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IN THE BEGINNING é 

The insurance industry has a long and rich history dating back several centuries. In fact, the 
earliest forms of insurance occurred when merchants along the Yangtze River in China determined 
that it was too risky to put all their merchandise on a single boat and sail it down the river. Instead, 
they split the shipment into many pieces and placed a portion on each of several vessels. They 
recognized that the likelihood all the boats would sink was very small, assuring them that at least the 
majority of their goods would reach their destination unharmed. This informal, but very clever 
arrangement, eventually led to the formation of insurance organizations who also recognized that if 
they ñspread the risk,ò the chance of a loss to each unit was minimized. Indeed, if they collected a 
small amount of money from many individuals and pooled it, they could reimburse those few 
unfortunate people who suffered a loss. Voilà, the insurance industry was begun!  

The more formal insurance industry had its origins at a coffee house near London, England owned 
by Edward Lloyd. In the late 1600s, wealthy merchants were engaged in a great deal of transoceanic 
shipping, particularly to the ñnew world.ò Worried that they could be wiped out financially if a shipment 
was lost, they began to make arrangements with each other to share their risks of loss. When a 
shipment was scheduled to depart, the merchants would meet at the coffee house and pass around 
an agreement whereby each of them would agree to reimburse the shipper for a percentage of the 
value of their cargo. One by one, each person would sign his or her name beneath a description of 
the shipment, and set forth the percentage of loss he or she was willing to pay. When the total 
reached 100%, the vessel would sail. These individuals became known as underwriters, because 
they had pledged their financial backing by signing under the voyage description. If there was a loss, 
each person would reimburse the shipper for his or her percentage of the value, but if the voyage was 
successful, each would receive a bonus or a premium.  

This, of course, was the beginning of Lloydôs of London, which has continued to do business in 
almost the same way for over 300 years and upon which our American insurance industry is based. 
Lloydôs is still a major participant in the insurance industry, providing policies insuring risks ranging 
from large ocean-going vessels carrying crude oil to Madonnaôs voice, and virtually everything in 

between. 

The U.S. insurance industry owes much of its current structure to a very 
familiar person in U.S. history: Benjamin Franklin. Along with bifocal lenses, 
the postal department, and lightning rods, Franklin is also credited as the 
ñinventorò of the U.S. insurance industry. In 1752, he organized one of the first 
fire insurance companies in the country, one that is still in operation to this 
day. Franklinôs company, the Philadelphia Contributorship for the Insurance of 
Houses from Loss by Fire, has a long name, but tells the story of what fire 
insurance is all about.   

In the early days, each insurance company adopted its own "house mark" 
to identify properties it insured indicating that the property owners had 
purchased ñinsuranceò from a fire company. The plaque contained the symbol, 

or logo, of one of the fire companies that had been formed, including Franklinôs.  

Urban legend says that when a fire occurred, all the fire companies would get in their fire trucks 
(horse drawn, of course) and go by the house looking for the symbol. If the house had the same 
symbol that appeared on the truck, the fire company would stop and extinguish the fire, but if not, 
they would keep on going! If you visit the eastern United States, look for the symbols, called fire 
marks, near the doorways of older buildings. They are still there and serve as a reminder of the 
earliest days of fire ñinsurance.ò  
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NO FIRE MARK, NO FIREFIGHTING COMPANY 

The misconception that volunteer fire companies put out fires only on buildings that displayed a fire 
mark arises from the fact that some articles on fire marks do not make a distinction between the 
English and American relationship to fire marks. The early English fire insurance companies originally 
used fire marks to identify properties they insured because each insurance company had its own fire 
brigade. These private insurance brigades only fought fires on properties identified by their 
employersô mark or badge. In England, the insurance companies originated before the firefighting 
companies. In America, it was the reverse ï the volunteer fire companies were in existence before 
the first fire insurance company was organized. They fought fires whether or not a building displayed 
a fire mark. Even the literature that recognizes this distinction does not always follow through. It tends 
to generalize and equate the American experience with the English for the sake of the story. 

Research shows that it is only in the 20th century when the idea first appears that a volunteer fire 
company would not fight a fire if there were no fire mark. As early as 1929 the Franklin Fire Insurance 
Company in its 100th anniversary history states that in the early years in Philadelphia "éeach 
insurance company maintained its own fire company." With the proliferation of insurance companies, 
it became difficult for each company to recognize its own fire. Each insurance company then adopted 
its own "house mark" to identify properties it insured. When the fire alarm sounded "éall of the fire 
companies would respond, but only the company whose house mark appeared on the house in 
danger fought the flames."  

The 1938 publication "Fire Mark" by the American Reserve Insurance Company states, "The fire 
markséwere guides to the competing Volunteers in determining whether or not a fire was worth the 
effort of putting it outé..But if a piece of property bore no Fire Mark the gallant volunteers more often 
than not quickly left, for then as now, there was no small profit in gratuitous acts of benevolence."  

In another 1938 article, W. Emmert Swigart states, "If no insurance fire mark was seen the free-
lancers [volunteers] would often declare a false alarm and calmly walk away from the scene, much to 
the chagrin of the uninsured owner of the burning building." 

All these stories about early Philadelphia are not true. There are no primary sources, either 
insurance company or volunteer fire company records, which indicate that volunteer fire companies 
would not fight a fire unless the property was insured and had a fire mark. There is also no reference 
to such practice in newspaper accounts of the time. A review of books on general history, fire fighting 
and insurance published in the 1870ôs and 1880ôs also do not mention this practice.  

In a 1983 Fire Mark Circle of the Americaôs article Dr. Glenn Holt concludes that, at least for St. 
Louis, there is no reference to a fire mark influencing the firefighters. A review of records of the 
Insurance Company of North America by Melissa Hough confirms the same conclusion for 
Philadelphia. To this day, writers repeat and embellish these stories with the result that readers, while 
entertained, are misinformed about the early volunteers.  

The reality is that fire companies operated in a local area, and were organized and existed 
because of donations from citizens and businesses or public funding. Volunteer fire companies were 
prominent social organizations and membership was an honor. Having made their case for funding by 
proclaiming their work in the public interest, it seems unlikely they would disregard any fire.  

In the 150 - year span of fire marks in America fewer than 280 known different insurance 
companies issued fire marks; most insurance companies did not issue fire marks. If only about one in 
ten insurance companies issued fire marks, itôs not likely that the volunteers would let properties burn 
that did not have fire marks. Had this occurred, the hue and cry of the insurance industry and the 
public would certainly have been noted.  
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Benefits And Costs Of Insurance  

There are many positive aspects to the products and services provided by the 
insurance industry. Rather than providing the direct benefit of actually putting out the 
fire, as we did in Ben Franklinôs day, todayôs insurance products function primarily as a 
means to reimburse people when their property is damaged or they suffer some other 
kind of unforeseen loss.  

Insurance helps individuals and business owners resume their normal standard of 
living and operations, which is actually a benefit to society as a whole. If your home 
burned down, and you had no means to pay for the repairs, it is unlikely you would have 
the funds to make other purchases. Not only would you be affected, but others from 
whom you ordinarily buy things would also be impacted. There would be a negative, 
ripple effect, on the economy. The proceeds of an insurance policy benefit everyone by 
restoring the insured person or organization to the same financial condition they were in 
before the loss happenedðit indemnifies them.  

Another way insurance benefits society is by encouraging activities and devices that 
will reduce the amount of losses and their economic impact. For example, it has been 
proven that seat belts and other passive restraints in automobiles significantly reduce 
the extent of injuries suffered by vehicle occupants involved in auto accidents.  

Insurance companies were the major force behind requiring seat belts as standard 
equipment in all cars. The efforts of insurers to eliminate or reduce the amount of loss 
and human suffering date back to the earliest days of the insurance industry.  

Of course, insurance is not without its costs.  

In addition to the obvious consumption of resources, both human and otherwise, 
insurance can also create a situation where losses become more likely to occur. For 
example, who would be tempted to burn down their own house if they would have to 
bear the entire financial burden themselves? The fact that they have insurance has 
caused some unscrupulous people to commit the crime of arson, which means to 
intentionally burn down a building, simply to access the insurance policy proceeds. This 
certainly would not happen if there was no insurance policy, and so it is considered a 
cost of insurance.  
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Similarly, some people arenôt as careful to prevent losses when they are insured. 
They donôt cause the losses intentionally, as the arsonist does, but they are indifferent 
as to whether or not a loss occurs. These are people you may have heard say, ñOh well, 
if something happens to my property, so what, thatôs what I have insurance for!ò As you 
will learn, this indifference to loss leads to damage and injury that could be prevented 
and thus is also considered a cost of insurance. 

How The Insurance Industry Is Organized  

Within the property and casualty industry, there exist additional divisions.  

Commercial insurance (also called commercial lines insurance) involves protection 
for businesses and organizations.  

Personal insurance (also known as personal lines insurance) provides protection to 
individuals and families from risks of loss to their assets. Automobile insurance is 
probably the form of insurance with which you are most familiar, since it is the type you 
must purchase for yourself.  

Homeowners insurance must be purchased if you buy a home with the help of a bank 
or other lender in order to protect their collateral.  

Additionally, you may own jet skis, a boat, or an ATV (all terrain vehicle), all of which 
are insured by personal insurance policies.  

Where The Insurance Premium Dollar Goes  

Some people think insurance is a ñrip offò because they believe insurance companies 
charge excessive premiums and then keep the money, earning high profits. In fact, 
nearly 70 cents of every dollar collected in insurance premiums is returned directly to 
policyholders in the form of claim payments. About 28 cents is used to pay the 
insurance companyôs expenses, including the agentôs commission, the salaries of their 
employees, and other overhead items such as utilities, rent and the like. That leaves 
about 2 cents for profit. Many insurance companies would be very happy with a profit of 
2%, but in reality some make no profit at all by writing insurance. When an insurance 
company pays out more money in claims and expenses than it takes in premium, the 
company is considered to have suffered an underwriting loss. This can sometimes 
occur when unusual events take place that actuaries could not have predicted such as a 
major earthquake, tornado, or hurricane. If there is still money left over after paying 
these items, the company has experienced an underwriting profit.  

How can an insurance company stay in business if they have an underwriting loss? 
Insurers have another source of income. Since you must pay insurance premiums in 
advance, the insurance company is able to invest the money until the time comes to pay 
your claim. In the meantime the company earns interest on the funds.  

This is called the companyôs investment income and it can be used to offset losses if 
claims exceed the companyôs expectations.  

Insurance companies sometimes earn all their profits on investments. Insurance 
company investments are very conservative and are regulated by law. You would not 
want your insurance company to take your premium and invest it all in the stock market 
and then be unable to pay your claim.  
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General Principles Of Insurance  

Just like when you build a house, the study of insurance must begin with a 
foundation.  

This foundation consists of the guiding principles that underlie all other topics we will 
discuss in this book.  

The first guiding principle is known as the doctrine of insurable interest. Under this 
doctrine, or rule, an insurable interest is said to exist whenever the occurrence of a 
certain event, such as a fire or theft, results in a financial loss to a person or 
organization. In order to purchase legally valid insurance, one must possess an 
insurable interest in the item being insured. If you own a car, and that car is damaged in 
an automobile accident, the value of the car declines and you suffer a financial loss.  

Therefore, you possess an insurable interest in that car and may purchase insurance 
to protect against the financial loss.  

Another part of the foundation is called the principle of indemnity, the second 
guiding principle of insurance. This is similar to insurable interest, but rather than 
defining under what circumstances you can collect on an insurance policy, the principle 
of indemnity determines how much you can collect. Letôs say your car is damaged in an 
auto accident.  

While you might want the insurance company to replace your car with a new one, this 
would violate the principle of indemnity since a new car is more valuable than an older 
one in most cases. So, the insurance company determines the value of your damaged 
automobile (including a deduction for depreciation) and pays you that amount. You are 
indemnified.  

Under this rule, insurance policies are considered to be contracts of indemnity, 
meaning they are designed to put someone back in the same general financial condition 
he or she was in before the loss occurred. In other words, you shouldnôt be able to profit 
by collecting the insurance. You may have heard the phrase ñinsurance is to make you 
whole.ò This is a euphemism for the principle of indemnity. Youôre no better off than you 
were prior to the loss, but neither are you any worse.  

Without each of these underlying principles, there is little that would separate the 
purchase of insurance from gambling. Think what would happen if people did not need 
to have an insurable interest in the houses they insured for loss by fire. You would 
simply drive around town, find the oldest, most rundown house you could, buy a fire 
insurance policy and wait for the place to burn down. Itôs the doctrine of insurable 
interest that prevents you from doing that. In order to collect the insurance, you had to 
have suffered a loss in the first place.  
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Basic Insurance Terms  

Among the most fundamental insurance concepts are the meaning of the words risk, 
peril, hazard, loss, insurance, and insurance policy.  

Risk  

A risk exists whenever there is uncertainty about the outcome. ñTaking a riskò means 
not knowing exactly what will happen. Facing risks is part of life, and it is the basic 
problem dealt with in insurance. Risk, however, comes in two forms, only one of which 
is addressed by insurance.  

Pure risk exists whenever there are only two possible outcomes: loss, or no loss. 
This is the type of risk insurance deals with. Your home burns (loss) or it does not (no 
loss). Your car is damaged in an accident (loss) or it is not (no loss).  

The other type of risk is called speculative risk. With speculative risk, there is a third 
possible outcome: gain. When you purchase a companyôs stock, the value of the stock 
could decline (loss), it could stay the same (no loss), or it could appreciate (gain). When 
a company comes up with a new product, it could be a flop (loss), they could break 
even (no loss), or they could have a huge success (gain).  

Insurance does not deal with speculative risk, since the potential for gain or profit 
contained in these situations would be a violation of the general principles of insurable 
interest and indemnity.  

Peril  

A peril is the cause of a loss. Fire, flood, theft, and earthquake are all perils or events 
that can cause a loss to property and people.  

Hazard  

A hazard is a condition that makes a peril more likely to happen or that increases the 
seriousness of a loss. Leaving the door to your house unlocked when no one is there is 
a hazard since it increases the likelihood that a theft will take place. Building houses 
with wood shake roofs increases the amount of damage that the structure will suffer if 
there is a brush fire and is, therefore, a hazard. Some hazards are the result of the 
physical characteristics of property, such as old wiring in a home that could lead to a 
fire. Other hazards are created by people, such as when a person burns down his or her 
own house or when someone files a false insurance claim. This is called a moral 
hazard, since it arises out of a personôs habits or tendencies and increases the 
likelihood of losses.  

The person who is indifferent to loss represents a morale hazard, since it is his or 
her carelessness that raises the likelihood of loss.  

Insurance Policy  

An insurance policy is a document issued by an insurance company to its 
policyholder that provides details about what is covered under the contract. The type of 
coverage (such as automobile liability insurance), the limits (maximum amount that will 
be paid for a particular loss), and any deductibles (amount the insured must pay his or 
herself) are all stated in the policy.  
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Loss  

Loss is simply a decline in value. When there is a reduction in the quantity, quality, or 
value of something, a loss is said to occur. This can occur to tangible items, such as 
houses, cars, or equipment (direct loss), or it can result from damage to tangible items 
(indirect loss). An example is when you must take up residence in a hotel (indirect loss) 
because your house was damaged by fire (direct loss) or when you have to rent a car 
(indirect loss) while yours is in the shop being repaired following a collision (direct loss).  

Insurance  

Insurance is a social and contractual device that transfers the risk of financial loss 
from individuals or businesses to an insurer. The insurer collects small amounts of 
money from each of the individuals or businesses (premium) and ñpoolsò them into a 
large sum of money out of which losses will be paid. The organization that arranges and 
administers the pool of funds is generally referred to as an insurer, and the individuals 
or businesses that transfer their risks are called insureds. The contract that makes the 
transfer is referred to as the insurance policy.  

Risk And Loss  

Whenever you are faced with a risk, there are three possible things that can happen.  

First, the outcome can be positive. When you risk your money buying a lottery ticket 
you could win (called a gain).  

Second, the outcome could be negative and produce a loss. When you face the risks 
associated with driving a car, you could have an accident. The accident is a loss, 
because you may have to pay to have your car repaired or may be responsible to pay 
for the damage you cause to someone elseôs car.  

Third, the outcome could be neutralðneither positive nor negative. Thereôs no loss, 
but thereôs no gain either.  

When there are only two possible outcomes to a risk, loss or no loss, it is referred to 
as pure risk. When there is a third possible outcome, gain, the risk is called speculative 
risk.  

Insurance is designed to treat pure risk exposures.  

Speculative risk, because it has a potential for gain, is not the subject of insurance.  

The purpose of insurance is to protect against loss. If no loss occurs or there is 
potential for gain, insurance usually cannot be purchased.  

For example, if you start a business, it can be successful or unsuccessful é 
insurance, in general, cannot be purchased to ensure the success of your business, 
though it can if your business is threatened by a peril (e.g., fire) where the only possible 
outcomes are loss or no loss. 
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Practice Quiz #1 
 

Complete each sentence below using the following list of words.  

