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GAP Insurance
When you borrow money to buy a vehicle, someone will likely bring up GAP insurance. You may not have heard of this, so passing on it is pretty tempting. But GAP insurance is something you should look at. 

What GAP Insurance Covers

See, here’s the thing.  The moment you drive off the lot at the dealership, you’re at risk.  Because almost instantly the value of that vehicle begins to drop.  
Especially early on, you could owe more than the car is worth. In a moment you’ll see why that could be a problem.

We looked up a particular model of Chevy.  You could buy it today with a loan for $22,000.

But in just one year, that vehicle’s lost nearly 40% of its value, so now it’s down to just $14,000.   But what you owe on the loan is way higher still---$18000.  You owe $4000 more than the car is worth.  That’s called “being upside down”.  
That’s not really a problem, unless you get I that accident and your car’s totaled.  It’s not out of the question.  Of all accidents, 12 percent result in a vehicle being totaled.

And here’s the problem.  Your insurance company will only reimburse you for the actual cash value of the vehicle. So they send you a check for $14,000 in this case, but you owe $18,000.   So, you’re looking at something pretty big.  
And that’s why GAP insurance exists.  It pays off what’s left on that loan.

Buying GAP Insurance

GAP Insurance really doesn’t cost that much--- ballpark around $15 to $30 a year.  

The most expensive place to buy GAP coverage is from the dealer.  Your insurance agent probably offers it for less, and also check out your lender. They often offer it with an auto loan.

You should really consider GAP coverage if you put down 20% or less on the vehicle, borrowed the money for 60 months or more, and drive more than 15,000 miles a year.   Those things mean you could be upside down.

If you’re reading this too late, and you got stuck owing on a wrecked car, ask your lender about what’s called a “collateral exchange” or “substitution of collateral” or “title swap”.  Sometimes you can apply that money you owe on the old car, to the loan for the replacement car.

GAP insurance doesn’t cost much, and if you end up needing it, you’ll be so happy you have it. 

Do us a favor and tell your friends about us so they can be smart about their money too.

