	PERSONAL FINANCE
WHY YOUNG PEOPLE PAY MORE (OR LESS) - RISK PRICING IN AUTO INSURANCE
 ANSWER KEY   QUIZ - ANSWER KEY  (12 QUESTIONS)



	
	Teacher Reference Only - do not distribute. Correct answers are marked in teal with a checkmark; the consolidated answer list appears at the end of this document.



	1.
	What do insurers use to set your auto insurance premium?



	A. A random lottery each year
	B. Underwriting - measuring your risk and setting a price to match ✓

	
	

	C. Only the make and model of your car
	D. Whatever the driver asks to pay



	2.
	What is the 'base rate' in the risk-pricing model?



	A. The starting price for a clean-record adult driver before risk factors adjust it ✓
	B. A discount for good students

	
	

	C. The maximum any driver can be charged
	D. The price of the cheapest possible policy



	3.
	What does the 'risk multiplier' do in the labeled model?



	A. It sets your deductible
	B. It is always exactly 1.00 for every driver until age 25 years old

	
	

	C. It only applies to drivers over 40 years of age
	D. It raises or lowers your premium based on how risky you are ✓



	4.
	Why do NEW drivers tend to have the highest risk multiplier?



	A. They drive more expensive cars

	

	B. Insurers charge new drivers extra fees

	

	C. New drivers are statistically the most likely group to file a claim, due to inexperience ✓

	

	D. New drivers live in more expensive areas



	5.
	CALCULATION: The base rate is $1,200 and a driver's risk multiplier is 3.00. What is the ANNUAL PREMIUM?



	A. $3,600 ✓
	B. $2,400

	
	

	C. $400
	D. $1,200



	6.
	What is one factor that a driver has direct control over in their own risk pricing?



	A. Their age
	B. The base rate the insurer uses for all drivers

	
	

	C. How many drivers the insurer has on their customer roster
	D. Their driving record ✓



	7.
	CALCULATION: A driver's risk multiplier rises from 1.00 to 2.00 after a speeding ticket. If the base rate is $1,200, what is the new ANNUAL PREMIUM?



	A. $1,200
	B. $2,400 ✓

	
	

	C. $1,800
	D. $3,600



	8.
	What is a 'good-student discount'?



	A. A discount for insuring more than one car

	

	B. A discount for buying an expensive new car

	

	C. A discount some insurers offer to student drivers who maintain good grades, lowering the risk multiplier ✓

	

	D. A discount available only to adults over 40



	9.
	CALCULATION: An 18-year-old new driver pays $3,600/year and a 40-year-old clean-record driver pays $1,020/year for the same base rate. What is the PREMIUM DIFFERENCE?



	A. $1,020
	B. $3,600

	
	

	C. $2,400
	D. $2,580 ✓



	10.
	What is 'actuarial risk'?



	A. The statistical likelihood that a group of drivers will file claims ✓
	B. The exact amount you will pay next year for your policy

	
	

	C. A type of deductible
	D. The legal minimum liability coverage amount required by your state law



	11.
	Which action would most likely LOWER a young driver's risk multiplier over time?



	A. Getting a second speeding ticket
	B. Switching to a more expensive car

	
	

	C. Maintaining a clean driving record and completing a defensive driving course ✓
	D. Skipping insurance payments



	12.
	CALCULATION: Using the premium difference from Q9 ($2,580) and the lower premium ($1,020), what is the PERCENT DIFFERENCE, rounded to the nearest whole percent?



	A. About 25%
	B. About 253% ✓

	
	

	C. About 150%
	D. About 100%



ANSWERS
	1.
	B

	2.
	A

	3.
	D

	4.
	C

	5.
	A

	6.
	D

	7.
	B

	8.
	C

	9.
	D

	10.
	A

	11.
	C

	12.
	B
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