Not all words are used.  

a. commercial  

b. property and casualty 

c.  insurable interest  

d. indemnified  

e. speculative risk  

f. life and health  

g. hazard  

h. peril  

i. personal 

j. pure risk 

k. financial loss 

l. insurance 

 

1. The type of insurance that protects business firms and other organizations is called  

______________________________ insurance.  

2. When a person stands to lose financially if a loss occurs, they are said to have an  

_____________________________ in the risk.  

3. A social device that transfers the risks of loss from an individual to an insurer is 
called _____________________________.  

4. A _________________________ is a condition that increases the chance that a 
loss will occur.  

5. When an insurance company puts someone back in the same general financial 
condition they were in prior to a loss, the person is said to be 
__________________________.  

6. A _____________________________ is defined as the cause of a loss.  

7. The type of risk that has a chance for gain is called 
____________________________.  

8. When someone is concerned about the risk of loss due to premature death or 
disability, they may purchase _____________________________ insurance to protect 
themselves.  

9.___________________ is the type of risk that most insurance policies are 
designed to deal with.  

10. When a piece of property is damaged and declines in value, it is said to have 
suffered a _____________________________.  
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How Can You Manage Risks?  

There are five methods a person can use to manage their risks of loss.  

Avoidance  

This risk management technique means that you eliminate the loss exposure or 
never acquire it in the first place. For example, if you fear having your car stolen, you 
might consider not owning a vehicle. If you already own the car, you could sell it.  

When used as a risk management technique, avoidance is very effective. In fact it 
ensures that a loss will not happen. However, it is not always practical and some loss 
exposures, such as death, simply canôt be avoided.  

Loss Control  

For risks that cannot be avoided, loss control can reduce the number of losses (loss 
frequency) or the cost of losses that do occur (loss severity). Burglar alarms are an 
example of a loss control device that reduces the number of losses that occur to 
property. A person intent on breaking into a home may see that the house has an alarm 
and decide not to commit the crime (at least to that house)!  

Seat belts and airbags in automobiles are examples of loss control devices that are 
designed to reduce the cost of a loss. While their use does not keep auto accidents 
from happening, when used by vehicle passengers these restraints generally result in 
less serious injuries.  

Choosing among the risk management techniques can be a challenge. When the 
risks of loss are enormous, avoidance may be most appropriate. For losses that donôt 
happen very often, but are costly when they do, insurance may be the best choice.  

Loss control measures that reduce the number of losses are called loss prevention 
methods.  

When the purpose is to reduce the cost of a loss, the device is referred to as a loss 
reduction technique, because the dollar amount of the loss is less than it would be 
otherwise.  

Transfer to Others  

Some risks can actually become the responsibility of someone else using a transfer 
such as contract or agreement. When you rent a car, the rental car company requires 
you to sign a contract in which you agree to pay for any damage to the vehicle. Rather 
than suffer the loss itself, the rental car company transfers that risk to you, the renter.  

Retention  

The risk management method of retention means paying some or all of the losses 
that occur out of your own personal current income or from a personal savings account.  

An example of the individual paying for the loss or sustaining the damage without 
correcting the problem is in the case of small losses, such as cracks in a car windshield. 
The owner of the car may retain the loss (pay out of pocket) since it does not happen 
frequently and does not result in a large dollar amount of loss.  
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It is also possible that the damage will not be repaired and the person will simply 
have a vehicle worth less money due to the cracked windshield. Either way, the burden 
of the loss falls on the owner of the vehicle.  

Insurance  

The last risk management method to be considered is insurance, or transfer of the 
cost of loss to an insurance company. Understanding how insurance operates as a tool 
of risk management is the primary purpose of this book and will be dealt with in some 
detail in the following chapters. 

For each of the following loss exposures, indicate the risk management technique(s) 
that is (are) most appropriate for treating the risks of loss.  

 

Practice Quiz #2 
1. A vehicle owner travels frequently on roadways with heavy trucks and 

worries about the ____ 

2. An athlete is concerned that playing two sports is high school may result in 
an injury that ____ 

3. The tires on a vehicle have become worn and could result in a blow-out 
and collision or ____ 

4. A beginning driver is worried that an automobile accident could result in 
serious injuries ____ 

5. A contractor is concerned that he might be sued for damages as a result of 
something done ____ 

 

 

a. could jeopardize a college scholarship to play one sport.  

b. by a subcontractor at a construction site.  

c. overturn of the vehicle.  

d. possibility of getting a cracked windshield.  

e. to passengers in the vehicle or to others.  
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Matching Questions: Match each term in Column A with its definition in Column B.  

Column A  

___ 1. Deductible  

___ 2. Endorsement  

___ 3. Insurance Policy  

___ 4. Actual Cash Value  

___ 5. Depreciation  

___ 6. Replacement Cost  

___ 7. Coverage  

___ 8. Limit  

___ 9. Risk  

___ 10. Declarations Page  

Column B  

a. The cost of replacing your property at todayôs prices, minus depreciation.  

b. The protection for specific losses provided under the terms of an insurance policy.  

c. The chance of a financial loss.  

d. The maximum amount that an insurance company will pay for a covered loss.  

e. The amount of money the policyholder agrees to pay toward the total amount of an 
insured loss before the insurance company pays.  

f. A legal contract that sets forth the rights and obligations of both the policyholder and 
the insurance company.  

g. The decrease in the value of property due to wear and tear, age, or other cause.  

h. The portion of the insurance policy booklet containing the information that makes the 
insurance policy your own.  

i. An amendment attached to an insurance policy to add to or change the terms of a 
policy contract.  

j. The amount it would cost to replace damaged property at todayôs prices, without a 
deduction for depreciation.  
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Multiple Choice:  

In the space provided write the letter of the item that best completes the statement.  

1. Selecting a higher deductible ____ 

a. leads to a higher premium.  

b. leads to a lower premium.  

c. often has no effect on premium.  

d. never has an effect on premium.  

 

2. The three basic types of risks are ____ 

a. contents, liability, additional living expenses.  

b. contents, liability, loss of income/additional expenses.  

c. property, liability, loss of income/additional expenses.  

d. property, liability, additional living expenses.  

 

3. When you refuse to engage in any activities that may expose you to a loss,  

you are managing risk through ____ 

a. avoidance.  

b. retention.  

c. transfer.  

d. insurance.  

 

4. When you decide that you will pay for a future loss out of your current income  

and/or savings, you are managing risk through ____ 

a. avoidance.  

b. retention.  

c. transfer.  

d. insurance.  

 

5. As a group, teenagers pay more for insurance because teenagers ____ 

a. own more cars.  

b. drive more miles.  

c. park their cars on the street.  

d. have high accident rates.  
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True or Make True:  

Read each statement carefully and decide whether it is true or false. If it is false, change the 
underlined word or words to make the statement true.  

____ 1. Actual Cash Value is the decrease in the value of property due to wear and tear, age, or 
other cause.  

____ 2. Liability is the legal responsibility you have to others to compensate them for damages you 
cause.  

____ 3. The higher the limit(s) a policyholder selects, the higher the premium the policyholder will 
pay.  

____ 4. Since an insurance company cannot afford unlimited losses, coverages are subject to 
deductibles.  

____ 5. The declarations page is a legal contract that sets forth the rights and obligation of both 
the policyholder and the insurance company.  

 

Match the terms to their description.  

_____ Benjamin Franklin  

_____ Lloydôs of London  

_____ Underwriter  

_____ Premium  

_____ Fire Mark  

 

1. The amount of money charged for an insurance policy.  

2. A person pledges who financial backing of a risk.  

3. The father of modern insurance in the United States.  

4. A symbol placed on a building to signify that it is insured.  

5. An organization of individuals who insure large and unusual risks.  
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I. TYPES OF PROPERTY POLICIES 
A. Property: Personal lines 

ñPersonal Linesò is a term used to describe insurance for individuals or families. Commercial Lines 
is a term used to describe insurance for businesses. 

When broken down into simple terms, insurance can be considered a method for distributing risk 
among a group of people so that no single person feels the full effects of a loss. Defined that way, 
insurance has a long history. In ancient China, farmersô crops were taken to market via water, rather 
than land. If a ship sank, obviously it meant great financial loss. Eventually, farmers distributed their 
crops across a group of ships so that the sinking of one ship wouldn't ruin one lone farmer. Other 
ancient societies had similar systems of safe-guarding individual investments. In the 13th century, 
European merchants began insuring their ships by signing contracts with wealthy benefactors that 
provided compensation in case a ship was lost at sea.  

In a then anonymous letter to The Pennsylvania Gazette on February 4, 1735, Benjamin Franklin 
coined the famous phrase "an ounce of prevention is worth a pound of cure" when talking about the 
need for a better fire fighting service in the city of Philadelphia. In December 1736, a fire fighting 
service was formed in Philadelphia, and in 1752, Franklin's Union Fire Company, along with members 
of other fire fighting groups, formed the Philadelphia Contributionship, the first insurance company in 
the American colonies. Today, Franklin's proverb remains as valuable as ever.  

1. Dwelling and contents (DP forms) 

A series of forms providing basic, broad, or special form coverage for dwelling buildings and 
contents or coverage for household contents only. Usually written for either hard to place 
homeowners or for owned property rented to others.  

Dwelling Policy   

An insurance policy that covers buildings and the personal property inside. The Insurance Services 
Office has a basic form, a broad form, and a special form.  

The principal differences among them are the perils covered. The forms are designed to insure 
one- to four-family dwellings, whether owner-occupied or tenant-occupied, and can be used to insure 
mobile homes. Unlike homeownersô policies, dwelling policies do not include theft, liability or medical 
payments coverage, but these coverages can be added by endorsement. The ISO policy forms have 
a standard format:  

È Coverage A--Dwelling Coverage  

È Coverage B--Other Structures Coverage  

È Coverage C--Personal Property Coverage  

È Coverage D--Fair Rental Value Coverage  

È Coverage E--Additional Living Expense (except basic form)  

Dwelling policy basic form   

A very limited dwelling policy (ISO form DP 00 01) that only covers the perils of fire or lightning and 
internal explosion and does not include additional living expense coverage, though this can be added 
by endorsement. The form includes an "other coverages" section that extends coverage to other 
structures; debris removal; improvements, alterations and additions; world-wide personal property 
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coverage; rental value; reasonable repairs; and fire department service charges. An extended 
coverage option adds the perils of windstorm, hail, explosion, riot, civil commotion, aircraft, vehicles, 
smoke, and volcanic eruption. Another option adds the perils of vandalism and malicious mischief.  

Dwelling policy broad form   

This dwelling policy (ISO form DP 00 02) is identical to the basic form except it includes coverage 
E (additional living expense) and the perils available as coverage options under the basic form. In 
addition, it includes the perils of damage by burglars; falling objects; weight of ice, snow or sleet; 
accidental discharge or overflow of water or steam; sudden and accidental tearing apart, cracking, 
burning or bulging; freezing; and sudden and accidental damage from artificially generated electrical 
current. In addition to the "other coverage" provided in the basic form, it includes coverage for trees, 
shrubs, and other plants; collapse; and glass or safety glazing material.  

Dwelling policy special form   

This dwelling policy (ISO form DP 00 03) is identical to the broad form, but it insures the dwelling 
and other structures on an open-perils basis and covers personal property on the same broad 
named-perils basis as the broad form.  

Open perils   

A property insurance form that insures against any risks of loss that are not specifically excluded. 
This term is frequently used instead of "all risks."  

All-risk insurance   

A property or inland marine insurance form that covers all risks of loss except risks that are 
specifically excluded. All-risk policies always have some exclusions or limitations regarding the 
insured property, persons or protected interests, and some policies may exclude certain causes of 
loss.  

Broad form property insurance endorsement   

An endorsement to a property insurance policy covering perils such as breakage of glass, falling 
objects, weight of snow, ice, sleet, or water damage, in addition to the basic perils.  

Named perils  

Specified causes of loss covered under a property insurance policy. No coverage is provided for 
perils not listed.  

Most of todayôs insurance policies combine several coverages into one package. Some coverages 
are basic and always included in the policy others are optional and allow the insured to select 
additional protection for additional premiums. All of the coverages selected, with their limits and 
premiums, are shown on the declaration page.  

Property coverage protects the dwelling, other structures on the property, and personal property. 
The homeowners policy also provides compensation for additional expenses after a loss. Additional 
payments may also be made for certain stated expenses or losses. Claim payments will not exceed 
the specified limit of liability for each coverage. Letôs take a brief look at each individual property 
coverage. 

Dwelling coverage covers the dwelling, structures attached to that dwelling (such as a garage, 
carport, or breezeway), and fixtures permanently attached to the house (such as a furnace, wood 
burning stove, plumbing fixtures, built-in air conditioning system, and certain kitchen appliances). As 
you can see in the example above, the premium for dwelling coverage includes the premiums for 
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most of the other coverages. That premium will depend upon many factors, including the replacement 
value of the house, its construction, the deductibles selected, and location. 

Coverage for Other Structures covers those buildings and structures that are on the insured 
premises but completely separated from the house or connected only with a fence or utility line. Such 
structures as in-ground swimming pools, fences, detached garages, tool sheds, and gazebos are 
included here. Structures used on a regular basis for business purposes are not covered by 
homeownerôs policies. A builder who stores lumber and tools in a barn behind his home should cover 
that barn on a commercial policy. 

Personal property coverage insures personal property that the insured owns or uses anywhere in 
the world. Property that is borrowed and damaged by the insured is also covered. Most insurance 
companies automatically insure furniture and personal possessions at a limit equal to 50% of the 
amount for which the dwelling is insured, but this amount can be increased for an additional premium. 

Personal property coverage is subject to certain exclusions that restrict the limits on certain kinds 
of property. There are several popular options that increase protection on items not normally covered 
or covered only up to certain limits. Again, such optional coverages are available for additional 
premiums. 

Personal property replacement coverage extends protection to include the actual cost to repair 
or replace damaged property. Generally depreciation is taken into account when determining a claim 
payment. With this option in the policy there is no deduction for depreciation. 

Extended theft coverage insures items or property left in unattended motor vehicles or trailers. 

Jewelry and fur coverage increases the limit of liability for the loss of jewelry watches, furs, 
precious and semiprecious stones. 

Silverware coverage similarly increases the limits for the loss of silverware, silver-plated ware, 
gold ware, gold-plated ware, and pewter ware. 

There are other options that can further customize the basic homeownerôs policy to protect the 
personal property your customer owns or uses. 

Additional expenses coverage is intended to help compensate the insured for additional living 
expenses after a loss. This does not cover all living expenses ð only those in excess of the ones the 
insured normally pays. 

Suppose a family is forced to live in a motel and eat in restaurants for two weeks after their home 
is damaged in afire. Their normal living expenses for that period would be $500, but they spend 
$1200. Additional expenses coverage would reimburse them for the extra $700 expense because of 
the damage to their home. 

Again, the purpose of this coverage is to return insureds to the financial condition they enjoyed 
before the loss. 

Additional payments are also made for specified expenses or property losses the insured incurs. 
They provide reimbursement for such things as debris removal, removing property from endangered 
premises, fire department service charges, and glass breakage. Notice that such payments help to 
limit damage and the need for insurance company to pay higher claim payments. 

Just going with the usual homeownerôs package may neglect important coverage that your 
customers need. If a familyôs silverware worth $3500 is stolen, they will be in for a rude awakening if 
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they have only the standard $1000 coverage. By taking the time to thoroughly determine what 
property must be protected, you can avoid these unpleasant surprises.  

Settlement of Property Losses 

The replacement cost is the actual cost of repairing or replacing the home at todayôs prices. For 
adequate protection, the amount of dwelling coverage should be based on that replacement cost. It is 
up to you to keep an eye on your customerôs policy ð especially when appreciation and 
improvements constantly push the replacement cost upward. You can obtain a reasonably good 
estimate of the replacement cost by using construction data from reputable appraisal companies. 

Most insurance companies recommend full replacement coverage. This means insuring the 
dwelling for 100% of its replacement cost and updating that coverage as the replacement cost rises. 
The insurer will then pay whatever it costs to replace the damaged property or return it to its pre-loss 
conditionðeven if that cost exceeds the limit of liability 

Suppose our homeowner has kept up with the growing replacement cost of the home and has now 
upgraded the dwelling coverage from $120,000 to $180,000. The damage will cover any damage to 
the home in fullðeven if the house is destroyed and costs more than $180,000 to rebuild. 

Your customer may be tempted to save money by underinsuring or buying only the minimum 
coverage that is required. You can provide value-added service by keeping the homeowner aware of 
rising replacement costs. When it is time to decide on the amount of property insurance to carry on 
the home, you should encourage the customer to honestly answer one question ð Can I afford to 
replace my home and possessions at todayôs prices? 

Customizing the Policy 

Determining your customersô insurance needs and ñbuildingò the proper policy is much like ordering 
from a menu. In a good restaurant the menu offers a range of coursesðsomething for every taste. In 
the same way you can offer your customers a range of coverages ð protection that meets their 
needs and circumstances. 

Basic Form ï DP 00 01 
Basic policies provide the specified perils coverage we discussed previously. The house and 

possessions are covered for losses caused by those perils specifically listed in the policy. Perils not 
listed are not covered. Usually basic policies cover fire and lightning, windstorm and hail, explosion, 
riot and civil commotion, damage caused by vehicles or aircraft, smoke damage, vandalism, and 
theft. 

