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Recall that a hazard is an instance,
behavior, or condition that increases the
chance of incurring a loss, or increases
the severity of the loss. 



A moral hazard occurs when an insured
person consciously and deliberately acts
in a way that is more likely to result in a
loss.  

Example – A man choosing to leave his
car in an unsafe neighborhood, unlocked
and with the keys in the ignition, hoping
that it will be stolen so he can get an
insurance payment for it. 

Moral Hazard



While moral hazards involve a fraudulent intention,
morale hazards occur when someone exhibits riskier
behavior and becomes indifferent to losses because
he has insurance. 

This recklessness is not necessarily intentional, but the
comfort given by insurance coverage still results in a
change of behavior. 

Morale Hazard



Morale Hazard
Example

A woman who wants to visit her boyfriend overnight in an area
with a high rate of auto theft may feel more comfortable doing
so if she has auto insurance. She does not intend to have her
car stolen, but her leaving it there is considered a morale
hazard. 

If she had no insurance, she might be more careful about choosing
where to stay at night, knowing that she is responsible for the full cost
of the car. As it is, her indifference to the possibility of loss constitutes
a morale hazard. Klutzy, forgetful people are also examples of morale
hazards. 



Moral vs Morale:
•Moral hazards involve deliberate, immoral behavior
•Morale hazards involve indifference & carelessness (think “ale”
as the behavior one may exhibit after having multiple alcoholic
drinks)

Morale vs Moral

FREE: Got Questions? 
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Ask in Our Private Facebook Group ($197 Value)



While moral and morale
hazards are "behavioral

hazards" that result from an
insured's actions or choices,

physical hazards are physical
conditions that increase the

chance of loss.   
 

All insured items are exposed to
a variety of physical hazards,

ranging from environmental to
material, operational, or

occupational.  



Physical _________________

Moral ______________________

Risk __________________

Can You 
Define?



While moral and morale hazards are "behavioral hazards" that
result from an insured's actions or choices, physical hazards
are physical conditions that increase the chance of loss.

All insured items are exposed to a variety of physical hazards,
ranging from environmental to material, operational, or
occupational. 

Physical Hazard



Environmental: potholes in the road
Material: asbestos in an old house
Operational: poorly maintained engine
Occupational: working 

A physical condition that increase the chance of a loss

Types of Physical Hazard:

Physical Hazard



In auto insurance, a poorly maintained car presents a physical
hazard by increasing the risk for all drivers on the road. An
improperly inflated tire could rupture, or worn out brakes could
fail and cause an accident.

Other examples of physical hazards include hot tubs,
trampolines, and vicious dog breeds

Physical Hazard



LEGAL HAZARD
when the chances of loss increase because

of legal action.



LEGAL HAZARD
Example

For example, laws or regulations
that force insurers to provide
coverage for risks they would

otherwise not cover, such as drug
and alcohol addiction, would be

considered a legal hazard.  



LEGAL HAZARD
Example

Additionally, the American legal system is
sometimes considered a legal hazard
because it often favors those who file

lawsuits for monetary gain, even if they
have little or no legitimate cause for a

financial claim. 



FRAUD
insurance fraud occurs any time someone
tries to benefit by being dishonest with an

insurer. 

Fraud is the act of deliberately perverting,
altering, or misrepresenting the truth, or
willfully deceiving an insurer in order to

realize financial gain. 



FRAUD
Example

Policyholders have been known to burn
down their own houses, or report jewelry

or cars stolen in order to defraud their
insurers. Even something as simple as

exaggerating damages counts as a
fraudulent practice.



Deceiving an insurer to profit
from an insurance policy

 
Categorized as 
“hard” or “soft”

 
Usually involves

misrepresentation or
concealment



 
Categorized as 
“hard” or “soft”

 
Hard fraud: deliberately
causing or faking losses

 



Soft Fraud
 

Claiming your injuries are more severe than
they are claiming stolen property is worth
more than it is Exaggerating claims that
would otherwise be legitimate

 
An example of this type of fraud would be
getting into a car accident and claiming
your injuries are worse than they really are,
getting you a bigger settlement than you
would get if you were telling the truth about
your injuries.



Soft Fraud
 

Soft “opportunistic” Fraud
-- Exaggerating a claim to inflate indemnity

An example of this type of fraud would be getting
into a car accident and claiming your injuries are
worse than they really are, getting you a bigger

settlement than you would get if you were telling
the truth about your injuries.



Self Check
 

Conclusion
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