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Professional Certificate in Insurance Law and Maritime

The Insurance Contract

Absolute Assignment refers to the transfer of all rights and benefits under an insurance policy to another
party, often used in subrogation claims, where the insurer steps into the shoes of the insured to pursue a
third party for damages. Related terms include Conditional Assignment and Equitable Assignment, which
differ in the extent of rights transferred. Absolute Assignment is crucial in insurance law as it allows insurers
to recover losses from third parties, thus reducing the financial burden on the insured.

Accident Insurance provides coverage for unexpected events that cause bodily injury or death, often
including Disability Benefits and Medical Expenses. This type of insurance is vital for individuals who engage
in high-risk activities or have occupations that expose them to potential hazards. Accident Insurance
policies can be tailored to specific needs, such as travel or sports accidents, highlighting the diversity of
insurance products available.

Act of God refers to natural disasters or events beyond human control, such as earthquakes, hurricanes, or
floods, which may be excluded from coverage under certain insurance policies unless specifically included.
The concept of an Act of God is crucial in determining liability and coverage in insurance contracts. Insurers
often define these events carefully to manage risk and potential payouts.

Actuary is a professional who uses mathematical models to assess and manage risk in insurance, particularly
in calculating premiums, reserves, and policy liabilities. Actuaries play a vital role in the insurance industry,
ensuring that insurance contracts are priced fairly and that insurers have sufficient funds to meet future
claims. Their work involves complex statistical analysis and financial modeling.

Adverse Selection occurs when individuals who are more likely to file claims are more likely to purchase
insurance, potentially leading to higher premiums for all policyholders. This concept is a challenge for
insurers, as it can disrupt the balance of risk within a pool of policyholders. Insurers use various strategies,
including underwriting and risk assessment, to mitigate the effects of adverse selection.

Agency captures the relationship between the insurer and the agent, where the agent acts on behalf of the
insurer to sell policies, provide customer service, and sometimes adjust claims. The agency relationship is
built on trust and fidelity, with agents expected to act in the best interests of both the insurer and the
policyholder. Understanding the role of agents is essential in insurance law, as their actions can bind the
insurer to a contract.

Aggregate Limit is the maximum amount an insurer will pay for all claims under a policy during a specific
period, regardless of the number of claims made. This limit is crucial in managing the insurer's exposure to
risk and ensuring that the insurer can meet its obligations to pay claims. Policyholders must understand the
aggregate limit to avoid underinsurance.

Annual Premium is the amount paid by the policyholder to the insurer over a year for coverage under an
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insurance policy, which can be paid in installments or as a lump sum. The annual premium is calculated
based on the risk profile of the policyholder and the type of coverage provided. It is a key component of the
insurance contract, as it determines the policyholder's financial commitment.

Annuity is a financial product that provides a series of payments to an individual, primarily used as an
income stream in retirement. Annuities can be fixed or variable, offering guaranteed income for a set period
or for life. They are often purchased with a lump sum and can provide tax benefits, making them a popular
choice for retirement planning.

Application is the process by which an individual or entity applies for an insurance policy, providing
personal and risk-related information to the insurer. The application is a critical step in the insurance
process, as it allows the insurer to assess the risk profile of the applicant and determine premiums and
coverage terms.

Arbitration is a method of dispute resolution where parties agree to submit their dispute to a neutral third
party, the arbitrator, who makes a binding decision. Arbitration is often used in insurance disputes,
particularly in reinsurance and marine insurance, as it can help resolve complex disputes efficiently and
cost-effectively.

Assumption of Risk refers to the concept where an individual knowingly and voluntarily assumes a risk,
which can affect their ability to claim under an insurance policy. This concept is important in liability
insurance and personal injury claims, as it can impact the insurer's liability to pay claims.

Average Clause is found in property insurance policies and adjusts claims payments based on the insured's
failure to insure the property to its full value, potentially leading to underinsurance. The average clause is
designed to prevent moral hazard and ensure that policyholders have an incentive to fully insure their
properties.

Benefit Period is the length of time during which the insurer will pay benefits under a policy, such as
disability benefits or income protection. The benefit period is a critical component of insurance policies, as it
determines how long the policyholder will receive financial support in the event of a claim.

