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When you have completed this 
chapter, you will be able to:

Section 13.1
• Identify types of risks and risk 

management methods.
• Explain how an insurance 

program can help manage risks.
• Describe the importance of 

property and liability insurance.
Section 13.2
• Identify the types of insurance 

coverage and policies available 
to homeowners and renters.

• Analyze the factors that influence 
the amount of coverage and cost 
of home insurance.

Section 13.3
• Identify the important types of 

motor vehicle insurance coverage.
• Explain factors that affect the 

cost of motor vehicle insurance.

$ What You’ll Learn

Home and Motor 
Vehicle Insurance

To get the most out of your reading:
Predict what you will learn in this chapter. 
Relate what you read to your own life.
Question what you are reading to be sure 
you understand.
React to what you have read.

Reading Strategies



ASK
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In the Real World . . .

Josh Peterson just got his driver’s license and bought a used 

car. According to state law, he was required to obtain auto insurance. 

Josh was alarmed by how much auto insurance cost—it was almost as much 

as his car payments. A month later, Josh became involved in his fi rst traffi c 

accident. Although no one was hurt and the damage to the cars was minimal, he 

was shocked to learn how much repairs cost. He was thankful he had auto insur-

ance. Because Josh caused the accident, his auto insurance premiums would 

increase. His mother said they could shop around for an auto insurer with a 

better rate, but they would have to pay the higher rate for now.

As You Read Consider why it is important to have 

insurance for protection.

Insurance Rates
Q: My brother is 17 and has an excellent driving 

record. Why are his motor vehicle insurance rates 

higher than rates for females in his same age group?

A: Insurance rates are based on an analysis of accident statistics for all types of 

drivers. Since young men have a higher incidence of being involved in accidents than 

young women have, insurance rates for young men are more expensive. Some insur-

ance companies offer discounts for young adults covered on a parent’s policy.

Ask Yourself What can you do to ensure that your insurance rate stays as 

low as possible?

Go to fi nance07.glencoe.com to complete the Standard & Poor’s Financial 

Focus activity.

http://finance07.glencoe.com
http://finance07.glencoe.com
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Insurance and 
Risk Management

What Is Insurance?
Why is it important to have insurance?

Insurance is protection against possible financial loss. Since 
you cannot predict the future, you never know when something bad 
might happen to you or your property. Insurance allows you to be 
prepared for the worst. It provides protection against many risks, 
such as unexpected property loss, illness, and injury. Although many 
kinds of insurance exist, they all have several characteristics in com-
mon. For example, they give you peace of mind, and they protect 
you from financial loss when trouble strikes.

An insurance company, or insurer, is a risk-sharing business that 
agrees to pay for losses that may happen to someone it insures. A 
person joins the risk-sharing group by purchasing a contract known 
as a policy. The purchaser of the policy is called a policyholder. 
Under the policy, the insurance company agrees to take on the risk 
of the policyholder. In return, the policyholder pays the company a 
premium, which is a fee for insurance. The protection provided by 
the terms of an insurance policy is known as coverage, and the person 
protected by the policy is known as the insured.

Types of Risks
What are the most common types of risks?

Risk, peril, and hazard are important terms in insurance. In 
everyday use, these terms have almost the same meanings. In 
the insurance business, however, each word has a distinct and spe-
cial meaning.

Risk is the chance of loss or injury. You face risks every day. For 
example, if you cross the street, there is some danger that a motor 
vehicle might hit you. If you own property, there is risk that it will be 
lost, stolen, damaged, or destroyed.

In the insurance business, risk refers to the fact that no one can 
predict trouble. This means that an insurance company is taking a 
chance every time it issues a policy. Insurance companies frequently 
refer to the insured person or property as the risk.

Section 13.1

Focus on
Reading

Read to Learn
• How to identify types of 

risks and risk manage-
ment methods.

• How to explain how an 
insurance program can 
help manage risks.

• How to describe the 
importance of property 
and liability insurance.

Main Idea
Recognizing the importance 
of insurance and knowing 
how to develop an insur-
ance program can protect 
you from financial loss.

Key Terms
• insurance
• policy
• premium
• risk
• peril
• hazard
• negligence
• deductible
• liability

PREDICT

Before 
You Read

What do you think are the 
benefits of having a good 
insurance program?
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Peril is anything that may possibly cause a loss. It is the reason 
that someone takes out insurance. People buy policies for protection 
against a wide range of perils, including fire, windstorms, explosions, 
robbery, and accidents.

Hazard is anything that increases the likelihood of loss through 
peril. For example, defective electrical wiring in a house is a hazard 
that increases the chance that a fire will start.

The most common risks are personal risks, property risks, and lia-
bility risks. Personal risks involve loss of income or life due to illness, 
disability, old age, or unemployment. Property risks include losses to 
property caused by perils, such as fire or theft, and hazards. Liability 
risks involve losses caused by negligence that leads to injury or prop-
erty damage. Negligence is the failure to take ordinary or reasonable 
care to prevent accidents from happening. If a homeowner does not 
clear the ice from the front steps of her house, for example, he or she 
creates a liability risk because visitors could fall on the ice.

Personal risks, property risks, and liability risks are types of pure, 
or insurable, risk. The insurance company will have to pay only if 
some event that the insurance covers actually happens. Pure risks are 
accidental and unintentional. Although no one can predict whether 
a pure risk will occur, it is possible to predict how much it will cost if 
it does.

A speculative risk is a risk that carries a chance of either loss or 
gain. Starting a small business that may or may not succeed is an 
example of speculative risk. Speculative risks are not insurable.

Risk-Management Methods
Why is risk management important?

Risk management is an organized plan for protecting yourself, 
your family, and your property. It helps reduce financial losses caused 
by destructive events. Risk management is a long-range planning pro-
cess. Your risk-management needs will change at various points in 
your life. If you understand how to manage risks, you can provide 
better protection for yourself and your family. Figure 13.1 on page 
415 summarizes various risks and effective ways of managing them.

Most people think of risk management as buying insurance. 
However, insurance is not the only way of dealing with risk.

Risk Avoidance
You can avoid the risk of a traffic accident by not driving to 

work. A car manufacturer can avoid the risk of product failure by 
not introducing new cars. These are both examples of risk avoidance. 
They are ways to avoid risks, but they involve serious trade-offs. You 
might have to give up your job if you cannot get there by driving a 
car. The car manufacturer might lose business to competitors who 
take the risk of producing exciting new cars.

RELATE

As You 
Read

Do you have any insurance 
now? If so, what kind?
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In some cases, though, risk avoidance is 
practical. For example, by taking precautions 
in high-crime areas, you might avoid the risk 
of being robbed. By installing a security system 
in your car, you might avoid the risk of having 
it stolen.

Risk Reduction
You cannot avoid risks completely. How-

ever, you can decrease the likelihood that they 
will cause you harm. For example, you can reduce 
the risk of injury in a car accident by wearing a 
seat belt. You can reduce the risk of developing 
lung cancer by not smoking. By installing fire 
extinguishers in your home, you can reduce the 
damage that could be caused by a fire. In addi-
tion, you can lower your risk of illness by eating 
properly and exercising regularly.

Risk Assumption
Risk assumption means taking on responsibility for the negative 

results of a risk. It makes sense to assume a risk if you know that the 
possible loss will be small. It also makes sense when you have taken 
all the precautions you can to avoid or reduce the risk.

When insurance coverage for a particular item is expensive, it 
may not be worth insuring. For instance, older cars are generally 
worth less than new cars. So even if an accident happens and the car 
is wrecked, you may be better off financially by not paying for the 
insurance coverage since the car was not worth much anyway.

Self-insurance is another option for risk assumption. By setting 
up your own special fund, perhaps from savings, you can cover the 
cost of loss. Self-insurance does not eliminate risks, but it does pro-
vide a way of covering losses as an alternative to an insurance policy. 
Some people self-insure because they cannot obtain insurance from 
an insurance company.

Risk Shifting
The most common method of dealing with risk is to shift it, which  

means to transfer it to an insurance company. In exchange for the fee 
you pay, the insurance company agrees to pay for your losses.

Most types of insurance policies include deductibles. Deductibles 
are a combination of risk assumption and risk shifting. A deductible
is the set amount that the policyholder must pay per loss on an insur-
ance policy. For example, if a falling tree damages your car, you may 
have to pay $200 toward the repairs. Your insurance company will 
pay the rest.

� REDUCING RISKS Taking 
steps to protect yourself and 
your property from harm 
can reduce your risk of 
financial loss. Besides wearing 
your seat belt, what are some 
other ways of reducing risks 
when you are driving?
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Planning an Insurance Program
What factors will affect your insurance goals?

Your personal insurance program should change along with 
your needs and goals. For example, Kirk and Luanne are a young mar-
ried couple. The following four steps outline how they will plan their 
insurance program to meet their needs and goals. 

STEP 1: Set Insurance Goals
Kirk and Luanne’s main goal should be to minimize personal, 

property, and liability risks. They also need to decide how they will 
cover costs resulting from a potential loss. Income, age, family size, 
lifestyle, experience, and responsibilities are important factors in 
determining the goals they set. The insurance that they buy must 
reflect those goals.