Broad Form ï DP 00 02 
 Broader policies cover all losses to the house except those specifically excluded in the policy. All 

the perils in the basic policy are covered and others are addedðrupture of steam or hot water 
systems, falling objects, weight of ice, snow, or sleet, electrical damage to appliances, water damage 
from plumbing or heating systems, collapse of buildings, and losses to property being conveyed 
because of collision or upset of the vehicle carrying that property This coverage applies to the home 
or other buildings only. Possessions are still covered only for those perils specified in the policy. 

Review the following examples of DP forms then test your understanding by completing the 
Practice Quiz on page 49. 
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Sample Basic Dwelling and Property Form 
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Special Form ï DP 00 03 
The broadest policies cover damage to the house and possessions on an all risk basis ð all perils 

are covered except those specifically excluded in the policy. These policies add such perils as the 
escape of oil from heaters or tanks, damage by certain wild animals, and the backup of water caused 
by the buildup of ice on roof surfaces. 

Optional coverages extend protection even further. Earlier in this lesson we mentioned personal 
property replacement, extended theft, jewelry and fur and silverware coverage that provide extended 
personal property coverage. Earthquake coverage, flood coverage, and mortgage insurance (which 
pays the mortgage balance when the insured or spouse dies) are also examples of optional property 
coverages that protect the house. Optional liability coverage is available for watercraft and 
snowmobiles, certain business pursuits, personal injury, and the business use of the home. All of 
these optional coverages extend protection and are available for additional premiums. 

The point is this: You have many options to choose from in developing the right homeownerôs 
policy for your customer. The policy that is finally written is a contract between the insurance 
company and your customer. 

It is not like a meal which can be sent back because it is under- or over-cooked. Your customers 
must understand what they are ñorderingò when the policy is written. Itôs too late to customize the 
policy to their specific needs after a loss has occurred. 

Review the following examples of DP forms then test your understanding by completing the 
Practice Quiz on page 51. 
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Sample Special Dwelling and Property Form 
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Practice Quiz #3 
1. Theft of part of a completed building is covered by the Special Dwelling Form. ( ) True ( ) False 

2. Both the Broad and Special dwelling Forms cover damage caused by discharge or overflow of 
water on the same basis.  ( ) True ( ) False 

3. An insured may select all or any combination of Dwelling Coverages A, B, and C, and any 
amount of insurance may be written above minimum requirements. ( ) True ( ) False 

4. All Dwelling Forms have the same five coverages (A, B, C, D, and E). ( ) True ( ) False 

5. Which of the following risks in NOT eligible for coverage on a Dwelling Form? 

( ) A. A permanently-stationed mobile home 

( ) B. A three-family house, partially used by the owner-occupant as a barber shop. 

( ) C. A small six-unit apartment building. 

( ) D. A large private home at which rooms are rented to three boarders. 
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2. Personal Liability 
Protection against legal liability arising in connection with personal, non-business activities both on 

and off insured premises. Coverage is extended to the named insured, relatives of the named insured 
who reside in the named insuredôs home, and injuries caused by pets (e.g., a dog bite).  

Forms of Protection Against Loss 

Your customers own property and engage in activities that expose them to loss. Some 
occurrences causing loss happen on a regular basis, some happen infrequently, some are possible 
but have not happened yet, some could not happen. By analyzing and identifying the frequency and 
severity of such risks, the customersô exposure to loss can be reduced or covered. 

Insurance is not the only form of protection. In prevention, property or procedures are modified to 
eliminate any possibility of loss Giving up skydiving eliminates your liability of falling on someone, not 
to mention the consequences that fall would have on your own health. 

In reduction, measures are taken to minimize the extent of loss, even if the possibility of loss 
cannot be entirely eliminated. A smoke alarm may not stop a fire in your home and snow tires may 
not stop your car from skidding, but both reduce the seriousness of accidents that might occur. The 
insurance company sometimes sends pamphlets and brochures to its customers to advise them on 
reducing loss. 

 In retention, the customer decides to retain those risks that are relatively inexpensive. When 
deciding not to carry collision coverage on an older car, the customer is retaining risk. Any losses 
resulting from damage to the car will come out of the customerôs pocket. The customer might retain 
only part of that risk by carrying collision coverage but with a deductible. 

Some exposures cannot be eliminated or retained, and the risk must be transferred to an insurer. 
Without insurance few families could afford the property or liability risks of owning a car, a home, a 
boat, or any other valuable personal property In some cases the customer does not have a choice. 
Auto registration is not permitted without insurance, and banks require insurance on automobiles and 
homes that they finance. 

Insurance solutions should only be suggested when there is a clear understanding of the 
customerôs situation. Obviously the final decision about what insurance to purchase rests with the 
customer. But in many cases that customer is looking to you for advice. That is what an analysis of 
the customerôs risks providesða sound basis for recommending a program of insurance. 

Certain risks must be protected against because the loss would cause severe suffering. These 
risks call for essential coverages. Auto coverages required by law and mortgage coverage are in 
this category. Some risks may result in considerable loss which might jeopardize the financial 
condition of the customer. These call for desirable coverages. Other risks may have only a remote 
chance of occurring or may cause only a financial inconvenience. These risks call for optional 
coverages ð insurance that would be nice to have but only if the customerôs budget permits. 

Insurance packages today have been designed to meet the varied needs of most individuals. In 
many cases your customerôs needs for essential, desirable, and optional coverages are available in 
those packaged policies which can then be customized through the use of deductibles and 
endorsements. Analyzing the needs of the customer and selecting the appropriate coverages and 
loss control measures is the first step to providing value-added service for your customers. 
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What Does Insurance Protect Against? 

We said that insurance offers protection against the risk of financial loss. In this section we will look 
at the causes of such loss and the kinds of loss that can result. We will also define some frequently 
used insurance terms. 

There are three major kinds of financial loss: 

1. Property loss 

2. Loss of health and earning capacity 

3. Liability loss 

Letôs look at each a little more closely. 

Property losses can involve tangible property, which includes real property and physical property, 
and intangible property Real property is land and buildings, while physical property includes 
possessions and items found inside those buildings. Tangible property is easy to identify; these are 
assets that clearly exist and have value for the owner. Intangible property includes such things as 
copyrights, patents, or the right to use somethingðthings that cannot be touched or seen but that still 
have a definite value for the owner 

Consider the following accident to see the kinds of property loss that can result: 

A house that is owned by Mrs. Jones and rented to the Smith family burns to the ground Most of 
the furniture is owned by Mrs. Jones, while the rest of the items in the home belong to the Smiths. All 
are destroyed in the fire. 

In this accident, Mrs. Jones has experienced a loss to her real propertyð the house itself. She has 
also suffered a loss to her physical propertyð the furniture burned in the fire. The Smiths too suffered 
a loss to their physical propertyð their personal possessions ð and a loss to their intangible 
propertyðthe right to occupy the space they rented in the home. And the property loss goes beyond 
this. Mrs. Jones will lose future income ðher revenues will stop because the Smiths will no longer 
pay rent and her expenses will increase if she decides to rebuild the house. 

A direct loss results when the property comes into direct contact with the cause of the loss. An 
indirect loss results as a consequence of the direct loss. In the above example, the direct loss is the 
loss of the home, the physical property, and the right to occupy the rental space, all of which resulted 
directly from the fire. The indirect loss is the loss of net income that Mrs. Jones will experience as a 
consequence of the fire. 

What then are property losses? As you can see, the answer is not as simple and straightforward as 
you would expect. Property losses include the obvious loss to the property itself, but also the loss of 
future income resulting from the loss of that property. That loss of income may result from decreased 
revenues or from increased expenses to repair or replace the damaged property 

Loss of health and earning capacity is the second kind of financial loss. Disability 
unemployment, retirement, and death all have the potential of eliminating sources of income and 
draining a familyôs bank account. There are many forms of protection against the loss of health or 
earning capacity, including life and health insurance, unemployment and disability compensation, 
financial services (such as individual retirement accounts), and specific coverages in personal lines 
products. 

The third category is liability loss. Such a loss results when the individual is found legally liable for 
the consequences of acts or omissions resulting in damages or losses to other parties. Financial 

http://www.fyiexpress.com/


20 Hour Pre-Licensing for Property & Casualty Limited Subagent Study Manual 

 

Last Update: 9/8/2014  Page 52        More Online Education at www.FYIExpress.com  

losses that result can include legal fees, court costs, fines, the amount of judgments awarded by the 
court, the costs of out-of-court settlements, and the long-term effect that a lawsuit might have on the 
personôs reputation and earning capacity Negligence is the most common reason for a liability lawsuit 
where the defendant is charged with failing to exercise proper care in protecting others. 

Property Loss 

È Loss of property itself 

È Loss of income from property 

Loss of Health or Earning Capacity 

a. Disability 

b. Unemployment 

c. Retirement 

d. Death 

Liability Loss 

È If legally liable for the consequences of certain acts or omissions 

The chart above summarizes the kinds of financial loss that insurance protects against. Your goal 
in developing a sound insurance program for your customers is to provide protection in each of these 
areas. As we examine various personal lines products, you will see how coverages have been 
included to cover potential losses in each of these areas. 

Personal Liability Coverages 

Where property coverage protects the insuredôs home and property, liability coverage provides 
protection when other persons claim the insured damaged their property or caused them bodily injury. 
The amount the insurance company will pay depends on the amount of coverage your customer 
selects. This amount is again shown under the Limit of Liability column on the declaration page. 

Personal liability coverage applies when the insured is obligated by law to assume responsibility 
for an action that caused property damage or bodily injury to another party. Liability coverage does 
not cover damage to the insuredôs own propertyðonly that of visitors, neighbors, or others in some 
way affected by the actions of the insured. Two examples will help illustrate personal liability 
coverage: 

This coverage applies for the well-known confrontation between the family dog and the mail 
carrier. The claim will be paid if the dog bite occurs on the insured property or if the actual biting 
occurs after a chase down the street. 

The insured is burning leaves on his property when a gust of wind sends the fire out of control. His 
fence and the neighborôs tool shed are damaged in the fire. In this accident only the neighborôs shed 
is covered by the Personal Liability coverage. The fence will be covered by the Other Structures 
coverage of his policy under Property Coverages. 

Medical payments to others coverage pays for medical expenses of people other than the insured, 
when those expenses are due to an accident caused in some way by the insured. This coverage 
provides a way of maintaining neighborly relations without having to prove who is legally responsible 
for the accident. Medical payments coverage applies to accidents happening on the insured location 
or off that location if the accident is caused by the insured family and even the pet. 
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A neighborôs child breaks her arm when she falls from a sliding board in the insuredôs backyard. 
The medical expenses resulting from that accident will be covered, regardless of who was to blame 
for the accident 

The insuredôs liability coverage is thus automatically extended to many locations beyond the 
insured premises. 

As was true with property coverages, there are certain additional payments in the liability section of 
the homeownerôs policy. These payments are made over and above the limits shown on the 
declaration page. 

È To pay for minor damage to the property of others without regard for legal liability For 
example, this provides payment for accidentally throwing an object through the neighborôs window. 

È To defend a claim or lawsuit against the insured but only as long as the limit of liability has 
not been used up in paying settlements or judgments. 

È To pay premiums on appeal bonds when a judgment has gone against the insured and the 
judgment is appealed. Also to pay premiums on attachment bonds which guarantees payment of the 
original judgment if the home or property is sold. 

È To reimburse the insured for wages or salary lost when attending hearings or trials at the 
insurerôs request. 

È To reimburse the insured for providing first-aid expenses at the scene of the accident.  

Practice Quiz #4 
Review the following example of a Personal Liability policy then complete the following Practice 

Quiz to test your understanding of basic Personal Liability insurance terms and concepts.  

When you have finished, check your answers in the answer book. If possible, it may be 
advantageous to discuss these exercises with more experienced people in your agency. 

1. Insured Location includes an individual or family cemetery plot or burial vault of an insured.  

( ) True ( ) False 

2. Coverage L and M apply to bodily injury, personal injury, or property damage which is a 
foreseeable result of an intention or criminal act of any insured. ( ) True ( ) False 

3. The total liability under Coverage L for all damages resulting from any one occurrence will not 
be more than the limit as shown in the Declarations regardless of the number of insureds, 
claims made or persons injured. ( ) True ( ) False 

4. Bankruptcy of any Insured relieves the company of its obligations under the Personal Liability 
policy. ( ) True ( ) False 

5. In the event of death of the insured, the policy continues in force for at least 90 days.  

( ) True ( ) False 
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Sample Comprehensive Personal Liability Policy 
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3. Homeownerôs (HO Forms) 
 

Policy Choices - read your policy very carefully  

While each insurance company prepares its own contracts, most sell policies that are similar. The 
form number on a typical policy usually includes one of these labels:  

HO-2 & HO-4 The Broad Form  

These policies list EVERY covered peril. The policy will not pay for any peril not listed!  

HO-3 The Special Form  

The H0-3 is the most common homeownerôs policy today. Instead of listing the perils it does cover, 
the HO-3 policy lists the perils it does not cover. The policy will pay when the building damage is 
caused by any peril (subject to limitations in the policy) that is not on the list of exclusions. The HO-3 
coverage for contents (personal property rather than the structure) is identical to the HO-2.  

HO-4 Tenant (or "renters insurance") The Broad Form  

The HO-4 policy insures the contents of your rented home but not the building itself. It lists every 
covered peril.  

HO-5 Comprehensive Form  

The HO-5 covers most types of damage except earthquakes, wars and floods.  

HO-6 Condominium  

The HO-6 policy insures your condo contents and only the portion of the building you own (such as 
the interior walls) independent of other owners.  

Know what part of the building your insurance covers and compare it to the parts covered by the 
condo association - make sure the gaps are filled.  

Typical exclusions for the HO-2, -3, -4, -5 and -6 forms  

Typical exclusions include earthquake, flood, water damage (sewer backup or a basement leak), 
power failure off your premises, poor home maintenance, war collapse, nuclear hazard, intentional 
acts of an insured, laws and ordinance enforcement (such as building codes). Be sure to review your 
policyôs exclusions and limitations so that you know what is not covered. You can usually purchase 
additional coverage for most items that are excluded under the policy.  

HO-8 Market Value  

The H0-8 policy insures the structure based on its "market value.'' If your house burns down, the 
policy will pay no more than it would have sold for on the day before the fire.  
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Sample Homeownerôs Policy 
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Sample HO-6 Condo Policy 
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 How Homeowners Insurance Works  

While rebuilding New Orleans and the Gulf Coast after the horrible devastation of hurricanes 
Katrina and Rita has relied in part on numerous volunteers, aid agencies and donations from the 
public, insurance agencies have also played an important role. The numbers involved in this disaster, 
the worst natural disaster the insurance industry has ever dealt with, are astounding: 1.7 million 
insurance claims were filed for $40.6 billion in damages. Approximately 682,000 insured vehicles 
were damaged or destroyed. Despite the terrible destruction and the long rebuilding process ahead, 
insurance companies have largely succeeded in their job. Reports indicate that only 2 percent of 
claims remain in some form of dispute. Though many people found themselves the victims of a poor 
FEMA response or lacked adequate insurance coverage, millions of others have been able to return 
to their lives because of the safety net provided by homeowners insurance.  

Of course, homeowners insurance isn't just for victims of major disasters. From water damage to 
vandalism to someone accidentally injuring himself at your home, homeowners insurance has many 
applications. In this article, you'll find out why you need homeowners insurance, how it works and how 
to save money on the best policy for you.  

Why Buy Homeowners Insurance? 

Given all of the expenses that come with owning a home, it's reasonable to wonder if homeowners 
insurance is just another seemingly useless expense. The answer is no, it's not useless -- in fact, 
homeowners insurance is essential. Not only will a good policy save you money in the event that 
something happens to your home or belongings, an insurance company can also help you with other 
matters, like making your home more resistant to natural disasters. And though having homeowners 
insurance isn't required by law, most mortgage lenders require you to have homeowners insurance in 
order to borrow money from them. If you live in a condominium or co-op, you may also be required by 
your tenants' association to have homeowners insurance.  

Even if you have a relatively new, well maintained house, homeowners insurance can help you in 
situations that may not be preventable. Say, for example, that you are having a dinner party at your 
house. A group of guests is gathered on the back patio, and one of the guests trips on a loose tile and 
breaks his ankle. You, as the homeowner, are potentially liable for the guest's injury. The right 
homeowners insurance policy should protect you against legal action and pay for the injured man's 
medical bills.  

Now that you know why you need it, let's take a look at what it is you're buying.  

What is Homeowners Insurance? 

Different policies exist for renters, owners of mobile homes, people seeking bare bones coverage 
and those living in homes that are very old, but most homeowners will purchase what is called an HO-
3 policy. This insurance policy covers your home and its contents against damage and theft, as well 
as you, the owner, against personal liability if someone is injured while on your property. This 
coverage also includes damage caused by pets and most major disasters, though floods and 
earthquakes require separate policies. Homeowners insurance does not cover problems that result 
from poor maintenance or general wear and tear. A basic homeowners insurance policy should also 
cover other structures on your property and should provide for living expenses in case you are not 
able to live at home after a fire or other insured disaster. The amount of coverage provided for each 
of these items varies depending on the insurer and the type of policy.  
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One of the first things you need to know about your policy is the liability limit. The liability limit 
determines how much coverage you have should something happen to your home. These limits 
usually start at $100,000, but policies can be purchased with much higher limits. Most experts 
recommend that you have at least $300,000 to $500,000 of coverage, depending on the value of your 
home.  

