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Insurance Terms 
Section I 

1. Abatement - the act or process of reducing or otherwise abating something: the state of being abated.

2. Absolute liability - also called strict liability, is imposed on individuals whose specific actions, or failures to
act, result in third-party losses, such as bodily injury or property damage.

3. Accident - An unforeseen, unintended event; something unexpected.

4. Act of God - An event arising out of natural causes with no human intervention which could not have been
prevented by reasonable care or foresight. Examples are floods, lightning, and earthquakes.

5. Actual Cash Value (ACV) - The value of your property, based on the current cost to replace it minus
depreciation.

6. Additional Insured - A person or firm or corporation other than the named insured on a policy or mortgage
company named in a mortgagee clause, who is protected against loss by the terms of the policy or mortgage
company named in the mortgage clause. 

7. Additional Living Expenses (ALE) - Extra charges covered by homeowners' policies over and above the
policyholder's customary living expenses due to damage by a covered peril that makes the home temporarily
uninhabitable. 

8. Adjuster - A representative of the insurer (insurance company) who seeks to determine the extent of the
insurer's liability for loss when a claim is submitted.

9. All Risk Insurance - Insurance against loss of or damage to property arising from any fortuitous cause except
those that are specifically excluded.

10. Answerable - required to explain or justify one's actions to; responsible or having to report to.

11. Appraisal - The process in which there is a dispute between the insurer and the insured regarding the amount
of the claim. Both parties hire an appraiser to represent them. The two appraisers attempt to settle the dispute.
If they cannot settle the dispute, they hire an umpire to settle it.

12. Assigned Risk - A risk which underwriters do not care to insure, but because of state law or otherwise, the
insured must be protected and the insurance is therefore handled through the state and assigned to companies.

13. Associate in Claims (AIC) - Pursuant to Insurance Code Article 21.07-4, this designation is exempted from
the requirement of an adjuster's license examination or reexamination administered by the department or the
department's authorized testing service.
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14. Attractive Nuisance - The attractive nuisance doctrine applies to the law of torts, in the United States. It
states that a landowner may be held liable for injuries to children trespassing on the land if the injury is caused
by an object on the land that is likely to attract children.

15. Basic Coverage Form - Any of the commercial or personal insurance property forms which provide basic
coverage's. These forms generally provide the most limited coverage, which is surpassed by "Broad Forms"
and "Special Forms."

16. Bodily Injury -Physical injury to a person.

17. Bond - A security that obligates the issuer to pay interest at specified intervals and to repay the principal
amount of the loan at maturity. Bonds of various types guarantee a payment or a reimbursement for financial
losses resulting from dishonesty, failure to perform and other acts.

18. Business Interruption -·Anticipated or unanticipated disruption of the normal operation of a business.

19. Business Interruption Insurance - A type of policy that pays for loss of earnings when operations are
curtailed or suspended because of property loss.

20. Captive Business - A captive insurer is generally defined as an insurance company that is wholly owned and
controlled by its insureds; its primary purpose is to insure the risks of its owners, and its insureds benefit from
the captive insurer's underwriting profits.

21. Cancellation - Termination of an insurance policy by the company or insured before the renewal date.

22. Carrier - (1) An insurance company which "carries" the insurance. (The terms "insurance company" or
"insurer" are preferred because of the possible confusion of "carrier" with transportation terminology). (2) In
transportation, the trucker, air carrier, ocean steamship company or other entity which moves the goods. (See
"Contract Carrier)

23. Casualty -Liability resulting from an accident.

24. Causes of Loss - Under the latest commercial property forms, this term replaces the earlier term "perils"
insured against

25. Claim - A demand made by the insured, or the insured’s beneficiary, for payment of benefits as provided by
the policy.

26. Claimant - One who seeks reimbursement for loss under the terms and conditions of the insurance contract.

27. Clause - A section or paragraph in an insurance policy that explains, defines or clarifies the conditions of
coverage.

28. Coinsurance - (1) In property insurance, a clause under which the insured shares in losses to the extent that
he is underinsured at the time of loss. (2) In health insurance, a provision that the insured and insurance
company will share covered losses in agreed proportion. In health insurance, the preferred term is "percentage
participation."

29. Collision Coverage - Pays for damage to your car without regard to who caused an accident.
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30. Common Law Oblige - Defenses to suits for liability claims based in common law. Such defenses include, 
but are not limited to, assumption of risk, lack of proximate cause, last clear chance, and no negligence on the 
part of the defendant. 