Kirk and Luanne should try to come up with a basic risk-
management plan that achieves the following goals:

• Reduces possible loss of income caused by premature death, 
illness, accident, or unemployment

• Reduces possible loss of property caused by perils, such as fire 
or theft, or hazards

• Reduces possible loss of income, savings, and property caused 
by personal negligence
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Step 2: Develop a Plan
Planning is a way of taking control of your life instead of just 

letting life happen to you. Kirk and Luanne need to determine what 
risks they face and what risks they can afford to take. They also have 
to determine what resources can help them reduce the damage that 
could be caused by serious risks.

Furthermore, they need to know what kind of insurance is avail-
able. The cost of different kinds of insurance and the way the costs 
vary among companies will be key factors in their plan. Finally, this 
couple needs to research the record of reliability of different insur-
ance companies.

Kirk and Luanne must ask four questions as they develop their 
risk-management plan:

• What do they need to insure?
• For how much should they insure it?
• What kind of insurance should they buy?
• Which insurance company should they choose?

Step 3: Put Your Plan into Action
After they have developed their plan, Kirk and Luanne need to 

follow through by putting it into action. During this process they 
might discover that they do not have enough insurance protection. 
If that is the case, they could purchase additional coverage or change 
the kind of coverage they have. Another alternative would be to 
adjust their budget to cover the cost of additional insurance. Finally, 
Kirk and Luanne might expand their savings or investment programs 
and use those funds in the case of an emergency.

The best risk-management plans will be flexible enough to allow 
Kirk and Luanne to respond to changing life situations. Their goal 
should be to create an insurance program that can grow or shrink as 
their protection needs change.

Step 4: Review Your Results
You should take time to review a risk-management plan every 

two or three years, or whenever family circumstances change.
For example, Kirk and Luanne have been satisfied with the cov-

erage provided by their insurance policies. However, when the couple 
bought a house six months ago, it was time for them to review their 
insurance plan. With the new house, the risks became much greater. 
After all, what would happen if a fire destroyed part of their home?

The needs of a couple who rent an apartment differ from the 
needs of a couple who own a house. Both couples face similar risks, 
but their financial responsibilities differ greatly. When you are devel-
oping or reviewing a risk-management plan, ask yourself if you are 
providing the financial resources you will need to protect yourself, 
your family, if you have one, and your property.

Saving Gas—
and Money
1. Use the correct 

grade of gas for 
your car and save 
as much as 20 
cents per gallon.

2. Buy non-brand 
name gasoline at 
lower prices.

3. Drive at the speed 
limit and not 
above. Speed 
wastes gas.

4. Inflate your tires at 
the recommended 
pressure and save 
as much as $180 
a year.

5. Tune up your 
engine and change 
the oil and filter 
regularly.
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Property and Liability Insurance 
in Your Financial Plan
Why is it important to include property and 
liability insurance in a financial plan?

Major natural disasters have caused catastrophic amounts of 
property loss in the United States and other parts of the world. In 
2004, the damage caused by Hurricane Charley resulted in $6.8 bil-
lion in insurance claims in the state of Florida alone. Insurance claims 
are requests for payment to cover financial losses. Without the money 
they received from their insurance, the people affected by the hurri-
cane may not have been able to make repairs to their homes.

Most people spend a great deal of money on their houses, vehi-
cles, furniture, clothing, and other personal property. Therefore, 
protecting these items from loss is extremely important. Each year 
homeowners and renters in the United States lose billions of dollars 
from more than 3 million burglaries, 500,000 fires, and 200,000 cases 
of damage from other perils. The cost of injuries and property dam-
age caused by vehicles is also enormous. By including property and 
liability insurance in your financial plan, you can help protect your-
self from such financial loss.

Think of the price you pay for insurance as an investment in the 
protection of your most valuable possessions. Although the cost of 
such insurance may seem high, the financial losses against which it 
protects could be much higher.

There are two main types of risks related to your home and 
your car or other vehicle. One is the risk of damage to or loss of your 
property. The second type of risk involves 
your responsibility for injuries to other 
people or damage to their property.

Property Damage or Loss
Property owners face two basic types 

of risks. The first is physical damage caused 
by perils such as fire, wind, and flood-
ing. These perils can damage or destroy 
your property. For example, a windstorm 
might cause a large tree branch to smash 
the windshield of your car. As a result, you 
would have to find another way to get 
around while it was being repaired.

The second type of risk that property 
owners face is loss or damage caused by 
criminal behavior, such as robbery, bur-
glary, vandalism, and arson. Insurance can 
help you protect yourself from loss of or 
damage to your property.

� DISASTROUS RESULTS  
Events such as hurricanes 
and tornados can cause 
widespread devastation. 
What can you do to protect 
your property against natural 
disasters?

Put on 
Your 
Financial
Planner’s 
Cap

If you were planning an 
insurance program for a 
client, what types of things 
would you insure?
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Liability
Liability is legal responsibility for the financial cost of another 

person’s losses or injuries. You can be judged legally responsible even 
if the injury or damage was not your fault. For example, suppose 
that Terry falls and gets hurt while playing in her friend Lisa’s yard. 
Terry’s family may be able to sue Lisa’s parents even though Lisa’s 
parents did nothing wrong. Similarly, suppose that Sanjay acciden-
tally damages a valuable painting while helping Ed move some of his 
furniture. Ed may take legal action against Sanjay to pay for the cost 
of the painting.

Usually, if you are found liable (or legally responsible) in a situa-
tion, it is because negligence on your part caused the mishap. Exam-
ples of such negligence include letting young children swim in a pool 
without supervision or cluttering a staircase with things that could 
cause someone to slip and fall, and become injured.

QUESTION

As You 
Read

Why do most people want 
to have their cars, homes, 
and personal property 
insured?

Section 13.1 Assessment

QUICK CHECK
1. What are the three main types of insurable 

risks?
2. How can developing an insurance program 

help you manage risk?
3. Why are property and liability insurance 

necessary to protect a homeowner from 
financial loss?

THINK CRITICALLY
4. “Insurance is a waste of money. If and 

when you suffer a financial loss because of 
an accident or some other event, you can 
pay for it from your savings account.” Do 
you agree or disagree with this statement? 
Explain your position.

USE COMMUNICATION SKILLS
5. My Favorite Things Make a list of your 

most valuable possessions. Consider new 
and used items that may have collectible 
value. Also consider how much it would 
cost to replace your valuable possessions.

Write About It Write a paragraph 
discussing the personal and financial 

consequences of having the items on your 
list lost, stolen, damaged, or destroyed. 
Also explain the effect of having the items 
insured in the event of loss.

SOLVE MONEY PROBLEMS
6. Paying for Insurance Protection 

Hans has recently purchased a fully restored 
1957 Chevy. The car cost $35,000, but for 
Hans, the price was worth it. The best price 
he can find for insurance is $2,500 per year. 
He is thinking about cutting corners on his 
insurance coverage to save money. How-
ever, he knows he would be taking a risk by 
doing so.

Calculate Help Hans solve his 
problem by comparing the cost of his 

insurance with the cost of his vehicle. Is it 
worth the insurance expense to protect his 
prized vehicle, or is it too much to spend to 
insure what is, after all, just a car?
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Home and Property 
Insurance

Homeowners Insurance Coverage
What does a homeowners insurance policy cover?

Insuring your residence and its contents is absolutely nec-
essary to protect your investment. Homeowners insurance is 
cov  erage that provides protection for your residence and its associ-
ated financial risks, such as damage to personal property and injuries 
to others.

A homeowners policy provides coverage for the following:

• The home, building, or any other structures on 
the property

• Additional living expenses
• Personal property
• Personal liability and related coverages
• Specialized coverages

Buildings and Other Structures
The main purpose of homeowners insurance is to protect you 

against financial loss in case your home is damaged or destroyed. 
Detached structures on your property, such as a garage and tool shed, 
are also covered under a homeowners insurance policy. In fact, the 
insurance coverage even includes trees, shrubs, and other plants, 
which are landscaping.

Additional Living Expenses
If a fire or other event damages your home, additional living 

expense coverage pays for you to stay somewhere else. For example, 
you may need to stay in a motel or rent an apartment while your 
home is being repaired or rebuilt. These extra living expenses will 
be paid for by your insurance. Some policies limit additional living 
expense coverage to 10 to 20 percent of the home’s total coverage 
amount. They may also limit the payment period to a maximum of 
six to nine months. Other policies may pay additional living expenses 
for up to a year.

Section 13.2

Focus on
Reading

Read to Learn
• How to identify the types 

of insurance coverage 
and policies available to 
homeowners and renters.

• How to analyze the fac-
tors that influence the 
amount of coverage and 
cost of home insurance.

Main Idea
You need an effective risk 
management plan for your 
home or apartment and 
your personal belongings. 
When purchasing insur-
ance, your goal is to get 
the best protection at the 
lowest cost.

