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6-1

Risk Assessment and $trategies

eoee

+ Explain the concept of risk.
+ List the three types of risk.
+ Explain what is meant by risk assessment.
« Discuss four risk strategies.

OUTCOMES

4 WHAT IS RISK?

Risk is the chance of injury, damage, or economic loss. Driving a car
and snow skiing are examples of behaviors that involve risk. When you
are driving a car, an accident with another car might occur. This accident
could cause personal injury and damage to the car. You might have an
accident while snow skiing, such as breaking your leg. There are many
types of risk you will face now and in the future. Some risks are avoidable
and have a small chance of happening. Other risks are unpredictable and
unavoidable. Some risky events may cause serious losses if they happen.

A loss refers to some type of physical injury, damage to property, or
absence of property or other assets. The loss might be personal in nature,
such as a broken leg or an illness. The loss could be damage or removal
of money or property. For example, you might lose money or property
as a result of theft. Losses could be major and could have a significant
effect on your future. Losing your job could mean that you cannot make
payments on your house or car. This event could cause you to lose your
house or have your car repossessed.

The likelihood of a risk actually resulting in a loss is called probability.
Just because you take a risk does not mean you will always suffer a loss, nor
does it mean you can always avoid a loss. You must decide whether or not
the risk and its possible outcome are serious. If the possible loss is serious,
you may be able to take steps to lessen the risk or the resulting loss.

Personal Risk

Taking personal risk means you could lose something of personal value

to you. For example, you might break your leg and then not be able to
participate in an activity you really enjoy. Some personal risks are necessary.
If you do not get out of bed in the morning, you can avoid many risks.
However, not getting out of bed also means you will accomplish little. If you
do not wear your coat and boots when it is cold and raining, you risk getting
wet and cold. This may increase your chances of getting sick. The costs and
outcomes of getting sick may not be serious if you are young and likely to
recover quickly. For some people who have chronic illnesses, however, this
personal risk must be taken seriously because the outcome can be deadly.

Chapter 6  Personal Risk Management

Copyright 2008 Thomson Learning, Inc. All Rights Reserved.
May not be copied, scanned, or duplicated, in whole or in part.




Risk of Financial Loss

Some risks will result in financial loss. Financial loss
refers to a cost in terms of money. The loss can be
big or small. Small possible losses should be assessed
differently from large possible losses. For example, if
you drive without a spare tire, you risk being unable
to change a flat tire. Driving without a spare tire could
be expensive if you have a flat and must pay someone
to help you. The money you could lose must be
compared to the cost of buying the spare tire. A large
loss might result from driving without car insurance.
If you get into an accident, the damage you could do
to another vehicle or property could cost thousands
of dollars. You might have to pay this money if you
have no insurance. In some states, drivers are required
to have insurance. If you drive without insurance,
you risk being caught and having to pay a fine.
Repeated offenses may result in losing your driver’s
license. Information about mandatory auto insurance
for Washington state is shown in Figure 6-1.1.

Risk of Financial Resources

Risk of future resources is a serious kind of risk;

it could jeopardize your future. With this type of
risk, more than current income is threatened. You
may lose your ability to earn in the future or assets
you acquire in the future. For example, you might
do something that causes an injury to another
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Snow skiing involves risk of personal injury.

person. That person might sue you and win a financial judgment. This

means that the court orders you to pay the person a

certain amount of
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drivers to have
automobile insurance.
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money. Because of the judgment, you could have your wages garnished
or your assets taken away. This type of risk has a very grave outcome
and should always be taken seriously.

4 RISK ASSESSMENT

The first step toward managing risks is assessing your risks. That means
identifying what the risks are and deciding how serious they are. When
you understand your risks and what you have to lose, you can make
better choices. You may be able to take action to protect yourself from
the serious outcomes that you could face.

To assess your risks, you must first understand them. Figure 6-1.2 shows
an example of risk assessment. It lists the types of risks faced by Sally
Edwards. It shows the probability of each risk, and each risk is rated in
terms of seriousness. Finally, the chart lists the worst that could happen
if the loss did occur.

4 RISK STRATEGIES

When the risk is serious, you will want to take some type of action to
protect yourself. There are a number of ways to do this, such as reducing
risk, avoiding risk, transferring risk, and self-insuring against risk.

Reducing Risks

The first strategy to consider is how you can lower the risk. Reducing risk
means finding ways to change actions or events so that your chance for
loss is less. For example, when you go snow skiing, you are taking a risk
of personal injury. To reduce that risk, you could take skiing lessons. You
could reduce your risk of financial loss by having health insurance to pay
for any injuries you might suffer.

Avoiding Risks
If you decide that you cannot effectively reduce risk and that the potential
harm is serious, you might choose to avoid the risk. Avoiding risk means

FIGURE 6-1.2

Probability of Seriousness Possible
RISK ASSESSMENT Occurrence Rating¥ Consequences
FOR SALLY EDWARDS
Losing my job Medium 10 Payments could be
missed.
Credit rating suffers.
Car accident Unknown 10 Personal injury
Lawsuit
162 Physical injury from Medium 3 Missed work time
I snowboarding Medical bills
, Having bike stolen Low 2 Have to buy new/
| ° used bike.

*1is a low risk; 5 is a medium risk; 10 is a high risk
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you stop the behavior or avoid the situation that leads to
the risk. In terms of snow skiing, you would choose not to
take part in that activity. This would avoid the risk of injury
from an accident.

Sometimes, however, avoiding the risk means that you
must not do things you really want or need to do. In this
case, you might consider other risk strategies.

Transferring Risks

When you face substantial risk that you cannot or do not
wish to reduce or avoid, transferring risk is a good idea.
You transfer the risk by buying insurance. The insurance
company pays for the loss should it occur. Thus, you are
transferring the risk of loss to the insurance company. For
example, you could buy a homeowner’s insurance policy
that provides coverage against theft. If items are stolen
from your home, you will be paid for the value of the
items taken.

The price you pay for insurance is called a premium.
The premium could be paid monthly, quarterly, semian-
nually, or annually. The premium is based on the possi-
ble loss to the insurance company. The more risk the
insurer must take, the higher the premium. Sometimes
the cost of the premium is very high, and you will look
for ways to reduce the cost of insurance. For example,
your homeowner’s insurance premiums might be lower
if you have a home security alarm system. Your car insurance premium
might be lower if you choose to drive a reliable family car instead of a
sports car.

