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This sample includes selected chapters from CPCU 553 
Exam Success In Plain English, a Plain English guide 

designed to help candidates understand personal risk, 
personal auto insurance, and the structure of the 

Homeowners policy. These chapters offer a preview of 
the book’s clear explanations, intuitive frameworks, and 
practical approach to demystifying CPCU 553. You’ll see 

how personal risks are identified, how the Personal Auto 
Policy is organized, and how Homeowners coverages 

work — giving candidates, mentors, and study groups a 
sharper, more confident understanding of the material 

and a stronger path to passing the exam. 
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Chapter 1 — The Personal Risk 
Landscape 

Chapter Purpose 

This chapter introduces the full spectrum of personal risk 

exposures individuals face, the financial consequences of those 

exposures, and the role of insurance as a structured 

risk-financing tool. It establishes the foundation for all 

subsequent chapters by explaining why personal insurance 

exists and how it fits into a broader personal risk management 

framework. 

1.1 Understanding Personal Risk 

Personal risk refers to the possibility of financial loss, injury, 

property damage, or legal liability arising from an individual’s 

everyday activities. Unlike commercial risk, personal risk is 
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shaped by lifestyle, household composition, assets, and 

personal behavior. 

Major Categories of Personal Risk 

• Property Risk — Loss or damage to personal belongings 

or real property. 

• Liability Risk — Legal responsibility for injury or damage 

to others. 

• Income and Health Risk — Illness, disability, or death 

affecting earning capacity. 

• Longevity and Retirement Risk — Outliving financial 

resources. 

• Lifestyle and Activity Risk — Hobbies, travel, driving 

habits, and recreational activities. 

Each category creates exposures that can be addressed through 

insurance, risk control, or financial planning. 

1.2 The Financial Consequences of Personal Risk 

Personal risks create financial consequences that can be 

grouped into four primary categories: 

1.2.1 Direct Financial Loss 

Damage to personal property (e.g., home, auto, valuables) 

results in repair or replacement costs. 
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1.2.2 Indirect or Consequential Loss 

Loss of use, temporary housing, rental car expenses, or 

additional living costs following a covered event. 

1.2.3 Legal Liability 

Court judgments, settlements, attorney fees, and defense costs 

arising from negligent acts. 

1.2.4 Human Capital Loss 

Loss of income due to disability, illness, or premature death. 

Understanding these consequences helps individuals prioritize 

which risks require insurance solutions. 

1.3 The Role of Insurance in Personal Risk Management 

Insurance is a financial mechanism that transfers risk from an 

individual to an insurer in exchange for a premium. It is most 

effective when: 

• The potential loss is low frequency but high severity 

• The loss is fortuitous 

• The exposure is measurable and economically feasible 

to insure 

Insurance as a Risk-Financing Tool 

Insurance does not eliminate risk; it provides: 
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• Indemnification for covered losses 

• Defense against liability claims 

• Stability for long-term financial planning 

• Access to specialized services (claims handling, legal 

defense, risk control) 

1.4 The Personal Risk Management Process 

The personal risk management process mirrors the commercial 

process but is tailored to individual households. 

1.4.1 Identify Loss Exposures 

Common exposures include: 

• Home and personal property 

• Automobiles and recreational vehicles 

• Personal liability 

• Health and disability 

• Life and retirement needs 

1.4.2 Analyze Loss Exposures 

Evaluate: 

• Frequency (how often losses occur) 

• Severity (financial impact) 
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• Timing (immediate vs. long-term consequences) 

1.4.3 Examine Risk Management Techniques 

Individuals can use: 

• Avoidance (e.g., not owning a motorcycle) 

• Loss control (e.g., smoke detectors, defensive driving) 

• Retention (deductibles, self-insurance) 

• Noninsurance transfer (contracts, waivers) 

• Insurance (primary and umbrella policies) 

1.4.4 Select the Best Combination of Techniques 

Most households use a blend of: 

• Insurance for high-severity risks 

• Retention for predictable, low-severity risks 

• Loss control for preventable risks 

1.4.5 Implement and Monitor the Plan 

Insurance needs change with: 

• Marriage or divorce 

• Home purchase 

• New drivers 
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• Income changes 

• Retirement 

Regular reviews ensure coverage remains aligned with 

exposures. 