Key Terms
• homeowners insurance
• personal property floater
• medical payments 

coverage
• actual cash value
• replacement value

PREDICT

Before 
You Read

Why would it be important 
to have homeowners 
insurance?
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Personal Property
Household belongings, such as furniture, appliances, and cloth-

ing, are covered by the personal property portion of a homeowners 
insurance policy up to a portion of the insured value of the home. 
That portion is usually 55, 70, or 75 percent. For example, a home 
insured for $80,000 might have $56,000 (70 percent) worth of cover-
age for household belongings.

Personal property coverage typically includes limits for the theft 
of certain items, such as $1,000 for jewelry. It also provides protection 
against the loss or damage of articles that you take with you when 
you are away from home. For example, items you take on vacation 
or use at school are usually covered up to the policy limit. Personal 
property coverage even extends to property that you rent, such as a 
rug cleaner, while it is in your possession.

Most homeowners policies also include optional coverage for 
personal computers, including stored data, up to a certain limit. Your 
insurance agent can determine whether the computer equipment is 
covered against data loss as well as damage from spilled drinks or 
power surges.

Household Inventories If something does happen to your 
personal property, you must prove how much it was worth and 
that it belonged to you. To make the process easier, you can create 
a household inventory. A household inventory is a list or other 
documentation of personal belongings, with purchase dates and cost 
information. You can get a form for an inventory from an insurance 
agent. Figure 13.2 provides a list of items you might include if you 
decide to compile your own household inventory. For items of special 
value, you should have receipts, serial numbers, brand names, model 
names, and proof of value.

In addition, keep a video recording or photographs of your 
home and its contents with your inventory list. Make sure that closet 
and storage area doors are photographed open. On the backs of the 
photographs, indicate the date and the value of the objects pictured. 
Update your inventory, photos, and related documents on a regular 
basis. Keep a copy of each document in a secure location, such as a 
safe-deposit box.

Additional Property Insurance If you own valuable items, 
such as expensive musical instruments, or need added protection 
for computers and related equipment, you can purchase a personal 
property floater. A personal property floater is additional pro-
p erty insurance that covers the damage or loss of a specific item 
of high value. The insurance company will require a detailed 
description of the item and its worth. You will also need to have 
the item appraised, or evaluated, by an expert from time to time 
to make sure that its value has not changed. In addition, keep 
photographs of valuable items as well as descriptions, receipts, and 
appraisals.

RELATE

As You 
Read

Do you own something 
you think should be 
insured separately from 
your parents’ homeowners 
insurance?
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Personal Liability and Related Coverages
Every day people face the risk of financial loss due to injuries 

to other people or their property. For example, a guest could fall on 
a patch of ice on the steps to your home and break his arm. A spark 
from the barbecue in your backyard could start a fire that damages a 
neighbor’s roof, or your son or daughter could accidentally break an 
antique lamp while playing at a neighbor’s house.

In these situations, you could be held responsible for paying for 
the damage. The personal liability portion of a homeowners policy 
protects you and members of your family if others, except regular 
employees, sue you for injuries they suffer or for damage to their 
property. This coverage includes the cost of legal defense.
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Amounts of Coverage Most homeowners policies provide 
basic personal liability coverage of $100,000, but often that is not 
enough. An umbrella policy, also called a personal catastrophe policy, 
supplements  basic personal liability coverage. This added protection 
covers all kinds of personal injury claims. For example, an umbrella 
policy will cover you if someone sues you for saying or writing 
something negative or untrue, damaging his or her reputation.

Extended liability policies are useful for wealthy people and for 
businesses. The policies are sold in amounts of $1 million or more. If 
you are a business owner, you may need other types of liability cover-
age as well.

Medical payments coverage pays the costs of minor acciden-
tal injuries to visitors on your property. It also covers minor injuries 
caused by you, members of your family, or even your pets, away from 
home. Settlements under medical payments coverage are made with-
out determining who was at fault. This makes it fast and easy for the 
insurance company to process small claims, generally up to $5,000. If 
the injury is more serious, the personal liability portion of the hom-
eowners policy covers it. Medical payments coverage does not cover 
injury to you or the other people who live in your home.

If you or a family member should accidentally damage another 
person’s property, the supplementary coverage of homeowners 
insurance will pay for it. This protection is usually limited to $500 
or $1,000. Again, payments are made regardless of fault. If the dam-
age is more expensive, however, it is handled under the personal 
liability coverage.

� ADDITIONAL PROTECTION  
The purchase of a valuable 
item such as a high-qual-
ity musical instrument is a 
major investment. Why would 
a person who buys an expensive 
piano get a personal property 
floater for it?
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Specialized Coverages
Homeowners insurance usually does not cover losses from floods 

and earthquakes. If you lived in an area that had frequent floods or 
earthquakes, you would need to purchase special coverage. In some 
places the National Flood Insurance Program, run by the federal gov-
ernment, makes flood insurance available. This protection is separate 
from a homeowners policy. An insurance agent or the Federal Emer-
gency Management Agency (FEMA) of the Federal Insurance Admin-
istration can give you additional information about this coverage.

Standard and Poor’s publishes the globally recognized 
S&P 500® financial index. It also gathers financial statis-
tics, information, and news, and analyzes this data for 
international businesses, governments, and individuals 
to help them guide their financial decisions. 

Sometimes called the “Motherland of the Auto-
motive Industry,” Germany is one of the world’s 
leading car manufacturers. From the luxurious 
Mercedes-Benz to the sleek and sporty Porsche to the 
unique and practical Volkswagen Beetle, Germans 
design cars that turn heads. In fact, the German-
made Volkswagen Beetle has been called the “most 
popular vehicle of all time.”

The German 
economy has experi-
enced ups and downs, 
but car manufacturing 
has remained one of 
its cornerstones. The 
industry pulls in over 
$90 million in sales 
within the country 
and over $145 billion 
from other countries. 
The United States, with 
its fondness for sta-
tus cars, is Germany’s 
number one foreign 
market.

DATABYTES

Capital Berlin

Population 82,621,000

Languages German

Currency euro

Gross Domestic 

   Product (GDP) $2.27 trillion (2003 est.)

GDP per capita $27,600

Industry: Iron, steel, coal, cement, chemicals, 
machin ery, vehicles, machine tools, and electronics

Agriculture: Potatoes, wheat, barley, sugar beets, 
and cattle

Exports: Machinery, vehicles, chemicals, metals, 
foodstuffs, and textiles

Natural Resources: Iron ore, coal, potash, and timber

Think Globally
Automobile insurance is higher for someone who owns 
a sports car such as a Porsche. Why?

Global Financial Landscape

GERMANY
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You may be able to get earthquake or flood insurance as an 
endorsement (addition of coverage) to a homeowners policy or through 
a state-run insurance program. The most serious earthquakes occur in 
the Pacific Coast region. However, earthquakes can happen in other 
regions, too. If you purchase a home in an area that has a high risk of 
earthquakes or floods, you may have to buy insurance for those risks.

Renters Insurance
Why is it important for a renter 
to get renters insurance?

For people who rent, home insurance coverages include per-
sonal property protection, additional living expenses coverage, and 
personal liability and related coverages. Renters insurance does not 
provide coverage on the building or other structures.

The most important part of renters insurance is the protection it 
provides for personal property. Many renters believe that they are cov-
ered under their landlords’ policies. However, that is true only when 
the landlord is liable for damage. For example, if bad wiring causes a 
fire and damages a tenant’s property, the tenant may be able to collect 
money from the landlord. Renters insurance is relatively inexpensive 
and provides protection similar to homeowners insurance.

Home Insurance Policy Forms
What coverage is offered by each type of policy form?

Home insurance policies are available in several forms. The 
forms provide different combinations of coverage. Some forms are 
not available in all areas.

The basic form (HO-1) protects against perils such as fire, light-
ning, windstorms, hail, volcanic eruptions, explosions, smoke, theft, 
vandalism, glass breakage, and riots. The broad form (HO-2) covers 
an even wider range of perils, including falling objects and damage 
from ice, snow, or sleet.

The special form (HO-3) covers all basic- and broad-form risks, 
plus any other risks except those specifically excluded from the pol-
icy. Common exclusions are flood, earthquake, war, and nuclear acci-
dents. Personal property is covered for the risks listed in the policy.

The tenants’ form (HO-4) protects the personal property of rent-
ers against the risks listed in the policy. It does not include coverage 
on the building or other structures.

The comprehensive form (HO-5) expands the coverage of the 
HO-3. The HO-5 includes endorsements for replacement-cost coverage 
on contents and guaranteed replacement-cost coverage on buildings.

Condominium owners insurance (HO-6) protects personal prop-
erty and any additions or improvements made to the living unit. 
These might include bookshelves, electrical fixtures, wallpaper, or 
carpeting. The condominium association purchases insurance on the 
building and other structures.

LANGUAGE ARTS
The property belonging 
to most renters is not cov-
ered under a landlord’s 
insurance. Therefore, with-
out renters insurance, a 
renter must pay for replac-
ing possessions if they 
are stolen from his or her 
apartment or destroyed by 
a fire or some other unex-
pected event. Choose three 
companies offering rent-
ers insurance and compare 
what each company covers 
and the costs of coverage. 
Then choose the company 
you believe offers the best 
deal and write a paragraph 
explaining why.
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Manufactured housing units and mobile homes usually qualify 
for insurance coverage with conventional policies. However, some 
mobile homes may need special policies with higher rates that are 
dependent on the home’s location and the way it is attached to the 
ground. Mobile home insurance is quite expensive: A $50,000 mobile 
home can cost as much to insure as a $150,000 house.

