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________________________________________________________________________________________ 

INSTRUCTIONS FOR USE: The Quick Notes Study Guides should be used ONLY with 

course modules containing information you are having trouble retaining. Completing 

the “Quick Notes” is NOT REQUIRED and cannot be used as a substitute for your careful 

attention to the Virtual Classroom presentation.  

PLEASE NOTE: This Quick Notes Study Guide does NOT provide a space for every 

single item shown on the presentation screen. Nor does this study guide provide a space 

for every single item discussed in the audio. You are responsible for making your own 

personal notes covering any additional information you would like to include on this study 

guide. 

You should NOT use the Quick Notes Study Guides for every module in the course, with 

course modules you already understand well, or if you are spending more than 10 to 20 

minutes completing each study guide. 

____________________________________________________________________________ 

Insurance Defined 

What is insurance? The more traditional definition of insurance is: “A method of ______________________ 

_____________________________________ by spreading it over a large number of _________________ 

______________________________________”.  “Insurance” is a ____________________ in which an 

insurance company or government agency provides a ________________________________________ 

_____________________________ for specified loss, damage, illness, or death in return for payment of a 

_____________ from an “insured person or group”. 

 

The Law of Large Numbers 

Insurance is based on the Law of Large Numbers. This law shows us that we can predict, fairly accurately, 

what will happen to a large _______________________________________ in a __________________. 

When large groups of similar individuals are combined, we call them ___________________. Insurance 

companies hire _______________ who make mathematical predictions about things such as how many of 
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the people in any given ______________ will have their home destroyed by a tornado, be stricken with 

cancer, or die in a given year. 

By using the law of large numbers, insurers can ________________________________ and 

________________________________________ to cover losses and operating expenses. 

 

The Principle of Indemnity 

Insurance contracts are governed by the “principle of indemnity”. This principle assumes that an insured 

who has suffered a loss, should only be restored __________________________ 

______________________________ that existed prior to the loss, no better and no worse. 

If an insured makes ____________________________, the principle of indemnity _______ 

___________________________. 

If an insured purchases an insurance policy that provides more coverage on a risk than the value 

_________________________________, this is known as ___________________. Insureds can also 

create _________________________ by purchasing more than one policy to ______________________ 

loss. ________________________ violates the Principle of Indemnity. 

 

Insurable Interest 

“Insurable interest” refers to the ___________________________ an individual, company or organization 

must have in the property, liability, or person being insured. If no risk of ______________________ is 

present, no _________________________________ thus eliminating the need 

_________________________________.  

With property and/or casualty (liability insurance) insurable interest must exist ____________ 

__________________________. With life or health insurance, insurable interest must exist 

______________________________________________________. 

For example, an insured can purchase a policy to cover his dwelling for loss from fire because he would 

________________________________ if his dwelling burned. However, the same insured could not purchase 

a policy to cover his neighbor’s dwelling for loss from fire. This is because the insured would 

_________________________________________ if his neighbor’s house burned. 

Additionally, if the insured sold his covered dwelling and it burned after he no longer owned the home, he 

____________________________________________ in that home. This is because he would no longer 

__________________________ if the house burned because he no longer owned the home. 

Now let’s review an example using life insurance. An insured could purchase a life insurance policy to cover 

her business partner’s life because the insured ___________________________________________________. 

 

http://www.insurance-schools.com/


 
 

 

Insurance Fundamentals – Module A - Quick Notes Study Guide - 3 

___________________________________________________________________________________________________ 
Updated 06/3/2022 - Copyright © Insurance Schools, Inc. 

This Quick Notes Study Guide is a companion to the courses offered at: 

 www.insurance-schools.com  

Therefore, the insured holds an insurable interest __________________________________________ that 

exists at the time ____________________________________________ policy. 

 

The Principle of Risk 

What is Risk? 

“Risk” is the possibility that a _______________________ and is the reason that people 

________________________. If a certain event happens, - accident, sickness, or death – loss occurs. The 

loss can be of life, or the loss of a loved one in the event of death, or the loss of income due to accident or 

sickness. In the case of property and casualty insurance, a structure may burn or a commercial truck may be 

involved in an accident. 

The Characteristics of Insurable Risk 

The following are characteristics of an insurable risk: 

✓ The loss must be _________________ and ____________________; 

✓ The loss must be ______________________; 

✓ The insurance company should be able to calculate the ________________________; 

✓ The law of large numbers ___________________________; 

✓ The loss must be great enough to _______________________________________; 

✓ The insurance must be offered at ________________________________; 

✓ The loss must ____________________________________ in nature. 

All of these elements are ___________________________ to be present for every risk, but most of them 

______________________________ whenever possible.  

 

The Categories of Risk 

The two main categories of risk are “pure risk” and “speculative risk”. 

• Pure Risks – There is ______________________________________. There is no possibility for 

___________________________. Pure risks ____________________ 

_______________________________. 

• Speculative Risks – The possibility of financial gain, or profit, __________________ with these 

types of risks. Speculative risks ___________________________________. 
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Types of Pure and Speculative Risks – Most risks are neither completely “pure” nor completely 

“speculative”. The following types of risk may or may not be insurable.   

• Static Risk – These risk factors are _______________________________ that do not frequently 

fluctuate, they result from a ______________ or ________________ environment. ___________ 

risk factors tend to be associated with ______________ 

___________, such as an area that may only flood every 100 years, or a genetic illness that may or 

may not express itself. Static risks are ______________ because they may or may not occur and are 

therefore, __________________. 