1.5 Key Personal Insurance Policies 

This chapter introduces the major policy types explored in detail 

later: 

• Personal Auto Policy (PAP) 

• Homeowners Insurance 

• Renters and Condo Policies 

• Personal Umbrella Policies 

• Inland Marine and Valuable Articles 

• Watercraft and Recreational Vehicle Policies 

• Life, Health, Disability, and Long-Term Care 

These policies form the core of a personal risk management 

program. 

1.6 Trends Influencing Personal Risk 

Modern personal risk is shaped by evolving exposures: 

1.6.1 Technology and Cyber Risk 
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Identity theft, cyber fraud, and smart-home vulnerabilities. 

1.6.2 Climate and Catastrophe Risk 

Wildfires, floods, hurricanes, and rising property insurance 

costs. 

1.6.3 Social and Legal Trends 

Increased litigation, higher jury awards, and broader liability 

exposures. 

1.6.4 Lifestyle and Mobility Changes 

Remote work, gig-economy driving, and increased recreational 

vehicle use. 

These trends influence underwriting, pricing, and coverage 

availability. 

1.7 Chapter Summary 

Chapter 1 establishes the foundation for CPCU 553 by: 

• Defining personal risk and its financial consequences 

• Explaining the role of insurance in managing personal 

exposures 

• Introducing the personal risk management process 

• Outlining the major personal insurance policies 

• Highlighting emerging trends that shape personal risk 
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This framework prepares the learner for deeper exploration of 

auto, homeowners, specialty personal lines, and financial 

protection products in subsequent chapters. 
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Chapter 2 — Personal Auto 
Insurance Essentials 

Chapter Purpose 

This chapter provides a complete foundation for understanding 

the Personal Auto Policy (PAP). It explains the structure of the 

policy, the purpose of each coverage part, how coverage applies 

to people and vehicles, and the key definitions that determine 

whether a loss is covered. This chapter sets the stage for 

Chapter 3, which covers eligibility, rating, and claims. 

2.1 Overview of the Personal Auto Policy (PAP) 

The Personal Auto Policy is the most widely purchased personal 

insurance contract in the United States. It provides: 
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• Liability protection for injuries or damage caused to 

others 

• Medical payments for occupants of the insured vehicle 

• Uninsured/underinsured motorist coverage 

• Physical damage coverage for the insured’s own vehicle 

The PAP is a modular policy, meaning each coverage part is 

distinct but interrelated. 

PAP Structure 

The standard PAP includes: 

• Declarations Page 

• Agreement and Definitions 

• Part A – Liability Coverage 

• Part B – Medical Payments Coverage 

• Part C – Uninsured Motorists Coverage 

• Part D – Coverage for Damage to Your Auto 

• Part E – Duties After an Accident or Loss 

• Part F – General Provisions 

Understanding how these parts interact is essential for analyzing 

coverage. 
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2.2 Key Definitions in the PAP 

The PAP’s definitions section is critical because coverage 

depends on how the policy defines people, vehicles, and 

situations. 

2.2.1 “You” and “Your” 

Refers to: 

• The named insured listed on the declarations 

• The spouse, if a resident of the same household 

If a spouse moves out, they remain covered for 90 days or until 

another policy is purchased. 

2.2.2 “Family Member” 

A person related by blood, marriage, or adoption who is a 

resident of the household. 

2.2.3 “Your Covered Auto” 

Includes: 

• Vehicles listed on the declarations 

• Newly acquired autos 

• Temporary substitute autos 

• Trailers owned by the insured 

2.2.4 “Occupying” 
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Means in, upon, getting in, on, out, or off a vehicle. 

These definitions determine who is insured, what vehicles are 

covered, and when coverage applies. 

2.3 Part A – Liability Coverage 

Liability coverage protects the insured when they are legally 

responsible for bodily injury or property damage to others. 