When someone talks about the amount of coverage they have, or their liability limit, they are 
probably referring to the coverage for their home -- that is, for the amount of money it would cost to 
rebuild their home given the price of materials and labor in the area. This amount is not the same as 
the purchase price of your home, which accounts for factors like the value of the land. A quick 
estimate of your rebuilding cost can be done by multiplying your home's total square footage by the 
building cost per square foot.  

While your liability limit is a reflection of the amount of coverage for your actual home, other 
structures on your property, such as a garage, are usually covered for 10 percent of that amount. 
Coverage for personal belongings usually falls somewhere between 50 percent and 70 percent of the 
amount of coverage on the structure of the home. And, as mentioned earlier, in case you have to live 
somewhere else because of damage to your home, most plans cover costs of living away from home 
-- hotel, restaurants/food, etc. -- up to 20 percent of your home's liability limit. Other policies may 
provide unlimited coverage for living expenses but only for a limited period of time.  

Another option you'll probably be asked to consider is replacement cost versus actual cash 
value. Here's where you'll really want to consider the contents of your home. Let's say, while you're 
not a complete luddite, by comparison to most current homeowners, the amount of electronic gadgets 
in your home is pretty small. You have a television that's almost as old as you are and you wouldn't 
miss it if it were gone. You also have an inexpensive stereo and the computer you use is an old 
loaner laptop from work. So which option is right for you? Going with actual cash value would mean 
that if these items were damaged, you'd get an amount of money equivalent to the current value of 
those items (accounting for depreciation). The laptop is covered through work; you won't need to 
replace that. And since you don't really care about the television, you could simply take the money 
you get and just get a new, cheap stereo. Meanwhile, your neighbor has everything a home theater 
should have - a plasma TV, a surround sound speaker system, DVD player, etc. in both her living 
room and the family room. With that kind of equipment, she'd definitely want to consider replacement 
cost coverage, which pays for a new version of the item that was lost or damaged - there's no 
accounting for depreciation. Obviously, in the case of electronics, which can depreciate in value 
rapidly over time, a replacement cost policy can be a big advantage. However, this isnôt the only 
scenario that calls for this option.  

Letôs go back to your household contents. There are other types of items to consider when making 
this decision. For example, what about the collection of signed prints you have? And thereôs also the 
stamp collection and those original, signed Pearl S. Buck manuscripts. Original pieces of artwork or 
other costly collectibles can be just as, if not more, valuable than todayôs pricey electronics. 
Replacement cost coverage is usually 10 percent more expensive than actual cash value coverage, 
but under the right circumstances, it's definitely worth the extra coverage.  
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Is my Policy Special? 

Some homeowners may require a higher liability limit than what comes standard with their policy. 
Getting a higher limit can sometimes be as simple as paying a higher premium. However, in certain 
cases a special type of policy might be necessary. For example, an umbrella or excess liability 
policy is a separate policy that pays money to the policyholder after the liability limit on your regular 
homeowners insurance has been reached. Some umbrella policies defend against things like 
invasion of privacy, slander and libel. Generally, you have to have $300,000 in regular coverage 
before you can get an umbrella policy, and the more coverage you have in your regular policy, the 
cheaper your umbrella policy will be. An umbrella policy of $1 million in extra liability protection can 
cost $200 to $350 a year.  

Other special policies include a special personal property floater/endorsement. This type of 
policy allows you to insure valuable items individually or together, has no deductible and charges a 
premium based on what the item is, its worth and where you live. An appraisal or a recent receipt 
determines the value of the item in question.  

Remember that most standard policies do not cover earthquakes or floods. If live in an area prone 
to these disasters, you'll definitely want to consider special insurance policies that cover earthquakes 
and/or floods. Many policies do cover other natural disasters such as tornadoes and hurricanes, but 
it's always best to check with your carrier and, if your area experiences these disasters, consider 
getting a special policy.  

As we have previously discussed, a home is the biggest single investment most of us ever make. 
Possible loss of that investment requires each homeowner to make an intelligent decision about 
insurance. In making that decision the homeowner depends on you to help determine risks and to 
select proper coverages. 

The homeowner faces many possible causes of financial loss. Damage to the property to the 
house itself to the personal property inside, or injury or damage to other people or property are all 
exposures that can be covered by some form of insurance. Packaged homeowners policies allow the 
homeowner to cover both property and liability risks in a single policy. 

The homeownerôs policy is a contract between the insured and the insurance company. It lists the 
coverages, limits, and premiums selected by the insured, describes what those coverages protect 
against, and explains through conditions and exclusions when there is coverage and when there is 
not. There are many options which enable you to customize the policy to the specific needs of your 
customers. 

In this section you will review the different coverages available in the homeownerôs policies 

You will see some examples that illustrate the insurance terms and concepts presented. 

You will see some common sense rules for getting customers and keeping them. 

Finally, there will be special emphasis on the customer service skills presented in the video ð 
communicating with the customer via the telephone and the mail. 

Property Coverages in the Homeowners Policy 

Most of todayôs homeowner insurance policies combine several coverages into one package. 
Some coverages are basic and always included in the policy others are optional and allow the insured 
to select additional protection for additional premiums. All of the coverages selected, with their limits 
and premiums, are shown on the declaration page.  
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Property coverage protects the dwelling, other structures on the property, and personal property. 
The homeowners policy also provides compensation for additional expenses after a loss. Additional 
payments may also be made for certain stated expenses or losses. Claim payments will not exceed 
the specified limit of liability for each coverage. Letôs take a brief look at each individual property 
coverage. 

Dwelling coverage covers the dwelling, structures attached to that dwelling (such as a garage, 
carport, or breezeway), and fixtures permanently attached to the house (such as a furnace, wood 
burning stove, plumbing fixtures, built-in air conditioning system, and certain kitchen appliances). As 
you can see in the example above, the premium for dwelling coverage includes the premiums for 
most of the other coverages. That premium will depend upon many factors, including the replacement 
value of the house, its construction, the deductibles selected, and location. 

Coverage for Other Structures covers those buildings and structures that are on the insured 
premises but completely separated from the house or connected only with a fence or utility line. Such 
structures as in-ground swimming pools, fences, detached garages, tool sheds, and gazebos are 
included here. Structures used on a regular basis for business purposes are not covered by 
homeownerôs policies. A builder who stores lumber and tools in a barn behind his home should cover 
that barn on a commercial policy. 

Personal property coverage insures personal property that the insured owns or uses anywhere in 
the world. Property that is borrowed and damaged by the insured is also covered. Most insurance 
companies automatically insure furniture and personal possessions at a limit equal to 50% of the 
amount for which the dwelling is insured, but this amount can be increased for an additional premium. 

Personal property coverage is subject to certain exclusions that restrict the limits on certain kinds 
of property. There are several popular options that increase protection on items not normally covered 
or covered only up to certain limits. Again, such optional coverages are available for additional 
premiums. 

Personal property replacement coverage extends protection to include the actual cost to repair 
or replace damaged property. Generally depreciation is taken into account when determining a claim 
payment. With this option in the policy there is no deduction for depreciation. 

Extended theft coverage insures items or property left in unattended motor vehicles or trailers. 

Jewelry and fur coverage increases the limit of liability for the loss of jewelry watches, furs, 
precious and semiprecious stones. 

Silverware coverage similarly increases the limits for the loss of silverware, silver-plated ware, 
gold ware, gold-plated ware, and pewter ware. 

There are other options that can further customize the basic homeownerôs policy to protect the 
personal property your customer owns or uses. 

Additional expenses coverage is intended to help compensate the insured for additional living 
expenses after a loss. This does not cover all living expenses ð only those in excess of the ones the 
insured normally pays. 

Suppose a family is forced to live in a motel and eat in restaurants for two weeks after their home 
is damaged in afire. Their normal living expenses for that period would be $500, but they spend 
$1200. Additional expenses coverage would reimburse them for the extra $700 expense because of 
the damage to their home. 
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Again, the purpose of this coverage is to return insureds to the financial condition they enjoyed 
before the loss. 

Additional payments are also made for specified expenses or property losses the insured incurs. 
They provide reimbursement for such things as debris removal, removing property from endangered 
premises, fire department service charges, and glass breakage. Notice that such payments help to 
limit damage and the need for insurance company to pay higher claim payments. 

Just going with the usual homeownerôs package may neglect important coverage that your 
customers need. If a familyôs silverware worth $3500 is stolen, they will be in for a rude awakening if 
they have only the standard $1000 coverage. By taking the time to thoroughly determine what 
property must be protected, you can avoid these unpleasant surprises.  

Settlement of Property Losses 

The replacement cost is the actual cost of repairing or replacing the home at todayôs prices. For 
adequate protection, the amount of dwelling coverage should be based on that replacement cost. It is 
up to you to keep an eye on your customerôs policy ð especially when appreciation and 
improvements constantly push the replacement cost upward. You can obtain a reasonably good 
estimate of the replacement cost by using construction data from reputable appraisal companies. 

Most insurance companies recommend full replacement coverage. This means insuring the 
dwelling for 100% of its replacement cost and updating that coverage as the replacement cost rises. 
The insurer will then pay whatever it costs to replace the damaged property or return it to its pre-loss 
conditionðeven if that cost exceeds the limit of liability 

Suppose our homeowner has kept up with the growing replacement cost of the home and has now 
upgraded the dwelling coverage from $120,00G to $180,000. The damage will cover any damage to 
the home in fullðeven if the house is destroyed and costs more than $180,000 to rebuild. 

Your customer may be tempted to save money by underinsuring or buying only the minimum 
coverage that is required. You can provide value-added service by keeping the homeowner aware of 
rising replacement costs. When it is time to decide on the amount of property insurance to carry on 
the home, you should encourage the customer to honestly answer one question ð Can I afford to 
replace my home and possessions at todayôs prices? 

Liability Coverages in the Homeownerôs Policy 

Where property coverage protects the insuredôs home and property, liability coverage provides 
protection when other persons claim the insured damaged their property or caused them bodily injury. 
The amount the insurance company will pay depends on the amount of coverage your customer 
selects. This amount is again shown under the Limit of Liability column on the declaration page. 

Personal liability coverage applies when the insured is obligated by law to assume responsibility 
for an action that caused property damage or bodily injury to another party. Liability coverage does 
not cover damage to the insuredôs own propertyðonly that of visitors, neighbors, or others in some 
way affected by the actions of the insured. Two examples will help illustrate personal liability 
coverage: 

This coverage applies for the well-known confrontation between the family dog and the mail 
carrier. The claim will be paid if the dog bite occurs on the insured property or if the actual biting 
occurs after a chase down the street. 
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The insured is burning leaves on his property when a gust of wind sends the fire out of control. His 
fence and the neighborôs tool shed are damaged in the fire. In this accident only the neighborôs shed 
is covered by the Personal Liability coverage. The fence will be covered by the Other Structures 
coverage of his policy under Property Coverages. 

Medical payments to others coverage pays for medical expenses of people other than the 
insured, when those expenses are due to an accident caused in some way by the insured. This 
coverage provides a way of maintaining neighborly relations without having to prove who is legally 
responsible for the accident. Medical payments coverage applies to accidents happening on the 
insured location or off that location if the accident is caused by the insured family and even the pet. 

A neighborôs child breaks her arm when she falls from a sliding board in the insuredôs backyard. 
The medical expenses resulting from that accident will be covered, regardless of who was to blame 
for the accident 

The insuredôs liability coverage is thus automatically extended to many locations beyond the 
insured premises. 

As was true with property coverages, there are certain additional payments in the liability section of 
the homeownerôs policy. These payments are made over and above the limits shown on the 
declaration page. 

È To pay for minor damage to the property of others without regard for legal liability For 
example, this provides payment for accidentally throwing an object through the neighborôs 
window. 

È To defend a claim or lawsuit against the insured but only as long as the limit of liability 
has not been used up in paying settlements or judgments. 

È To pay premiums on appeal bonds when a judgment has gone against the insured and 
the judgment is appealed. Also to pay premiums on attachment bonds which guarantees payment 
of the original judgment if the home or property is sold. 

È To reimburse the insured for wages or salary lost when attending hearings or trials at 
the insurerôs request. 

È To reimburse the insured for providing first-aid expenses at the scene of the accident.  

Customizing the Homeownerôs Policy 

Determining your customersô insurance needs and ñbuildingò the proper homeownerôs policy is 
much like ordering from a menu. In a good restaurant the menu offers a range of coursesðsomething 
for every taste. In the same way you can offer your customers a range of coverages ð protection that 
meets their needs and circumstances. 

Basic policies provide the specified perils coverage we discussed in Lesson 1. The house and 
possessions are covered for losses caused by those perils specifically listed in the policy. Perils not 
listed are not covered. Usually basic policies cover fire and lightning, windstorm and hail, explosion, 
riot and civil commotion, damage caused by vehicles or aircraft, smoke damage, vandalism, and 
theft. 
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Broader policies cover all losses to the house except those specifically excluded in the policy. All 
the perils in the basic policy are covered and others are addedðrupture of steam or hot water 
systems, falling objects, weight of ice, snow, or sleet, electrical damage to appliances, water damage 
from plumbing or heating systems, collapse of buildings, and losses to property being conveyed 
because of collision or upset of the vehicle carrying that property This coverage applies to the home 
or other buildings only. Possessions are still covered only for those perils specified in the policy. 

The broadest policies cover damage to the house and possessions on an all risk basis ð all perils 
are covered except those specifically excluded in the policy. These policies add such perils as the 
escape of oil from heaters or tanks, damage by certain wild animals, and the backup of water caused 
by the buildup of ice on roof surfaces. 

Optional coverages extend protection even further. Earlier in this lesson we mentioned personal 
property replacement, extended theft, jewelry and fur and silverware coverage that provide extended 
personal property coverage. Earthquake coverage, flood coverage, and mortgage insurance (which 
pays the mortgage balance when the insured or spouse dies) are also examples of optional property 
coverages that protect the house. Optional liability coverage is available for watercraft and 
snowmobiles, certain business pursuits, personal injury, and the business use of the home. All of 
these optional coverages extend protection and are available for additional premiums. 

The point is this: You have many options to choose from in developing the right homeownerôs 
policy for your customer. The policy that is finally written is a contract between the insurance 
company and your customer. 

It is not like a meal which can be sent back because it is under- or over-cooked. Your customers 
must understand what they are ñorderingò when the policy is written. Itôs too late to customize the 
policy to their specific needs after a loss has occurred. 

Where Do You Fit In? 

We have mentioned several things you can do to protect your customersô interests and to keep 
them as customers. When new customers begin working with your agency, it is important to learn all 
you can about them. What are their insurance needs? What property do they own? What possessions 
might require extended protection? What risks do they face that might expose them to liability losses? 
You must answer all of these questions when developing a homeownerôs policy for your customer. 

Once the policy is written, review it carefully so the customer understands what is and isnôt 
covered. Make sure the customer understands his or her obligations in the event of a loss: 

È To notify you or the insurance company as soon as possible after a loss or an accident. 

È To make reasonable and necessary repairs or remove endangered property to prevent 
further damage. 

È To prepare a detailed inventory of damaged property and assist the insurer in 
investigating the claim. It is a good idea to keep a current list of personal possessions in a safe 
place outside the home. Prompt and accurate reporting of missing or damaged articles will speed 
claim settlements. 
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Continue to provide value-added service to your customers. Eliminate dangerous gaps in their 
coverage. Keep an eye on the replacement cost of the home. As inflation and home improvements 
push this cost up, encourage your customer to carry full replacement coverage. In the event of a total 
loss, homeowners insurance should provide for the rebuilding of the house exactly as it was before 
the loss. If the value of personal property exceeds the standard coverage, encourage your customer 
to purchase optional coverage to fully protect that property. 

Eliminate expensive overlaps in premiums. While your customer should not eliminate essential 
coverages to save a few dollars, there are some safe ways to save money on premiums: 

Suggest the use of deductibles. The deductible is the amount the insured agrees to pay if a loss 
occurs. Deductibles significantly reduce the premium but still protect against large losses. 

Some insurance companies offer credits for modernizing older homes. 

Encourage your customers to install burglar alarms, fire alarms, fire extinguishers, smoke 
detectors, and deadbolt locks. Homes with these protective devices may qualify for a premium 
reduction. 

For customers owning more than one dwelling, encourage them to insure all with one company. 
This is more convenient and may save the customer money 

Stress the importance of timely premium payments. State laws require insurance companies to 
send formal notice of their intent to cancel policies for non-payment of premiums. If the amount of the 
premium makes payment of a lump sum difficult, discuss various installment plans or payment 
options to make the premium more manageable. 

After you have established a good understanding and a solid working relationship with your 
customer, you are more likely to rely on telephone or mail contact than face-to-face meetings. This is 
usually more convenient for the customer, and it allows you to complete a great amount of the detail 
work that is necessary in collecting premiums and renewing policies. 