© Comstock Images

Having a home security alarm system may
reduce premiums on homeowner's insurance.

Assuming Risks

When the risk of loss is not great or when the cost of transferring the
risk is too great in comparison to what you could lose, you might choose
to self-insure. To self-insure means to set aside money to be used in the
event of injury or loss of assets. Many people cannot afford to be totally
self-insured. However, self-insurance is a good way for many people to
assume responsibility for part of the risks they face. For example, you
could choose not to have full-coverage automobile insurance on an

old car. This will make your insurance premiums lower. If the car is
destroyed in an accident that is your fault, you must pay to buy another
car. However, your auto liability insurance would pay for damages to
others that you cause in the accident.

Another option is to choose policies with high deductible amounts.
The deductible amount is the money you must pay before your insurance
company begins to pay. You could choose to have a health insurance
policy with a high deductible. This would give you lower premiums. You
would pay from your self-insurance fund for doctor visits or other routine
care. However, if you have a serious illness that involves high medical
expenses, your insurance policy would pay these bills. This allows you
to assume the risk for small or routine expenses and have the insurance
company assume the risk for large expenses.

6-1 Risk Assessment and Strategies
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Reading speed affects how much material

you can read in a certain amount of time.
It also can affect how well you remember
or comprehend what you read. To be an
effective reader, you must read at a pace
that allows you to cover material quickly

and still comprehend what you are reading.
Use these strategies to help you be a more

effective reader:

+ Select reading material carefully. Choose

material that is likely to be of the most
value for your purpose for reading.

+ Preview the material before reading.

Do not skim or skip passages. Read every-

thing in a passage, chapter, or book.

E READING SPeeD

Read in the order the information is
presented.

Adjust reading speed to suit the material
chosen. Technical material or material
with a difficult vocabulary may require
slower reading. Summaries, review sec-
tions, or passages with easy vocabulary
allow faster reading.

Read groups of words at a time.

Use a pacer to focus your eyes on the
page. A pacer is a tool such as a pencil
or ruler that you move along under the
words being read.

Read in a quiet place where your
concentration will not be interrupted.
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6-1 REVIEW

6-1 Activity 1 Can You Recall?

Answer these questions to help you recall what you have read.
If you cannot answer a question, read the related section again.

What is risk?

What are the three general types of risk discussed in this chapter?
What is meant by risk assessment?

List four strategies for dealing with risk.

FoeN

6=1 Activity 1 Assessing Risks

% Everyone faces risks—personal risks, financial risks, and
resource risks. In this activity, you will think about some of
the risks you may face.

1. Create a chart with the headings shown below. In the chart, list four
risks that you face.

Probability of Possible
Risk Occurrence Results Ways to Reduce Risk

2. Estimate the likelihood of those events occurring. Add this
information to the chart.

3. Think about and list the possible results if the risk events should
happen.

L. Consider each possible risk that has serious consequences. List
what you can do to (a) reduce risks, (b) avoid risks, (c) transfer
risks, and/or (d) self-insure for the losses that you might suffer
as a result of the risks.

6-1 Review
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6-2

Income Protection

« Explain the need for health insurance and the
types of plans available.

- Describe types of coverage available in health
insurance plans.

- List ways you can lower costs and manage
health care spending.

-+ Explain the need for disability coverage and
the types of plans available.

« Explain the need for life insurance and types
of life insurance coverage.

OUTCOMES

4| HEALTH INSURANCE

Health insurance is a plan for sharing the risk of medical costs from
injury or illness. People need health insurance to help pay high medical
expenses. Many people cannot afford to pay medical costs without the
help of insurance. Some people have group health insurance bought
through their employers. Some people have individual policies.

Types of Plans

Three basic types of health insurance plans are available. Health insurance
plans have many characteristics in common. The better the coverage,

the higher the premiums will be. Some employers may pay for a part

of medical insurance premiums. However, employees are often asked to
pay part or all of the cost. This is because of high and rising costs for
health care.

FEE-FOR-SERVICE PLANS
A fee-for-service plan allows patients to choose doctors and other providers
for medical services. The insurance policy has a deductible. The insured
pays expenses equal to the deductible amount. Then the insurance
company pays a percent, such as 80 percent, for covered services. The
insured must pay the remaining amount. For example, if a policy has a
$150 deductible, that means the insured must pay the first $150 of medical
expenses. Then the insurance company starts paying for part of the
amount above the deductible.

A fee-for-service plan is often called unmanaged care. This type of
coverage is often more expensive than managed care plans that offer
fewer choices of doctors and other care providers.
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PREFERRED PROVIDER ORGANIZATION PLANS

A preferred provider organization (PPO) is a group of health care providers
(doctors, hospitals, clinics, and labs) that work together to provide health
care services. Patients choose caregivers from approved lists. Lists include
doctors, hospitals, clinics, and labs that will bill the PPO for services. If you
use a doctor or medical facility that is not on the approved list, the plan
may pay reduced benefits or no benefits. Thus, you should review the list
of approved caregivers and facilities when considering a PPO. The PPO
plan usually has a co-pay. A co-pay is an amount you must pay each time
you use a medical service. Co-pays are often $15 to $30 per visit.

HEALTH MAINTENANCE ORGANIZATION PLANS

A health maintenance organization (HMO) is a managed care group plan
that has prepaid medical care. HMOs usually have their own facilities
(clinics and hospitals) and offer a full range of services. Patients must
choose doctors on the HMO staft, including one doctor to be the primary
care doctor. To see a specialist, patients must get a referral from the
primary care doctor. HMOs usually do not have deductibles. Patients

pay a co-pay for each visit.

BeinG Uninsurep
In AMERICA

According to the U.S. Census Bureau,

45.8 million Americans did not have health
insurance in 2004. That number is about
15.7 percent of the total population.' Those
numbers are growing every year.

The percentage of working-age
Americans with middle-range incomes
without health insurance rose to 41 percent
in 2005.2 Many people who are not insured
have problems paying medical bills. They
do not have insurance companies with
negotiated rates and contracts, so they
pay higher fees than patients who have
insurance.

The term working poor refers to
Americans who spend some time working
but whose incomes fall below the poverty
level. Many of these people have no health
insurance benefits. They do not make

enough money to pay for health insurance.
They do not have enough money to access
adequate medical care. These people

often work for an hourly rate at less than
full-time jobs.