2.3.1 Insuring Agreement 

The insurer will: 

• Pay damages for bodily injury or property damage for 

which an insured becomes legally responsible 

• Provide a legal defense, even if the suit is groundless 

• Pay defense costs in addition to policy limits 

2.3.2 Who Is an Insured Under Part A 

• You and family members for the use of any auto 

• Any person using your covered auto with permission 

• Vicarious liability for organizations or individuals legally 

responsible for the insured’s actions 

2.3.3 Supplementary Payments 

Paid in addition to limits: 

• Bail bonds (up to $250) 
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• Premiums on appeal bonds 

• Loss of earnings ($200/day) 

• Defense-related expenses 

2.3.4 Exclusions 

Common exclusions include: 

• Intentional injury 

• Property owned or transported by the insured 

• Vehicles used as public livery (e.g., Uber, unless 

endorsed) 

• Vehicles with fewer than four wheels 

• Vehicles furnished for regular use 

2.4 Part B – Medical Payments Coverage 

Medical Payments (MedPay) provides no-fault medical coverage 

for occupants of the insured vehicle. 

2.4.1 Who Is Covered 

• You and family members while occupying any vehicle or 

as pedestrians 

• Any other person occupying your covered auto 

2.4.2 What Is Covered 
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Reasonable medical and funeral expenses incurred within three 

years of an accident. 

2.4.3 Key Characteristics 

• Paid regardless of fault 

• Limits apply per person 

• Often used to fill gaps in health insurance deductibles 

2.5 Part C – Uninsured/Underinsured Motorists Coverage 

(UM/UIM) 

UM/UIM protects insureds when the at-fault driver has no 

insurance or insufficient insurance. 

2.5.1 Uninsured Motorist (UM) 

Applies when: 

• The at-fault driver has no liability insurance 

• The insured is struck by a hit-and-run driver 

• The insurer of the at-fault driver becomes insolvent 

2.5.2 Underinsured Motorist (UIM) 

Applies when: 

• The at-fault driver’s liability limits are less than the 

insured’s damages 



 
© Smarts Publishing. Sample chapters only. Not for resale or 
redistribution. Content reflects the author’s interpretations of 
CPCU 553 concepts and exam strategies; it is not affiliated with, 
endorsed by, or sourced from The Institutes. Exam content may 
change—always verify current requirements. 

17 
 

• The insured’s UIM limits exceed the at-fault driver’s 

limits 

2.5.3 Who Is Covered 

• You and family members 

• Any person occupying your covered auto 

• Pedestrians struck by a motor vehicle 

2.5.4 Exclusions 

• Government vehicles 

• Vehicles owned by the insured but not insured under 

the policy 

• Settlements made without insurer consent 

2.6 Part D – Coverage for Damage to Your Auto 

Part D provides first-party physical damage coverage. 

2.6.1 Collision Coverage 

Pays for damage caused by: 

• Impact with another vehicle 

• Impact with an object 

• Upset (rollover) 

2.6.2 Other-Than-Collision (Comprehensive) 
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Covers losses such as: 

• Theft 

• Fire 

• Vandalism 

• Hail 

• Flood 

• Falling objects 

• Animal collisions 

• Glass breakage 

2.6.3 Transportation Expenses 

Automatically included: 

• Up to $20/day, $600 maximum 

• Applies after theft or when the vehicle is out of use due 

to a covered loss 

2.6.4 Exclusions 

• Wear and tear 

• Mechanical breakdown 

• Road damage to tires 

• Electronic equipment not permanently installed 
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2.7 Part E – Duties After an Accident or Loss 

The insured must: 

• Notify the insurer promptly 

• Cooperate with the investigation 

• Provide legal documents 

• Submit to medical exams 

• Protect the vehicle from further damage 

Failure to comply may jeopardize coverage. 

2.8 Part F – General Provisions 

Key provisions include: 

2.8.1 Policy Territory 

Coverage applies in: 

• The U.S. 

• Its territories 

• Puerto Rico 

• Canada 

Not Mexico. 

2.8.2 Fraud 
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Coverage is void if the insured intentionally conceals or 

misrepresents material facts. 