Telephone or letter correspondence demonstrates your product knowledge and ability to represent 
the agency. As in personal meetings, such correspondence still allows you to solve problems for your 
customers and to emphasize the benefits as well as the features of the insurance policy and it allows 
the customer to receive prompt, courteous, value-added service. 

Certain common sense rules apply when working with your customers over the phone or through 
the mail. If you are not sure of something, get the answer and call the customer back. Accuracy is 
more important than speed. Your ñtelephone voiceò should be friendly and positive. Timing is very 
important; because it indicates that you are listening and empathizing with the customer. Interrupting 
and trying to hurry the conversation along only shows that you donôt care about the customerôs 
specific needs or problems. 

Most agencies have standard letters that are sent to customers. Through these letters you thank 
the customer for choosing your agency, explain enclosed policies, or ask for renewals. In fact letters 
are often required by law as written documentation of an oral request. Since customers often retain 
letters in their files, your written correspondence ð perhaps more than your personal meetings or 
your phone conversations ð reinforces the agencyôs and your own professionalism. Each contact 
should be carefully documented to protect the agency, to retain all the information you learn about the 
customer, and to make it easier to sell the account. 
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The basis of your agencyôs business ð really of any business ð is getting and keeping customers. 
It is important to look at each customer relationship not only in terms of the initial sale but also in 
terms of the service and continued interest that keeps the customer satisfied. Personal meetings, 
telephone contact, and written correspondence all contribute to such a relationship. 

 

Why Buy Homeowners Insurance?  

Owners: Protect your house and personal property.  

Tenants: Protect your personal property.  

Owners and Tenants: Protect yourself against liability for accidents that injure other people or 
damage property.  

 

Homeowners Insurance at a Glance  

Homeowners insurance may pay for repairing or rebuilding your damaged home, temporary shelter 
if your home is uninhabitable, damage to your homeôs contents and your personal belongings that are 
damaged or stolen. It may also cover medical expenses of injured guests, damage to someone else's 
property and legal fees and court judgments if you are found to be liable. But only if a covered "peril" 
(see glossary) caused the loss and you did not intentionally cause the loss.  

Find What You Need: Insurance companies generally offer many policy choices with varying 
coverages and exclusions. You can add coverage with endorsements to meet your individual needs.  

You could lose your insurance and be forced to shop for another policy as a result of non-payment 
of premiums, poor home maintenance or too many claims.  

Homeowners insurance cost is affected by many factors, including  

Å The type of policy and amount of coverage chosen by you;  

Å Additional coverages selected, as well as deductible levels;  

Å Where you live;  

Å The type, age, and condition of your home; and  

Å Credit and claim history.  

 

Perils & Policies  

Peril is the word the insurance industry uses for any event that could damage your property.  

Most policies have two sets of perils:  

(1) Covered Perils  

(2) Excluded Perils (not covered by your insurance policy)  
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Practice Quiz #5 
Complete the following questions to test your understanding of the homeownerôs insurance lesson. 

True or False? 

___ 1. One of your most important problem-solving functions in working with customers is selecting 
the proper coverages that protect them from the risks they face. 

___ 2. The homeownerôs policy is a contract between the insured and the insurance company. 

___ 3. Todayôs homeownerôs policies are actually packages of property and liability coverages that 
protect insureds from the many risks they face in owning a home. 

___ 4. The premium for most property coverages is included in the basic premium for dwelling 
coverage. 

___ 5. Some optional coverages for personal property are suggested because standard personal 
property coverage covers such items as jewelry or silverware only to certain limits. 

___ 6. Additional expense coverage pays most or all of the expenses an insured faces after a loss. 

___ 7. Additional payments count toward the limits of liability of property and liability coverages. 

___ 8. The amount of loss payments an insurance company will pay depends on the limits of 
coverage your customer selects. 

___ 9. Personal liability coverage applies only when the insured is found to be legally responsible 
for property damage or bodily injury to another party 

___ 10. Medical payments coverage applies only when the accident or loss occurs off the insured 
property 

___ 11. Some additional payments, which reimburse the insured for expenses or actions taken at 
the accident, are meant to encourage the insured to limit the amount of damage or injury. 

___ 12. Coverages selected by the customer are listed on the declaration page. 
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Practice Quiz #6 
From the following list identify which coverage would apply for each accident described below. 

 a) Dwelling coverage  

 b) Other Structures coverage    

 c) Personal Property coverage  

d) Additional Expenses  

e) Silverware coverage  

f) Extended Theft coverage  

g) Personal Property Replacement coverage 

h) Guaranteed Replacement coverage 

i) Mortgage Insurance 

j) Personal Liability 

k) Medical Payments to Others 

l) Watercraft liability 

  

1. ___ A pewter tea set worth $2700 is destroyed in a fire. 

2. ___ The insured family is forced to stay in a motel while their home is rebuilt after the furnace 
explodes. 

3. ___ During a very cold night, the pipes leading to the bathroom and kitchen freeze and then 
rupture. 

4. ___ A visitor to the insuredôs home slips and falls on the icy steps leading to the front door. 

5. ___ The house is burned to the ground. It is completely rebuilt for $90,000, even though it had 
only been insured for $83,000. 

6. ___ A dead tree next to the house is struck by lightning. The surge in electricity burns out the 
circuits in a television set. A check for the amount to replace the set less depreciation is paid. 

7. ___ The insured dies in an auto accident. The balance of the mortgage is paid to the bank. 

8. ___ Someone breaks into and vandalizes the tool shed located in the back yard away from the 
house. 

9. ___ As the insured mows the lawn, the mower throws a rock which shatters the back window of 
the neighborôs station wagon. 

10. ___ The insured locks some packages in the car and continues to shop. A thief breaks into the 
car and steals the packages. 

11. ___  A neighborôs child is injured while waterskiing from the insuredôs boat. 
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Renter's Insurance  
Why You Need Renters Insurance  

What if everything you own was damaged, stolen or destroyed? Would you have the thousands of 
dollars to replace valuable merchandise, such as your clothes, jewelry, computer, DVD player, 
television, furniture, and stereo equipment?  

If you live in a rented apartment, house or condominium, your landlordôs insurance doesnôt cover 
your personal property in the event that it is stolen or damaged as a result of a fire, theft or other 
unexpected circumstance. 

If your building burns to the ground, your landlord isn't responsible for replacing the charred 
contents of your apartment. 

Whether you rent an apartment, own a condominium or have any rental property, you need 
insurance to protect your belongings. While your landlord and condo association might have 
insurance, it only protects the building and not its contents.  

US statistics show that that renters experience higher rates of property crime, theft, and burglary 
than people who own their home. According to Boston-based Homesite Insurance Group, renters are 
in danger of losing their belongings from vandalism, water damage, fire, smoke, electrical surge, ice, 
snow, and other perils. Despite the risks, many renters don't have renters insurance.  

A consumer survey conducted for the Independent Insurance Agents & Brokers of America (IIABA) 
found that nearly two-thirds of those living in US rental properties are currently risking severe financial 
loss by going without renters insurance. A national consumer telephone survey asked 1,000 people 
living in rental properties whether they had renters insurance: 64.4 percent said "no" and 2.2 percent 
answered "don't know."  

The top reason most people don't think about getting renters insurance is the mistaken notion that 
the landlord will be held responsible for a loss. But as Doug Culkin, executive vice president of the 
National Apartment Association, explains, "The landlord's insurance covers the building and the 
infrastructure of that building, whether it is the elevators, the air conditioning, or the structure itself." 
Culkin notes that coverage does not extend into the homes of the individual residents and the 
possessions they maintain in their units.  

So if your building burns to the ground, your landlord isn't responsible for replacing the charred 
contents of your apartment. Likewise, if your house guest trips over your ottoman and fractures his 
arm, your landlord's insurance on the property won't protect you from liability.  

Your landlord may be liable for injuries outside of your rental property, common areas such as the 
lobby or stairs. But once your guest crosses your front door, he or she is your responsibility.  

Parents with college-bound children can take some comfort in knowing that students who live on 
campus are probably covered in terms of their belongings under the college's insurance policy. 
However, if your kid lives off-campus in an apartment, he or she is probably not covered. You'll want 
to consider buying renters insurance on his or her behalf.  

What about roommates? Even if you're sharing a humble abode with someone else, each person 
is responsible for getting his or her own policy. You need to get joint renters insurance to protect your 
personal belongings, especially if your roommate moves out leaving you holding the bag. Animal 
lovers may want to look into renterôs policies that specifically protect them as far as their pets are 
concerned ð say, should your lovable pooch happen to bite one of your houseguests.  
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When you look at the trade-off ð paying a small premium for coverage against the cost of 
replacing what has taken you years to accumulate ð renters insurance makes perfect sense. Here 
are some tips to help you with the process of selecting renters insurance:  

Basic coverage 

In general, there's a homeowners insurance policy HO-4 for renters and HO-6 for condo owners, 
which cover 17 types of perils. Renters insurance also can provide additional protection, such as 
living expenses assistance, personal liability and medical payments coverage. For instance, if your 
apartment or condominium becomes uninhabitable due to a fire, burst pipes or any other reason 
covered by your policy, insurers could pay for the cost of you to live elsewhere while your home is 
being repaired.  

Another way renters insurance protects you is in the area of liability ð if someone were to slip and 
fall on your rented property, and then sue you, renters insurance could cover some or all of your legal 
obligations and help pay for that person's medical bills. Say you live in a zone that is prone to 
earthquakes or floods, you could get additional coverage to protect against hazards not covered by 
basic renters policy.  

Coverage amount 

To determine how much you need, you first need an idea of the value of your personal 
possessions. The idea is to buy enough insurance to replace everything in your apartment if it's 
stolen, damaged or destroyed. The first step is to take inventory ð it helps to take pictures or even 
videotape each room, closets, open drawers, and so on. Better yet, keep receipts for all major items 
you purchase. Granted, many insurance companies place limits on what they will pay for specific 
items, so you may end up paying for additional coverage to make sure those items are completely 
insured. For example, expensive jewelry and valuable artwork are not covered under a standard 
renters insurance policy; you'll probably need a rider or floater to cover luxury items.  

Actual cash value vs. replacement cost 

There are two types of coverage: actual cash value or replacement cost. The former is less 
expensive. Under this type of coverage, your belongings are valued after depreciation. In other 
words, the insurance company will take into consideration the age and condition of the stolen or 
damaged property. A replacement cost policy will pay you to replace your property with the same or 
similar item at the current market price.  

Let's say that you bought your 25-inch television set five years ago for $400; it would be worth less 
in value today. However, it would cost you that much (or more) to buy a new TV. The insurance 
company would only pay for what the old one was worth, minus your deductible under a cash value 
policy. With a replacement policy, an insurer would make an advanced payment to you for the used 
value of the property, minus your deductible, and then reimburse you the actual price you pay when 
you replace the property.  

Replacement cost coverage, on the other hand, will pay for what it actually costs to replace the 
items you lost. Usually, you'll have to pay out of your own pocket to replace your damaged items and 
submit the receipts to the claims adjuster for reimbursement. Even so, you'll still get a bigger chunk of 
change back than if you bought ACV coverage. 

http://www.fyiexpress.com/


20 Hour Pre-Licensing for Property & Casualty Limited Subagent Study Manual 

 

Last Update: 9/8/2014  Page 101        More Online Education at www.FYIExpress.com  

Make sure you also let your agent know about any particularly valuable items you have. Things like 
jewelry, antiques, and electronics may be covered up to a certain amount, but if you have some items 
that are unusually expensive, like a diamond ring, you'll probably need to purchase a separate rider. If 
you don't talk to your agent about an expensive item when you buy the policy, you probably won't be 
able to recover the loss. 

Coverage cost 

According to the IIABA, the average cost is about $12 a month ($240 a year) for $30,000 of 
property coverage or content replacement coverage and $100,000 of liability coverage. Your premium 
will depend on a number of factors, including where you live, your deductible, and your insurance 
company. The higher your deductible, the lower your premium. Some financial experts recommend 
getting a $1,000 deductible. If you install protective devices such as fire detectors, burglar alarms and 
fire extinguishers, you will be able to reduce your premium.  

Convinced renters insurance ensures your peace of mind and your prosperity? The best place to 
start shopping around is by contacting an insurance company you already do business with, such as 
your auto insurance carrier. 

The Basics Of Renters Insurance 

You're moving into a new apartment and you have a lot to do: setting up telephone and cable 
service, letting people know your new address, deciding how to arrange your living room ð the last 
thing you're thinking about is insurance.  

If you live in a condominium or rent an apartment, your landlord's or condo association's insurance 
should cover damages to the building ð meaning the structure itself. But such a policy only covers 
their building and not your belongings. That's why you should have renter's insurance. Regardless of 
whether you live in a house, condo, or apartment, replacing your stuff or defending yourself against a 
liability lawsuit can take a big toll on your bank account.  

It's a perilous business 

Basic home insurance policies generally protect you from the same disasters. Both renters and 
condo owner policies cover losses to your personal property from 17 types of perils: 

È fire or lightning  

È windstorm or hail  

È explosion  

È riot or civil commotion  

È aircraft  

È vehicles  

È smoke  

È vandalism or malicious mischief  

È theft  

È damage by glass or safety-glazing 
material that is part of a building  

È volcanic eruption  

È falling objects  

È weight of ice, snow, or sleet  

È water-related damage from home 
utilities  

È and electrical surge damage.  

Sounds like quite a lot, doesn't it? You may notice, however, that floods and earthquakes aren't on 
the list. If you live in an area prone to those, you'll need to buy a separate policy or a rider on your 
renterôs policy. In some coastal regions, where hurricanes can cause mass destruction, you may also 
need to buy a separate rider to cover you from windstorm damage.  
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Footing the bill when your home is unlivable 

If your apartment becomes unlivable due to a fire, burst pipes sending water everywhere, or for 
any other reason that is covered by your policy, renters insurance will cover your "additional living 
expenses." Generally, that means paying for you to live somewhere else, such as another apartment 
that is in a similar price range as your original place. 

This coverage has a limit of about 30 to 40 percent of the total value of the policy. So, if you're 
insured for $100,000 your "additional living expenses" limit will be $30,000 or $40,000, depending on 
your individual policy. Your insurance company will continue to pay while your home is being repaired 
or rebuilt, or until you permanently relocate. However, sometimes 12 months is the longest an 
insurance company will continue paying. Other times, you're limited to what the insurance company 
considers a "reasonable length of time." 

Additional benefits 

Renters insurance has additional benefits that might not immediately come to mind. For example, if 
you own a waterbed, a waterbed liability provision is standard in most policies, according to Mike 
Binns, personal lines underwriting manager for Farmers Insurance Co. If your waterbed bursts and 
the water ends up in the apartment below yours, renters insurance will cover the damage.  

Liability protection is also standard with most renterôs policies. This means that if someone in your 
apartment slips and falls, you're covered for any costs, up to your liability limit. And if this person 
should choose to sue you, you're covered for what they win in a court judgment up to your policy's 
limit, along with legal expenses, too, because, according to Binns, your insurance company agrees to 
defend you under your liability protection provision. 

What's this going to cost me? 

Just like any other insurance policy, your premium depends on a number of factors: where you live, 
your deductible, your insurance company, and if you need any additional coverage. However, if you 
don't need any extra coverage for expensive jewelry or computers, and you shop around, you 
probably will pay somewhere between $150 and $300 per year for coverage, according to Jayna 
Neagle, a spokesperson for the Insurance Information Institute. That will get you about $30,000 to 
$35,000 worth of coverage for your personal possessions and somewhere between $100,000 and 
$300,000 worth of liability protection. 

Keeping your premium low 

Renters and condo policies usually cost less than homeownerôs policies. While some factors will be 
out of your control ð where you live or what your building's made of ð there are still ways to keep 
your premium low. Increasing your deductible (the amount you pay before your coverage kicks in) is 
one way to keep your costs down. However, be sure that you'll be able to afford whatever deductible 
you choose.  

If you're thinking about getting a dog, you may want to think twice. Some insurance companies are 
skittish about writing policies for owners of certain ferocious breeds: Rottweilers, pit bulls, and 
Doberman pinschers might make getting renters insurance hard, especially if they've bitten people in 
the past. 
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Other Key Issues 

o Make a comprehensive list of possessions, including purchase prices, model numbers and 
serial numbers. It also is a good idea to take photos or video footage of any personal possessions for 
documentation, making sure it is stored in a secure, off-site location.  

o Estimate the value of your personal possessions. This is the amount of insurance you will need 
to replace the contents of your home if everything were destroyed.  

o Research the possibility of purchasing a renters insurance policy together with your 
roommates. Some policies automatically extend coverage to any resident of a policyholderôs 
household who fits the definition of a ñdomestic partner.ò Otherwise, consider carrying separate 
coverage for each of the adult tenants.  

o Install, or have the landlord install, an anti-theft or safety device inside the rental property. 

The National Association of Insurance Commissioners (NAIC), headquartered in Kansas City, 
Missouri, is a voluntary organization of the chief insurance regulatory officials of the 50 states, the 
District of Columbia and the five U.S. territories. http://www.naic.org For more consumer information 
visit http://www.insureuonline.org 

 

Do You Need Renter's Insurance? 