The uninsured often do not get
adequate health care. They do not get
regular screenings or checkups. They
often do not take needed medicines
because they cannot afford to buy them.
Many of these people have chronic health
conditions, such as asthma or diabetes.

When you begin to work and support
yourself, make having health insurance a
priority. This should be an important goal in
your financial plan. Having health insurance
is a good way to protect against loss from
medical expenses and to be sure you can
afford the medical treatment you need.

! Carmen DeNavas-Walt, Bernadette D. Proctor, and Cheryl Hill Lee, U.S. Census Bureau, Income, Poverty, and Health
Insurance Coverage in the United States: 2004 (Washington, DC: U.S. Government Printing Office, 2005), p. 16.

2 MSNBC News Services, "Many Middle-Income Americans Lack Insurance," April 26, 2006,
http://www.msnbc.msn.com/id/12480260/ (accessed May 8, 2006).
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An advantage to HMOs is their emphasis on preventive care. Preventive
care includes routine physical exams and wellness programs. The goal is
to help keep people healthy. Examples of preventive care include regular
exams, dietary counseling, and a focus on healthy living.

Many health plans have call-a-nurse programs. A skilled nurse is
available by phone to answer health-related questions. This service helps
people make good choices regarding health care. Some health plans also
have education programs to inform people about ways to stay healthy.

Types of Health Coverage

Several types of health insurance plans are available. Some plans provide
coverage for basic health care. Other plans provided coverage for serious
injury or illness. Plans to help pay for dental and vision care expenses are
also available.

BASIC HEALTH CARE

Basic health care coverage includes medical, hospital, and surgery services.
It pays for doctor fees, office visits, and lab work. Approved hospital costs
and surgeries are also covered. Cosmetic and elective surgeries are usually
not covered. Elective surgery is surgery you choose to have that is not
medically necessary. A face-lift to improve appearance and laser eye surgery
to improve vision are examples of elective surgery.

MAJOR MEDICAL

Major medical coverage protects against very serious injury or illness.

It pays for services beyond basic health care. The coverage often goes
to $1,000,000 or more. Examples of procedures covered include bone
marrow transplants, organ transplants, and other care that often costs

$500,000 or more.

DENTAL AND VISION

Many group plans provide dental coverage. Dental plans often have
deductibles and co-pays. They may have a total yearly benefit, such as
$2,000. A typical plan includes services
such as exams, x-rays, and fillings. Other
services, such as crowns, bridges, and
braces, often are covered at a lower rate
or not at all. Cosmetic dental work is
usually not covered.

Vision coverage often provides for
an eye exam and part or all of the cost
of glasses. The insurance pays for lenses
and frames and may even allow for pre-
scription sunglasses. Some policies cover
the cost of contact lenses, but often on a
limited basis.

CATASTROPHIC ILLNESS
Catastrophic illness policies provide pro-
tection should you get cancer or some

© Getty Images/PhotoDisc

Health insurance plans often include vision coverage. other disease or condition that might

cost hundreds of thousands of dollars
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to treat. If you have a family history of such a disease, you may not be
able to get the insurance. You should buy this type of policy (and all
policies) only from a well-known, reputable company. These kinds of
policies are sometimes sold as scams. When you try to collect, you find
that the company will not pay or no longer exists.

Managing Costs

The cost of health care is rising rapidly, making it difficult to pay rising
premiums. Patients are paying higher co-pays and deductibles. Types of
services provided are being limited. The cost of medicines is also rising.
Many people are concerned about finding ways to manage the costs of
health care. Whenever possible, patients should make sure medicines
and treatments will be covered by their insurance before agreeing to use
them. Some alternative or experimental treatments or medicines may not
be covered.

DEDUCTIBLES AND CO-PAYS

When deductibles and co-pays are higher, premiums are often lower.
Having higher deductibles and co-pays is one way to reduce health
insurance premiums. Money must be set aside, however, to pay for
expenses up to the deductible amount.

STOP-LOSS PROVISIONS

A stop-loss provision provides 100 percent coverage after a certain amount
of money has been paid for medical expenses. For example, a policy may
have a $5,000 stop-loss provision. This means that when you have paid
$5,000 in deductible plus coinsurance payments in a year, your covered
expenses are then paid at 100 percent. This amount is paid rather than the
80 percent or other rate the insurance company would otherwise pay. A
stop-loss provision is a good feature to have in a health insurance policy.

HEALTH SAVINGS ACCOUNTS
A health flexible spending arrangement (FSA) allows people to set aside
money to pay for qualified medical expenses. The money set aside is
not included in the amount on which federal income taxes are paid. The
plans are often set up by employers
as an employee benefit. Deductions
are made from the employee’s pay

to fund the account. The employer
may also contribute. The employee
files claims to be paid from the account
for qualified expenses. Amounts not
used by the end of the year are
forfeited.

A health savings account (HSA)
may also be set up individually rather
than through an employer. This
account is available to people with
large deductibles, such as $1,000, on
health care plans. The account holder
puts money into an account (pretax).

The money is then used to pay med- Medical emergencies can be very expensive.
ical expenses. This reserve of money

© Getty Images/PhotoDisc
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Being unable to work for a long time can cause financial
hardship.

is a form of self-insuring with a tax benefit. Money not used in one year is
carried forward to the next year and continues to grow tax-free. The major
advantage of this type of plan is that people manage their own health
care dollars.

] DISABILITY INSURANCE

Disability insurance provides money to replace a portion of normal
earnings when the insured is unable to work due to an injury or illness
that is not job-related. (If a person is injured at work or becomes ill
because of work conditions, workers’ compensation provides coverage.)
If the disability is temporary, short-term disability insurance provides
coverage. When the disability is for a longer period, long-term disability
insurance provides coverage.

Short-Term Disability Insurance

Short-term disability insurance usually begins after a waiting period of
30 days. The disabled person receives a portion of regular pay (such
as 75 percent) for a short period of time. This time usually is 6 months
to 2 years.

Short-term disability insurance can be offered as a group policy.
This type of coverage may be provided through an employer-sponsored
health plan. It can also be bought as an
individual policy. The coverage would
likely be a part of a comprehensive
health care package.

Long-Term Disability
Insurance

Long-term disability coverage usually
begins in 6 months to 2 years. It
continues until retirement. It pays a
percentage of regular pay, such as

60 percent. The smaller the payment
percentage, the lower the premium
will be. Premiums are based on the
age of the employee and his or her
salary. This insurance may be provided
through an employer. Individual policies
can also be purchased.

