yourself in the center, and count off students, assigning them a number between one and five. Explain that this activity shows how insurance transfers risks from one individual or organization to many. You take the role of an insurance company, and the students the role of owners of new cars. 
Tell students that in this simulation they have a choice whether or not to buy auto insurance (note that in most states, it is mandatory for car owners to carry at least liability insurance). If they want auto insurance, the premium is $500 a year. If they don’t want auto insurance, they pay nothing.
After everyone has made their choice, ask those who want auto insurance to stand on one side of the room, and those who don’t on the other. Now ask for a student volunteer to add up the total of all the premiums received by the company in the category of auto insurance.
Now reveal that all students who had the number 1 got into an accident that year, resulting in $2,000 worth of damage to their new car. Those who purchased insurance each have the insurance company pay to repair the car. Those who didn’t have to come up with the $2,000 out of their own pocket. Ask students to complete Student Resource 2.1, Simulation: How Insurance Transfers Risk, and then compare their responses in small groups with one another.
End the activity by asking a few students to explain in their own words how insurance transfers risk from an individual to a group. If time permits, repeat this activity (rolling a die to randomly determine the accident group), and explore whether more students decided to purchase insurance the second time around, and if so, why?
By the end of this activity, students should understand that insurance companies provide a way for people and organizations to transfer the costs associated with risk in exchange for the payment of a premium. 

	3
	10
	Homework: Life Is Risky Activity
This activity enables the class to understand that all areas of life are subject to risks, and that prevention is an important element in risk management. It focuses on the following career skill:
Thinking critically and systemically to solve difficult problems
Begin by teaching students that there are four ways to respond to risk: 
Avoid the risk.
Reduce the risk.
Ignore or accept the risk.
Transfer the risk.
For example, if the risk is the financial burden of an accident while driving a car, a driver can:
Avoid the risk by not driving.
Reduce risk by driving carefully, obeying the law.
Ignore or accept the risk by driving anyway and taking their chances.
Transfer risk by insuring the car to cover the financial burden in the event of an accident.
As homework, ask students to complete Student Resource 2.2, Chart: Life Is Risky. Students should identify the risks associated with each of the items of value: car, house, health, heirlooms, regular income from work, high-definition TV, small business, and then list ways to avoid, reduce, or transfer risk. During the next class period, students will have a chance to compare their chart to an answer key with common risks and prevention strategies in each category. The resource contains definitions of risk and risk prevention. 

	
	
	CLASS PERIOD 2

	4
	5
	Homework Review: Life Is Risky Activity
This review activity provides students with common answers to Student Resource 2.2, Chart: Life Is Risky, and allows them to check their work.
Begin by handing out Teacher Resource 2.1, Answer Key: Life Is Risky Chart. Ask students to review and add to their charts any answers they missed. This is a good opportunity to discuss some of the more interesting risks, such as risk of accident, theft, or natural disaster. 
Students should now understand that insurance is just one of several strategies to manage risk.

	5
	25
	Reading: Insurance and the Economy
This reading shows students that insurance is an ancient concept, was integral to the earliest trade and businesses, and gives a brief overview of insurance’s importance to the modern economy.
Begin by explaining to students that so far the class has focused primarily on consumer insurance, but that insurance is also very important for businesses. As a pre-reading activity, ask students to write down three reasons why the following statement is true: 
“Without insurance, businesses would find it very difficult to attract the investors they need in order to succeed.” 
After about 10 minutes, ask students to read Student Resource 2.3, Reading: Insurance and the Economy, which describes the importance of insurance to businesses and the national economy. When they have finished reading, ask students to work in pairs to compare and contrast their initial reasons with what they learned from the reading. Ask a few students to share what they learned about the importance of insurance to a commercial endeavor, and use the opportunity to ensure that students understand that commercial insurance encourages investment by reducing the risk to investors.
In later lessons focused on commercial insurance, students learn that while insurance provides protection against many types of catastrophic losses, it cannot guarantee investment profits.

	6
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	20
	Presentation: How Modern Insurance Pays Out
This activity gives students an introductory look at the basics of how modern insurance works, including the difference between surety and insurance, and indemnity and pay-on-behalf.
Before class begins, prepare notes to guide class discussion using Teacher Resource 2.2, Presentation Notes: How Modern Insurance Pays Out.
Begin by asking students to review Student Resource 2.4, Note-Taking Guide: How Modern Insurance Pays Out, a simple table where students can compare and contrast two sets of terms: insurance and surety, and indemnity and pay-on-behalf. Let students know that as they listen to the PowerPoint presentation (or read Student Resource 2.5, Reading: How Modern Insurance Pays Out, if you are not presenting the PowerPoint slideshow), they should begin filling out the chart, finishing it as homework, if necessary. 
Present Teacher Resource 2.2, Presentation: How Modern Insurance Pays Out (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 2.5, Reading: How Modern Insurance Pays Out. 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.
If time permits after the presentation, allow students time to finish the note-taking guide. Otherwise, have them complete the chart as homework. Let them know that the completed charts will be reviewed at the start of the next class period.