Though some risks are not covered by home insurance (see 
Figure 13.3), home insurance policies do include coverage for 
addtional costs:

• Credit card fraud, check forgery, and counterfeit money
• Removal of damaged property
• Emergency removal of property to protect it from damage
• Temporary repairs after a loss to prevent further damage
• Fire department charges in areas with such fees

How Much Coverage 
Do You Need?
What is the actual cash value method?

You can get the best insurance value by choosing the right 
amount of coverage and knowing the factors that affect insurance 
costs. Your insurance should be based on the amount of money you 
would need to rebuild or repair your house, not the amount you paid 
for it. As construction costs rise, you should increase the amount of 
coverage. In fact, today most insurance policies automatically increase 
coverage each year as construction costs rise.
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In the past, many homeowners’ policies insured a building for 
only 80 percent of the replacement value. If the building were 
destroyed, the homeowner would have to pay for part of the cost of 
replacing it, which could be expensive. Today most companies rec-
ommend full coverage.

If you are borrowing money to buy a home, the lender will 
require that you have property insurance. The amount of insurance 
on your home determines the coverage on your personal belongings. 
Coverage for personal belongings is usually between 55 and 75 per-
cent of the amount of insurance you have on your home.

Insurance companies base claim settlements on one of two 
methods. Under the actual cash value method, the payment you 
receive is based on the replacement cost of an item minus deprecia-
tion. Depreciation is the loss of value of an item as it gets older. This 
means you would receive less for a five-year-old bicycle than what 
you originally paid for it.

Under the replacement value method for settling claims, you 
receive the full cost of repairing or replacing an item. Depreciation is 
not considered. Many companies limit the replacement cost to 400 
percent of the item’s actual cash value. Replacement value coverage 
is more expensive than actual cash value coverage.

Home Insurance Cost Factors
Why do the location and type of construction of your 
home affect your home insurance costs?

The cost of your home insurance will depend on several factors, 
such as the location of the home and the type of structure and con-
struction materials used. The amount of coverage and type of policy 
you choose will also affect the cost of your home insurance. Further-
more, different insurance companies offer different rates.

� CLAIM SETTLEMENTS  
Insurance companies use 
two different methods for 
settling insurance claims. 
If your television is damaged 
in a fire, how will you be 
reimbursed for the television 
under the actual cash value 
method? Under the replace-
ment value method?

QUESTION

As You 
Read

Which policy would most 
likely pay you more if your 
home burned down?
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Location of Home
The location of your home affects your insurance rates. Insur-

ance companies offer lower rates to people whose homes are close to 
a water supply or fire hydrant —or are located in an area that has a 
good fire department. Rates are higher in areas where crime is com-
mon. People living in regions that experience severe weather, such as 
tornadoes and hurricanes, may pay more for insurance.

Type of Structure
The type of structure and its construction influence the price of 

insurance coverage. A brick house, for example, will usually cost less 
to insure than a similar structure made of wood. However, earthquake 
coverage is more expensive for a brick house than for a wooden dwell-
ing because a wooden house is more likely to survive an earthquake. 
Also, an older house may be more expensive to restore to its original 
condition. That means that it will cost more to insure.

Price, Coverage Amount, Policy Type
The purchase price of a house directly affects how much you pay 

for insurance. Therefore, it costs more to insure a $300,000 home than 
a $100,000 home. Also, the type of policy you choose and the amount 
of coverage you select affect the amount of premium you pay.

� LOWER YOUR PREMIUM  
Fires can cause costly dam-
age to property and personal 
possessions. Why might insur-
ance companies offer discounts 
to people who have homes 
with composite roofs instead of 
wood roofs?
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The deductible amount listed on the policy also affects the cost 
of insurance. If you increase the amount of the deductible, the pre-
mium will be lower because the company will pay out less in claims. 
The most common deductible amount is $250. Raising the deductible 
from $250 to $500 or $1,000 can reduce the premium you pay by 15 
percent or more.

Home Insurance Discounts
Most companies offer discounts if a homeowner takes action 

to reduce risks to a home. Your premium may be lower if you have 
smoke detectors or a fire extinguisher. If your home has dead-bolt 
locks and alarm systems, which make it harder for thieves to get in, 
insurance costs may be lower.

Company Differences
A homeowner can save up to 25 percent on homeowners insur-

ance by comparing rates from several companies. Some insurance 
agents work for only one company. Others are independent agents 
who represent several different companies.

Rita likes to help people when disasters strike. As an insurance claims adjuster, she is responsible for 
investigating complex homeowner claims by interviewing, inspecting, and securing documentation 
from insured clients, claimants, and witnesses. She evaluates the extent of damage to property and 
determines the value of claims. Helping clients is one of her favorite parts of her job. She provides a 
high level of customer service when she reviews policies with her clients and investigates claims-
coverage questions.

SKILLS: Interpersonal, problem-solving, negotiating; mathematical skills; 
comprehensive knowledge of codes, home construction, repair techniques, 
and legal terminology

PERSONAL TRAITS: Organizational ability and tactfulness

EDUCATION: High school diploma or equivalent; bachelor’s degree in business, insurance, 
or related area; certified Associate of Claims

ANALYZE Why might an insurance claims adjuster be expected to work on weekends or holidays?

To learn more about career paths for insurance claims adjusters, visit fi nance07.glencoe.com.

Rita Young
21st Century Insurance

CREDIT ANALYST

Careers in Finance
INSURANCE 
CLAIMS ADJUSTER

Unit 4      Protecting Your Finances fi nance07.glencoe.com

http://finance07.glencoe.com
http://finance07.glencoe.com


      Chapter 13      Home and Motor Vehicle Insurance 429

Do not select a company on the basis of price alone. Also con-
sider service and coverage. Not all companies settle claims in the 
same way.

For example, suppose that all of the homes on Evergreen Ter-
race are hit on one side by large hailstones. They all have the same 
kind of siding. Unfortunately, the homeowners discover that this 
type of siding is no longer available. So all the siding on all the 
houses will need to be replaced. Some insurance companies will pay 
to replace all the siding. Others will pay only to replace the dam-
aged parts.

State insurance commissions and consumer organizations can 
give you information about different insurance companies. Con-
sumer Reports, a magazine that provides unbiased information on a 
variety of goods and services, rates insurance companies on a regu-
lar basis.

Section 13.2 Assessment

QUICK CHECK
1. What are six home insurance policy forms 

and their coverages?
2. What type of coverage does a personal 

property floater provide?
3. How can the location of a home affect 

insurance costs?

THINK CRITICALLY
4. Describe at least two situations in which 

personal liability coverage might be 
required.

USE MATH SKILLS
5. Insurance Coverage Homeowners 

insurance covers your personal posses-
sions up to a percentage of the insured 
value of your home. When Carolina’s 
house burned down, she lost household 
items worth a total of $25,000. Her house 
was insured for $80,000, and her home-
owners policy provided coverage for per-
sonal belongings up to 55 percent of the 
insured value of the house.

Calculate Determine how much 
insurance coverage Carolina’s policy 

provides for her personal possessions and 
whether she will receive payment for all the 
items destroyed in the fire.

SOLVE MONEY PROBLEMS
6. Analyzing Insurance Costs Kara 

and Adam Gottlieb are in the process of 
buying their first home. After months of 
shopping, they have narrowed down their 
choices to two. One is an older house near 
a river, where flooding occurs occasion-
ally. The other is a newer house that is 
located farther from the river. They need 
to know how much homeowners insur-
ance will cost for each house before mak-
ing a final decision.

Analyze Given this information, 
make your best educated guess 

about which house would be less expensive 
to insure.



430 Unit 4      Protecting Your Finances

Motor Vehicle 
Insurance

Motor vehicle accidents cost more than $150 billion in lost 
wages and medical bills every year. They can destroy people’s lives 
physically, financially, and emotionally. Buying insurance cannot 
eliminate the pain and suffering that vehicle accidents cause. How-
ever, insurance can reduce the financial impact.

Every state in the United States has a financial responsibility law, 
which is a law that requires a driver to prove he or she can pay for 
damage or injury caused by an automobile accident if he or she is at 
fault. As of 2003, more than 45 states had laws requiring people to 
carry motor vehicle insurance. When injuries and property damage 
occur in an accident, the driver(s) is required to file a report with the 
state. In the remaining states, most people buy motor vehicle insur-
ance by choice. Very few people have the money they would need to 
meet the financial responsibility requirements on their own.

The coverage provided by motor vehicle insurance falls into two 
categories: protection for bodily injury and protection for property 
damage. (See Figure 13.4.)

Motor Vehicle Bodily 
Injury Coverages
Who is covered by bodily injury 
liability insurance?