© Getty Images/PhotoDisc

4 LIFE INSURANCE

Life insurance pays money when the insured person dies. The purpose
of life insurance is to provide money to a beneficiary, the person desig-
nated to receive money. Some types of life insurance also build cash
value, acting as a form of savings plan. Some reasons why people buy life
insurance follow:

0 To pay off a home mortgage and other debts at the time of death
o To provide money for a spouse and children to maintain their lifestyle
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To pay for education for children

To make charitable bequests at death

To accumulate savings

To pay inheritance and estate taxes

To provide cash value that can be borrowed later

O O 0 0o

Two common types of life insurance are term and permanent. Term life
insurance provides a death benefit only. It does not build cash value.
Permanent insurance provides a death benefit and builds cash value. An
annuity can also be a type of life insurance policy. It may provide a death
benefit, but it is really a type of investment plan.

Term Life Insurance

Term life insurance is a policy that provides a death benefit. It is in
effect for a specific period of time, such as 20 years. The insured must
continue to pay premiums to keep the policy in effect. When the time
period is over, the policy is no longer in effect. Term insurance is also
called pure insurance because it does not build a cash value. If you have
a 20-year term policy, you will have life insurance for 20 years. If you die
within that time, the policy pays the stated sum, called the face value,

to the beneficiary. If you do not die during the 20-year term, no insurance
protection remains at the end of the term.

Renewable term insurance is life insurance that can be renewed every
year or for some other time period. The insured has the right to renew the
policy until reaching a certain age, such as 93 or 95 years. The age limit
can vary by the company and the type of policy. At each renewal, the
premium goes up (because the risk of death increases).

With decreasing term insurance, the amount of coverage goes down
each year. The premium remains the same. This type of insurance
recognizes that as time goes by, the need for insurance is less. This may
be because children are now adults, debts such as a home mortgage are
paid, and there are fewer needs for the insurance benefit.

With level term insurance, the death benefit does not change. However,
the cost of the premiums goes up each year. This is because the policy-
holder gets older, and the risk of death is greater.

An advantage to term insurance is lower premiums than for a perma-
nent policy. A disadvantage to term insurance is that it does not build
cash value that can be withdrawn or borrowed against. However, the
policyholder could invest the amount saved on premiums. The money
invested would likely grow at a faster rate and result in more savings
than the cash value of a permanent policy.

Permanent Insurance

There are several types of permanent life insurance. Permanent life
insurance provides a death benefit and builds cash value. When a life
insurance policy has a cash value, the insured can borrow against the
policy. With some policies, the insured can cash in the policy. This means
that the policyholder will receive the cash value of the policy, and the
insurance benefit will no longer be in effect.

WHOLE LIFE
A common type of permanent insurance is called whole life insurance. It
is also known as straight life or ordinary life insurance. The insured pays
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Life insurance can provide benefits for children when a parent dies.

premiums as long as the policy is in effect. There is usually an age limit,
such as 93 or 95 years, for how long the policy will remain in effect. The
policy pays the face value to the beneficiary at the death of the insured.
Life insurance benefits are not taxable to the beneficiary.

The amount of the premium depends on the age of the insured at
the time the policy is purchased. The premium is high enough to pay
for the death benefit and also to add to the policy’s cash value. The cash
value can be borrowed against by the insured. This type of loan does
not have to be repaid, but it lowers the death benefit when the insured
dies. The insured can choose to repay the loan.

LIMITED-PAY LIFE

Limited-pay life insurance is a policy on which the insured pays premiums
for a limited period of time, such as 20 years. At the end of the period,
the policy is paid up. The insured pays no more in premiums, but the

life insurance remains in effect until the age limit of the policy. The policy
will pay the face value when the insured dies as long as it is in effect. This
type of life insurance also builds cash value.

UNIVERSAL LIFE

Universal life insurance provides a death benefit. However, the premium
and death benefit are not fixed. The policyholder can change the death
benefit and the premiums during the life of the policy. The advantage
of this type of plan is that it allows the policyholder to adjust the death
benefit and premiums to fit changing needs.

VARIABLE LIFE

Variable life insurance is a form of permanent insurance that provides a
death benefit and builds cash value. The premiums are fixed. Part of the
premium is invested in securities chosen by the policyholder. The rest
of the premium is used for life insurance. The advantage of this type of
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policy is that the insured can decide how part of the premiums will be
invested. The disadvantage is that the death benefit can vary depending
on how well the investments do. However, a minimum death benefit is
often guaranteed. Also, the insured cannot withdraw the cash value of
the policy.

Group Life Insurance

When a life insurance policy is purchased through an employer or an
organization, this is called group life insurance. Group life insurance
has much lower premiums than individual policies. Individual policies
are more expensive because there is more risk to the insurance company.
With a group policy, a large number of people are insured. This lowers
the risk to the insurance company and thus provides better coverage at
lower prices.

Sometimes life insurance policies are portable. Portable insurance
can be taken with you when you leave your job. In other words, the group
policy becomes an individual policy at the same premiums. Having this
feature makes it possible for people who would not otherwise qualify to
have life insurance.

Success :

- 1
ﬂﬂlls DEALING WITH PeoPLe
IN DIFFICULT SITUATIONS
Whether you in a meeting, at a sporting the person. Try to keep the goodwill of the
event, or at a family gathering, you may find person and continue the activity in spite
yourself in a situation in which someone is of the person's poor behavior.

causing problems. Usually the problem is
about attitude. One person does not want to
cooperate or go along with the group activity.
Instead, she or he wants to disrupt and ruin
the activity for others.

Regardless of who the person is, there
are some techniques for dealing with people
in difficult situations that work for every-
one. Listen to what the person is saying,
and repeat the concerns. Meeting the

|

|

|

|

|

|

|

|

|

Strategies for dealing with people in person in a private setting to discuss the !
difficult situations start with focusing on issues may be helpful. Ignoring a problem :
the person causing the problem. First, does not make it go away. Deal with the I
consider who the person is. The person issues head-on. This is a good way to keep I
may be someone you do not have to see the problem from getting worse. Ask the I
or deal with beyond the current situation. person to explain his or her position or I
If this is the case, the best option may be situation. Ask for suggestions about how I
simply to ignore the person's negative the problem could be resolved. Talk to I
comments or bad behavior and continue others affected by the behavior. Find |
with the activity. Is the person a customer, out what changes they would like to see. 1
a neighbor, or a relative? If so, this should Bringing the situation to the front and I
affect how you will approach the situation. dealing with it is often the best way to !
You may have no choice but to deal with resolve it. :
|
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6-2 REVIEW

6-1 Activity 1 Can You Recall?