• Dynamic Risk – This is the type of risk associated with _________________. A new and fatal virus 

erupting into society, technological advances that may cause a business to lose market share, or a 

change in law regarding hazardous waste disposal that now leaves a business liable for practices that 

were previously acceptable. Dynamic risks ________________________________. 

• Fundamental Risk – These are risks that affect ___________________ of people  

or property within ________________. Examples are floods, earthquakes, terrorism, and economic 

collapse.  

• Particular Risks – These are risks that affect only the _____________________ or 

_________________, and not the entire community or society. These risks arise from a situation 

that occurs simultaneously with ______________________________ that increases the chance of a 

loss. 

Peril vs. Hazard 

Peril – A “peril” is what actually ________________________. For example, a commercial building 

catches fire and is damaged. The fire is the ___________________________________. 

Hazard – A condition that increase the _____________________ or ________________ that a loss will 

occur. For example, a frayed electrical cord increases the ________________ that an 

_________________________________ may occur. 

The underlying cause of a loss may result from physical hazards, moral hazards, or morale hazards. 

• Physical Hazards - The ____________________, ______________________, 

_________________________, or _______________________________ of an insured risk that 

may create or increase the opportunity _______________________ 

___________________________. Defective building materials, exposure to toxic chemicals, or a slippery 

sidewalk are all physical hazards that increase the _______________________ 

_____________________________________________. 

 

• Moral Hazard - A condition that increases the _______________________________ that a person 

will _____________________________________, _________________, or 
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_______________________ a loss. A moral hazard is generally an act created out of 

____________________, and can be ____________________________ or even 

________________________. Stated differently, a moral hazard provides an incentive for one party 

_____________________________ that another party ___________________________. 

Insurance can ___________________________________. 

 

• Morale Hazard - A condition of ____________________________, or ________ 

__________________, one’s own life, health, or property by engaging in behavior that 

___________________________________________ of a loss. A morale hazard is 

________________________ and involves an ____________________________. 

 

An example of a morale hazard is an insured who has the option to drive on a paved road when leaving 

her home, but instead drives off road and on terrain that can cause damage to the body of her car. The 

insured does not care, because _______________ 

_____________________________________ will cover the damage. 

Management of Risk 

There are five methods of managing risk: 

• Risk Avoidance – Avoiding the hazard __________________ the risk. For example,  

to avoid the risk of an automobile accident or house fire, a person simply __________ 

______________________________________. 

• Transfer of Risk – This is the _________________________________________ method of 

handling risk. A person can transfer their risk to an ____________________________________ 

________________________________________, in exchange for _____________________ 

___________________________ to the company. 

• Sharing a Risk – Even when a risk is transferred to an insurer, it is common to __________ some 

of the risk. For example, the deductibles and premiums an insured pays for insurance, are a form of 

risk sharing. The insured accepts responsibility for a ________________________ of the risk, while 

transferring the _______________ 

_____________________________ to the insurer. 

• Assumption of Risk/Risk Retention/Self-Insurance – An individual decides to create a risk, by 

doing something such as purchase a car or a home, and ___________ 

_______________________. This means that the individual would replace the car or house, 

___________________________________, if a loss occurred. 

• Risk Reduction or Risk Control – Risks can be reduced by employing ___________ 

__________________________ such as installing a sprinkler system in a building, no longer smoking 

cigarettes, or losing weight for health reasons. 
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What is Underwriting? 

“Underwriting” is the process of selecting certain types of risks that have historically 

____________________________ and __________________ those risks ______________________ 

___________________________ . Good underwriting practices, normally produce a _______________ 

___________________. This means the premium collected, minus the claims paid and operating expenses, 

produces _________________ for the insurer. 

Insurers must carefully __________________________ all risks to avoid being the victim of “adverse 

selection”. Adverse selection is the tendency of insureds with a _______________ 

_________________________ to purchase insurance. With adverse selection, the insurer is confronted 

with the possibility of loss __________________________________________ 

______________________________, at the time the policy was sold. 

Insurers can avoid adverse selection by _____________________________ from more than one source, 

thereby ____________________________________. This can be achieved by insuring, during the same 

underwriting period, either ______________________________ 

_____________________, ___________________________________, or activities 

__________________________________________________.  

The primary source of information used during the underwriting process is the __________ 

_________________________________. However, other sources of information are used, depending on 

the type of policy being underwritten. Those sources include: 

• ____________________________; 

• ___________________________ reports; 

• _______________________________; 

• _______________________________; 

• Insurance company _______________________; and 

• Insurance industry _____________________________________________. 

 

Reinsurance 

Insurance companies will sometimes use “reinsurance” as a means of reducing their _______ 

__________________________ on a particular risk. Reinsurance is insurance purchased by 

_______________________________________, from __________________________ 

_________________________________.  

http://www.insurance-schools.com/


 
 

 

Insurance Fundamentals – Module A - Quick Notes Study Guide - 7 

___________________________________________________________________________________________________ 
Updated 06/3/2022 - Copyright © Insurance Schools, Inc. 

This Quick Notes Study Guide is a companion to the courses offered at: 

 www.insurance-schools.com  

Rather than one insurance company accepting a risk in its entirety, and possibly suffering a catastrophic loss, 

the risk __________________________________________________________________________________ 

____________________________________________________ to spread the risk.  
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