
Insurance Basics 

Describe how insurance works to protect 
consumers 
 
Explain the basic kinds of insurance and 
how to determine the amount to buy 



Risk Management… 

 Risk Management means limiting 
possible financial losses to amounts you 
can handle. 

 You can buy INSURANCE to manage 
your risk of financial loss form illness, 
injury, or damage. 



Risk Management… 

 In exchange for this protection, you pay 
a premium to an insurance company. 

 A legal contract for this protection is 
called a policy. 
 You are the policyholder. 
 Policy specifies the types of loss covered. 



Risk Management 

 A formal request for payment from the 
insurance company when you suffer a 
loss is called a claim. 



Shared Risk 

 Shared Risk is the concept that the 
possible losses of a few are shared by 
the large group of policy holders who 
pay premiums. 
 All policyholders share the cost of covered 

losses. 



Premiums and Statistics 

 Insurance companies use statistics from 
past events to predict future losses. 
 Cannot determine WHO will suffer a loss, 

just how much overall total loss they can 
expect. 

 They earn a profit by charging more for 
premiums than anticipated losses. 



What Insurance Protects 

 Insurable Interest—something of value 
that, if lost, would cause you financial 
harm 
 must have in order to purchase insurance 

to cover the possible loss  



Determining  
Insurable Interest 

 Value must be measured in financial 
terms 

 Appraisal—expert determination of the 
value of property 

 Rider—special addition to insurance 
policy that covers a specific type of loss 



Determining Health/Life 

 Life Expectancy—estimate of the 
average number of years remaining in a 
person’s life 
 Based on gender, age, health 
 Longer life expectancy=lower premiums 



Determining Health/Life 

 Health—Insurable Interest is health 
condition 
 Based on statistics 



The Insurance Trade-Off 

 Insurance protect from loss that could 
put you in financial difficulty.   
 It does not protect from any/all possible 

loss 
 Buy protection from losses you would have 

trouble paying for yourself. 



Role of Insurance in the 
Economy 

 Insurance provides security 
 Protects from catastrophic loss 

 Many Business activities could not occur 
without insurance 
 Loans for house, car etc. 
 Medical malpractice 
 Daily businesses operations 



Types of Insurance 

 Property 
 Protects from financial loss for things you 

own if stolen, damaged, or destroyed 
 Home, car, possessions 

 Market Value 
 Protects for what item is worth now 

 Replacement Value 
 Protects the cost of replacing the item  



Types of Insurance 

 Liability 
 Protects you from losses you cause others 

 Also called casualty insurance 
 Covers up to stated maximum 



Types of Insurance 

 Personal Insurance 
 Protects you and your family against 

financial loss due to illness, disability, or 
death 
 Health   
 Life 
 Loss of Income 