Most of the money that motor vehicle insurance companies pay 
out in claims goes for legal expenses, medical expenses, and other 
costs that arise when someone is injured. The main types of bodily 
injury coverages are:

• Bodily injury liability
• Medical payments
• Uninsured motorist’s protection

Bodily Injury Liability
Bodily injury liability is insurance that covers physical inju-

ries caused by a vehicle accident for which you are responsible. If 
pedestrians, people in other vehicles, or passengers in your vehicle 
are injured or killed, bodily injury liability coverage pays for expenses 
related to the crash.

Section 13.3

Focus on
Reading

Read to Learn
• How to identify impor tant 

types of motor vehicle 
insurance coverage.

• How to explain factors 
that affect the cost of 
motor vehicle insurance.

Main Idea
Various types of motor 
vehicle insur ance offer dif-
ferent coverages. A variety 
of factors affect the cost of 
insurance.

Key Terms
• bodily injury liability
• uninsured motorist’s 

protection
• property damage liability
• collision
• no-fault system
• assigned risk pool

PREDICT

Before 
You Read

Do you think your driving 
record affects your car 
insurance rates? Why?
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Liability coverage is usually expressed by three numbers, such 
as 100/300/50. These amounts represent thousands of dollars of cov-
erage. The first two numbers refer to bodily injury coverage. In the 
100/300/50 example, $100,000 is the maximum amount that the 
insurance company will pay for the injuries of any one person in 
any one accident. The second number, $300,000, is the maximum 
amount the company will pay for all injured parties (two or more) in 
any one accident. The third number, $50,000, indicates the limit for 
payment for damage to the property of others. (See Figure 13.5.)
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Medical Payments Coverage
Medical payments coverage is insurance for medical expenses of 

anyone injured in your vehicle, including you. This coverage also pro-
vides medical benefits for you and members of your family while rid-
ing in another person’s vehicle or if any of you are hit by a vehicle.

Uninsured Motorist’s Protection
Unfortunately, you cannot assume that everyone who is driving 

has auto insurance. You can guard yourself and your passengers against 
the risk of getting into an accident with someone who has no insur-
ance by having uninsured motorist’s protection.

Uninsured motorist’s protection is insurance that covers 
you and your family members if you are involved in an accident with 
an uninsured or hit-and-run driver. In most states it does not cover 
damage to the vehicle itself. Penalties for driving without insurance 
vary by state, but they generally include stiff fines and the suspension 
of driving privileges.

Motor Vehicle Property 
Damage Coverages
What does comprehensive physical insurance cover?

One afternoon, during a summer storm, Carrie was driving home 
from her job as a hostess at a pancake house. The rain was torrential, 
and she could not see very well. As a result, she did not realize that 
the car in front of her had stopped to make a left turn, and she hit the 
car. The crash totaled Carrie’s new car. Fortunately, she had purchased 
insurance with property damage coverage. Property damage coverage 
protects you from financial loss if you damage someone else’s prop-
erty or if your vehicle is damaged. It includes property damage liabil-
ity, collision, and comprehensive physical damage.

Property Damage Liability
Property damage liability is motor vehicle insurance that 

applies when you damage the property of others. In addition, it 
protects you when you are driving another person’s vehicle with 
the owner’s permission. Although the damaged property is usually 
another car, the coverage also extends to buildings and to equipment 
such as street signs and telephone poles.

Collision
Collision insurance is insurance that covers damage to your 

vehicle when it is involved in an accident. You collect money no 
matter who is at fault. However, the amount that you can collect is 
limited to the actual cash value of your vehicle at the time of the acci-
dent. So keep a record of your car’s condition and value.

RELATE

As You 
Read

Does your state require 
car owners to carry motor 
vehicle insurance? If so, 
what type?

Avoiding Financial 
Fraud
As the owner of a vehicle, 
you need to protect your 
investment with an insur-
ance policy that covers 
the variety of risks that 
vehicle owners face. But if 
you become the victim of 
an automobile insurance 
fraud scheme, you may 
pay dearly—even with 
your life. Be aware of the 
different types of automo-
bile insurance scams.

To continue with 
Task 3 of your 

WebQuest project, visit 
fi nance07.glencoe.com.
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Comprehensive Physical Damage
Comprehensive physical damage insurance protects you if your 

vehicle is damaged in a non-accident situation. It covers your vehicle 
against risks such as fire, theft, falling objects, vandalism, hail, floods, 
tornadoes, earthquakes, and avalanches.

No-Fault Insurance
Why are some states adopting the no-fault system?

To reduce the time and cost of settling vehicle injury cases, some 
states are trying a number of alternatives, including the no-fault sys-
tem. The no-fault system is an arrangement whereby drivers who 
are involved in accidents collect money from their own insurance 
companies. It does not matter who caused the accident. Each com-
pany pays the insured up to the limits of his or her coverage. No-fault 
systems and coverages vary by state.

Other Coverages
When is wage loss insurance required?

Several other kinds of motor vehicle insurance are available. For 
example, rental reimbursement coverage pays for a rental car if your 
vehicle is stolen or is being repaired. Wage-loss insurance pays for any 
salary or income you might have lost due to being injured in a vehicle 
accident. States that have adopted a no-fault insurance system usu-
ally require auto owners to carry wage-loss insurance. It is available 
by choice in other states.

Emergency road service coverage pays for mechanical assistance 
in the event that your vehicle breaks down. This can be helpful on 
long trips or during bad weather. If necessary, you can get your vehi-
cle towed to a service station. However, once your vehicle arrives at 
the repair shop, you are responsible for paying the bill. If you belong 
to an automobile club, your membership may include towing cover-
age. If that is the case, paying for emergency road service coverage 
could be a waste of money.

Motor Vehicle Insurance Costs
Why is bodily injury liability coverage of 
100/300 recommended?

Motor vehicle insurance is not cheap. The average household 
spends more than $1,000 for motor vehicle insurance yearly. The pre-
miums are related to the amount of claims that insurance companies 
pay out each year.

Frank is a high school junior who recently got his license. At his 
part-time job, he earns minimum wage. Frank’s situation provides an 
example of what to consider to get the best insurance value—amount 
of coverage, insurance premium factors, and ways to reduce insur-
ance premiums.

Reducing Car Insurance 
Costs  High auto-theft 
rates lead to high auto 
insurance rates. Australia 
has one of the highest 
auto-theft rates in the 
world—twice that of the 
United States. Scientists 
there have developed 
a high-tech solution to 
keep insurance rates 
down. Tiny microdots 
called “DataDots” are 
laser-etched with vehicle 
identification numbers 
and spray-glued on 
engines and most other 
parts. This makes it dif-
ficult to resell stolen cars 
and parts.

Read more about 
DataDot tech-

nology and list other 
uses for this techno-
logical advance through 
fi nance07.glencoe.com.

TechByte
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QUESTION

As You 
Read

What kind(s) of vehicle 
insurance would you need 
if you knocked over your 
neighbor’s mailbox with 
your car and the neighbor 
was injured by the falling 
mailbox?
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Amount of Coverage
The amount that Frank will pay for insurance depends on the 

amount of coverage he requires. He needs enough coverage to protect 
himself legally and financially.

Legal Concerns As discussed earlier, most people who are involved 
in motor vehicle accidents cannot afford to pay an expensive court 
settlement with their own money. For this reason, most drivers buy 
liability insurance.

Many basic insurance policies provide 10/20 coverage for bodily 
injury liability. However, some accident victims have been awarded 
millions of dollars in bodily injury cases; therefore, coverage of 
100/300 is usually recommended.

Property Values Just as medical expenses amounts of and legal 
settlements have increased, so has the cost of vehicles. Therefore, 

Frank should consider a policy with 
a limit of $50,000 or even $100,000 
for property damage liability.

Motor Vehicle 
Insurance Premium 
Factors

Vehicle type, rating territory, 
and driver classification are three 
other factors that influence insur-
ance costs.

Vehicle Type The year, make, 
and model of a vehicle affect 
insurance costs. High-priced vehicles 
and vehicles that have expensive re-
place ment parts and complicated 
repairs cost more to insure. Also, 
premiums can be higher for those 
vehicle makes and models that are 
frequently stolen.

Rating Territory In most states 
the rating territory, or owner’s place 
of residence, is used to determine 
the vehicle insurance premium. 
Dif ferent locations have different 
costs. For example, accidents 
and incidents of theft occur less 
frequently in rural areas. Your 
insurance would probably cost less  
than if you lived in a large city.

� RATE QUOTES Shopping around for the best auto insurance 
rate can save you money in the long run. What are some factors 
that may affect the rates offered by different companies?

Unit 4      Protecting Your Finances 
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Learn to identify and understand the standard 
financial documents you will use in the real world.

Key Points: An auto insurance declaration 
details what is covered by the policy. It 
states what the policy will pay in the event 
of an accident. This includes damage 
to the car(s) and injury to people. The 
declaration also explains how the premium 
is determined.

Find the Solutions
1. What is the policy identification number?
2. What is the bodily injury payment limit?
3. How much will the policy pay for transpor-

tation expenses, such as renting a car?
4. How many vehicles are covered by this policy?
5. What is the cost of this policy?

