	PERSONAL FINANCE
WHY YOUNG PEOPLE PAY MORE (OR LESS) - RISK PRICING IN AUTO INSURANCE
 ANSWER KEY   GUIDED NOTES - TEACHER KEY



LEARNING TARGETS
1. Explain how insurers price risk and why premiums vary from driver to driver
2. Explain why age and driving experience are major factors in a young driver's premium
3. Explain how a driving record (tickets, accidents) changes a driver's risk multiplier and premium
4. Calculate the annual premium and the premium difference between driver risk profiles using a labeled model

SECTION 1
How Insurers Price Risk
Insurers Do Not Guess
Insurers use UNDERWRITING (the process an insurer uses to measure your risk and set your price) - the process of measuring your risk and setting your price.
Underwriting uses real ACTUARIAL RISK (the statistical likelihood that a group of drivers will file claims) - the statistical likelihood a group of drivers will file claims.
Riskier Drivers Cost More to Insure
A driver statistically more likely to crash costs the insurer more in claims, so that driver pays a higher premium.
The same underwriting process applies to every driver - a new teen driver and a 50-year-old with 30 years of experience.
Insurance Basics - Pool, Policy, and Coverage
Insurers combine many drivers into a RISK POOL (the group of policyholders whose payments cover each other's claims) - one large group whose premiums help cover each other's claims.
The contract a driver buys is a POLICY (the contract that spells out what your insurance covers and costs) - it spells out what is covered and what it costs.
When you file a claim, you first pay your DEDUCTIBLE (the amount you pay out of pocket on a claim before insurance pays) out of pocket before the insurer pays the rest.
LIABILITY COVERAGE (the part of auto insurance that pays for damage you cause to others) pays for damage you cause to others.
SECTION 2
What Risk Pricing Means - The Labeled Model
A LABELED MODEL (the premium)
ANNUAL PREMIUM = BASE RATE (the starting price for a clean-record adult driver before risk factors adjust it) x RISK MULTIPLIER - the formula behind every driver's price.
The BASE RATE is $1,200 a year - the starting price for a 25-year-old with a clean record at a risk multiplier of exactly 1.00.
The Multiplier Does the Work
The RISK MULTIPLIER (a number that raises or lowers your premium based on how risky you are) raises or lowers the base rate based on how risky you are predicted to be.
Every driver's premium comes from this one formula - only the risk multiplier changes from driver to driver.
SECTION 3
Age as a Factor - Why New Drivers Cost More
New Drivers Crash More Often
A NEW DRIVER (a driver with little or no experience behind the wheel, statistically the most likely group to file a claim) has little or no experience behind the wheel.
An 18-year-old new driver is statistically the most likely group to file a claim of any group insurers track.
The Multiplier Shows It
An 18-year-old new driver's RISK MULTIPLIER is x3.00 - the highest of any profile in this lesson.
Age-related risk falls automatically over time - the same driver's multiplier drops as they gain years of experience.
SECTION 4
Driving Records - The Factor You Control
Your Driving Record
DRIVING RECORD (your history of tickets and accidents that insurers use to price you) is your history of tickets and accidents.
A single speeding ticket can push a driver's risk multiplier noticeably higher, even if their age does not change.
You Control This
You cannot change your age, but you CAN choose to drive safely and avoid tickets and accidents.
Most insurers let old tickets and accidents age off your record after a few years, which can lower your multiplier again.
SECTION 5
A Labeled Model - Calculating the Annual Premium
Worked Example - the Riskiest Profile
18-year-old new driver: ANNUAL PREMIUM = $1,200 x 3.00 = $3,600 a year.
40-year-old, clean record: ANNUAL PREMIUM = $1,200 x 0.85 = $1,020 a year.
Comparing Two Profiles
PREMIUM DIFFERENCE (the dollar amount by which one driver's annual premium is higher or lower than another's) = higher premium - lower premium.
PERCENT DIFFERENCE (the premium difference expressed as a percent of the lower premium) = (difference / lower premium) x 100.
SECTION 6
Why Teens Pay High Auto Rates
Two Factors Stack Together
A teen driver combines the highest age risk (new driver) with zero driving-record history to prove they are safe.
An adult with 20+ years of clean driving has PROVEN their risk is low; a new teen driver has not had the chance yet.
The Highest Multiplier
The 18-year-old new driver's x3.00 multiplier is the highest in this lesson's data - by far the most expensive profile.
The chart on the next slide puts all four annual premiums side by side so you can see the full staircase.
SECTION 7
Lowering Your Premium
Keep a Clean Record + Take a Course
Avoiding tickets and accidents is the single biggest thing a young driver controls to keep their risk multiplier low.
A DEFENSIVE DRIVING COURSE (a driver-training course that can lower a driver's risk multiplier by demonstrating safer driving skills) can lower your risk multiplier by demonstrating safer driving skills.
Discounts and Time
A GOOD-STUDENT DISCOUNT (a discount some insurers offer to student drivers who maintain good grades, lowering the risk multiplier) rewards student drivers who maintain good grades.
Every year of clean driving experience lowers your multiplier automatically, even without doing anything extra.
SECTION 8
Scenario - One Ticket Changes Everything
One Speeding Ticket Happens
A 20-year-old with a clean record would pay close to the $1,200 base rate for auto insurance.
After a single speeding ticket, this driver's risk multiplier rises to x2.00.
The New Premium
ANNUAL PREMIUM = $1,200 x 2.00 = $2,400 a year - exactly double what a clean record would cost.
One driving-record violation can DOUBLE a premium - proof the record factor is not small.
SECTION 9
Calculate Premium Differences by Risk
The Four-Step Process
Step 1 - Find the annual premium using ANNUAL PREMIUM = BASE RATE x RISK multiplier for each driver profile.
Step 2 - Find the premium difference: higher-risk annual premium - lower-risk annual premium.
Percent Difference and Meaning
Step 3 - Find the percent difference: (premium difference / lower-risk annual premium) x 100.
Step 4 - Explain what it means by connecting the number back to the risk factors - age or driving record - that caused it.
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