Renter's insurance assures you that you're protected against the damage or loss of personal 
property when you rent an apartment or house. Your landlord may have insurance that protects the 
physical building in which you reside, but this insurance will not cover your personal property. In fact, 
it's not at all uncommon for landlords to require the purchase of renters insurance prior to renting or 
leasing. This is prudent for both the renter and the landlord, protecting both from the possibility of 
lawsuit by alleviating each other's respective liability. 

In determining whether or not you need renters insurance, the questions you need to ask yourself 
are:  

How much would it cost to replace my belongings if they were damaged or stolen? And can I afford 
to replace them? Depending on your answer, renters insurance may be an easy choice, providing you 
with the protection you need. Either way, it's reassuring to have the peace of mind that comes from 
being protected. 

Things to consider before purchasing rental insurance: 

How Much Coverage? ï The amount of renters insurance you choose will have the biggest 
impact on price of coverage. It is important to insure against all of your property. Remember, you're 
not just insuring against theft. In the case of a fire, for example, you could lose everything. 

Deductible ï The amount of the deductible premium that you're willing to pay will have a major 
impact on the premium costs. The higher the deductible, the lower the cost of home renters 
insurance. 

Actual Cash Value (ACV) ï Type of coverage that will pay for what the item was actually worth at 
the time of loss.  This basic coverage payout is determined by the cost to replace, minus 
depreciation. 

Replacement Cost ï Type of coverage that will provide for the actual replacement value of the 
item with no deduction for depreciation. Although replacement cost coverage comes at an additional 
premium, it's usually worth the relatively small increase in cost. 
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Here are a few ways to save on renters insurance. Many insurers will offer discounts, if you have 
some of the following: 

È Monitored fire or burglar alarms 

È Fire extinguishers 

È Sprinkler systems 

È Dead bolts on all exterior doors 

È Auto insurance with that provider 

If you own a dog, however, it may add to your premium. Due to liability issues, some insurers won't 
even offer insurance if certain dog breeds are owned. This discrimination is exclusive to certain larger 
working dog breeds. It's unfortunate because many of these breeds are good-natured and provide a 
great deterrent to theft. Yet, in the eye of the insurer, they're a risk. The insurance companies that do 
offer coverage for these breeds, will often do so at a premium. 

Flood and Earthquake protection is not commonly included on rental insurance policies. If you live 
in an area where these natural disasters are more common, you may want to purchase an additional 
rider. 

Liability coverage is most often a standard feature with renters insurance. This can prove 
invaluable in case of an accident, such as a slip or fall by a guest. It provides protection against legal 
claims that you may be obligated to pay, such as injury, sickness and death. It is, however, limited to 
the amount of liability coverage provided by your policy. 

In order to avoid any disputes with your insurance company, it's recommended that you take an 
inventory of your personal items before purchasing rental insurance. This can be done by video 
taping or photographing each room of your house. It is important to keep all receipts for any major 
purchases, as well. The above should be kept offsite, in a fireproof safe or safety deposit box. 

Renters Insurance FAQ 
Fortunately, renters insurance is relatively inexpensive. If you're looking for cheap renters 

insurance, it is not uncommon to see policies with premiums that are less than $20 a month. And, 
thanks to the internet, you can get a competitive online renters insurance quote with relative ease. 
Always make sure to go with a reputable renters insurance company when choosing a policy. This 
eliminates any surprises should the unfortunate need arise. 

Q. I am a renter, not a homeowner. Do I still need insurance? 

A. Yes. The same rule of thumb that applies to homeowners applies to renters. If a catastrophe 
struck tomorrow, could you afford to replace everything you own? Or if you were sued, would you 
have enough money to pay legal fees and possibly settle the suit? If not, chances are you would 
benefit from the protection that renters insurance brings. 

Renters insurance offers the same general personal property coverage and liability protection as a 
homeowners policy. So, your camera would be insured while you are on vacation, and you would be 
covered if your sofa were to crash through the wall of your apartment lobby leaving a gaping hole. In 
fact, most policies are surprisingly extensive and may include additional living expenses (also called 
loss-of-use coverage), if you are forced by fire or other damage to live elsewhere. Flood coverage is 
also available to renters as a separate policy.  
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Q. Isnôt my apartment covered by my landlordôs insurance policy? 

A. No, the landlord's insurance covers damage to the building and the landlord's property-not your 
personal property or liability. For instance, if you go out and leave the stove on, and an ensuing fire 
causes extensive damage to the entire building, you may be held liable to the landlord. 

Q. How are prices determined for renters insurance? 

A. Renters insurance is surprisingly inexpensive. Nationally, the average cost for a renters policy is 
$193 per year, or about $16 per month. That's because you are not insuring a building. Like all 
property/casualty policies, the value of your property to be insured and other risk factors are weighed 
by the insurance company to determine your premium. You may get a discount if you purchase auto 
insurance and renters insurance from the same company. Your insurance agent or company 
representative can help you find the best combination of coverage and cost.  

Q. I live in an apartment with three roommates. Do we each need a renters policy? 

A. Check with your agent or company representative. Usually, it is best if all roommates are on the 
same policy, although it is possible for each to purchase his or her own coverage. If you do need to 
"go it alone," you alone receive the security of renters coverage. 

Q. Who decides how much my property is worth? 

A. State laws may dictate how losses are to be figured, which means the same insurance company 
may use one method in one state and a different method in another. The common methods are: 

Actual Cash Value. The replacement cost of the item minus depreciation. For example, a new 
television set may cost $500. But if your 7year-old TV set gets damaged in a fire, it might have 
depreciated 50 percent prior to the damage. Therefore, you would be paid $250 for that set.  

Replacement Coverage. The cost of replacing an item without deducting for depreciation, but 
limited to a maximum dollar amount. Today's cost for a TV set with features similar to the 7-year-old 
one damaged by fire would determine the amount of compensation. If it still costs $500 today, that 
would be the replacement coverage. (Itôs important to remember that there are limits on this policy 
and you need to keep up-to-date on your coverage).  

Q. How much will I be paid for damage to my personal property? 

A. Your policy lists the specific monetary limits for personal property under what is called "Special 
Limits." Those limits usually are: 

È $200 for money, bank notes, gold and silver (other than gold ware and silverware), 
platinum, coins and medals.  

È $1,000 on securities, accounts, deeds, evidences of debt, letters of credit, notes (other 
than bank notes), manuscripts, passports, tickets and stamps.  

È $1,000 on watercraft, including their trailers, furnishings, equipment and outboard 
motors.  

È $1,000 on trailers not used for watercraft.  

È $1,000 for loss by theft of jewelry, watches, furs, precious and semiprecious stones.  

È $2,000 for loss by theft of firearms.  

È $2,500 for loss by theft of silverware, silver plated ware, gold ware, gold-plated ware 
and pewter ware.  
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È $2,500 on property on the resident premises used for business and $250 on this 
property damaged or lost away from the premises.  

If these limits seem low to you (maybe that engagement ring is worth much more than $1,000), you 
may wish to talk to your agent about additional coverage for specific items. 

Remember that homeowners and renters insurance is designed to cover general personal 
possessions, not valuable collections like antiques, jewelry or original art. Insurance companies 
deliberately limit their coverage of expensive possessions so that household premiums are more 
affordable to everyone. After all, if they had to cover museum-level art collections under standard 
homeowners policies, we would all end up paying higher premiums to cover those expensive items. 

Q. Does my renters insurance cover my possessions even when I go on vacation? 

A. Yes. Renters insurance is a package of insurance coverage that extends to all your possessions 
no matter where they are. If you take a round-the-world vacation and lose a valuable item, as long as 
the loss is by a covered event or peril, the location does not matter, you're covered. 

The liability component also extends well beyond the boundaries of your home. Should you be 
found legally at fault for injury or loss to another individual, whether you unfortunately and 
unintentionally cause a tumble down a San Francisco hill or a fall in an Indiana barn, for example, 
your homeowners policy likely will cover you. 

As in the property section of a homeownerôs policy, there are limits and exclusions to personal 
liability. Your business activities, for example, are not covered under your homeowners policy. You 
also are not covered for injuries or damage you deliberately cause. Your policy lists specific 
exclusions and limits. 

Q. I work out of my apartment. Are my inventory and business property covered by renters 
insurance? 

A. Within certain limits. Both inventory and business property are covered as personal property 
used for business purposes. However, like all personal property, there are monetary limits on 
reimbursement. Whether your home business is your primary occupation or a hobby that nets you a 
few hundred dollars a year, it is still a business, and you should treat it as such. If you've invested 
quite a bit in equipment (woodworking tools, for example) and sell the occasional decoy, you should 
consider whether the personal property limits are sufficient. Click here for information on Home-
Based Business Insurance. 

Also, keep in mind that the personal liability protection in your homeowners policy does not extend 
to business liability. Check with your agent concerning your business insurance needs. 

Q. Help! Iôve lost everything! Where do I start? 

A. The best place to start after a great loss of property is with an inventory of that property. And the 
best time to make an inventory is before all is lost. If most of us suddenly found ourselves without 
anything due to some calamity, we would be hard pressed to know all that we had lost.  

When was the last time, for example, that you counted the number of shoes or CDs you own, not 
to mention furniture, dishes, drapes, and audio/video equipment? How much is it all worth, and where 
would you start if you had to replace it? 
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Now is the time to make a list of major house, hold items and possessions. To make the job easier 
a free home inventory software is available by clicking www.knowyourstuff.org. This software makes 
creating a home inventory fun and easy. Once you have completed your inventory, it is easy to keep 
your information up to date. Where possible, it is wise to list the items' serial number, the date and the 
cost of purchase and the receipt. 

Perhaps an even easier way to inventory your home is to use a still or video camera. As you take 
the video, you also can talk about the items, when you purchased them and how much they cost. 

Whatever method you choose, have a copy made. Ask a friend or family member to hold on to it. 
Store your copy in a safe deposit box. Check with your agent, who may be able to store a copy for 
you. If the worst happens and your home is destroyed, the inventory will be safe at another location. 

Q. Who keeps an eye on the insurance companies? 

A. Insurance is a heavily regulated industry. Every state has some sort of department, 
administration or agency that regulates and monitors every insurer operating within the state's 
borders. In addition to approving rates, your state's insurance department is involved in all insurance 
matters on behalf of private citizens and businesses. It also issues operating licenses to insurers and 
agents, based on their ability to meet the state's requirements for conduct and knowledge about 
insurance issues.  

Your insurance company and agent work closely with your insurance department to make sure you 
are getting the best and most fair service possible within the state's guidelines. If you ever have 
difficulty settling a claim, your agent should help resolve the difficulty. You also can contact your 
state's insurance department, for more information on your options and rights as an insurance 
consumer. 

Q. What do I do when my property is damaged or stolen? 

A. Contact your agent or company representative as soon as possible. If there is damage to your 
home or possessions, make "emergency" repairs to protect yourself and your property from further 
damage. For example, if some of the windows in your home have been blown out by wind, you may 
board them up to prevent additional damage. In fact, your policy covers the cost of these emergency 
measures.  

However, before making permanent repairs, call your agent. The insurance company has the right 
to inspect the property in its damaged condition. They may want to send a claims adjuster or have 
you get an estimate from an independent contractor. 

If your property is stolen, notify the police immediately and call your agent or company 
representative. 

Q. What if I am sued or found responsible for injuring another person? 

A. Liability covers bodily injury and property damage to others due to your negligence. The 
coverage applies to non-auto accidents that occur either at your residence or off the premises. You 
may owe medical expense payments, such as first aid, to the injured party. Should you be sued as a 
result of your negligent actions or suspect that you might be sued, contact your agent or company 
representative immediately. 
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Q. What should I look for in an insurance company or agent? 

A. Agents and companies are there to help you. At the most basic level, any agent or company 
representative should be able to answer all of your questions about insurance, provide you a 
thorough assessment of your insurance needs, and offer you a choice of insurance products to meet 
those needs. Also, any insurance agency or company should provide you with prompt, quality service 
in the case of a claim. 

Just as important is the level of professional confidence and personal comfort you feel with the 
company representative or agent.  

A sometimes overlooked, factor to keep in mind is that there are two kinds of insurance agents and 
two kinds of insurance companies. There are companies who sell insurance directly to you (i.e. by 
800 number or internet) and there are companies who sell insurance through agents. There are also 
two different kinds of agents: those who represent one insurance company and those who represent 
more than one insurance company.  

Agents offering through their agencies the policies of one insurance company often are referred to 
as "captive agents." Agents offering through their agencies the policies of more than one insurance 
company (but limited to companies who sell through independents) are called "independent agents." 

 

Eight Loss Scenarios For Renters- Who Pays? 

Fire, water damage, theft, and personal injury lawsuits are common concerns of any homeowner, 
but the legal and financial burden from a loss of an apartment's contents caused by any of these 
events can be just as devastating for a renter. But according to the Insurance Research Council, only 
24 percent of renters in a 2000 survey had renters insurance. The majority of renters assume that any 
loss would be covered by the landlord's insurance, which is not true.  

Count the obvious items, like furniture, a computer and stereo, and then the less obvious things 
like clothing and personal effects, and the potential loss quickly adds up.  

"Some renters could have from $20,000 to $25,000 worth of contents," says Don Griffin, director of 
personal and business lines at the National Association of Independent Insurers, a trade association 
for property-casualty insurers.  

If faced with such a loss, would you know where to turn or whether your loss would be covered? 
Here are several scenarios renters may face and their insurance consequences.  

Scenario No. 1: A fire from another apartment destroys much of your apartment and your 
belongings. Whose insurance (yours of your landlord's) pays for what?  

Your policy would cover the loss of your belongings, minus the deductible. Your policy should also 
cover your expenses for temporary living quarters and some limited amount of money for emergency 
supplies and clothing you need until you regain access to the apartment. The landlord's insurance 
covers the loss he suffered to his building, not your property.  

Scenario No. 2: You are negligent and leave food on your hot stove, starting a fire. Whose policy 
pays for what? Are you liable for damage to the apartment?  

The loss of your belongings would be covered by your insurance policy. You could be sued by the 
landlord for damages to the building, in which case your insurer would be expected to defend you in 
court and pay for any judgment.  
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Scenario No. 3: A pipe accidentally bursts inside the wall and the water destroys your belongings. 
What does your policy pay for?  

Your policy would cover the loss of your belongings. But then your insurance company may try to 
recover the money it paid to you from the building owner's insurance.  

Scenario No. 4: Your landlord is negligent in not repairing a plumbing problem you've been 
reporting, and a pipe bursts. Whose policy do you make a claim on?  

Your policy would not be the one to cover your loss in a claim based on the landlord's negligence. 
You would have to make a claim on the landlord's policy and hope the insurer responds favorably 
without you having to resort to filing a lawsuit.  

Scenario No. 5: Someone trips and falls in your apartment and is injured. Does you renters liability 
pay, or your landlord's?  

The claim is made against your liability insurance, which generally is written to cover expenses of 
from $3,000 to $5,000 per event. The injured person would have to sue if they wanted higher 
compensation.  

Scenario No. 6: Your dog bites a neighbor. How much liability insurance does your renters 
insurance provide?  

The amount of coverage will depend on the liability limit you purchased, but Griffin suggests 
coverage in an amount of from $300,000 to $500,000 may be needed to protect your assets in a 
potential lawsuit.  

Scenario No. 7: Your apartment is broken into and your stereo, television, and some jewelry are 
stolen. Are you covered?  

The loss would be covered subject to the amount of the limits in your policy. Typical amounts are: 
$200 for cash; $1,000 for stock and bond certificates; $1,000 for personal property; and $1,000 for 
jewelry and furs. You can purchase additional coverage for the individual items, a blanket policy, or a 
combination of both.  

Scenario No. 8: Your landlord claims you have damaged the apartment and is keeping part of 
your security deposit. Will the renters insurance cover this loss?  

No. The liability created here is part of the contract you signed under your lease agreement with 
the landlord and is not an insurance issue. 
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Sample HO-4 Renterôs Policy 
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4. Mobile Homeowners insurance  
Companies use a special policy to insure mobile homes (with or without the wheels).  

These policies are not as standardized as other home policies, so read them carefully!  

Physical damage coverage for a mobile home may differ significantly from standard homeowners 
policies.  

Mobile Homes 

If you own a mobile or manufactured home, this type of insurance can help protect your home, 
adjacent structures and personal property. 

Your mobile home insurance policy provides coverage for your home and personal property such 
as: 

È Clothing  

È Cooking appliances  

È TVs  

È Other personal possessions  

A mobile home policy includes coverage for damage from fire, lightning, wind or hail, and more. 
The policy covering your mobile home also provides liability protection against accidents that happen 
to somebody else for which you are legally responsible.  

Your mobile home policy provides: 

Coverage for your mobile home. 

Mobile home insurance policies provide two basic kinds of coverage: physical damage and 
personal liability coverage. Choosing the right insurance policy is much like choosing the right mobile 
home. You want it to fit your needs and lifestyle, but you also want the insurance coverage to fit within 
your budget.  

These coverage options are available for rental mobile homes, commercial mobile homes, mobile 
homes that are used seasonally, or mobile homes located in a park or on private property. If you 
already have auto or homeowners insurance, you can try contacting the same insurer to see if you 
are eligible for a discount.  