Broker is an intermediary who represents the policyholder and deals with one or more insurers to arrange
insurance coverage, often providing advice and guidance on insurance matters. Brokers play a vital role in
the insurance market, as they can help policyholders navigate complex insurance products and regulatory
requirements.

Business Interruption Insurance provides coverage for losses sustained by a business due to an unexpected
event, such as a natural disaster or accident, which disrupts its operations. This type of insurance is essential
for businesses that rely on continuous operations to generate revenue, as it can help mitigate financial
losses and ensure business continuity.

Cancellation refers to the termination of an insurance policy before its expiration date, which can be
initiated by either the insurer or the policyholder. Cancellation can result in pro-rata refunds of premiums
and may impact the policyholder's ability to obtain future coverage. Insurers must follow regulatory
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guidelines when cancelling policies to ensure fairness and transparency.

Capital Adequacy Requirement is a regulatory standard that insurers must meet to ensure they have
sufficient capital to pay claims and maintain financial stability. This requirement is crucial in protecting
policyholders and maintaining trust in the insurance industry. Insurers must carefully manage their capital
reserves to meet these requirements.

Capture is a term used in insurance to describe the practice of an insurer or broker influencing a
policyholder's decision to purchase a specific insurance product, often through advice or recommendations.
Capture can raise conflicts of interest and impact the policyholder's ability to make informed decisions.

Captive Insurance refers to an insurance company that is wholly owned and controlled by a parent
company, often used to self-insure risks that are difficult to insure through traditional markets. Captive
insurance companies can provide cost savings and flexibility in managing risk, but they also require
significant capital investment and regulatory compliance.

Causation is the principle that the loss or damage must be caused by an insured event for a claim to be
valid, which is a critical component of insurance law. Insurers must carefully assess causation to determine
liability and pay claims. Causation can be complex, particularly in cases involving multiple causes or
concurrent events.

Certificate of Insurance is a document issued by an insurer that provides evidence of insurance coverage,
often used to comply with regulatory requirements or to provide proof of insurance to third parties. The
certificate of insurance is an important document, as it confirms the existence of an insurance contract and
outlines the terms and conditions of coverage.

Claim is a request made by a policyholder to an insurer for payment under the terms of the insurance
policy, which must be supported by evidence and documentation. Claims are a critical component of the
insurance process, as they trigger the insurer's obligation to pay benefits. Insurers must handle claims fairly
and efficiently to maintain trust and customer satisfaction.

Coinsurance refers to the sharing of risk between two or more parties, often used in reinsurance and co-
insurance arrangements. Coinsurance can help spread risk and reduce the financial burden on individual
policyholders or insurers. However, it can also create complexity in managing claims and determining
liability.

Condition Precedent is a term in an insurance policy that must be fulfilled before the insurer's liability to pay
a claim arises, such as notification requirements or compliance with policy terms. Conditions precedent are
essential in insurance contracts, as they ensure that policyholders comply with policy requirements and
maintain good faith.

Contribution is the amount paid by an insurer towards a claim, particularly in cases where there are multiple
insurers or co-insurance arrangements. Contribution can help ensure that the policyholder receives fair
compensation for their loss.
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Contingent Beneficiary is an individual or entity that receives benefits under an insurance policy if the
primary beneficiary is unable to do so, often due to death or incapacity. Contingent beneficiaries play a
crucial role in ensuring that insurance benefits are paid to the intended recipient.

Contract of Adhesion refers to a standard-form contract, such as an insurance policy, where the terms and
conditions are not negotiable by the policyholder. Contracts of adhesion can create power imbalances
between the insurer and policyholder, particularly if the policyholder does not fully understand the terms
and conditions. Regulatory bodies often oversee these contracts to ensure fairness and transparency.

Contract of Indemnity is an insurance contract that reimburses the policyholder for losses incurred, often up
to a specified limit or amount. Contracts of indemnity are common in property insurance and liability
insurance, as they provide financial protection against unforeseen events.

Contract of Insurance is a legally binding agreement between the insurer and policyholder, where the
insurer agrees to provide financial protection against specified risks in exchange for premiums. Contracts of
insurance are the foundation of the insurance industry, as they outline the rights and obligations of both
parties.