31. Comprehensive Coverage - Pays for damage to or loss of your automobile from causes other than accidents. 
This includes hail, vandalism, flood, fire, theft and hit by an animal.  

32. Concealment - the action of hiding something or preventing it from being known. 

33. Consideration - 1) payment or money. 2) A vital element in the law of contracts, consideration is a benefit 
which must be bargained for between the parties, and is the essential reason for a party entering into a contract. 

34. Continuing Education Requirement - State level requirement that insurance licensees periodically complete 
a minimum number of hours of insurance- related education in order to be eligible for license renewal.  

35. Contract - In most cases, the term "contract" refers to an insurance policy. A policy is considered to be a 
contract between the insurance company and the policyholder.  

36. Coverage - The scope of protection provided under an insurance policy. In property insurance, coverage lists 
perils insured against, properties covered, locations covered, individuals insured, and the limits of 
indemnification.  

37. Declarations Page - The declarations is that part of the written insurance policy which states all of the policy's 
specifics, including the name of the policyholder, the types of property insured, the premiums, and the term 
limits for the coverage.  

 
38. Deductible - Amount of the loss the insured must pay before any payment is due from the company. 
 
39. Depreciation - The act of lowering an item's value due to use or wear and tear. Depreciation is based on age, 

condition and life expectancy. 
 

40. Detrimental Reliance - is a term commonly used to force another to perform their obligations under a 
contract, using the theory of promissory estoppel. Promissory estoppel may apply when the following 
elements are proven: A promise was made. Relying on the promise was reasonable or foreseeable. 

 
41. Effective Date - The date on which an insurance policy or bond goes into effect, and from which protection 

is furnished. 
 

42. Endorsement - An endorsement is a specific addition to a policy that alters the coverage and therefore the 
price of that policy. Endorsements can either add or remove specific types of coverage. 

 
43. Estoppel - a bar or impediment (obstruction) which precludes a person from asserting a fact or a right, or 

prevents one from denying a fact. Such a hindrance is due to a person's actions, conduct, statements, 
admissions, failure to act, or judgment against the person in an identical legal case. 

 
44. Exclusions - Items or conditions that are not covered by the general insurance contract. 

 

45. Exculpatory Loss - applied to evidence which may justify or excuse an accused defendant's actions, and 
which will tend to show the defendant is not guilty. 
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46. Expiration Date - The date on which an insurance policy expires.

47. Fidelity Bond - A form of protection that covers policyholders for losses they incur as a result of fraudulent
acts by specified individuals. It is usually a bond for losses caused by the dishonest acts of employees.

48. Fire - Combustion sufficient to produce a spark, flame or glow which is hostile (as opposed to friendly - i.e.
not in the place where it is intended to be as in a furnace or fireplace.)

49. First Party Loss - A situation involving only the insurer and insured.

50. Fraud - An intentional lie or misrepresentation by policyholders or claims adjuster in order to inflate a claims
payment or receive a claims payment that would otherwise not be paid.

51. General Liability Insurance - Insurance designed to protect business owners and operators from a wide
variety of liability exposures.

52. Hazard - A circumstance that increases the likelihood or probable severity of a loss. For example, the storing
of explosives in a home basement is a hazard that increases the probability of an explosion.

53. HO-A - A type of Homeowner's policy that provides coverage to Coverage A (structure) and Coverage B
(Personal Property) on a Named Peril basis.

54. HO-B - A type of Homeowner's policy that provides coverage to Coverage A (structure) for All Risks of
Physical Loss, unless specifically excluded and to Coverage B (Personal Property) on a Named Peril basis.

55. Hurricane Deductible - Amount you must pay out-of-pocket before hurricane insurance will kick in. Many
insurers in hurricane-prone states are selling homeowners insurance policies with percentage deductibles for
storm damage, instead of the traditional dollar deductibles used for claims such as fire and theft. Percentage
deductibles vary from one percent of a home's insured value to 15 percent.

56. Incurred Expense - Expenses that have already been sustained and that have not yet been paid.

57. Indemnity - Restoration to the victim of a loss by payment, repair or replacement.

58. Independent Adjuster - An adjuster who works as an independent contractor, hiring him/herself out to
insurance companies or other organizations for the investigation and settlement of claims.

