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Commonly misunderstood insurance words: a
guide to clearer coverage.

Insurance language can be tricky, full of terms that often confuse people, even those who regularly
review and adjust their policies. Whether you’re considering business, home, auto, or life insurance,
understanding key insurance terms is crucial. Let’s explore some of the most commonly
misunderstood insurance words and clarify their meanings.

Premium. The premium is the amount you pay the insurer for your policy, typically monthly,
quarterly, or annually. It’s not related to the coverage amount, but can be influenced by
factors like your age, driving record, or home type.

Coverage Limits. Coverage limits are the maximum amount an insurer will pay for a claim.
Any costs exceeding this amount will be your responsibility. Coverage limits vary by policy and
are a key factor to consider when choosing insurance.

Deductible. Another commonly misunderstood term is the deductible. This is the amount you
must pay out-of-pocket before your insurance coverage kicks in. A lower deductible usually
results in a higher premium, while a higher deductible can lower your premium, but increase
your out-of-pocket costs if a claim is made.

Claim. A claim is a formal request to your insurance company for payment due to a covered
loss or damage. After an incident, you file a claim, and the insurer assesses whether it
qualifies for coverage. Look for a carrier with superior claims service who is available around
the clock and ensures fast, fair handling.

Beneficiary. The term beneficiary refers to the person or entity chosen to receive the benefits

https://www.fmins.com/how-to-get-a-quote/?utm_source=hover&utm_medium=button&utm_campaign=howtogetquote
https://www.fmins.com/blog/insurance-words/
https://www.fmins.com/blog/insurance-words/
https://www.fmins.com/claims/how-to-report-a-claim/
https://www.fmins.com/blog/big-i-michigan/


from an insurance policy in the event of a claim. While most commonly associated with life
insurance, beneficiaries can also be named in other policies, such as health, auto, or business,
to receive payouts under certain conditions.

Adjuster. An adjuster is an insurance company employee who evaluates damages or losses
reported in a claim to determine how much the insurer will pay. Adjusters can work in various
fields, collaborating with policyholders, contractors, and repair shops to ensure fair
settlements. There are several types of adjusters, including claims, field, and desk adjusters.

Subrogation. Subrogation is a legal process where an insurance company seeks
reimbursement from the responsible party after paying a claim. For example, if your auto
insurer covers your vehicle repairs after an accident, it may then recover the costs from the at-
fault driver’s insurance. This process helps insurers recover their expenses, while ensuring the
responsible party bears the financial burden.

Policyholder. The policyholder owns the insurance policy and pays the premiums. While often
confused with the “insured,” the policyholder may not always be the person covered, such as
when a parent holds a policy for a child or an employer provides coverage for employees.

Riders. Riders are add-ons or amendments to an insurance policy that provide extra coverage
or modify certain terms. For example, you might add a rider to life insurance for accidental
death or to an auto policy for comprehensive coverage. Riders allow you to customize your
policy, but may come with additional costs.

Whole Life vs. Term Life. A common confusion in life insurance is the difference between
whole life and term life policies. Whole life provides lifetime coverage with a cash value
component, while term life covers a set period with no cash value. Term life is usually less
expensive, but doesn’t build equity.

Risk Management. Risk management is the process of identifying, assessing, and reducing
risks to minimize financial loss. In insurance, it helps individuals and organizations decide on
the necessary coverage and strategies to protect themselves. A strong risk management plan
can lower premiums and prevent costly claims.

Umbrella Insurance. Umbrella insurance is extra liability coverage that extends beyond the
limits of your regular policies, like auto or home insurance. It offers essential protection
against things like personal injury, defamation, or property damage, providing peace of mind if
you’re faced with a major lawsuit.

Now that we’ve explored commonly misunderstood insurance terms, do you have a better handle on
your coverage? For any additional questions, talk to a local, independent agent today.

 

This content was developed for general informational purposes only. While we strive to keep the
information relevant and up to date, we make no guarantees or warranties regarding the
completeness, accuracy, or reliability of the information, products, services, or graphics contained
within the blog. The blog content is not intended to serve as professional or expert advice for your
insurance needs. Contact your local, independent insurance agent for coverage advice and policy
services.
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