Your mobile home policy protects your mobile home and adjacent structures (structures on your 
premises which are not attached to the mobile home) from all forms of loss unless they are 
specifically excluded in the policy. Coverage is provided for a wide range of perils, including but not 
limited to fire, windstorm damage or damage from falling objects, lightning, explosion and more.  
Note: Coverage under the regular policy doesn't apply while the mobile home is in transit. 

Protection for your personal effects. 

Your policy also includes similar protection against a wide range of perils for your personal 
property, while on your residence premises or in an adjacent structure. Personal property coverage 
also applies while your property is away from your home, but with a lower maximum limit and a 
smaller range of perils insured against. 
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Physical Damage 

Physical damage coverage pays for accidental damage to your mobile home, belongings, or other 
structures (such as attached patios or decks, garages or storage sheds) resulting from fire, hail, wind, 
theft and vandalism, or falling objects. The amount and degree of coverage varies from one policy to 
another, so make sure to compare policies carefully.  

Some policies only cover specific causes of loss (named peril policies). This is basic coverage and 
while the low premiums may seem like a bargain, it could cost you hundreds of dollars in the event of 
a claim, if the damage is not caused by one of the named perils.  

Generally, coverage under a regular policy doesnôt apply while the mobile home is in transit. Also, 
like regular homeowners insurance, flood is not generally covered, so be sure to find out whether you 
are in a flood zone and can purchase flood insurance through the National Flood Insurance Program.  

Personal Liability protection. 

Damage to property isnôt the only hazard of modern life. Liability insurance coverage applies when 
there is a claim or a lawsuit against you after someone is injured or their property is damaged 
because of your activities. That amount may be more than what comes standard with a mobile home 
insurance policy, so it may be wise to consider purchasing additional liability insurance. Claims might 
include medical expenses, lost wages, pain and suffering, and even property damage. However, 
liability coverage does not pay claims for injuries to you or the members of your household. 

Accidents can happen, and if you unintentionally cause bodily injury or property damage to 
someone who doesn't live in your home, you could be faced with large out of pocket expenses due to 
court costs or damages. Your policy can pay for medical expenses to a non-resident of your home in 
addition to the damages or defense costs due to a covered accidental circumstance. 

 

http://www.fyiexpress.com/


20 Hour Pre-Licensing for Property & Casualty Limited Subagent Study Manual 

 

Last Update: 9/8/2014  Page 125        More Online Education at www.FYIExpress.com  

Sample Mobile Homeownerôs Policy 
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How Much Coverage is Adequate for Me?  

Reasons to properly insure your home and contents  

Å Bank Requirements: If you have a mortgage on a house, the bank will require you to insure the 
house for at least the amount of the loan which cannot exceed your cost.  

Å Policy Requirements: Most policies will require you to insure the house for at least 80 percent of 
the replacement cost. If you have less coverage than 80 percent of the homeôs replacement cost, the 
company will pay only part of any repair bill. You may pay much more in out-of-pocket costs in the 
event of a claim.  

Å Financial Protection: Liability coverage that pays if you are legally responsible due to bodily injury 
or property damage to others. The insurance company will negotiate a settlement, defend you in court 
and pay any judgments, subject to policy provisions.  

 

Guaranteed replacement cost  

To protect you against accidentally underinsuring your house, many companies offer guaranteed 
replacement cost policies. The following demonstrates how these policies work.  

Å You have your house insured for 100 percent replacement cost and you accept increases in both 
policy limits and premiums at renewal;  

Å The company will pay the cost to rebuild or repair your house, even if factors such as inflation 
have increased cost above the insurance coverage;  

Å Depending on the policy, you might not be covered for "ordinance and law" - a provision that pays 
for needed upgrades to meet building code requirements. You may need to add ordinance and law 
coverage, if available; and  

Å Total loss homes with replacement coverage must be rebuilt on the same location.  

The risk of being underinsured  

If you have a claim you may expect that the insurance company will pay the full cost of 
replacement or repairs. This only occurs when your house is insured for at least 80 percent of the 
replacement cost to rebuild the structure. If your home is insured for less than 80 percent of the 
replacement cost, the company will pay only part of any repair bill.  

An example of the danger of underinsuring your home  

If the replacement value of your home is $100,000, the minimum coverage a policy may require is 
80 percent or $80,000. If you are covered for $60,000, the insurance company will pay only 75 
percent of the repair costs for any damage. You are responsible to pay the rest. If a storm, for 
example, causes $1,000 in roof damage, the policy will cover 75 percent, or $750. The company will 
then subtract the $250 deductible and pay you only $500 for repairs. The remaining $500 will be your 
responsibility to pay. These percentages hold true as the cost of the claim rises and you remain 
underinsured.  
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Personal Liability Coverage  

Personal liability coverage is automatically included in all homeowner and tenant insurance 
policies. This coverage protects you against a claim or lawsuit resulting from bodily injury or property 
damage to others caused by your negligence. It has a dollar limit on the amount the insurance 
company will pay on a claim. It covers you and family members residing in the home, including 
dependents under age 21 that live elsewhere, such as college. This section of the policy also pays 
when you are legally obligated to cover damages because of something that happened on your 
property (e.g. someone falls) or as a result of your personal activities (e.g. hit a ball through a 
neighbor's window). The company will pay to represent you against a liability claim or lawsuit; there 
are no policy limits on legal expenses.  

The following is a sample of common liability coverage:  

Å Personal liability: $100,000  

Å Medical payments: $1,000  

Å Property of others: $500  

Medical payments (MedPay)  

Regardless of who is at fault, this coverage pays medical expenses for persons accidentally 
injured on your property by a member of your family or by your pets. MedPay payments do not apply 
to injuries to you, to family members living with you or to activities involving your at-home business. 
You should check with your agent or insurance company to determine if the amount of medical 
payments coverage is sufficient.  

Damage to property of others  

This type of coverage pays if you lose or damage someone else's property. Typical exclusions 
include the following:  

Å Intentional acts that injure someone or damage anotherôs property,  

Å Claims resulting from business or professional activities, or  

Å Injuries or damage you cause by operating a car, plane, or motorboat.  

How liability coverage works  

The insurance company will first try to settle any liability claim. If all goes well, you will probably 
never hear about the claim again!  

If you are sued, you will receive a summons or notice of a lawsuit; you should immediately notify 
the company, which will appoint a lawyer to represent you. You may find it prudent to consult your 
own attorney as well. If you lose in court, the company will pay up to the policy limits. If the court 
settlement is more than your policy limits, you will have to pay the difference. Consult with your own 
attorney beforehand if it appears that your policy will not cover the entire settlement, or if you are 
unsure about your possible liability. Also, remember that if you are accused of intentionally injuring 
someone or intentionally damaging property, the insurance company may refuse to defend you.  

For more protection, many companies offer "umbrella" coverage to let you increase your liability 
protection beyond the homeowners policy limits. You may be able to buy an umbrella to protect 
yourself from the possibility of a huge negligence lawsuit. However, many companies offer this 
coverage only if they insure both your car and your home.  
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When someone is injured on your property  

Å Immediately write down who, when, what, how it happened and ask any  

Å witnesses to do the same;  

Å Call your insurance agent or company and file a report: do not wait for the  

Å injured person to make a claim;  

Å Tell the injured person how to contact your insurance company; and  

Å Cooperate with the claims adjuster.  

 

Actual Cash Value vs. Replacement Cost  

Insuring Your Personal Property  

Personal property is defined for insurance purposes as the tangible assets that fill your home. In 
other words, it is the contents of your home and other belongings owned by you or family members 
who live with you. Your policy will have an overall limit on how much it will pay for all personal 
property involved in a single claim. The typical limit is a minimum of 50 percent of the home's insured 
value.  

Separate Limits: Policies have separate limits on such things as jewelry, computers and fur coats. 
Your computer may be covered for $2,500, and if the computer is worth more than that, you may 
increase your coverage by adding a scheduled limit.  

 

Personal Property Claims  

There are two different ways that policies will pay for personal property damage:  

Actual Cash Value (ACV) or Replacement Cost. Below is an example of ACV versus  

Replacement Cost using a stolen television set.  

 

Actual Cash Value (ACV)  

ACV coverage pays no more than the TVôs value on the day it was stolen or destroyed. Usually, 
ACV equals the current replacement cost minus depreciation. If you paid $500 for the TV five years 
ago and its value is now $100, a policy with ACV coverage will pay only $100 after you pay the 
deductible. If your policy has a $250 deductible, you would collect nothing because the TVôs current 
value is lower than the deductible.  

 

Replacement Cost Coverage  

After you have paid your deductible, you are entitled to the cost of replacing your lost TV with a 
comparable new TV at today's price. However, you must have proof that you have bought the new 
TV. The insurance company may pay you only the actual cash value if you do not have proof of 
purchase.  
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After-the-Fact Expenses  

Repairing your house is only part of the expense of recovering from a disaster.  

Fortunately, insurance policies usually pay for reasonable "after-the-fact" expenses.  

Å Additional living expenses: room and board (e.g. stay at a hotel or motel) while you are unable to 
use your house  

Å Trees & shrubs: a set amount for damage to specified items  

Å Temporary repairs: boarding up windows or other temporary repairs to minimize additional 
damage (a reminder - the insurance policy requires the insured to take steps to minimize further 
damage, such as boarding up windows)  

Å Fire department charges: some communities charge a fee for emergency response, some 
policies provide reimbursement for up to $500  

Å Debris removal: removing damaged property from the premises after a loss.  

Å Property removed: 30-day coverage for personal property stored at another location while your 
house is being repaired. (Covers property at stored location, does not cover cost of storing)  

 

Flood Insurance  

Because of the potential for catastrophic losses, private insurance companies are reluctant to 
assume the risk of writing flood insurance which prompted the United States Congress to create the 
National Flood Insurance Program (NFIP).  

You cannot buy flood insurance unless your local government qualifies for the NFIP.  

To qualify, a community must adopt flood-plain management regulations to reduce the possibility 
of floods. Most local governments in potential flood areas qualify, but many homeowners may not be 
aware they need to buy the coverage. Your insurance agent or company can tell you whether your 
town qualifies. For a free booklet on flood insurance call the National Flood Insurance Program at 1-
800-638-6620.  

Buying Flood Insurance  

Contact your agent or insurance company. Although flood insurance is a federal government 
program, private insurance companies sell the policies. If your community qualifies, flood insurance is 
available on almost any enclosed building and its contents, and you do not have to live in a flood plain 
to buy flood insurance. If your community has taken necessary steps to control flooding, you can 
insure a building for up to $250,000 and contents for as much as $100,000. Your home will be 
covered 30 days after your application and premium are received by the NFIP.  

Earthquake Coverage  

While there has been no major earthquake in Georgia for many years, there have been numerous 
small ones. Most companies sell earthquake endorsements and since the risk of a serious 
earthquake in Georgia is fairly low, coverage is relatively cheap. The deductible, however, is relatively 
high and typically ranges from two- to five-percent of your home's insured replacement cost. Brick or 
masonry homes are more likely to be damaged by an earthquake than a frame house, so if you own a 
brick home you will pay more for earthquake coverage. Without an earthquake endorsement, there is 
no coverage under your homeownerôs policy.  
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Other Insurance for Homeowners  

Protecting your investment  

Credit insurance protects you if you are unable to make your mortgage payments due to injury or 
death. It is usually available at the time you take out your loan. Credit insurance is optional, which 
means you don't have to purchase it from the lender. In fact, it's against the law for a lender to 
deceptively include credit insurance (or other optional products) in your loan without both your 
knowledge and permission.  

There are two main types of credit insurance. Credit disability insurance, also known as accident 
and health insurance, makes payments on the loan if you become ill or injured and can't work. Credit 
life insurance pays off all or some of your loan if you die.  

Credit disability: A credit disability policy promises to pay your loan payment if you are unable to 
work because of illness or injury. Credit insurance policies spell out what has to happen before they 
start making your loan payments. Check the policy very carefully to make sure you understand what 
is covered and what is excluded. For example, coverage may be excluded for health problems you 
already have when you buy the policy ("pre-existing conditions").  

Credit life: Credit life insurance is simply a term life policy written for the same amount as your 
loan. The amount of the policy decreases every year but premiums might not - so you may find it less 
expensive to buy a simple term life insurance policy rather than a credit life policy. You do not have to 
buy credit insurance, but if you choose to do so, you have the right to shop for the policy that best 
suits you. Banks often sell their customer lists to insurance companies or include credit life sales 
material in mortgage statements, so you are likely to receive offers for credit life insurance in 
conjunction with your loan.  

Protecting the lender  

Title insurance  

Title insurance protects the homeowner and lender against possible problems with the deed to a 
house - missing heirs, old mortgages or easements, etc. A homeownerôs worst nightmare is that a 
stranger shows up some years from now claiming to be the rightful owner of the house. If the stranger 
has a legal claim to the house, it is the title insurance companyôs financial responsibility to pay for the 
mistake.  

But, the policy included in your closing costs probably protects only the lender. The title insurance 
company will pay the lender the balance of your mortgage and you will lose the title (plus any equity 
you have in your house), unless you also bought owner's title insurance,  

Private mortgage insurance (PMI)  

If the down payment for your home was less than 20 percent, banks normally require you to buy 
Private Mortgage Insurance (PMI); premiums are built into your mortgage payments. PMI protects the 
lender if you default on the loan; PMI does not protect you.  

With specific exceptions, after you have made enough mortgage payments to reach 22 percent 
equity in your home (based on the original property value) and your mortgage payments are current, 
the PMI premiums should be terminated automatically.  

However, you should follow up with your lender to confirm.  
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Private rating firms  

Several private firms specialize in evaluating the finances and services of insurance companies. 
Each of these firms has its own methods and standards and grades a company based on the firm's 
judgment of the financial well being of a company.  

The phone numbers and web site addresses below will connect you with some of the more well 
known rating firms. You may be charged for an insurance company report and be sure you 
understand the firmôs grading system before you rely on any report ... one firm might use ñA+" as its 
highest grade, while another could go all the way up to "A+++."  

A.M. Best Company  

1-908-439-2200  

www.ambest.com   

Fitch Inc.  

1-800-753-4824  

www.fitchratings.com   

Many private firms that specialize in rating insurance companies also publish books on the subject. 
You may be able to find this information at your local library.  

 

What determines the amount of your premium?  

Å Type of construction: frame houses usually cost more to insure than brick  

Å Age of house: new homes may qualify for discounts  

Å Local fire protection: how far you live from a fire hydrant and fire station  

Å Amount of protection: the more you insure, the more you will pay  

Å Deductible: how much you agree to risk paying from your own pocket for each claim  

Å Discounts: companies reduce prices for such things as insuring your home and car with the same 
company  

Å Claims history and credit score: some companies use factors such as previous claims filed and 
credit history  

Moody's Investor Service: (212) 553-0377 www.moodys.com   

Standard & Poorôs : (212) 438-2000 www.standardandpoors.com   
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Insurance & Discrimination  

Prohibited discrimination  

It is illegal for an insurance company to charge you more or refuse to insure your home because of 
your race, color, ancestry, religion, sex, handicap, national origin or because of the racial make-up of 
your neighborhood.  

Red-lining  

Insurance companies are sometimes accused of "red-lining." The term comes from the idea that 
companies would draw a red line on a map around certain parts of town to mark places where they 
did not want to sell insurance. You should be suspicious of any agent who refuses to talk with you 
about insuring your home, or states, "We don't write insurance in this part of town".  

Report it! If you think you have been the victim of any kind of illegal discrimination by an insurance 
agent or company, tell us by calling the Department at 1-800-686-1526 and ask for a Property and 
Casualty Analyst.  

Legal discrimination  

Discrimination can be legal when it is based on such things as the condition of your home, how 
you use your home, how you have used insurance in the past or your financial condition. Underwriting 
standards are rules that insurance companies use to decide whether to insure your property. Every 
company has its own underwriting standards, but typical ones might include some of the things listed 
below:  

È The condition of your home:  

È Old wiring (fire hazard)  

È Dilapidated roof (could result in a claim for water damage)  

È Poor maintenance (broken windows, broken gutters)  

È Claims experience: if you have filed numerous claims in the past, a company might not want to 
take the chance that you will file claims against it  

È Credit report: if your credit report suggests you do not pay your bills on time, the company 
might not want to take the chance that you will treat them the same way  

È Recent bankruptcy: if you have recently filed bankruptcy, it will be even harder to buy 
insurance for your home and  

È Å Dangerous pets: if you have a pet that has attacked someone or qualifies as "vicious", do not 
be surprised if an insurance company rejects your application.  

Cancellation  

Your policy goes into detail about which conditions may cause your insurance to be cancelled. 
However, the company must send you written notice at least 30 days before the cancellation date and 
that notice must explain procedures for applying to the FAIR Plan.  

You are not entitled to a 30-day notice if the company cancels because of your failure to pay the 
premium, evidence of arson, misrepresentation or fraud.  
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The insurance company can cancel your homeownerôs policy if you file too many claims. You are 
highly likely to lose coverage if you are a habitual claimant, particularly if your claims are small. If you 
have two to three claims within five years, the insurance company may choose to cancel or not renew 
your policy.  