	
	
	CLASS PERIOD 3

	7
	10
	Notes Review: How Modern Insurance Pays Out
This review activity allows students a chance to review the guide that students completed from the last activity and to gauge student understanding and provide clarifications if necessary.
Ask students to pair up and share their responses to Student Resource 2.4, Note-Taking Guide: How Modern Insurance Pays Out, and use the opportunity to provide clarifications. If time permits, ask a few students to share their responses. 
By completing this guide, students should demonstrate a clear understanding of the important insurance concepts of indemnity and pay-on-behalf.

	8
	40
	Writing Assignment: Explaining Insurance to Peers
This activity is an opportunity for students to explain the key concepts of the lesson in their own words, and to teach it to others. Teaching a subject is a great way to promote mastery of concepts.
Ask students to read Student Resource 2.6, Instructions: Explaining Insurance to Peers. In this activity students explain insurance terms to their fellow students by completing a short essay. The essay should cover the following:
Describe the purpose and uses of insurance.
Explain the insurance model of risk transfer.
Tell a brief story of an individual, a family, or a business buying and then benefiting from insurance.
The instructions also contain the assessment criteria as well as a template for the essay. Be sure to point out the assessment criteria located at the end of the instructions and make sure that students understand that you will be using those specific criteria to assess their essay. Once the students have read the instructions, have them brainstorm for five minutes a list of things to keep in mind when trying to explain insurance. 
During the remaining time, have students complete the short-essay template. If students need more time, they should complete their drafts as homework. Let students know that during the following class period they will be receiving peer feedback on their essays prior to working on and submitting their final drafts.

	
	
	CLASS PERIOD 4

	9
	10
	Peer Review: Explaining Insurance to Peers
This activity provides time for students to review each other’s work and share ideas. It focuses on the following career skill:
Demonstrating teamwork and collaboration
Write the following questions on the board:
How can the purpose and use of insurance be more clearly explained?
How can the way insurance transfers risk be more clearly explained?
How can this be written so your fellow students will better understand it?
Ask students to form pairs to read each other’s essay templates and provide feedback. 

	10
	30
	Final Draft: Explaining Insurance to Peers
During this time, students complete the final draft of their short essay.
Ask students to work alone to write out their essay on a clean sheet of paper. At the end of the session, ask students to post their essays around the class or place them in a common binder.
Use Teacher Resource 2.3, Assessment Criteria: Explaining Insurance to Peers, to assess the essay.
Options: Students feel a sense of pride when they see their work actually being used to benefit others. Consider having students go through a process to select the best essays and actually share them with their peers or advisory board members. Or they can create a book or blog combining all of the essays, or print the essays in the school newspaper.

	11
	10
	Think, Pair, Share: Why Insurance Is Important
This closing activity provides an opportunity to review and synthesize the most important concepts in the lesson.
Ask the students to write their top three reasons why insurance is important, and then discuss their answers with a partner. As time permits, ask them to share some of their answers with the whole class, writing their responses on the board. 
Through this important lesson, students should have a clear understanding of the basic purpose of insurance, which is to transfer risk, and the general model of how insurance works. All future lessons build on these core concepts.


Extensions
Enrichment
Interview on Insurance at Home: Ask students to interview their parents or guardians and write down a list of all of the different types of insurance their family has purchased, and what each type protects against. If the family has no insurance, have the student suggest types that would help protect the family against risk.
The Village Activity: Form students into groups of five to seven, and explain that each group represents a small village in a pre-market economy where there is no money, only barter. Each winter, severe storms lash the village, usually destroying one or two homes, which take the homeowners several cold, wet weeks to rebuild. Give each group 10 minutes to devise a fair insurance plan that protects each villager from having to go through the miserable experience of rebuilding a home alone. Have them share and compare their plans.
Cross-Curricular Integration
History or Social Studies: Ask students to conduct Internet or library research on what types of insurance were available during a historical period they are currently studying. The Wikipedia article on insurance (http://en.wikipedia.org/wiki/Insurance) is a good starting point.
History or Social Studies: Have students read Against the Gods: The Remarkable Story of Risk, by Peter L. Bernstein, and examine how learning from historical events might have encouraged the current mortgage crisis, how it might have been averted, and what role mortgage insurance might have played.  
Mathematics: Examine some of the annual reports of major insurers to determine how effectively they have managed their own risk portfolio. 
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