Answer these questions to help you recall what you have read.
If you cannot answer a question, read the related section again.

Why do many people need health insurance?
What types of health insurance plans are available?
Describe the types of coverage available in health insurance plans.

What are some things you can do to help manage health care
costs?

5. What is the purpose of disability insurance? How is short-term
disability insurance different from long-term disability insurance?

6. List some reasons why people buy life insurance.

7. What is the main difference between term and permanent life
insurance?

8. What is the face value of a life insurance policy?

9. Why are premiums for a group life insurance policy lower than for
an individual life insurance policy?

FOoN -

6-1 Activity L Income Protection

You should consider several factors when deciding what type of
insurance to buy. Read the following situations, and identify the
type of insurance or insurance plan feature you think is right for
each one.

1. You want a health insurance plan that will have low premiums
and will allow you to self-insure for routine medical costs. What
insurance plan feature should you request?

2. You want a health insurance plan that will pay 100 percent of
covered medical expenses after a certain amount of money is paid
toward medical expenses. What feature should you request?

3. You want a health insurance plan that will provide coverage should
you get cancer or some other disease or condition that might cost
hundreds of thousands of dollars to treat. What type of policy
should you buy?

L. You want a life insurance policy on which the premiums will be as
low as possible for the next 10 years. What type of insurance should
you buy?

5. You want to choose how part of the premiums you pay for life
insurance will be invested. What type of policy should you buy?
What risk do you face with this type of plan?
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6. You want a life insurance policy that will stay in effect for 10 years
after you retire. However, you do not want to pay premiums after
you retire. What type of policy should you buy?

7. You are considering whether to buy a whole life or a term life
insurance policy. The death benefit will be the same for each policy.
The premiums for the whole life policy will be $600 per year. In
40 years, you will be able to withdraw the cash value of $50,000
from the policy. The premiums for the 40-year term policy will be
$200 per year. You can invest the money you save on premiums.
You will receive an average annual return of at least 6 percent on
the money you save for the next 40 years. Which option would
you choose? Why?

6-2 Review
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6-3

Property Protection

+ Explain the need for homeowner's insurance
and the types of coverage provided.

-+ Explain the need for renter's insurance.

+  Explain the need for automobile insurance and
the types of coverage provided.

 Describe the purpose of an umbrella policy.

OUTCOMES

4 HOMEOWNER’S INSURANCE

A homeowner’s policy protects the policyholder from risk of loss in
the home. It covers the building and its contents. This includes personal
property, such as furniture, appliances, clothing, and home decorations.

Types of Coverage

Policies can be purchased that provide fire insurance only. Most home-
owners choose more than just protection from fire. Homeowner’s insurance
typically includes three types of coverage. This coverage is for fire and
other hazards, criminal activity, and personal liability.

Read the homeowner’s policy carefully to see the types of items
and risks that are covered. Expensive items such as jewelry, furs, antiques,
computers, and rare coins may not be covered or may have limited coverage.
Earthquake, hurricane, and flood protection often is not included. A special
provision, called a rider, can be purchased to provide more coverage for
expensive items or special risks.

FIRE AND OTHER HAZARDS
Fire, water, wind, and smoke can damage a house and its contents.
The risk of this type of loss is unpredictable, and the consequences
can be very serious. For example, if your house burned and you had
no insurance, you would still owe a mortgage payment, but you would
have no house to live in. For this reason, you may be required to have
insurance as part of a mortgage agreement.

Protection extends not just to your home but to a garage or shed,
trees, plants, shrubs, and fences. The policy might also cover costs of
lodging while your house is being repaired.

CRIMINAL ACTIVITY
Your house could be broken into, vandalized, or suffer damage as a
result of other criminal acts. You may not be able to prevent these things
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from happening. However, you can reduce the risk
by locking windows and doors. You might also get
a security alarm system and put your lights on a
timer. This type of risk is unpredictable, and the
consequences can be expensive.

PERSONAL LIABILITY

If someone is injured on your property, you are
responsible for her or his injuries. For example, a
guest may break his leg while getting into your hot
tub. Your homeowner’s policy would pay medical
and other costs.

ACTS OF NATURE

Some areas of the country can have hurricanes, floods,
volcanoes, and earthquakes. These acts of nature

can do a great deal of damage. Sometimes a private
insurance company will provide coverage for these
risks (at high premiums). You may also be able to
buy insurance from the federal government to cover
these risks. If you live in an area where you could
suffer this type of loss, you should consider buying
this type of coverage.
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Home Inventory

Before buying a homeowner’s policy, read it carefully | Homeowner's insurance protects you from losses
to see how you will be paid for damages. You may as aresult of fire.

be paid for the replacement cost of an item or for the

actual cash value of the item. The payment depends

on the language in the insurance policy. To ensure that you will be

able to replace stolen or damaged items, choose a policy that covers

replacement costs.

When items are stolen from your home or destroyed or damaged, you
must file a claim with the insurance company in order to be paid for the
items. Could you name all the items in your home if it was destroyed by
fire? Do you know the value of all the items? Many people would not be
able to give an accurate record of home items from memory.

To be prepared in case you need to file a claim, you should create
a home inventory. The inventory should list all the items of value in your
home. Ideally, the inventory should include the number of items, when they
were purchased, and the original cost. Record as much of this information as
you can. Attach any receipts that you have for expensive items. Record serial
numbers for items such as appliances and computers. The inventory should
include a place to list the replacement cost of the item. That amount can
be added just before a claim is filed so the price is current. Figure 6-3.1
on page 178 shows part of a home inventory. You may want to list items
in alphabetical order; by room location; or by type, such as appliances,
furniture, and so on. You may also want to take pictures of or videotape
each room in your home to document the items it contains.