Investigate: An Auto Insurance 
Declaration
The declaration lists this information:
• Policy identification number
• Time period of insurance policy
• Amount of insurance coverage 
• Premium amount

Your Motive: In most states the law 
requires that you insure your automobile. 
To protect yourself from fi nancial loss, it 
is important to know exactly what your 
auto insurance covers and how much it 
will cost.
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Driver Classification Driver classification is based on age, sex, 
marital status, driving record, and driving habits. In general, young 
drivers (under 25) and elderly drivers (over 70) have more frequent 
and more serious accidents. As a result, these groups pay higher 
premiums. Because Frank is under 25, he may have to pay a standard 
higher rate. Your driving record will also influence how much you 
pay for insurance premiums. If you have accidents or receive traffic 
tickets, your rates will increase.

The cost and number of claims that you file with your insur-
ance company also affect your premium. If you file expensive claims, 
your rates will increase. If you have too many claims, your insurance 
company may cancel your policy, and it will be difficult to get cov-
erage from another company. To deal with this problem, every state 
has an assigned risk pool, which is a group of people who cannot 
get motor vehicle insurance who are assigned to each insurance com-
pany operating in the state. These policyholders pay several times the 
normal rates. If they establish a good driving record, they can reapply 
for insurance at regular rates.

Reducing Vehicle Insurance Premiums
Two ways in which Frank can reduce his vehicle insurance costs 

are by comparing companies and by taking advantage of discounts.

Comparing Companies Rates and services vary among motor 
vehicle insurance companies. Even among companies in the same 
area, premiums can vary by as much as 100 percent. Frank should 
compare the services and rates of local insurance agents. Most states 
publish this type of information. Furthermore, Frank can check a 
company’s reputation with sources such as Consumer Reports or his 
state insurance department.

REACT

After You 
Read

The first Predict question 
in this chapter asked what 
you thought the benefits of 
a good insurance program 
might be. How would you 
revise your answer after 
reading the chapter?

� DRIVER CLASSIFICATION 

A driver’s age affects the 
price of insurance premiums. 
Who is likely to pay more for 
insurance—teenagers or 
parents? Why?
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Premium Discounts The best way for Frank to keep his rates 
down is to maintain a good driving record by avoiding accidents and 
traffic tickets. In addition, most insurance companies offer various 
types of discounts. 

Because Frank is under 25, he can qualify for reduced rates by tak-
ing a driver training program or maintaining good grades in school. 
In addition, installing security devices in his vehicle will decrease the 
chance of theft and lower Frank’s insurance costs. Being a nonsmoker 
can qualify him for lower motor vehicle insurance premiums as well. 
Discounts are also offered for insuring two or more vehicles with the 
same company. Increasing the amounts of deductibles will also lead 
to a lower premium. For example, an older car may not be worth the 
cost of carrying collision and comprehensive coverage.

No matter what coverage you choose, motor vehicle insurance 
is a valuable and mandatory protection to include in any personal 
finance plan.

Section 13.3 Assessment

QUICK CHECK
1. What are three main types of motor vehicle 

insurance that cover bodily injuries?
2. What is the difference between collision 

and comprehensive physical damage 
coverages?

3. Why do some insurance companies offer 
discounts to drivers who install security 
devices in their vehicles?

THINK CRITICALLY
4. Explain some ways you might reduce motor 

vehicle insurance premiums.

USE COMMUNICATION SKILLS
5. Drinking and Driving Alcohol use is 

a factor in more than 60 percent of all traf-
fic accidents. Interview classmates, parents, 
and others to get their views on what can 
be done to reduce alcohol-related traffic 
incidents. Consider contacting an organiza-
tion such as MADD (Mothers Against Drunk 
Driving) for information.

Present You have probably seen or 
heard public service announcements 

urging people not to drink and drive. Use 
what you have learned to create your own 
public service announcement. It may be in 
the form of a radio or television script. If 
possible, get some friends to help you pro-
duce your spot, using audio or video record-
ing equipment.

SOLVE MONEY PROBLEMS
6. Cost of Motor Vehicle Insurance 

Malcolm wants to buy an expensive sport-
utility vehicle. However, his mechanic has 
warned him that the replacement parts 
for the vehicle that he wants are costly. 
His friend Ishiro is on a tight budget and 
does not have a car. He is considering buy-
ing a car that has low maintenance costs. 
Malcolm and Ishiro live in the same neigh-
borhood. Malcolm has never had a traffic 
accident, but he received one traffic ticket 
last year. Ishiro’s driving record is perfect.

Analyze Who will have a lower car 
insurance rate? Why?

Student Discounts
Many places, such as the-
aters, zoos, and museums, 
offer discount prices to 
students. You can also get 
discounts for buses and 
subways, movies, and cul-
tural and sporting events. 
Be sure to ask before pay-
ing full price. Why do you 
think businesses offer dis-
counts to students?

CommonCommon
CENTSCENTS
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• Risk is the probability of loss or injury; 
peril is something that may cause a loss; 
hazards increase the probability of loss; 
and negligence is failing to take reasonable 
care to prevent accidents. Risk avoidance, 
risk reduction, risk assumption, and risk 
shifting are ways of managing risk.

• Insurance involves the risk management 
method of shifting risk: In exchange for 
fees, the insurance pays for losses.

• Property insurance protects from losses 
resulting from natural causes, fire, and 
criminal activity. Liability insurance 
covers legal responsibility for the cost 
of losses to others. 

• Homeowners insurance covers the 
building, living expenses, personal 
property, and personal liability. 

Renters insurance covers personal 
possessions, living expenses, and 
personal liability.

• Factors affecting the cost of home-
owners insurance are home location, 
structural type, coverage amount and 
policy type, discounts, and differences 
among insurance companies.

• The types of motor vehicle insurance 
include bodily injury liability, medical 
payments coverage, uninsured 
motorist’s protection, property damage 
liability, collision, and comprehensive 
physical damage coverage.

• Factors affecting the cost of motor 
vehicle insurance include the amount 
of coverage, type of vehicle, rating 
territory, and driver classification.

CHAPTER SUMMARY

Chapter 13 Review & Activities

Communicating Key Terms
Your older brother is preparing to take the state test for an insurance license. Help him review 

the following terms by making up fill-in-the-blank sentences that define each term.

• insurance
• policy
• premium
• risk
• peril
• hazard
• negligence
• deductible

• liability
• homeowners insurance
• personal property floater
• medical payments 

coverage
• actual cash value
• replacement value
• bodily injury liability

• uninsured motorist’s 
protection

• property damage liability
• collision
• no-fault system
• assigned risk pool

Reviewing Key Concepts 
1. Identify each type of risk and list the four methods of managing risk.
2. Describe how insurance uses different risk management methods to reduce risk.
3. Explain how property and liability insurance protect.
4. Identify reasons that home mortgage lenders require homeowners insurance. 
5. Explain the difference between actual cash value and replacement value.
6. List advantages and disadvantages of the no-fault insurance system.
7. Discuss why lenders require drivers to carry bodily injury and property damage coverage.
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Geography Prices for insurance vary in different areas of the United 
States. For example, auto insurance may be less expensive in rural areas.

Research Look at a map of the United States. Find your town or city, Los 
Angeles, Chicago, Dallas, and Orlando. Research the population and average 
cost of auto insurance in each of these cities. Compare the cost to the 
population of each city. Is there a connection? If so, explain.

Insurance Deductibles The annual premium for a 2,500 square foot 
home in a medium-sized Midwestern city was $628 in 2005—with discounts 
for a home security system, a good claims record, and the combination of 
home and auto insurance policies. Replacement cost for the dwelling is 
estimated at $237,000, and the current deductible is $1,000. The insurance 
company offered to reduce the premium by $73 if the policyholder agreed to 
increase the deductible to 1 percent of the replacement cost.

1. Calculate the new premium amount and new deductible amount.
2. Compute by using the Internet to locate and compare homeowners 

premium and coverage information from fi ve insurance companies.

Connect with Ethics and Social Studies Laws and penalties 
for driving under the infl uence (DUI) are extremely strict in many states. 
Furthermore, the number of motor vehicle accidents involving young drivers 
has increased and become more serious, resulting in more deaths and injuries.

1. Research Access the Web site of your state’s department of motor 
vehicles for the laws and penalties for DUI. Also check in your local 
newspaper for recent accidents involving young drivers.

2. Think Critically Why are DUI penalties so stringent? Do you think the 
higher insurance premiums charged to younger drivers are “fair”? Why?

Risk Assessment Actuaries determine the costs and risks involved with 
insuring people’s property. Actuaries are experts in evaluating the like lihood 
of future events. They design creative ways to reduce the likelihood of unde-
sirable events and decrease the impact of undesirable events that occur.

Log On Go to the Web sites of insurance companies and the Society 
of Actuaries to fi nd out factors that affect the cost of homeowners 

insurance. Answer the following questions:

1. Should any of these factors infl uence decisions when buying a home?
2. How can homeowners premiums be reduced?

Newsclip: Higher Rates Car insurance companies charge higher 
rates for male teenagers than female teenagers.

Log On Go to fi nance07.glencoe.com and open Chapter 13. Learn 
about why insurance companies raise rates for males and not females. 

Write a list of reasons for this practice.