Contribution Clause is a provision in an insurance policy that requires the insurer to contribute to a claim in
proportion to the amount of coverage provided, often used in co-insurance arrangements. Contribution
clauses can help ensure that policyholders receive fair compensation for their losses.

Cross-Purchase Agreement is a contract between multiple parties, often used in business partnership or
shareholder agreements, where each party agrees to purchase the interests of another party in the event of
death or retirement. Cross-purchase agreements can provide financial protection and ensure business
continuity.

Cumulative Bonus is a type of bonus that increases over time, often based on the policyholder's claims
history or loyalty. Cumulative bonuses can provide an incentive for policyholders to maintain a good claims
record and retain their insurance coverage.

Deductible is the amount that the policyholder must pay out-of-pocket before the insurer begins to pay a
claim, often used to reduce premiums and discourage small claims. Deductibles can help policyholders
manage their costs and financial exposure to risk.

Declarations Page is the part of an insurance policy that outlines the key terms and conditions, including the
policy limits, deductibles, and coverage details. The declarations page is an essential document, as it
provides a summary of the insurance contract and helps policyholders understand their coverage and
obligations.

Deferred Acquisition Cost is an accounting term used to describe the costs associated with acquiring new
insurance policies, often amortized over the policy term. Deferred acquisition costs can impact an insurer's
financial performance and profitability.

Definition of Disability is a term used in insurance policies to describe the conditions under which a
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policyholder is considered disabled and eligible for benefits. The definition of disability can vary between
policies and insurers, making it essential for policyholders to understand the terms and conditions of their
coverage.

Deposit Premium is the initial premium paid by a policyholder when purchasing an insurance policy, often
used to secure coverage and bind the contract. Deposit premiums can be refundable if the policy is
cancelled or non-refundable, depending on the terms of the policy.

Direct Writer is an insurer that sells insurance policies directly to policyholders, often through online
platforms or call centers. Direct writers can provide cost savings and convenience to policyholders, as they
eliminate the need for intermediaries.

Disability Benefits are payments made to a policyholder who is unable to work due to illness or injury, often
provided under disability insurance or income protection policies. Disability benefits can help policyholders
maintain their standard of living and financial stability during periods of disability.

Disclosure is the process by which an insurer provides information to a policyholder about the terms and
conditions of an insurance policy, including risks, exclusions, and limits. Disclosure is essential in ensuring
that policyholders make informed decisions about their insurance coverage and understand their rights and
obligations.

Duty of Care is a legal principle that requires insurers to act with reasonable care and skill when providing
insurance services, including advice and guidance. The duty of care is crucial in maintaining trust and
confidence in the insurance industry.

Effective Date is the date on which an insurance policy becomes active and provides coverage, often
following a waiting period or underwriting process. The effective date is important, as it determines when
the policyholder is eligible to make claims.

Endorsement is a document that amends or modifies the terms of an insurance policy, often used to add or
remove coverage, change policy limits, or update policy details. Endorsements can help policyholders tailor
their insurance coverage to their changing needs and circumstances.

Excess Insurance provides coverage in excess of the limits set by a primary insurance policy, often used to
increase liability limits or provide additional protection. Excess insurance can help policyholders manage
their risk exposure and ensure they have sufficient financial protection.

Exclusion is a provision in an insurance policy that excludes certain risks, events, or circumstances from
coverage, often used to manage risk and reduce premiums. Exclusions can be absolute or conditional,
depending on the terms of the policy.

Expected Loss is the average amount of loss that an insurer expects to incur over a specified period, often
used to calculate premiums and determine policy limits. Expected loss is a critical component of insurance
underwriting, as it helps insurers manage their risk exposure and financial stability.
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Expiration Date is the date on which an insurance policy ends, often requiring renewal or replacement to
maintain coverage. The expiration date is important, as it determines when the policyholder's coverage
ceases.

Face Amount is the maximum amount that an insurer will pay under a life insurance policy, often used to
calculate premiums and determine policy benefits. The face amount is a critical component of life insurance
policies, as it provides a guaranteed death benefit to the policyholder's beneficiaries.

Fiduciary Duty is a legal principle that requires insurers to act in the best interests of their policyholders,
often involving loyalty, care, and disclosure. Fiduciary duty is essential in maintaining trust and confidence in
the insurance industry.