2.8.3 Termination 

Includes: 

• Cancellation 

• Nonrenewal 

• Automatic termination when a new policy is purchased 

2.9 Chapter Summary 

Chapter 2 provides a complete foundation for understanding the 

Personal Auto Policy: 

• The PAP is a modular contract with distinct coverage 

parts 

• Definitions determine who is insured and what vehicles 

are covered 

• Liability coverage protects against legal responsibility for 

injuries or damage 

• Medical Payments and UM/UIM provide important 

first-party protections 

• Physical damage coverage protects the insured’s own 

vehicle 
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• Duties and general provisions govern how the policy 

operates 

This sets the stage for Chapter 3, which explores eligibility, 

rating, underwriting, and claims. 
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Chapter 4 — Homeowners 
Insurance Structure and Coverages 

Chapter Purpose 

This chapter introduces the structure, purpose, and major 

coverages of the Homeowners (HO) policy. It explains how the 

policy is organized, how property and liability coverages work, 

and how different HO forms apply to different types of dwellings 

and occupancy situations. This chapter sets the foundation for 

Chapter 5, which covers liability, endorsements, and claims. 

4.1 Overview of the Homeowners Policy 

The Homeowners Policy is a package policy that combines: 

• Property insurance (Section I) 
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• Liability insurance (Section II) 

It is designed for owner-occupied residences and provides 

broad protection for both the dwelling and the insured’s 

personal liability exposures. 

4.1.1 Purpose of the HO Policy 

The HO policy protects individuals and families from: 

• Loss or damage to their home and personal property 

• Additional living expenses after a covered loss 

• Legal liability for bodily injury or property damage to 

others 

4.2 Homeowners Policy Forms 

The ISO Homeowners Program includes several forms tailored to 

different occupancy types and coverage needs. 

4.2.1 HO-2 — Broad Form 

• Named-perils coverage for dwelling and personal 

property 

• Covers a defined list of perils (fire, theft, windstorm, 

etc.) 

4.2.2 HO-3 — Special Form 

• Most common form 
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• Open-perils coverage for the dwelling 

• Named-perils coverage for personal property 

4.2.3 HO-4 — Contents Broad Form (Renters) 

• No dwelling coverage 

• Personal property covered on a named-perils basis 

4.2.4 HO-5 — Comprehensive Form 

• Open-perils coverage for both dwelling and personal 

property 

• Broadest HO form available 

4.2.5 HO-6 — Unit-Owners Form (Condo) 

• Covers interior structures and personal property 

• Coordinates with condo association master policy 

4.2.6 HO-8 — Modified Coverage Form 

• Designed for older homes where replacement cost is 

impractical 

• Provides functional replacement cost 

4.3 Section I – Property Coverages 

Section I provides coverage for the insured’s property and 

related expenses. 
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4.3.1 Coverage A – Dwelling 

Covers: 

• The residence premises 

• Attached structures 

• Materials and supplies used to construct or repair the 

dwelling 

Key Features 

• HO-3 and HO-5 provide open-perils coverage 

• Losses settled on a replacement cost basis if 

insurance-to-value requirements are met 

4.3.2 Coverage B – Other Structures 

Covers structures not attached to the dwelling, such as: 

• Detached garages 

• Sheds 

• Fences 

• Gazebos 

Limit is typically 10% of Coverage A. 

4.3.3 Coverage C – Personal Property 

Covers personal belongings owned or used by the insured. 
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Key Characteristics 

• Worldwide coverage 

• Named-perils basis under HO-3 

• Open-perils basis under HO-5 

Special Limits of Liability 

Certain categories have sublimits, such as: 

• Jewelry 

• Firearms 

• Money 

• Silverware 

• Business property 

These limits can be increased by endorsement or scheduled 

under inland marine. 

4.3.4 Coverage D – Loss of Use 

Provides benefits when the residence becomes uninhabitable 

due to a covered loss. 

Includes: 

• Additional Living Expense (ALE) 

• Fair Rental Value 
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• Prohibited Use (civil authority) 

4.4 Section I – Perils Insured Against 

The perils covered depend on the HO form. 