59. Inherent Vice - A defect or cause of loss arising out of the nature of the goods in question.

60. Inland Marine Insurance - A branch of the insurance business which developed from the insuring of
shipments which did not involve ocean voyages. Exposures eligible for this form of protection are described
in the nationwide definition of Marine Insurance. Such diverse properties as bridges, tunnels, jewelry, and
furs can now be written under Inland Marine forms

61. Insurable Interest - A direct monetary interest in the insured property sufficient to result in monetary loss
should the property be damaged or destroyed.
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62. Insurable Risk - A risk which meets most of the following requirements: (1) The loss insured against must 
be defined; (2) It must be accidental; (3) It must be large enough to cause hardship to the insured; (4) It must 
belong to a homogenous group of risks large enough to make losses predictable; (5) It must not be subject to 
the same loss at the same time as a large number of other risks; (6) The insurance company must be able to 
determine a reasonable cost for the insurance; (7) The insurance company must be able to calculate the chance 
of loss. 

 
63. Insurance - A system to protect persons, groups, or businesses against the risks of financial loss by 

transferring the risks to a large group who agree to share the financial losses in exchange for premium 
payments. 

 
64. Insured - The party to an insurance arrangement whom the insurer agrees to indemnify for losses, provide 

benefits for, or render services to. This term is preferred to such terms as policyholder and policy owner. 
 

65. Insurer -The insurance company. 
 
66. Judicial Misconduct – actions that are considered unethical or otherwise violate the adjuster’s obligations of 

impartial conduct; failure to review evidence. 
 
67. Liability - Responsibility to another for one's negligence. 
 
68. Loss History - Refers to an insured's history of losses (claims) with other companies, or the company they 

are currently with. A company will consider "loss history" when underwriting a new policy or considering a 
renewal of an existing policy. Companies view "loss history" as an indication of an insured's propensity for a 
claim in the future. 

 
69. Loss Payee - The party to whom money or insurance proceeds are to be paid in the event of loss, such as the 

lien holder on an automobile or the mortgagee on real property. 
 
70. Loss Ratio - Loss ratio is the percentage of each premium dollar that an insurer spends on claims. For 

example, a company with a 90% loss ratio will spend 90 cents on claims for every dollar they collect as 
premium. 

 
71. Marine Insurance - Insurance coverage for goods in transit and for the vehicles that transport them, over 

waterways, over land and in air. 
 
72. Material Misrepresentation - A significant untruth in an application form. If a company had access to the 

correct information at the time of application, the company might not have agreed to accept the application. 
 

73. Mitigate - To make less severe. Steps to eliminate further damage after a loss occurs. 
 

74. Mysterious Disappearance - The disappearance of insured property in a mysterious, unexplained manner. 
 

75. Named Insured - Any person, firm, or corporation, or any member thereof, specifically designated by name 
as insured(s) in a policy as distinguished from the others who, though unnamed, are protected under some 
circumstances. 
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76. Negligence - The failure to use that degree of care which an ordinary person of reasonable prudence would
use under similar circumstances.

77. Non-Renewal -A decision by an insurance company not to renew a policy.

78. Non-Waiver Agreement - its purpose is to protect the insurer. Insurer reserves all of its rights under the
policy to investigate and defend a claim without admission of any liability for loss.

79. Notice of Loss - Notice required by insurance companies immediately after accident or other loss. Part of the
standard provisions defining a policyholder's responsibilities after a loss.

80. Obligee - Broadly, anyone in whose favor an obligation runs. This term is most frequently used in surety
bonds, where it refers to the person, firm or corporation protected by the bond.

81. Obligor - Commonly called principal; one bound by an obligation. Under a bond, strictly speaking, both the
principal and the surety are obligors.

82. Occurrence -An event that results in an insured loss/damages.

83. Overhead & Profit - The amount of money dedicated to a general contractor's cost of doing business and
earning a profit. Insurance industry standard is 10% overhead & 10% profit.

84. Peril -The cause of a possible loss.

85. Personal Lines -This term is used to refer to insurance for individuals and families such as private passenger
automobile or homeowner insurance.

86. Policy Period -The period a policy is in force, from the beginning or effective date to the expiration date.

87. Policy - The written statement of a contract effecting insurance or certificates thereof, by whatever name
called and including all causes, riders, endorsements and papers attached thereto and made part thereof.

88. Premises -The particular location of a property or a portion thereof as designated in a policy

89. Premium - The amount paid by an insured to an insurance company to obtain or maintain an insurance policy.

90. Prior Damage -Pre-existing damage that occurred prior to the loss in question.

91. Products Liability Insurance - Provides protection against claims arising out of the use, handling or
consumption of a product.