O N L I N E

Chapter 13 Review & Activities

http://finance07.glencoe.com
http://finance07.glencoe.com


440 Unit 4      Protecting Your Finances
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VEHICLE INSURANCE QUIZ
 When you insure your vehicle, you will need to make decisions about 
the insurance you carry. Test your knowledge about motor vehicle 
insurance by answering questions on a separate sheet of paper.

1. Liability coverage pays for __________ .
 a. theft, fire, vandalism, or other damages not related to an accident
 b. the accident-related cost of repairing or replacing your vehicle
 c. damage or injury for which you are responsible

2. Collision coverage pays for __________ .
 a. theft, fire, vandalism, or other damages not related to an accident
 b. the accident-related cost of repairing or replacing your vehicle
 c. damage or injury for which you are responsible

3. Comprehensive coverage pays for __________ .
 a. theft, fire, vandalism, or other damages not related to an accident
 b. the accident-related cost of repairing or replacing your vehicle
 c. all the items that passengers lose in the backseat of your vehicle

4.  If you are in an accident, your vehicle insurance medical coverage handles _________ .
 a. only people injured in your vehicle
 b. anyone injured
 c. only people injured who were not in your vehicle

5. A higher deductible results in __________ .
 a. a higher premium
 b. a lower premium
 c. tax savings

6. Speeding tickets or accidents may result in __________ .
 a. a higher premium
 b. a lower premium
 c. migraine headaches

7.  Safety features such as antitheft devices and automatic seat belts may result 
in a __________ .

 a. higher premium
 b. lower premium
 c. higher resale value

8. Taking driver education classes may result in a __________ .
 a. higher premium
 b. lower premium
 c. later curfew



Chapter 13      Home and Motor Vehicle Insurance 441

Chapter 13 Review & Activities

Your Financial Portfolio

The Price of Car Insurance

Before Mario bought the car he wanted, he needed to be sure he could afford the insur-
ance for it. In this example he chose low liability, uninsured motorist coverage, and high 
deductibles to keep his insurance payments as low as possible. Clearly, Insurer B offered 
a lower price for the same coverage.

Investigating Insurance Companies

Insurer A Insurer B

Bodily Injury Coverage:

Bodily injury liability $50,000 each person;

$100,000 each accident $472 $358

Uninsured motorist’s protection 208 84

Medical payments coverage

$2,000 each person 48 46

Property Damage Coverage:

Property damage liability $50,000

each accident 182 178

Collision with $500 deductible 562 372

Comprehensive physical damage with

$500 deductible 263 202

Car Rental: 40 32

Discounts: good driver, air bags, 

garage parking (165)

Annual Total $1,610 $1,272

Research

Identify a make, model, and year of a vehicle you might like to own. Research two 
insurance companies and get prices using this example. You can get their rates by tele-
phone. Many companies also have Web sites. On a separate sheet of paper, record your 
findings. How do they compare? Which company would you choose and why?


	Glencoe Business and Personal Finance
	Brief Table of Contents
	Table of Contents
	To the Student
	Unit 1: Planning Personal Finances
	WebQuest Internet Project: One Life to Plan
	BusinessWeek: Finance File: Which Adviser Knows the Way?
	Chapter 1: Personal Financial Planning
	 Ask Standard & Poor’s: The Money Plan
	Section 1.1: Financial Decisions and Goals
	Careers in Finance: Personal Banker
	Document Detective: Monthly Budget Worksheet 
	Academic Connection: Language Arts
	Standard & Poor’s: Global Financial Landscape: India

	Section 1.2: Opportunity Costs and Strategies
	Go Figure: Annual Interest
	Go Figure: The Future Value of a Single Deposit

	Chapter 1 Review and Activities
	What’s Your Financial ID?: Your Spending Profile
	Your Financial Portfolio: Getting Your Own Wheels


	Chapter 2: Finances and Career Planning
	Ask Standard & Poor’s: Planning for Life
	Section 2.1: Planning Your Career 
	Academic Connection: Science
	Standard & Poor’s: Global Financial Landscape: Japan

	Section 2.2: Employment and Career Development
	Document Detective: IRS Form W-4
	Careers in Finance: Cashier

	Chapter 2 Review and Activities
	What’s Your Financial ID?: Find Your Personality Traits
	Your Financial Portfolio: Applying for a Job


	Chapter 3: Money Management Strategy
	Ask Standard & Poor’s: Money When You Need It
	Section 3.1: Organizing Financial Records
	Section 3.2: Personal Financial Statements
	Go Figure: Net Worth
	Careers in Finance: Financial Advisor
	Go Figure: Net Cash Flow

	Section 3.3: Budgeting for Financial Goals
	Academic Connection: History
	Standard & Poor’s: Global Financial Landscape: South Korea
	Document Detective: Personal Balance Sheet

	Chapter 3 Review and Activities
	What’s Your Financial ID?: Money Management Quiz
	Your Financial Portfolio: What Is Your Net Worth?


	Chapter 4: Consumer Purchasing and Protection
	Ask Standard & Poor’s: Comparison Shopping
	Section 4.1: Consumer Purchasing
	Go Figure: Unit Pricing
	Document Detective: A Warranty

	Section 4.2: Resolving Consumer Complaints
	Standard & Poor’s: Global Financial Landscape: Ecuador
	Academic Connection: Language Arts
	Careers in Finance: Retail Sales Associate

	Chapter 4 Review and Activities
	What’s Your Financial ID?: Are You a Smart Shopper?
	Your Financial Portfolio: Your Budget


	Unit 1 LAB: Get a Financial Life!: Setting Up a Career Plan

	Unit 2: Banking and Credit
	WebQuest Internet Project: Your Own Home
	BusinessWeek: Finance File: Consumer Debt
	Chapter 5: Banking
	Ask Standard & Poor’s: Savings Account
	Section 5.1: Financial Services and Institutions
	Careers in Finance: Bank Teller

	Section 5.2: Savings Plans and Payment Methods
	Go Figure: Interest Compounded Monthly
	Go Figure: Rate of Return
	Document Detective: Checking Account Bank Statement
	Standard & Poor’s: Global Financial Landscape: Switzerland
	Academic Connection: History

	Chapter 5 Review and Activities
	What’s Your Financial ID?: Basic Banking Quiz
	Your Financial Portfolio: Comparison Shopping for Banking Services


	Chapter 6: Consumer Credit
	Ask Standard & Poor’s: Credit Payments
	Section 6.1: What Is Consumer Credit?
	Section 6.2: The Costs and Methods of Obtaining Credit
	Go Figure: Debt Payments-to-Income Ratio (DPR)
	Standard & Poor’s: Global Financial Landscape: Israel
	Go Figure: Simple Interest on a Loan
	Careers in Finance: Credit Analyst
	Document Detective: Credit Card Statement
	Academic Connection: History

	Section 6.3: Protecting Your Credit
	Section 6.4: Managing Your Debts
	Chapter 6 Review and Activities
	What’s Your Financial ID?: Your Credit Profile
	Your Financial Portfolio Credit Cards: Getting the Best Deal


	Chapter 7: The Finances of Housing
	Ask Standard & Poor’s: Housing Options
	Section 7.1: Housing Options
	Section 7.2: Renting a Residence
	Section 7.3: Buying and Selling a Home
	Careers in Finance: Real Estate Agent
	Document Detective: Calculating a Mortgage Payment
	Academic Connection: Math
	Standard & Poor’s: Global Financial Landscape: Spain

	Chapter 7 Review and Activities
	What’s Your Financial ID?:  Where Would You Like to Live?
	Your Financial Portfolio: Renting or Buying Your Home


	Unit 2 LAB: Get a Financial Life!: Home Ownership

	Unit 3: Investing Financial Resources
	WebQuest Internet Project: Nest Egg
	BusinessWeek: Finance File: The Best Homes for Rollover IRAs
	Chapter 8: Saving and Investing
	Ask Standard & Poor’s: Investments
	Section 8.1: Preparing for a Savings or Investment Program
	Go Figure: Inflation Rate and Investments
	Go Figure: A Bond’s Market Price When Interest Rates Go Up
	Academic Connection: Language Arts
	Go Figure: A Bond’s Market Price When Interest Rates Go Down

	Section 8.2: Savings and Investment Options
	Careers in Finance: Investment Analyst
	Document Detective: Savings Goals Worksheet

	Section 8.3: Reducing Risk and Sources of Information
	Standard & Poor’s: Global Financial Landscape: China

	Chapter 8 Review and Activities
	What’s Your Financial ID?: Are You a Risk Taker?
	Your Financial Portfolio: Avoiding Future Shock


	Chapter 9: Stocks
	Ask Standard & Poor’s: Stock Certificates
	Section 9.1: Common and Preferred Stocks
	Section 9.2: Evaluating Stocks
	Standard & Poor’s: Global Financial Landscape: United Kingdom
	Document Detective: Stock Confirmation Report
	Go Figure: Current Yield of a Stock Investment
	Go Figure: Total Return
	Go Figure: Earnings Per Share
	Go Figure: Price-Earnings Ratio
	Careers in Finance: Stockbroker