Once the inventory is complete, store it in a safe place, such as a
fireproof box or a safe deposit box. You could also keep a copy at a
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FIGURE 6-3.1 [ A [ 8 | c g E
This bome inventory L2 HOME INVENTORY
) 2 Updated June 1, 20--

was created using B3
spreadsheet software. T Item Number Date Original Replacement

5 Description of tems Purchased Cost Value

| 6_Air cleaner 2 2/12/2008 $110.78

7 | lonic Pro Model CA-5008

| 8 |China, place setting including dinner B 5/25/2000 $114 85

| 9 | plate, salad plate, cup, saucer,

10| and bread plate. Pattern: Royal

11| Albert Old Country Roses

112 |Computer monitor, 17-inch flat panel 1 3/18/2003 $635.25

13| ViewSonic Model VAT000

|14 |Sofa, Brown leather, 83 inches long 1 4/5/2006 $2,150.48

15| Brand: Ethan Allen #28945

15_iTeIevision, color, flat panel, 23 inches 1 4/23/2008 $989 56

117 | Sony Model KLV S23A10

18| Serial # 700 4690

19

relative’s home. Update the inventory regularly. Keeping the inventory
in a spreadsheet or database program makes it easy to update. Special

programs for creating home inventories are also available.

Reducing Costs

As with medical insurance, you can choose higher deductibles and
save money on your property insurance. Of course, this means you

are assuming more risk. Some people get discounts because they add

security systems or have other features that reduce the risk to the

insurance company.

Technology
Comer

Consumers can shop online for almost

any product or service. Insurance is no
exception. When you are looking for
property or income protection, the Internet
is a good place to begin.

Many insurance companies have Web
sites. Consumers can fill out applications
and submit them online. In many cases,
rate quotes are received in a few minutes.
Consumers can compare prices of policies
from different companies. They can buy

BUYING
URANCE onLine

insurance directly online and be assigned
an online agent. Some companies also
allow policyholders to file claims using the
Internet.

Because consumers do not deal
with an agent in person, the cost of these
policies may be lower. Before buying
insurance online, do research to be sure
that the company is reputable and that
you can count on it should you need to
file a claim.
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4| RENTER’S INSURANCE

Renter’s insurance protects renters from the risk of losing personal
property. Loss could occur from fire, smoke, theft, freezing, water damage,
or other hazards. A renter’s policy covers the cost of repairing or replacing
personal property. As with a homeowner’s policy, check carefully to see
what items and risks are covered. Check to see whether the policy pays
replacement costs or actual cash value. Purchase a rider if you need
coverage for very expensive items, such as jewelry or fine art. Prepare
an inventory of items to use if a claim must be filed.

As a renter, you are responsible for the inside of the apartment or
house. If someone is injured, renter’s insurance will pay for medical
costs. Renter’s insurance also protects your property in your car or at
work. Renter’s insurance is not expensive. It is a low-cost way to protect
against loss of your personal property.

4| AUTOMOBILE INSURANCE

When you drive a car, there are serious risks to people and property. All
states have financial responsibility laws. These laws require drivers to be
prepared to pay for damages caused to others. One way to do so is to
have automobile insurance. Automobile insurance protects the owner
of a car from losses as a result of accidents. The cost of car insurance
depends on many things, such as the model and style of car and the
age and driving record of the insured.

If your car is stolen or you are in an accident, call the police right
away. Get a copy of the theft or accident police report for use in filing
a claim. Call your insurance company to begin the claim process. If your
car is damaged but can be driven, you may be required to get estimates
for the repair work.

Types of Coverage

If you have all of the following
types of coverage, you have full
coverage on your automobile.
Unless you have a car loan,
however, you are not required
to have full coverage.

LIABILITY

Liability coverage protects
against loss as a result of injury
to another person or damage to
that person’s property. It pays
nothing for the insured person’s
own losses. Liability coverage
is usually expressed with three
numbers, such as 100/300/50.
The 100 stands for how much

will be paid for injuries to Renters can buy insurance to protect their personal belongings.
one person ($100,000). The

© Getty Images/PhotoDisc
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300 stands for the total that will be
paid for all people in an accident
($300,000). The 50 stands for how
much property damage will be paid
($50,000).

COLLISION

Collision coverage protects you from
damage from being hit by another car
or rolling over. It will pay for damage
to your car if you are at fault. Collision
coverage usually has a deductible. The
deductible may be from $50 to $1,000.
The higher the deductible, the lower
the premium.

© Getty Images/PhotoDisc

Automobile insurance protects you from serious potential loss. Some states have no-fault insurance

laws. Under no-fault laws, your auto
insurance company will pay for your damages (up to your policy limits),
regardless of who was at fault for the accident.

COMPREHENSIVE

Damage to your car from causes other than collision or rolling over is
provided by comprehensive coverage. Examples of this damage include
fire, theft, hail, water, falling objects, and vandalism. This insurance also
has a deductible that can save you money in premiums.

PERSONAL INJURY

Personal injury protection pays for medical, hospital, and funeral costs of
the insured, that person’s family, and passengers. Discounts are available
if you have airbags and other safety devices to reduce injuries.

UNINSURED/UNDERINSURED MOTORIST

When another person is driving while uninsured or without enough
insurance (underinsured) and causes an accident, this insurance pays your
costs. In other words, the other driver is at fault in an accident with you.
This driver has no insurance or not enough insurance. Your policy will
then pay your damages. This insurance also covers you when you are a
pedestrian and get injured by an uninsured vehicle.

TOWING/RENTAL CAR

Full coverage often provides for towing charges when your car is not

in running order. While your car is being fixed, your insurance may also
cover the cost of a rental car. These types of coverage cost extra, but the
premiums are fairly low compared to other types of coverage.

Reducing Costs

As with other types of insurance, the higher your deductibles, the lower
the premiums. Other things you can do to lower car insurance costs include
the following:

© Take driver training classes.

© Maintain a good driving record.

© Buy more than one insurance policy (both homeowner’s and
car insurance) from the same company.
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Get good grades in school.

Have a car with a high safety rating.
Install security devices on your car.
Always pay your premiums on time.

o 0 00

You can also do other things to reduce risks. Drive while rested instead
of when you are tired. Keep your car properly serviced to help prevent
breakdowns. Avoid heavy traffic situations or driving in bad weather.

4 UMBRELLA INSURANCE

An umbrella policy provides coverage in addition to car and home
insurance. It protects you from catastrophic losses. Policy limits are often
$1,000,000 or more. Umbrella insurance pays for accidental injuries caused
to other persons while you are driving or in your home. It protects you
from extraordinary losses. For example, you may be in an accident in
which costs for another person’s injuries exceed $500,000. This amount
might be more than is covered by your liability car insurance.

