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Financial Issues in the Insurance Industry
This lesson explores the different ways that trends and major disasters affect the finances of insurance companies. Students participate in a simulation where they predict how various events impact each component of the typical property and liability insurance business model. Through presentations and readings, students also learn how insurance companies protect themselves against risk, and how states regulate the industry for the protection of consumers. At the conclusion of the lesson, student learning is assessed through a quiz.
This lesson is expected to take 4 class periods.
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Lesson Framework
Learning Objectives
Each student will:
Explain how economic cycles impact the insurance industry 
Describe how major disasters impact the insurance industry 
Explain how and why the insurance industry is regulated
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 learn that probability quantifies the likelihood that a specific event will occur, usually expressed as the ratio of the number of actual occurrences to the number of possible occurrences (National Standards for Financial Literacy, Standard VI, Grade 12, Benchmark 1)
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)
Access, evaluate, and disseminate financial information to enhance financial decision-making processes (Common Career Technical Core 2012, FN 12)
Demonstrate underwriting techniques and strategies to evaluate the risk posed by potential insurance clients (Common Career Technical Core 2012, FN-INS 4)
Describe and follow laws and regulations to manage business operations and transactions in the insurance industry (Common Career Technical Core 2012, FN-INS 1)
Assessment
	Assessment Product
	Means of Assessment

	Quiz on financial issues in the insurance industry (Teacher Resource 13.3)
	Answer Key: Financial Issues in the Insurance Industry Quiz (Teacher Resource 13.4)


Prerequisites
Understanding of the insurance model of risk transfer 
Ability to describe the insurance industry business model 
Understanding of how insurance companies set rates 
Ability to explain the purpose and major components of an insurance policy 
Instructional Materials 
Teacher Resources
Teacher Resource 13.1, Instructions: External Influences on Insurance Business Model
Teacher Resource 13.2, Presentation and Notes: How Insurance Companies Protect Against Risk (includes separate PowerPoint file)
Teacher Resource 13.3, Quiz: Financial Issues in the Insurance Industry
Teacher Resource 13.4, Answer Key: Financial Issues in the Insurance Industry Quiz
Teacher Resource 13.5, Key Vocabulary: Financial Issues in the Insurance Industry
Teacher Resource 13.6, Bibliography: Financial Issues in the Insurance Industry
Student Resources
Student Resource 13.1, Reference: Insurance Industry Business Model 
Student Resource 13.2, Chart: Insurance Industry Business Model
Student Resource 13.3, Reading: How Insurance Companies Protect Against Risk
Student Resource 13.4, Reading: Overview of Insurance Industry Regulations
Equipment and Supplies
Computer and LCD projector for PowerPoint presentation
Blackboard, whiteboard, or flip chart
[image: ]
Lesson Steps
	Step
	Min.
	Activity

	
	
	class period 1

	1
	25
	Think, Group, Share: Global Trends Create New Risks
The purpose of this springboard activity is to introduce students to the fact that major changes in the world can have a significant impact on the bottom line of insurance companies and the premiums individuals and organizations must pay. 
Write the following three global trends on the board (the text in parentheses is for your use and does not need to be written down) and lead a brief class discussion on the meaning of each:
Global warming (the climate is getting warmer, having unknown impact on global weather patterns)
Increased urbanization (world populations are moving from rural areas to cities and suburbs)
Globalization of businesses (businesses are increasingly manufacturing and selling products in many different countries)
Then count off students by three, and direct each group to do a Think, Group, Share about how their assigned trend might create new risks for the following three types of businesses: a resort hotel chain, a soft drink manufacturer, and a shipping company.
You can find more information about the Think, Group, Share learning strategy in The NAF Learning Handbook.
When most students have finished sharing, ask for students to volunteer the risks they came up with, and write them on the board.
Close the activity by stating that the insurance industry is constantly in flux, as new risks arise and old ones become more or less serious, and that this lesson explores external changes that have an impact on the insurance industry’s bottom line.

	2
	25
	Review: Insurance Industry Business Model
[bookmark: _GoBack]The purpose of this activity is to reintroduce the basic property and liability insurance business model in preparation for a later in-depth discussion about factors that impact an insurance company’s profits.
Instruct students to read Student Resource 13.1, Reference: Insurance Industry Business Model, and use it to fill out Student Resource 13.2, Chart: Insurance Industry Business Model. Then ask students to work in pairs to improve what they wrote for completeness and accuracy. When they are done, review the chart as a class for completeness and accuracy, making sure students have a clear understanding of the basic business model for insurance companies.
Let students know that in the next class periods they will be exploring what happens when certain components of the business model are impacted by changes in the world. 

	
	
	CLASS PERIOD 2

	3
	50
	Discussion: External Influences on Insurance Business Model
This activity provides an opportunity for students to understand how various external events, such as a falling economy or a series of major disasters, impact different components of the insurance industry business model and affect profits. This activity also focuses on the following career skills:
Thinking critically and systemically to solve difficult problems
Demonstrating teamwork and collaboration
Place a sign in each corner of the room representing one of the four basic components of the insurance industry business model:
Collecting premiums
Investing pooled premiums
Paying administrative costs
Paying claims on insured perils
Under each sign, tape the corresponding set of events found in Teacher Resource 13.1, Instructions: External Influences on Insurance Business Model. 
Briefly review the four business model components by asking students to volunteer brief descriptions of each of these components, providing clarification as necessary.
Divide the class into four groups, and have each group stand next to one of the four signs.
Explain that in this activity students are going to read one event that impacts their component of the business model and work together in their group to answer the following questions:
How might the event impact your assigned component of the business model?
Is the event likely to raise or lower profits?
Share the following example: An event such as sharply higher gasoline prices is causing consumers to buy smaller and less expensive cars. This might lower the rate of premiums for vehicle insurance, but it might also result in fewer claims, since the cars are slower and are involved in fewer accidents. On the other hand, smaller cars could be more susceptible to damage in crashes than larger vehicles would be. Profits would probably stay the same.
Ask the students to read the first event on the list for their component. Instruct them to discuss its impact among themselves, and then share out how they think that event impacts their component of the business model and affects profits. Provide clarification after each response.
After each round, ask the teams to rotate clockwise, and repeat the activity using the next event, so each group has a chance to discuss each aspect of the business model.
After the activity, conduct a quick recap of one or two of the events that reduced profits, and ask the class how, as insurance companies, they can respond. 