	Section 9.3: Buying and Selling Stocks
	Academic Connection: Economics

	Chapter 9 Review and Activities
	What’s Your Financial ID?: Taking Stock
	Your Financial Portfolio: Investing in Stock


	Chapter 10: Bonds and Mutual Funds
	Ask Standard & Poor’s: Mutual Funds
	Section 10.1: Corporate and Government Bonds
	Go Figure: A Bond’s Annual Interest
	Go Figure: Approximate Market Value of a Bond
	Go Figure: Dollar Amount of Return on a T-Bill
	Go Figure: Rate of Return on a T-Bill

	Section 10.2: Investing in Bonds
	Academic Connection: Government
	Go Figure: Current Yield of a Bond Investment
	Document Detective: Mutual Fund Account Statement

	Section 10.3: Mutual Funds
	Go Figure: Net Asset Value
	Careers in Finance: Certified Financial Planner
	Standard & Poor’s: Global Financial Landscape: Brazil

	Section 10.4: Investing in Mutual Funds
	Go Figure: Capital Gain
	Go Figure: Percentage of Asset Growth Withdrawal

	Chapter 10 Review and Activities
	What’s Your Financial ID?: What’s Your Investing IQ?
	Your Financial Portfolio: Evaluating Mutual Funds


	Chapter 11: Real Estate and Other Investments
	Ask Standard & Poor’s: Collecting
	Section 11.1: Real Estate Investment
	Document Detective: County Real Estate Valuation
	Careers in Finance: Commercial Property Manager

	Section 11.2: Precious Metals, Gems, and Collectibles
	Academic Connection: Geography

	Standard & Poor’s: Global Financial Landscape: South Africa
	Chapter 11 Review and Activities
	What’s Your Financial ID?: All that Glitters
	Your Financial Portfolio: Collecting Treasures


	Unit 3 LAB: Get a Financial Life!: Investment Strategies

	Unit 4: Protecting Your Finances
	WebQuest Internet Project: Avoiding Financial Fraud
	BusinessWeek: Finance File: So What's the Plan?
	Chapter 12: Planning Your Tax Strategy
	Ask Standard & Poor’s: Electronic Taxes
	Section 12.1: Income Tax Fundamentals
	Standard & Poor’s: Global Financial Landscape: Saudi Arabia
	Academic Connection: Math

	Section 12.2: Preparing an Income Tax Return
	Careers in Finance: Tax Preparer
	Go Figure: 1040EZ Tax Due

	Section 12.3: Tax Assistance and Strategies
	Document Detective: Form W-2

	Chapter 12 Review and Activities
	What’s Your Financial ID?: Test Your Tax Facts
	Your Financial Portfolio: Take It EZ


	Chapter 13: Home and Motor Vehicle Insurance
	Ask Standard & Poor’s: Insurance Rates
	Section 13.1: Insurance and Risk Management
	Section 13.2: Home and Property Insurance
	Standard & Poor’s: Global Financial Landscape: Germany
	Academic Connection: Language Arts
	Careers in Finance: Insurance Claims Adjuster

	Section 13.3: Motor Vehicle Insurance
	Document Detective: Auto Insurance Declaration

	Chapter 13 Review and Activities
	What’s Your Financial ID?: Vehicle Insurance Quiz
	Your Financial Portfolio: The Price of Car Insurance


	Chapter 14: Health, Disability, and Life Insurance
	Ask Standard & Poor’s: Health Care Costs
	Section 14.1: Health Insurance and Financial Planning
	Standard & Poor’s: Global Financial Landscape: Canada
	Academic Connection: Art

	Section 14.2: Private and Government Plans
	Careers in Finance: Insurance Agent

	Section 14.3: Disability Insurance
	Section 14.4: Life Insurance
	Document Detective: Life Insurance Policy Statement

	Chapter 14 Review and Activities
	What’s Your Financial ID?: Insurance Facts and Fiction
	Your Financial Portfolio: Comparing Life Insurance


	Chapter 15: Retirement and Estate Planning
	Ask Standard & Poor’s: Will Power
	Section 15.1: Retirement Planning
	Careers in Finance: Estate Administrator

	Section 15.2: Planning Retirement Income
	Standard & Poor’s: Global Financial Landscape: Mexico
	Document Detective: Projected Retirement Budget Worksheet
	Academic Connection: Language Arts

	Section 15.3: Estate Planning and Taxes
	Chapter 15 Review and Activities
	What’s Your Financial ID?: What is Your Personality?
	Your Financial Portfolio: Saving for Retirement


	Unit 4 LAB: Get a Financial Life!: Making Retirement Plans

	Unit 5: Business Ownership and Planning
	WebQuest Internet Project: Be Your Own Boss
	BusinessWeek: Finance File: Good Works—with a Business Plan
	Chapter 16: Types of Business Ownership
	Ask Standard & Poor’s: Business Ownership
	Section 16.1: Sole Proprietorship and Partnership
	Careers in Finance: General Contractor
	Document Detective: Application for Employer ID Number

	Section 16.2: The Corporation
	Standard & Poor’s: Global Financial Landscape: Netherlands
	Academic Connection: Marketing

	Chapter 16 Review and Activities
	What’s Your Financial ID?: What Kind of Business?
	Your Financial Portfolio: Setting Up a Partnership


	Chapter 17: Developing a Business Plan
	Ask Standard & Poor’s: Business Plan
	Section 17.1: A Plan for Business
	Standard & Poor’s: Global Financial Landscape: Greece
	Academic Connection: Social Studies/Marketing

	Section 17.2: Financial Management
	Document Detective: Job Description
	Careers in Finance: Bookkeeper

	Chapter 17 Review and Activities
	What’s Your Financial ID?: What’s Your Business Personality?
	Your Financial Portfolio: Planning for Success


	Chapter 18: Developing a Financial Plan
	Ask Standard & Poor’s: Financial Plan
	Section 18.1: Identifying Required Capital
	Standard & Poor’s: Global Financial Landscape: Russia
	Document Detective: Personal Financial Statement

	Section 18.2: Case Study: A Financial Plan
	Academic Connection: Language Arts
	Careers in Finance: Controller

	Chapter 18 Review and Activities
	What’s Your Financial ID?: Are You a Persuader?
	Your Financial Portfolio: Start with a Plan


	Unit 5 LAB: Get a Financial Life!: A Business is Born

	Unit 6: Business Finance Basics
	WebQuest Internet Project: Franchise Ownership
	BusinessWeek: Finance File: Cycling Back to the Future
	Chapter 19: Sources of Funding
	Ask Standard & Poor’s: Fast Cash
	Section 19.1: Analyzing Financial Needs
	Careers in Finance: Commercial Loan Officer
	Document Detective: Application for Business Loan
	Go Figure: A Home Equity Loan
	Standard & Poor’s: Global Financial Landscape: Estonia
	Academic Connection: Language Arts

	Section 19.2: Sources of Funding
	Chapter 19 Review and Activities
	What’s Your Financial ID?: Are You a Go-Getter?
	Your Financial Portfolio: Tanya’s Toys


	Chapter 20: Financial Accounting
	Ask Standard & Poor’s: The Accounting Cycle
	Section 20.1: The Accounting Cycle: The First Five Steps
	Careers in Finance: Accounting Teacher
	Document Detective: Income Statement

	Section 20.2: Financial Statements for a Business
	Academic Connection: International Finance/Math
	Standard & Poor’s: Global Financial Landscape: France

	Chapter 20 Review and Activities
	What’s Your Financial ID?: Do You Think Logically or Intuitively?
	Your Financial Portfolio: Income Statements


	Chapter 21: Managing Payroll and Inventory
	Ask Standard & Poor’s: Social Security and Medicare
	Section 21.1: Managing Payroll
	Careers in Finance: Purchasing Agent
	Go Figure: Gross Earnings and Overtime
	Academic Connection: Language Arts
	Go Figure: FICA Deduction
	Standard & Poor’s: Global Financial Landscape: Singapore
	Go Figure: Unemployment Taxes

	Section 21.2: Managing Inventory
	Document Detective: Paycheck Stub
	Go Figure: Average Inventory
	Go Figure: Inventory Turnover
	Go Figure: Number of Days in Stock

	Chapter 21 Review and Activities
	What’s Your Financial ID?: Stocking Up on Knowledge
	Your Financial Portfolio: Keeping Track of Inventory


	Chapter 22: Pricing, Costing, and Growth
	Ask Standard & Poor’s: Selling Price
	Section 22.1: Merchandise Pricing and Costing
	Careers in Finance: Chief Financial Officer
	Standard & Poor’s: Global Financial Landscape: Vietnam
	Academic Connection: Math
	Document Detective: Break-Even Analysis
	Go Figure: Break-Even Point

	Section 22.2: Planning For Growth
	Go Figure: Target Sales

	Chapter 22 Review and Activities
	What’s Your Financial ID?: Creative Thinking
	Your Financial Portfolio: Business Expansion Magic


	Unit 6 LAB: Get a Financial Life!: Growing a Business

	Appendix: Math Skills Builder
	Glossary
	Index
	Features Index
	Photo Credits


	Help
	Internet Link
	Previous Document
	Search
	Page Navigator
	Exit