First-Party Insurance provides coverage for losses incurred by the policyholder themselves, often used in
property insurance and liability insurance. First-party insurance can help policyholders manage their
financial exposure to risk and ensure they have sufficient protection.

Fraudulent Claim is a claim made by a policyholder with the intention of deceiving the insurer, often
resulting in denial of claim or policy cancellation. Fraudulent claims can have serious consequences,
including legal action and reputation damage.

Free Look Period is a specified period during which a policyholder can review and cancel an insurance policy
without penalty, often used to allow policyholders to change their minds or seek alternative coverage. The
free look period is an essential consumer protection, as it provides policyholders with flexibility and choice.

Gap Insurance is a type of insurance that provides coverage for the difference between the actual cash
value of a vehicle and the amount owed on a loan or lease, often used in auto insurance. Gap insurance can
help policyholders avoid financial losses in the event of a total loss.

General Insurance refers to non-life insurance products, such as property insurance, liability insurance, and
accident insurance. General insurance provides coverage for a wide range of risks and is an essential
component of the insurance industry.

Group Insurance is a type of insurance that provides coverage to a group of people, often used in employee
benefits or association memberships. Group insurance can provide cost savings and convenience to
policyholders, as it eliminates the need for individual policies.

Guaranteed Insurability Rider is a provision in an insurance policy that allows the policyholder to purchase
additional coverage without providing evidence of insurability, often used in life insurance and disability
insurance. The guaranteed insurability rider can provide flexibility and peace of mind to policyholders, as it
ensures they can increase their coverage as needed.

Guaranteed Renewability is a provision in an insurance policy that ensures the policyholder can renew their
coverage without significant changes to the terms and conditions, often used in health insurance and life
insurance. Guaranteed renewability can provide security and stability to policyholders, as it ensures they can
maintain their coverage over time.
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Hazard is a situation or condition that increases the likelihood of a loss or damage, often used in risk
assessment and underwriting. Hazards can be physical, moral, or legal, depending on the context.

Incontestable Clause is a provision in an insurance policy that prevents the insurer from contesting the
validity of the policy after a certain period, often used in life insurance and disability insurance. The
incontestable clause can provide security and peace of mind to policyholders, as it ensures the insurer
cannot cancel or void the policy due to misrepresentation or non-disclosure.

Indemnification Clause is a provision in an insurance policy that requires the insurer to reimburse the
policyholder for losses incurred, often used in liability insurance and property insurance. The
indemnification clause is essential in ensuring that policyholders receive fair compensation for their losses.

Insurance Broker is an intermediary who represents the policyholder and deals with one or more insurers to
arrange insurance coverage, often providing advice and guidance on insurance matters. Insurance brokers
play a vital role in the insurance market, as they can help policyholders navigate complex insurance
products and regulatory requirements.

Insurance Company is an organization that provides insurance coverage to policyholders, often in exchange
for premiums. Insurance companies can be publicly traded, mutual, or private, depending on their
ownership structure and governance.

Insured is the person or entity that is covered under an insurance policy, often referred to as the
policyholder or insured party. The insured has certain rights and obligations under the insurance contract,
including the duty to pay premiums and comply with policy terms.

Insurer is the organization that provides insurance coverage to policyholders, often in exchange for
premiums. The insurer has certain obligations under the insurance contract, including the duty to pay claims
and provide customer service.

Lapse is the termination of an insurance policy due to non-payment of premiums or other reasons, often
resulting in loss of coverage and potential financial losses. Lapse can have serious consequences, including
uninsured periods and reduced benefits.

Level Premium is a type of premium that remains constant over the life of the policy, often used in life
insurance and disability insurance. Level premiums can provide predictability and stability to policyholders,
as they know exactly how much they will pay each year.

Liability Insurance provides coverage for damages or losses incurred by a third party, often used in business
insurance and professional liability. Liability insurance can help policyholders manage their risk exposure
and ensure they have sufficient financial protection.

License is a permit or authorization granted to an insurer or insurance professional to operate in a specific
jurisdiction, often subject to regulatory requirements and compliance. Licenses are essential in ensuring that
insurers and insurance professionals meet minimum standards and competency requirements.
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Limit of Liability is the maximum amount that an insurer will pay under a policy, often used to manage risk
and reduce premiums. The limit of liability is a critical component of insurance policies, as it determines the
maximum financial exposure of the insurer.