92. Professional Liability Insurance - Liability insurance to indemnify professionals, doctors, lawyers,
architects, etc. for the loss or expense resulting from claims on account of bodily injuries because of any
malpractice, error or mistake committed or alleged to have been committed by the insured in his/her
profession.

93. Proof of Loss - A statement made to the insurance company under oath setting out the basis of an insured's
claim under the insurance policy.
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94. Proximate Cause - The immediate and effective cause of loss or damage. It is an unbroken chain of cause
and effect between the occurrence of an insured peril or a negligent act and resulting injury or damage.

95. Public Adjuster - A person hired by the insured to settle the claim with the insurance company on their
behalf.

96. Rebating - is an amount paid by way of reduction, return, or refund on what has already been paid or
contributed.

97. Reciprocity - An agreement between the insurance regulators of two or more states to recognize the licenses
of adjusters in each of their states.

98. Recovery - Amount recovered from a third party responsible for a loss on which a claim has been paid.

99. Reimbursement - Payment of an amount of money related to the amount of loss to or on behalf of the insured
upon the occurrence of a defined loss.

100. Replacement Cost - The dollar amount needed to replace damaged personal property or dwelling property
without deducting for depreciation but limited by the maximum dollar amount shown on the declarations page
of the policy.

101. Reserves - An insurance company's best estimate of what it will pay for claims. The amount representing
actual or potential liabilities.

102. Rider - An endorsement to an insurance policy that modifies clauses and provisions of the policy, adding or
excluding coverage(s).

103. Risk - A fortuity. A term used to designate an insured of a peril insured against. It does not embrace
inevitable loss. The term is used to define causes of loss covered by a policy.

104. Salvage - Recovering or saving damaged property for recycling, restoration or scrapping.

105. Severity - Size of a loss, the extent of damages.

106. Staff Adjuster - Employee of the insurance company's claim department.

107. Statutory Law - is the term used to define written laws, usually enacted by a legislative body. Statutory
laws vary from regulatory or administrative laws that are passed by executive agencies, and common law, or
the law created by prior court decisions.

108. Strict Liability - A legal doctrine that makes a person or company responsible for their actions or products
which cause damages regardless of any negligence or fault on their part.

109. Subrogation - The legal process by which an insurance company, after paying a loss, seeks to recover the
amount of the loss from another party who is legally liable.

110. Surety Bond - A contract guaranteeing the performance of a specific obligation. Surety Bonds mainly deal
with contracts, court actions and licenses.
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111. Surety - (1) A term loosely used to describe the business or suretyship or bonds. Suretyship is an 
arrangement whereby one party becomes answerable to a third party for the acts of neglect of a second party; 
(2) The party in a surety arrangement who holds himself responsible to one person for the acts of another.  

 
112. Third Party Loss - A situation involving a person other than the insurer and insured, i.e., person making a 

liability claim against the insured.  
 

113. Tortfeasor - A wrongdoer; an individual who commits a wrongful act that injures another and for which the 
law provides a legal right to seek relief; a defendant in a civil tort action. Either intentionally or through 
negligence. 

 
114. Total Loss - A loss of sufficient size that it can be said no value is left. The complete destruction of the 

property. The term is also used to mean a loss requiring the maximum amount a policy will pay.  

115. Umpire - For property coverage, if a company and a claimant fail to agree on the amount of loss, each may 
appoint an appraiser, and they in turn select an umpire. A decision by any two of the three is binding.  

116. Underwriter - (1) A person trained in evaluating risks and determining the rates and coverages that will be 
used for them; (2) An agent, especially a life insurance agent, who might qualify as a "field underwriter."  

117. Underwriting - The process or selecting risks for insurance and classifying them according to their 
degrees of insurability so that the appropriate rates may be assigned. The process also includes rejection of 
those risks that do not qualify. 

118. Uninsured Motorist Coverage -Endorsement to a personal automobile policy that covers an insured 
collision with a driver who does not have liability insurance.  

119. Vicarious Liability - imposes liability on one person for a tortious act committed by another. Under the 
doctrine of respondent superior, an employer is liable for an employee's torts, including intentional torts, if 
the employee was acting within the scope of employment. 