An umbrella policy is so named because it provides coverage above
your other policies. You must have liability coverage on your home and
car. When payment limits are reached on those policies, the umbrella

policy takes over.

Most states have financial responsibility
laws. These laws may require that drivers
be insured or that they be able to pay for
damages caused to others. The minimum
coverage required in many states is liability
insurance. Liability insurance protects
others from the results of negligence.

In spite of legal requirements, many
people drive without insurance. Some cite
the high cost of insurance as their reason.
Others say that they are unable to buy
reasonable coverage and they have to drive
to get to work and other places they must
go. There are so many uninsured motorists
that drivers can buy extra coverage to
protect against losses from an accident with
one of them. Driving without insurance or
without being able to pay for damages you
cause to others is unethical.

When you injure another person in
an accident, you can be sued for damages.
Sometimes people demand money even
though they have not been injured. They
fake injuries in order to get money from the
insurance company. This practice is both
illegal and unethical.

There are people who stage accidents,
causing your vehicle to rear-end theirs.
When you hit another car from the rear,
you are presumed guilty in many states.
Always drive very carefully. Leave lots of
room between you and the car in front
of you. Defensive driving is a type of driving
skill that helps you be aware of other
vehicles and what might happen in traffic
situations. Taking a defensive driving course
can help to lessen the risk of loss from
automobile accidents.
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6-3 REVIEW

6=3 Activity 1 Can You Recall?

Answer these questions to help you recall what you have read.
If you cannot answer a question, read the related section again.

1. What is the purpose of homeowner's insurance?
2. Explain the provisions of homeowner's policies.

3. Why do renters need renter's insurance? How is renter's insurance
different from homeowner's insurance?

4. Why should renters and homeowners prepare a home inventory?

5. Why do drivers need automobile insurance? What are the basic
types of automobile insurance coverage?

6. What is the purpose of an umbrella policy?

6=3 Activity I Auto Insurance Quotes

Prices for auto insurance vary depending on the company,

the age of the driver, the type of vehicle, and other factors.
Descriptions of two drivers follow. For each driver, get an annual
quote for full-coverage auto insurance. To find quotes, call a local
insurance agent. ldentify yourself as a student, and ask for a
typical price for the driver described. You might also be able to
find price quotes at insurance company Web sites.

Driver A

Sheila Roberts is 18 years old. She makes good grades in school
and has taken a driver training course. She has had no auto
accidents or tickets. The car she will drive is a 4-year-old midsize
sedan in good working order. The car is owned by her parents.
Sheila wants to be added to her parents' auto policy.

Driver B
Joe Chung is 19 years old. His college grades are a C average, and
182 he has not taken a driver training course. He has had one traffic
- ticket for speeding. The car Joe will drive is a 2-year-old sports
| car. He owns the car. Joe wants to have his own insurance policy
- (not to be added to his parents' policy).
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Do you like to develop creative programs or multimedia games? Is creating
Web pages your hobby? Are you the person friends come to with software
or hardware questions? If the answer is yes, a career in information tech-
nology might be right for you. Jobs in this area are varied. Some workers
create Web pages, games, or programs. Others design networks and over-
see their use. Many equipment installers and repairers are also needed in
this career area.

Jobs in this career area are found in government, education, and
businesses. The need for jobs in information technology is expected to
grow in the next several years. The outlook varies somewhat by job.

Skills Needed

Some of the skills and traits needed for a career in information technology
include the following:

o Computer/technology skills © Science skills
© Communications skills © Decision-making skills
© Math skills © Problem-solving skills

Job Titles

Many jobs are available in information technology. Some job titles for this
career area include the following:

© Animator o Computer support © Network

o Computer specialist administrator
programmer o Database administrator © Technical writer

© Computer software ~ © Graphic designer 0 Telecommunications
engineer (Web designer) equipment installer

Explore a Job

1. Choose a job in information technology to explore further. Select a
job from the list above, or choose another job in this career area.

2. Access the Occupational Outlook Handbook online. A link to the site
is provided on the Web site for this textbook.

3. Search for more information about the job you selected to answer
these questions:
© What is the nature of the work this job involves?
0 What is the job outlook for this job?
0 What training or qualifications are needed for this job?
0 What are the median annual earnings for this job?

mson Learning, Inc. All Rights Reserved.
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REVIEW

Summary

© Everyone takes risks that have potential consequences that may be
serious. Risks may involve personal or financial loss.

0 Risk assessment is the process of identifying risks, their probability,
their seriousness, and how to handle them.

0 Risk strategies include reducing risk, avoiding risk, transferring risk,
and assuming risk.

© Income protection is provided by health insurance, disability insurance,
and life insurance.

© Health insurance can be purchased as a fee-for-service, PPO, or HMO
plan.

o Types of health coverage include basic health care, major medical,
dental and vision, and catastrophic illness.

© There are many ways to manage health care costs, including use of
deductibles, co-pays, and health savings accounts.

© Disability insurance can be short-term (usually 6 months to 2 years) or
long-term (to retirement).

0 There are two basic types of life insurance: term and permanent.

o Term life insurance provides a benefit at the death of the insured.
Permanent life insurance provides a benefit at the death of the insured
and also builds cash value.

© Property insurance is for home and automobile protection.

© Homeowner’s insurance covers fire and other hazards, criminal
activity, and personal liability. Renter’s insurance provides similar
coverage on the contents of a home but not on the structure. It also
includes liability protection.

© Automobile insurance may include liability, collision, comprehensive,
personal injury, and uninsured/underinsured motorist coverage.

© Having high deductibles on policies and taking actions to reduce risks
can help lower costs for all types of insurance.

© An umbirella policy protects you after your homeowner’s or car insurance
has paid the maximum amount.

Key Terms
automobile health insurance probability
insurance homeowner’s policy renter’s insurance
184 beneficiary life insurance risk
co-pay loss self-insure
deductible permanent life stop-loss provision
’ disability insurance insurance term life
. © face value portable insurance insurance
group life insurance premium umbrella policy
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ACTIVITY 1
Review Key Terms

Use the key terms from Chapter 6 to complete the following sentences:

1.

10.

11.

12.

13.

14.
15.

16.

17.
18.

19.

20.

21.