Long-Term Care Insurance provides coverage for expenses related to long-term care, such as nursing home
care or home health care. Long-term care insurance can help policyholders manage their costs and financial
exposure to long-term care expenses.

Loss Adjustment is the process of determining the amount of a claim, often involving investigation,
assessment, and negotiation. Loss adjustment is a critical component of the insurance process, as it ensures
that policyholders receive fair compensation for their losses.

Loss Ratio is the ratio of claims paid to premiums earned, often used to measure insurer performance and
evaluate risk. The loss ratio is a critical component of insurance underwriting, as it helps insurers manage
their risk exposure and financial stability.

Managed Care is a type of health insurance that provides coverage for medical expenses in exchange for a
fixed premium, often used in health maintenance organizations (HMQOs) and preferred provider
organizations (PPOs). Managed care can help policyholders manage their healthcare costs and financial
exposure to medical expenses.

Material Fact is a fact that is relevant to the risk being insured, often used in underwriting and claims
assessment. Material facts can impact the insurer's liability to pay claims and the policyholder's eligibility for
coverage.

Medical Expense Insurance provides coverage for medical expenses, often used in health insurance and
disability insurance. Medical expense insurance can help policyholders manage their healthcare costs and
financial exposure to medical expenses.

Misrepresentation is a false or misleading statement made by a policyholder to an insurer, often resulting in
policy cancellation or claim denial. Misrepresentation can have serious consequences, including legal action
and reputation damage.

Moral Hazard is a situation where the policyholder takes on more risk because they are insured, often
resulting in increased claims and higher premiums. Moral hazard can be mitigated through deductibles, co-
payments, and policy exclusions.

Named Peril Policy is a type of insurance policy that only covers losses caused by specific perils, such as fire
or theft. Named peril policies can provide cost savings and flexibility to policyholders, as they can tailor their
coverage to their specific needs.

Negligence is a failure to exercise reasonable care, often resulting in loss or damage to a third party.
Negligence can be a basis for liability claims and insurance coverage.

Non-Disclosure is a failure to provide relevant information to an insurer, often resulting in policy
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cancellation or claim denial. Non-disclosure can have serious consequences, including legal action and
reputation damage.

Occurrence is an event or incident that triggers coverage under an insurance policy, often used in liability
insurance and property insurance. Occurrences can be sudden or gradual, depending on the type of policy
and the nature of the event.

Optional Benefit is a benefit that can be added to an insurance policy, often for an additional premium, such
as waiver of premium or accidental death benefit. Optional benefits can provide flexibility and choice to
policyholders, as they can tailor their coverage to their specific needs.

Ordinary Life Insurance is a type of life insurance that provides coverage for the entire lifetime of the
policyholder, often used in whole life insurance and universal life insurance. Ordinary life insurance can
provide lifetime coverage and cash value accumulation.

Out-of-Pocket Expenses are expenses that the policyholder must pay themselves, often used in health
insurance and disability insurance. Out-of-pocket expenses can include deductibles, co-payments, and
coinsurance.

Over-Insurance is a situation where the policyholder has too much insurance coverage, often resulting in
higher premiums and inefficient use of resources. Over-insurance can be mitigated through needs analysis
and coverage reviews.

Paid-Up Insurance is a type of insurance that has been fully paid for, often used in life insurance and
annuities. Paid-up insurance can provide guaranteed benefits and cash value accumulation.

Participating Policy is a type of insurance policy that pays dividends to the policyholder, often used in whole
life insurance and mutual insurance. Participating policies can provide returns on investment and cash value
accumulation.

Policy Administration is the process of managing and administering insurance policies, often involving
customer service, claims processing, and premium collection. Policy administration is a critical component of
the insurance process, as it ensures that policyholders receive fair treatment and efficient service.

Policy Expiration is the termination of an insurance policy due to the end of the policy term, often requiring
renewal or replacement to maintain coverage. Policy expiration can have serious consequences, including
uninsured periods and reduced benefits.

Policy Limit is the maximum amount that an insurer will pay under a policy, often used to manage risk and
reduce premiums. The policy limit is a critical component of insurance policies, as it determines the
maximum financial exposure of the insurer.

