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Insurance Matters:
Protect yourself

Is your car legal? Who pays if you get sick or robbed? Nobody enjoys 
thinking about—or paying for—insurance. If you have an emergency, you’ll be 
glad you did.

How It Works
Insurance is like a life raft. You pay an insurance company 
monthly or quarterly premiums. Then, if something bad 
happens, such as a traffic accident, an illness, or an apartment 
fire, insurance helps you stay afloat financially. If nothing bad 
happens, the company keeps the money. 

A document detailing what your insurance covers is a 
policy. Most policies require a deductible, an amount you have 
to pay before the insurance kicks in. 

EXAMPLE: You chose car insurance with a $1,000 deductible 
and you’re involved in an accident. You’ll have to pay the first 
$1,000 to fix the car. The insurance company will pay the rest, 
up to the amount you’ve purchased. If you had chosen a $500 
deductible, you’d pay only the first $500, but your premiums 
would be higher.

TYPES OF CAR INSURANCE

Collision: Damage to your car, regardless of who caused the 
accident.

Comprehensive: Damage to your car not caused by an accident, 
such as theft, vandalism, and natural disasters.

Liability: Bodily injury and property damage to others, plus legal 
costs. State laws determine how much coverage you must have.

Medical: Medical expenses for everyone injured, regardless of fault.

Personal injury protection: Medical expenses for the insured driver, 
regardless of fault. 

Uninsured motorist: Damage to your car in an accident caused by a 
driver with no liability insurance. 

Underinsured motorist: Damage to your car in an accident caused 
by someone with insufficient liability insurance. 

Rental reimbursement: Car rental if your vehicle cannot be driven 
after an accident. 

ETT_EM_R1_R33_FinHndbk.indd   R32 2/2/10   10:05:26 AM



Personal Finance H
andbook

Types of Insurance 
Some types of insurance are useful to you now, but most can 
wait until you’re out of school and have more responsibilities.

Auto It’s illegal to drive in most states without basic liability 
insurance to cover property damage and injuries to others; some 
also require personal injury coverage for the driver. But you 
may want to buy more insurance than the law requires. Teenage 
drivers are involved in four times as many crashes as other age 
groups and are three times more likely to die in a traffic 
accident. Auto insurance helps pay the costs of injuries, car and 
property damage, and lawsuits. 

Health Even if you’re healthy, health insurance is a good idea 
at any age. It pays for hospitalization, surgery, exams, and other 
medical costs. Some employers pay part of the cost for 
employees and their families. Health insurance has deductibles 
and most plans require a small payment (co-payment, or 
“co-pay”) whenever you visit a doctor’s office.

Property What would it cost to replace everything you own: 
computer, TV, clothes, bicycle? If it’s more than you could 
afford, it should be insured against theft, fire, and other dangers. 
Renters insurance covers the contents of rented property and 
injury to visitors. Homeowners insurance covers a house, its 
contents, and visitor injuries. Separate insurance is needed for 
flood or earthquake damage. 

Other Insurance Life insurance provides financial support to 
loved ones when a person dies. Some types of life insurance 
offer lending or retirement income features. Disability insurance 
partially replaces income if you can’t work because of illness or 
injury. Long-term care insurance pays for care in nursing homes, 
assisted living facilities, or private homes when an elderly or 
disabled person can’t manage daily tasks.

INSURANCE TIPS

· Find out if the policy covers 
the amount it would cost 
you to replace the item 
 (replacement cost), or 
only the amount the item 
was worth before it was 
 damaged, lost, or stolen 
(actual cash value, or ACV).

· Read the fi ne print before 
signing a policy.

· Document your property 
with photos and keep 
receipts.

· To lower insurance costs:

· Shop to get the lowest 
premium.

· Maintain good credit.

· Drive a low-profi le car, 
not one that’s fl ashy or 
expensive to repair. 

· Drive safely and ask 
about discounts for 
“good students,” 
nonsmokers, 
nondrinkers, and good 
drivers.

· Get an education: some 
insurers charge less to 
customers with higher 
educational levels. 

· If your car is worth less 
than $1,000, consider 
dropping collision 
and comprehensive 
coverage—but not 
liability.

· Install safety and 
anti-theft devices 
(airbags, alarms).

· Buy several types of 
insurance from the same 
company to qualify for a 
multiple-policy discount.

Test Yourself

1. Stating What type of insurance covers a stolen car?

2. Determining Cause and Effect Why do you think most states require 
drivers to have liability insurance, but not collision or comprehensive?

3. Defining What is a deductible?

4. Listing What two disasters are not covered by renters or 
homeowners insurance?

5. Naming Name three ways to cut the cost of car insurance.
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