Life insurance purchased through an employer is called

The monthly, quarterly, semiannual, or annual payment for insurance
is the

The s the amount you pay before insurance starts to pay.

A type of life insurance that provides a death benefit but no cash
value is called

provides money to a beneficiary at the death of the
insured.

Insurance to protect a tenant’s possessions is called

The stated sum, or " is the amount payable at the
death of the insured.

Coverage for catastrophic expenses, in addition to car and home
insurance, is provided by a(n)

_ provides income protection when you cannot work
due to illness or injury.

Insurance you can convert to an individual policy when you leave
your job is called

Property insurance to protect the owner of a residence is called

a(n)

_ protects the owner of an automobile for damage to
the car and its occupants, as well as to other cars and their occupants.

The person to whom the face value of an insurance policy is paid is
the

Physical or monetary injury is called

The chance that a personal or economic loss might happen is known
as

The amount a patient pays each time for using a medical service
is called the

is a plan for sharing the risk of medical costs.
Life insurance that provides a death benefit and builds cash value is
called
The likelihood of risk actually resulting in a loss is known
as
Whenyou | you set aside money to be used in the
event of injury or loss of assets.
An) s a feature of a health care plan that provides
100 percent coverage after a certain amount of money has been paid
for medical expenses.
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ACTIVITY 2
Math Minute

1. Takashi Chan has health insurance that pays 80 percent of covered
charges after a $150 deductible. He received a statement for $350 of
covered charges. How much will Takashi have to pay?

2. Merl Jones has health insurance that pays 80 percent of covered
charges after a $500 deductible. There is a stop-loss provision of
$5,000. The insurance company has paid $16,000 (as 80 percent
of the medical expenses after the deductible). Assuming all charges
were covered, how much has Merl paid for medical costs?

3. Bob Scully has homeowner’s insurance that pays 90 percent of the
replacement cost of items damaged in a fire. He had a fire in his
kitchen, and the electric stove was damaged beyond repair. Bob
paid $350 for the stove 5 years ago. The cash value of the stove
before the fire was $100. A new stove will cost $400. How much
will his insurance company pay?

ACTIVITY 3
Research Financial Responsibility Laws
\!_H_!_f?__' MHSRREE www.thomsonedu.com/school/pfl

Financial responsibility laws vary by state. In this activity, work with a
classmate to learn what the financial responsibility laws of your state
require.

1. Access the Internet. In a search engine, enter your state name and the
term financial responsibility laws.

2. Read the information you find about the laws for your state. Record

the following information:

© The name and address of the Web site(s) where you found the
information

0 People to whom the financial responsibility laws apply

© Methods that can be used to meet the requirements of the laws

o Situations in which individuals may be required to offer proof that
they are complying with the laws

© The minimum amount of each type of insurance that must be
carried if a person satisfies the laws by carrying insurance

O Penalties for breaking the laws

166 ACTIVITY 4

Determine Insurance Needs

m Ramon Caldez needs your help in determining how much
insurance and the types of insurance to buy. Read the infor-
mation about Ramon and answer the questions that follow.

Chapter 6  Personal Risk Management

Copyright 2008 Thomson Learning, Inc. All Rights Reserved.
May not be copied, scanned, or duplicated, in whole or in part.



Ramon is 30 years old. He is married and has one son, who is 3 years
old. Ramon’s wife cares for their son and does not contribute to the family
income. Ramon earns $40,000 a year in gross pay. He and his wife own
their home, which is valued at $100,000. Ramon thinks the contents of
their home would be valued at about $50,000. They have two cars. One
car is 2 years old. The other car is 10 years old, but it is still in good
condition.

1. What type of health insurance coverage would you advise Ramon to
have for himself and his family?

2. Ramon has short-term disability insurance provided by his employer.
Ramon wants to add long-term disability coverage. What amount of
monthly benefit would you advise Ramon to have in the long-term
disability policy?

3. Ramon’s employer provides life insurance for Ramon equal to 1 year’s
gross salary. Ramon knows that he needs to buy additional life insurance
to protect his family. Would you advise that he buy term life insurance
or whole life insurance? Why? What do you think is the minimum amount
of life insurance Ramon should purchase?

4. What step does Ramon need to complete before deciding how much
homeowner’s insurance he needs? Ramon’s home is in an area with a
high danger of flooding. Is flood protection likely to be covered in his
homeowner’s policy? How can he get flood protection?

5. Ramon has a car loan for his car that is 2 years old. He is required
to carry full-coverage insurance on this car. Ramon owns the car that
is 10 years old. What type of auto insurance would you recommend
Ramon carry on this car?

ACTIVITY S5
Home Inventory

Once you own property, you should take steps to protect it from loss,
theft, and damage. Review the example home inventory shown in
Figure 6-3.1 on page 178.

1. Create an inventory similar to Figure 6-3.1 for the items in one room
of your home. You can choose the room where most of your personal
items are kept or another room, such as the living room or kitchen.
Use spreadsheet or database software to create the inventory, if it is
available.

2. If possible, take pictures of or videotape items in the room to
supplement the inventory.

3. If your family does not have a complete home inventory, encourage 187
your parents or other adults with whom you live to create one.
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The FBLA Business Math Event and BPA Math Open Event allow students
to demonstrate their ability to solve business math problems. Each contest
consists of a test with various types of business math problems.

Evaluation

Students who take part in these events are judged on their ability to
correctly solve the business math problems on the test. Read the following
sample scenario and answer the related questions to practice solving
business math problems.

Sample Scenario

Universe is a clothing store located in a college city. Most of the store’s
customers are college and high school students. Clothing sales for the
store were $2.8 million last year. This year, sales have declined by

8 percent. One-eighth of annual sales are from blue jeans. The markup
on merchandise purchased for sale is 250 percent. Universe marks down
merchandise to 25 percent off the regular selling price after it has been in
the store for 4 weeks. Merchandise is marked down to 50 percent off the
regular selling price after 7 weeks and 75 percent off the regular selling
price after 10 weeks. Salesclerks earn a commission of 12 percent of the
selling price of items they sell.

Think Critically

1. What is the regular selling price of a shirt that the store buys for $20?

2. How much profit in dollars will the store make on a shirt it purchased
for $20 when the shirt is marked down 50 percent on sale?

3. How much merchandise must an employee sell to earn $30,000 in
commissions in 1 year?

4. What is the dollar amount of sales this year? What is the dollar amount
of blue jeans sales?
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