Policy Loan is a loan made by an insurer to a policyholder, often using the cash value of the policy as
collateral. Policy loans can provide liquidity and flexibility to policyholders, as they can access the cash value
of their policy.
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Policy Renewal is the process of renewing an insurance policy, often involving premium payments, coverage
updates, and policy reviews. Policy renewal is a critical component of the insurance process, as it ensures
that policyholders maintain their coverage over time.

Pre-Existing Condition is a medical condition that existed before the policyholder purchased an insurance
policy, often used in health insurance and disability insurance. Pre-existing conditions can impact the
policyholder's eligibility for coverage and the insurer's liability to pay claims.

Premium is the amount paid by the policyholder to the insurer in exchange for insurance coverage, often
used in life insurance, health insurance, and property insurance. Premiums can be level, graded, or variable,
depending on the type of policy and the insurer's underwriting criteria.

Premium Financing is the process of borrowing money to pay insurance premiums, often used in life
insurance and business insurance. Premium financing can provide liquidity and flexibility to policyholders, as
they can access the funds needed to pay premiums.

Professional Liability Insurance provides coverage for damages or losses incurred by a professional, often
used in medical malpractice and errors and omissions. Professional liability insurance can help professionals
manage their risk exposure and ensure they have sufficient financial protection.

Pro-Rata Cancellation is the cancellation of an insurance policy, where the insurer returns a portion of the
premium to the policyholder, often used in short-term insurance and temporary coverage. Pro-rata
cancellation can provide fairness and flexibility to policyholders, as they can cancel their coverage and
receive a refund.

Rate is the price of insurance per unit of coverage, often used in life insurance, health insurance, and
property insurance. Rates can be fixed, variable, or dynamic, depending on the type of policy and the
insurer's underwriting criteria.

Rebate is a refund of a portion of the premium paid by the policyholder, often used in life insurance and
health insurance. Rebates can provide returns on investment and cash value accumulation to policyholders.

Reinsurance is the process of transferring risk from one insurer to another, often used in property insurance
and liability insurance. Reinsurance can help insurers manage their risk exposure and ensure they have
sufficient financial protection.

Renewal is the process of extending an insurance policy beyond its initial term, often involving premium
payments, coverage updates, and policy reviews. Renewal is a critical component of the insurance process,
as it ensures that policyholders maintain their coverage over time.

Rider is an amendment or addition to an insurance policy, often used to add or remove coverage, change
policy limits, or update policy details. Riders can provide flexibility and choice to policyholders, as they can
tailor their coverage to their specific needs.

Risk Assessment is the process of evaluating and managing risk, often used in underwriting and claims
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assessment. Risk assessment is a critical component of the insurance process, as it helps insurers manage
their risk exposure and ensure they have sufficient financial protection.

Risk Management is the process of identifying, assessing, and mitigating risk, often used in business
insurance and professional liability. Risk management can help individuals and organizations manage their
risk exposure and ensure they have sufficient financial protection.

Self-Insurance is the practice of managing and retaining risk through internal means, often used in business
insurance and professional liability. Self-insurance can provide cost savings and flexibility to policyholders,
as they can manage their risk exposure and retain control over their insurance coverage.

Short-Term Insurance is a type of insurance that provides coverage for a limited period, often used in
temporary coverage and short-term disability. Short-term insurance can provide flexibility and choice to
policyholders, as they can access coverage for a specific period.

Special Risk Insurance provides coverage for unique or unusual risks, often used in entertainment insurance
and sports insurance. Special risk insurance can help individuals and organizations manage their risk
exposure and ensure they have sufficient financial protection.

Subrogation is the right of an insurer to pursue a third party for damages or losses incurred, often used in
liability insurance and property insurance. Subrogation can help insurers recover losses and reduce
premiums.

Supplemental Insurance is a type of insurance that provides additional coverage beyond a primary
insurance policy, often used in health insurance and disability insurance. Supplemental insurance can
provide flexibility and choice to policyholders, as they can access additional coverage to meet their specific
needs.

Surplus is the excess of an insurer's assets over its liabilities, often used to measure financial stability and
evaluate risk. Surplus is a critical component of an insurer's financial strength and ability to pay claims.
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