	
	
	CLASS PERIOD 3

	4
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	25
	Presentation: How Insurance Companies Protect Against Risk
This activity helps students to understand how insurance companies try to predict the impact of future disasters and other risks on their bottom line and what tools they use to protect themselves.
Before class begins, prepare notes to guide class discussion using Teacher Resource 13.2, Presentation Notes: How Insurance Companies Protect Against Risk.
Engage student interest in the topic by first asking them to conduct a brief Think, Pair, Share on the following prompt:
What would happen to the customers of an insurance company if the company ran out of money?
Explain that you’ll be presenting information on how insurance companies protect themselves against risks to their financial stability. Ask them to take notes during the presentation using your preferred note-taking strategy.
Present Teacher Resource 13.2, Presentation: How Insurance Companies Protect Against Risk (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 13.3, Reading: How Insurance Companies Protect Against Risk. 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.
After the presentation, divide the class into pairs or groups of three and have students see if their initial thoughts on the prompt have changed. They should also compare their notes for completeness and accuracy. Invite each pair or triad to share their thoughts and questions. 
Students should have a clear understanding of how insurance companies protect against risk using disaster modeling and reinsurance.

	5
	25
	Reading: Overview of How the Insurance Industry Is Regulated
The purpose of this activity is to introduce students to the fact that regularly changing tax policies and regulations constantly impact the insurance industry.  
Present the following prompts related to the reading and ask students to spend a few minutes writing their responses. When they are done, ask for volunteers to share their responses, and then provide clarification as necessary:
In what ways might consumers be affected if there were no regulations or oversight of the insurance industry? Would premiums likely go up, down, or remain the same?
In what ways might insurance companies be affected? Would their profits rise or fall?
Then ask students to read Student Resource 13.4, Reading: Overview of Insurance Industry Regulations, which explains how changing regulations and tax laws impact the insurance industry. As they are reading, ask students to identify and note information that either supports or refutes their responses to the prompt.
If needed, have students complete the reading for homework. Let them know that the class will review the reading and the prompts at the beginning of the next period.

	
	
	CLASS PERIOD 4

	6
	15
	Review: Overview of How the Insurance Industry Is Regulated
This activity provides a chance for students to review and discuss the reading and their responses to the prompt.
Ask students to form pairs to share their response to the prompts from the last class period:
In what ways might consumers be affected if there were no regulations or oversight of the insurance industry? Would premiums likely go up, down, or remain the same?
In what ways might insurance companies be affected? Would their profits rise or fall?
Once they are done sharing, ask a few students to share their responses with the class, and then provide clarification as necessary.
Students should have a clear understanding of the purpose of state regulation of the insurance industry.

	7
	25
	Quiz: Financial Issues in the Insurance Industry
This quiz helps you to assess student knowledge about the topics covered in this lesson.
Ask students to complete the four-question short-answer quiz (found in Teacher Resource 13.3, Quiz: Financial Issues in the Insurance Industry) about the impact of disasters and economic downturns on the insurance industry, how the industry has responded to reduce their own risk to these hazards, and if new patents or innovative policy or product offerings could allow the industry to better meet the needs of their customers and maintain their profits.
Collect the quizzes and assess them using Teacher Resource 13.4, Answer Key: Financial Issues in the Insurance Industry Quiz.

	8
	10
	Review: Financial Issues in the Insurance Industry
This review activity allows every student to be involved in summarizing, reviewing, and synthesizing what was learned in the lesson and how they learned it.
After students turn in their quizzes, instruct them to form triads and discuss their responses for each question to the quiz they just took. Ask each group to share at least one of their responses.
Students should have a clear understanding that each component of the insurance industry business model can be impacted by external changes, some human-made, others natural disasters. These changes can have positive and negative effects on the bottom line. Insurance companies use a variety of strategies to reduce their own risk.


Extensions
Enrichment
Each state has its own insurance regulatory body or structure. Ask students to conduct library or online research to create an oral or written report describing how their own state regulates insurance. If there is an insurance regulatory body or an individual in charge of overseeing insurance, are they elected or appointed? What are the major insurance policies and regulations for their state? This website by the National Association of Insurance Commissioners contains helpful information: http://www.naic.org/documents/consumer_state_reg_brief.pdf.
Cross-Curricular Integration
History/Social Studies: The insurance industry plays a major role in helping areas hit by major disasters overcome their losses. Sometimes the costs of these disasters are so large that they can cause severe and unexpected financial losses to insurers. Ask students to research major disasters over the past five years and create a poster with a timeline, including a description of the disaster, images of the disaster, and the financial impact of the disaster on the affected community, and if information is available, on the insurance industry.
Math: There are many different types of major disasters that can impact individuals, families, and organizations of all types. These include weather-related disasters such as hurricanes and tornados, and other disasters such as earthquakes and fires. Ask students to create a table listing major disasters that have occurred in the United States over the past five years, grouped according to category and showing the total cost of each category, the average cost per disaster, and so forth. Students should be able to answer which type of disaster is most frequent, which has had the greatest financial impact, and which costs the most per occurrence. Ask students to present and explain their table to the class.
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