Chapter Two

Life Insurance -  Life insurance is a contract under which one party- the insurer- in consideration of the premium payment, agrees to pay an amount stipulated in the contract to a designated person, known as the beneficiary,  upon the occurrence of a contingency defined in the contract, usually that of death.  

Avoidance -   An individual may avoid the risk of a loss by not engaging in an activity or owning property.  This can be useful,  but not practical.

Retention -   Most practical method of handling risk. Owning a policy that includes a deductible is the most basic illustration of retention.   In other words,  the policy owner will pay for a smaller portion of the loss than an insurer.  

Transfer – One party transferring the chance of loss to another party is also popular form of risk handling.  The purchase of insurance is a form of risk transfer.  

Rating Bureau – A rating bureau is an organization owned by member insurance companies.  The purpose of rating bureau is to accumulate and analyze statistical data to develop rates,  calculate rates for lines of insurance,  and file rates with state regulatory authorities for approval.  

Aleatory contracts – This is a contract based on uncertain events in the future where the value given up by one party does not equal that given up by another party to the contract.  For example,  a life insurance policy has an aleatory feature because the premium paid for it does not equal the amount paid by the company if a loss occurs.  

Contract of adhesion -  This is a contract in which one party creates the contract terms and the other party must adhere or comply with them.    Referred to as a one-sided contract.   

Executory contracts – An insurance policy is an executory contract because some act prescribed in the contract remains to be performed by on of the parties.  The example,  an insurer will not pay a claim until a specified event takes place.  