120. Warranty -  an engagement by the insured party that certain statements are true or that certain conditions 
shall be fulfilled, the breach of it invalidating the policy. 
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Review Questions for Insurance Terms 

1. Extra charges covered by homeowners policy over and above the policyholder's living expenses due to
damage by a covered peril that makes the home uninhabitable is called: __________________________

2. A representative of the insurance company who determines the extent of damages is called a(n):
______________________________

3. Anticipated or unanticipated disruption of the normal operation of a business is called:
_________________________________________

4. Physical injury to a person is called: _________________________

5. ________________________ is the part of the written insurance policy that states all the policy's specifics,
including the name of the policyholder, the type of property insured, the premiums, and the term limits for
the coverage.

6. __________________ is the amount of the loss that the insured must pay before any payment is due for the
insurance company.

7. The State level requirement that states insurance licensees must periodically complete a minimum number
of hours of insurance-related education in order to be eligible for license renewal is known as:
____________________

8. What is the scope of protection provided under an insurance policy? ____________________

9. A liability or loss resulting from an accident. _____________________

10. Collision coverage pays for damage to your automobile caused from hail damage. True or False

11. _________________________ is a demand made by the insured for payment of the benefits as provided by
the policy.

12. Termination of an insurance policy by the company or insured before the renewal date is called
___________________________________.

13. A (n) _____________________ is an unforeseen, unintended event; something unexpected.
14. A (n) _____________________ is the process in which there is a dispute between the insurer and the

insured regarding the amount of the claim.
15. A security that obligates the insurer to pay interest at specified intervals and to repay the principal amount of

the loan at maturity is called a(n) __________________________
16. This type of policy provides coverage only for those perils listed in the policy.

______________________________
17. If an insurance company spends 90 cents on claims for every dollar they collect as premium, it is called

___________________________.
18. The insurance company is called _________________________.
19. The ______________________ is the amount you must pay out of pocket before hurricane insurance will

kick in.
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20. What is it called when items or conditions are not covered by the general insurance contract? 
________________________________  
 

21. The act of lowering an items value due to use or wear and tear is called: __________________________  
 

22. _____________________ Bond usually insures a business for losses caused by the dishonest acts of its 
employees.  

 

23. What adds a specific addition to a policy that alters the coverage and therefore the price of that policy? 
__________________________  
 

24. __________________________ is an intentional lying or misrepresentation by policyholders or claims 
adjuster in order to inflate a claims payment or receive a claims payment that would otherwise not be paid.  
 

25. This loss involves only the insurer and the insured? ______________________  
 

26. Insurance designed to protect business owners and operators from a wide variety of liability exposures is 
called ______________________________  
 

27. Another name for a policyholder or policy owner: ____________________  
 

28.  ________________________ is the party to whom money or insurance proceeds is to be paid in the event 
of a loss.  
 

29. What is it called when restoration to the victim of a loss by payment, repair or replacement is made? 
______________________________  
 

30. A (n) _______________________ is a circumstance that increases the likelihood 'or probable severity of a 
loss.  
 

31. A (n) _______________________ is a person hired by you to settle the claim with the insurance company 
on your behalf.  
 

32. The amount of money dedicated to a general contractor's cost of doing business and earning a profit. 
Insurance industry standard is 10% and 10%, which is called __________________________  
 

33. When an adjuster recovers damaged property for recycling, restoration or scrapping, it is called: 
________________________________  
 

34.  ______________________ is the size of a loss, the extent of damages. 
 

35. While investigating a claim, you as the adjuster determine that the fire was caused by defective electrical 
wiring. You would attempt to ______________________.  
 

36. This term is used to mean a loss requiring the maximum amount a policy will pay. 
_____________________________  
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37. ______________________ is a contract guaranteeing the performance of a specific obligation. It mainly
deals with contracts, court actions and licenses.

38. A (n) __________________________ is an endorsement to a personal automobile policy that covers an
insured collision with a driver who does not have liability insurance.

39. What is the amount representing actual or potential liabilities kept by an insurer to cover debts to
policyholders? _______________________

40. ___________________________ is the dollar amount needed to replace damaged personal property or
dwelling property without deducting for depreciation.

41. If a person fails to use that degree of care which an ordinary person of reasonable prudence would use under
similar circumstances. It is considered to be _________________________________.

42. _______________________ is the cause of a possible loss.

43. Employee of the insurance company's claims department is a Public Adjuster. True or False

44. What is the amount paid by an insured to an insurance company to obtain or maintain an insurance policy
called? ______________________

45. _________________________ is an event that results in an insured loss / damages.