4.4.1 Named-Perils Policies (HO-2, HO-4, HO-6) 

Cover only the perils listed, such as: 

• Fire 

• Lightning 

• Windstorm 

• Hail 

• Explosion 

• Theft 

• Vandalism 

• Weight of ice/snow 

• Sudden water discharge 

4.4.2 Open-Perils Policies (HO-3, HO-5) 

Cover all perils except those specifically excluded, such as: 

• Earth movement 

• Flood 
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• Neglect 

• War 

• Nuclear hazard 

• Intentional loss 

• Wear and tear 

4.5 Section I – Exclusions 

Exclusions clarify what the policy does not cover. 

Major Exclusions 

• Ordinance or law 

• Earth movement 

• Water damage (flood, sewer backup) 

• Power failure 

• Neglect 

• War 

• Nuclear hazard 

• Intentional loss 

• Governmental action 

Some excluded perils can be added back via endorsement (e.g., 

water backup). 
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4.6 Section I – Conditions 

Conditions outline the responsibilities of the insured and 

insurer. 

4.6.1 Insurable Interest 

Coverage applies only to the extent of the insured’s financial 

interest. 

4.6.2 Duties After Loss 

The insured must: 

• Notify the insurer 

• Protect property from further damage 

• Prepare an inventory 

• Show damaged property 

• Cooperate with the investigation 

4.6.3 Loss Settlement 

• Dwelling and other structures: replacement cost 

• Personal property: actual cash value unless endorsed 

4.6.4 Loss to a Pair or Set 

The insurer may: 

• Repair or replace the damaged part, or 
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• Pay the difference in value 

4.7 Section II – Liability Overview 

Section II provides: 

• Personal Liability (Coverage E) 

• Medical Payments to Others (Coverage F) 

This chapter introduces these coverages; Chapter 5 explores 

them in detail. 

Coverage E – Personal Liability 

Pays for bodily injury or property damage for which the insured 

is legally liable. 

Coverage F – Medical Payments to Others 

Pays for necessary medical expenses of others injured on the 

insured location or due to the insured’s activities. 

4.8 Additional Coverages 

The HO policy includes several additional coverages at no extra 

premium, such as: 

• Debris removal 

• Reasonable repairs 

• Trees, shrubs, and plants 

• Fire department service charge 
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• Property removed 

• Credit card and forgery coverage 

• Loss assessment 

These broaden the policy’s usefulness and reduce out-of-pocket 

expenses. 

4.9 Chapter Summary 

Chapter 4 establishes the foundation of Homeowners Insurance: 

• The HO policy is a package combining property and 

liability coverages 

• Different HO forms apply to different occupancy types 

• Section I covers the dwelling, other structures, personal 

property, and loss of use 

• Perils vary by form (named-perils vs. open-perils) 

• Exclusions and conditions define the boundaries of 

coverage 

• Section II liability coverages protect against legal 

responsibility for injury or damage 

This prepares the learner for Chapter 5, which explores liability, 

endorsements, and claims in greater detail. 
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About Smarts Publishing and the 
Plain-English Insurance Series 

Smarts Publishing creates clear, practical insurance 
education for agents, brokers, underwriters, and other 
insurance professionals. The Plain-English Insurance 
Series is designed to make complex topics easy to 
understand and easy to communicate to clients. Each 
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book focuses on clarity, relevance, and real-world 
application — helping professionals build confidence 
and competence in today’s rapidly changing insurance 
environment. 

Books in the CPCU Exam Success in Plain 
English Series 

• CPCU 500 Exam Success in Plain English 

• CPCU 520 Exam Success in Plain English 

• CPCU 530 Exam Success in Plain English 

• CPCU 540 Exam Success in Plain English 

• CPCU 551 Exam Success in Plain English 

• CPCU 552 Exam Success in Plain English 

• CPCU 553 Exam Success in Plain English 

• CPCU Ethics Exam Success in Plain English 

 

Other Books in the Plain-English Insurance 
Series 

• Cybersecurity in Plain English 
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• AI in Plain English 

• Insurance Fundamentals in Plain English 

• Life & Health Insurance in Plain English 

• Employee Benefits Insurance in Plain English 

• Employee Benefits in Plain English 

• Medicare in Plain English 

 