Non-renewal  

Each year insurance companies have the statutory right to decide whether or not to renew your 
policy for the next year. If the company does not renew your policy, they must notify you of their 
decision 30 days in advance of the policy expiring and must explain procedures for applying to the 
FAIR Plan. You will then have to find coverage elsewhere.  

FAIR Plan  

If you cannot find insurance coverage for your home, you can apply through the FAIR Plan 
Underwriting Association. The State of Georgia created the Georgia FAIR Plan to insure property that 
insurance companies will not cover.  

Important points to remember about the FAIR Plan:  

Å You do not have a guaranteed right to buy FAIR Plan coverage. The FAIR Plan will inspect your 
house to determine whether you are eligible.  

Å Every company selling property insurance in Georgia helps fund the FAIR Plan.  

Å Coverage in the FAIR Plan is likely to cost substantially more than through the standard 
insurance marketplace so be sure to exhaustively search before resorting to the FAIR Plan.  

You can apply to the FAIR Plan through any insurance agent who sells property insurance.  

 

C.L.U.E. Report  

A Comprehensive Loss Underwriting Exchange or C.L.U.E. report is an all-inclusive database of 
personal property information, primarily insurance claims on private property.  

C.L.U.E. reports are only available to an individual for the home or property they own and reside in. 
The reports are available from ChoicePoint over the web at www.choicetrust.com  or through regular 
mail. Someone who has been the subject of adverse action based on the information in the report is 
entitled to a free copy of the report if it is requested within 60 days of the adverse action. Adverse 
action can include denial of coverage or an increase in rates. Insurers must notify consumers when 
adverse actions have occurred.  

Credit Scoring  

Statistically, people who have a poor insurance credit score are more likely to file a claim.  

Insurers use this information when determining the risk someone may pose. Studies reveal that the 
manner which a person manages his or her finances, is a strong predictor of insurance claims. 
Insurance scores are used to help insurers differentiate between lower and higher insurance risks 
and they then can set a premium based on the risk they are assuming.  

Information regarding your credit history, such as your bill-paying habits, the number and the types 
of accounts in your name, collection actions, outstanding debt, and the age of your accounts, is used 
to determine if you are a responsible borrower.  
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How to Handle Claims  

What should I do when I have a claim?  

Å Review your policy to make sure you know what is covered.  

Å Notify your agent or the insurance company immediately.  

Å Keep damaged property until the company says you can dispose of it, and get that permission in 
writing.  

Å If your home is damaged, make needed temporary repairs to protect it from more damage and 
keep the receipts.  

Å Keep receipts for emergency expenses (things such as repairs and temporary housing).  

Å Complete the company's claim form.  

Å Cooperate with the claims adjuster's requests for documentation or to conduct damage 
inspection.  

Å Negotiate the final settlement with the adjuster.  

Inside the insurance company the adjuster is your first stop. Adjusters evaluate damage and make 
settlement offers. An adjuster may be an employee of the insurance company or an independent 
adjuster hired by the company.  

If you are not satisfied with the companyôs handling of your claim, contact the Georgia Insurance 
Departmentôs Consumer Services Division information about your insurance rights and how to file a 
complaint. Written complaints are investigated to determine whether the company and agent have 
acted improperly. The Department cannot settle factual disputes over arguments such as the value of 
your damaged property.  

Your county small claims court may be able to settle disputes involving $3,000 or less; you do not 
need a lawyer to go to this court. Or, you have the option of consulting an attorney about your legal 
rights and remedies. The Department of Insurance does not give legal advice.  

 

Claim Disputes  

Take These Steps to Resolve Disputes  

When It Is a Dispute about Amounts  

Claim disputes over homeowners insurance are often about the value of lost or damaged property. 
The insurance company must first agree that there is damage.  

Policies usually have a standard provision to settle disputes of this kind. Here is how this process 
may work under your policy terms:  

Appraisal  

Å Either you or the company can make a written demand to have the amount of loss set by 
appraisal.  

Å Upon that demand you and the company each hire an independent appraiser.  

Å The two appraisers determine the amount of loss.  
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Å If they agree on an amount, a written report is submitted and the amount agreed upon is set as 
the amount of loss.  

If the appraisers cannot agree  

Å If the appraisers fail to agree, they select an independent arbitrator.  

Å If they cannot agree on an arbitrator, you or the company can ask a judge of the court to appoint 
one.  

Å A written agreement signed by two of these three people (the two appraisers and the arbitrator) 
sets the amount of loss.  

Who pays what : 

Å You pay the appraiser you select and the company pays the appraiser it selects.  

Å You and the company split any costs for other appraisal expenses and the arbitrator's fee.  

 

Consumer Complaints  

You should not need a lawyer to resolve the vast majority of disputes you may have with an 
insurance agent or company. You can resolve your own disputes If you give the company a chance, 
you will generally find people willing, if not eager, to straighten out problems. Start with your agent 
and if that does not resolve the issue, contact the company's customer service office. If customer 
service falls short of your expectations, ask about the company's procedures for appealing decisions.  

Å If your efforts with the company fail to provide an adequate solution, the next stop should be the 
Georgia Insurance Departmentôs Consumer Services Division.  

Å The Departmentôs staff will answer your questions over the phone and explain any further steps 
you should take to resolve your problem. Department staff gives honest, unbiased answers - if it is 
apparent the company has done nothing wrong, that is what you will be told. On the other hand, if you 
raise questions that can only be answered by the insurance company we will send you a complaint 
form.  

If your completed form raises questions we cannot answer, it becomes a "complaint." A complaint 
does not mean the company or agent has broken the law or done anything wrong.  

The Department notifies the insurance company and/or agent each time a complaint is received. 
We will send the company a copy of your complaint and ask that they resolve it or explain their side of 
the story. By law, companies must respond to the Department and most companies are very 
cooperative in resolving consumer complaints. Please know that your complaint and any documents 
you send may be subject to public disclosure.  

 

Fire Protection and Premiums  

How quickly the local fire department can reach your house affects your premium.  

Å If you live in a city, most companies will charge you the same base rates as people who live on 
the other side of town.  

Å If you live in a suburb with full fire protection, your price may be similar or identical to that of the 
large nearby city.  

http://www.fyiexpress.com/


20 Hour Pre-Licensing for Property & Casualty Limited Subagent Study Manual 

 

Last Update: 9/8/2014  Page 145        More Online Education at www.FYIExpress.com  

  

Practice Quiz #7 
 

Question 1: TRUE or FALSE? 

Your policy covers 100% of the Dwelling Coverage of your home. That means even if the cost of 
rebuilding in your area exceeds the house's market value by 20%, your insurance will still pay to 
rebuild your home completely if it's destroyed by fire or some other catastrophe. 

 

Question 2: TRUE or FALSE? 

Your prized Beanie Baby collection is worth twice what you paid for it. A "scheduled coverage" 
policy endorsement means you'll receive the current market value if it's lost in a fire. 

 

Question 3: TRUE or FALSE? 

Flood and earthquake damage are not covered under most standard homeowners insurance 
policies. 

 

Question 4: TRUE or FALSE? 

Ideally, renters should have the same amount of liability coverage as someone who owns their 
own home. 

 

Question 5: TRUE or FALSE? 

You have a home-based financial planning business. If a client you're entertaining slips in your 
kitchen and sues for damages, your homeowners policy will cover your liability up to policy limits. 

 

Question 6: 

A common reason many homeowners are underinsured is because... 

a) They fail to update their policy as their assets and dwelling increase in value  

b) They are unaware of internal limits which cover personal property only up to a certain 
amount  

c) Their mortgage lender only requires insurance that will cover the outstanding mortgage 
balance  

d) all of the above  

e) only a & b above  
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Question 7: 

House fires resulting in fatalities occur most often in which room? 

a) the Living Room  

b) the Bedroom  

c) the Kitchen  

d) the Laundry Room  

e) the Basement  

 

Question 8: 

Which of the following factors is not considered when determining your homeowners' premium? 

a) type of construction (brick, frame, etc.)  

b) deductible amount chosen  

c) size of lot  

d) distance to fire hydrant or fire station  

e) age of home  

 

Question 9: 

Which of the following statements is true, according to a recent survey of convicted house 
burglars? 

a) burglars are more likely to enter a home through a window rather than a door.  

b) most burglars are not deterred by the sound of a radio or TV inside the house  

c) most burglars are between the ages of 12-24 and live within an eight-block radius of the 
target  

d) all of the above  

e) only a & c above  

 

Question 10: 

Match the term at left with the correct definition. 

Terms:  

1.  ___ Named Peril 

2. ___ Floater 

3. ___ Deductible 

4. ___ Umbrella Liability 

5. ___ All Risk  

Definitions:  

a) Insurance to cover damages that exceed your policy limits  

b) An endorsement to a policy covering specific items  

c) A policy that covers all and any losses which occur  

d) The amount you are responsible for in a claim  

e) A policy that covers only those losses listed  
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B. Inland Marine Insurance  
Coverage for property that involves an element of transportation. The property must be actually in 

transit, held by a bailee, at a fixed location that is an instrument of transportation, or be a movable 
type of goods that is often at different locations.  

Domestic Goods In Transit  

Domestic shipments exposed to loss while in transit by rail, motor truck, aircraft, or while in the 
custody of the U.S. Postal Service. (Imports and exports--nondomestic goods--are not within the 
scope of inland marine insurance.)  

1. Personal Articles Floater  

Items of value - including jewellery, furs, silver, guns, stamps, and coins - that are limited by 
homeowners policies may be scheduled on a personal articles floater. There are many advantages to 
scheduling. 

Personal articles floaters provide extremely broad coverage, usually, with no deductibles. For the 
most part, you're agreeing on value prior to loss. Floaters are written on an all-risk basis, which 
means the policy covers against everything except what's specifically excluded. 

This coverage is generally written in addition to your unscheduled property, so it provides extra 
coverage in the event of a total loss. In many cases, personal articles floaters provide coverage for 
flood and earthquake damage, whereas the homeownerôs policy does not. 

Under personal articles floaters, territorial limits are extremely broad and usually worldwide. Some 
floaters also cover newly acquired items even if you haven't had time to notify us of the purchase 
(provided you already have this type of article scheduled on your policy, a maximum limit applies per 
item). 

Vault coverage is available at considerably reduced rates. If you can't be bothered calling 
whenever you're removing a piece of jewellery from the vault, it is sometimes possible to have a 
policy extension that allows you to remove the item for a certain period of time, for instance 72 hours, 
without notifying the broker or the company. 

Some companies provide inflation-guard coverage on scheduled items or allow you the opportunity 
to increase your schedule by a certain percentage every year or two. However, do not become 
complacent if you have this type of coverage. You must review your policy regularly to determine if 
there are any fluctuations in values. Appraisals should be updated periodically.   

2. Nationwide Marine Insurance Definition   

A statement about the types of coverage that may properly be written on inland marine and ocean 
marine insurance forms. The National Association of Insurance Commissioners adopted a Nationwide 
Marine Insurance Definition in 1953 and revised it in 1976. This definition is used principally for 
classification purposes, rather than as a definition of underwriting powers. The majority of states have 
adopted the 1976 version, but the 1953 version is still in effect in some states.  
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C. Other types of property policies 
1. Flood 

Flood insurance protects you from the financial devastation caused by floods. Even a few inches of 
water can bring thousands of dollars in repair and restoration costs. Most homeowners insurance 
does not cover floods. You need flood insurance. 

Flood insurance, like earthquake insurance, is ñsingle perilò insurance, sold separately from 
homeowners insurance. Flood insurance protects against losses to buildings and their contents, not 
the land surrounding them. The coverage applies whether the flooding results from heavy or 
prolonged rains, coastal storm surge, snow melt, blocked storm drainage systems, levee dam failure, 
or other causes. To be considered a flood, the waters must cover at least two acres or affect at least 
two properties. 

Flood insurance is available both within and outside of floodplains. Your propertyôs flood risk is 
shown on flood hazard maps. Different types of policies are available depending on your flood risk. 

If you live in a high-risk area, you will need a Standard Policy. Most mortgage lenders will require 
that you have such a policy before they will approve your loan. 

Outside of high-risk areas, flood insurance is also available, usually at lower cost. A Preferred Risk 
Policy covers both a home and its contents, with premiums as low as $119 per year. While you arenôt 
federally required to have flood insurance in a low-to-moderate risk area, that does not mean you 
wonôt ever need it. Large floods often extend beyond the boundaries of high-risk areas and smaller 
floods occur outside high-risk areas as well. In fact, a quarter of all flood insurance claims come from 
low-to-moderate risk areas. 

Flood insurance is sold and serviced by private insurers, and backed by the federal government. 
Flood insurance costs the same wherever you purchase it, because the rates are set by the National 
Flood Insurance Program. 

Flood insurance covers both homes and businesses. With residential coverage you can get up to 
$250,000 of insurance to protect your home and up to $100,000 to protect its contents. If you are 
located in (or moving into) a high-risk area, federally regulated or insured lenders will require you to 
have flood insurance for the amount remaining on your mortgage, or $250,000, whichever is lower.  

Different types of policies are available based on your propertyôs location and flood history.  

Standard Flood Insurance Policies - If you live in a community that participates in the NFIP, your 
building and its contents can be covered. You must apply for building coverage and contents 
coverage separately.  

Preferred Risk Policies - If your home or business is in a low or moderate risk zone, your building 
may qualify for a low-cost Preferred Risk Policy.  

Donôt Wait Until Itôs Too Late 

Regardless of the type of policy you choose, there is a standard 30-day waiting period, from date 
of purchase, before a new flood policy goes into effect. The 30-day waiting period does not apply if:  

 The initial purchase of flood insurance occurs in connection with the making, increasing, 
extension, or renewal of a loan in a high-risk zone by a regulated lender; or  

 The initial purchase of flood insurance occurs within one year of a map change.  
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Sample Excess Flood Policy 
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2. Personal Watercraft 
 Personal watercraft are not generally covered by homeowners or auto insurance, and where 

they are, the coverage limits can be fairly low. You may need to purchase a specifically designed 
policy in order to insure these vessels. The personal watercraft policy covers: 

Á Bodily injury 

Á Property damage 

Á Guest passenger liability 

Á Medical payments 

Á Theft 

Typical policies include deductibles of $250 for property damage, $500 for theft and $1,000 for 
medical payments, although these may vary from company to company. 

Liability limits start at $15,000 and can be increased to $300,000. This coverage will provide 
financial protection if your personal watercraft is involved in an accident. 

Most policies also include water sports liability, which covers risks associated with activities such 
as waterskiing. 

Did You Knowé 

According to a countrywide survey of boaters conducted by The Progressive Group of 
Insurance Companies 

Myths about Boat Insurance 

Required by Law 

Nearly half (44 percent) of boaters surveyed mistakenly believe boat insurance is required by law 
in all U.S. states and more than a quarter (26 percent) mistakenly believe boat insurance is only 
required if a boat is 24 feet or longer. 

Roaming Charges 

Three out of every four boaters surveyed (76 percent) mistakenly believe boat insurance covers 
them anywhere they decide to go boating in the continental U.S. 

All Boat Insurers Are Not Created Equal 

Twenty (20) percent of boaters mistakenly believe that all boat insurance companies use the same 
information in the same way to determine rates.  And, 23 percent of boaters surveyed mistakenly 
believe all boat insurers provide the same level of claims service. 

Always Covered é Maybe NOT 

One-third (33 percent) of boaters surveyed mistakenly believe they would be covered in all of the 
following situations if their boat was added as an endorsement on their homeowners policy - meaning 
the boat has been listed as an asset, the same way someone would add jewelry or other personal 
items.  Potentially uncovered claims situations include: their fishing equipment or personal belongings 
are lost or stolen; their vehicle breaks down while towing their boat and needs to be towed; and their 
boat is destroyed and the wreckage needs to be removed. 
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Sample Personal Watercraft Policy 
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3. Earthquake 
Earthquake insurance is a form of property insurance that pays the policyholder in the event of 

an earthquake that causes damage to the property. Most ordinary homeownerôs insurance policies do 
not cover earthquake damage. 

Most earthquake insurance policies feature a high deductible, which makes this type of insurance 
useful if the entire home is destroyed, but not useful if the home is merely damaged. Rates depend 
on location and the probability of an earthquake. Rates may be cheaper for homes made of wood, 
which withstand earthquakes better than homes made of brick. 

As with flood insurance or insurance on damage from a hurricane or other large-scale disasters, 
insurance companies must be careful when assigning this type of insurance, because an earthquake 
strong enough to destroy one home will probably destroy dozens of homes in the same area. If one 
company has written insurance policies on a large number of homes in a particular city, then a 
devastating earthquake will quickly drain all the company's resources. Insurance companies devote 
much study and effort toward risk management to avoid such cases. 
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II. Types of Casualty Policies 
 

A. Personal Automobile  
Every insurance company is differentðin fact, most companies pride themselves on the 

distinctions between them and their competitors. In personal insurance, however, these distinctions 
are not nearly as substantial as they are for business customers. The Personal Auto Policy is one of 
the most standardized policies in insurance.  

But there are differences and informed consumers must distinguish between the coverage offered 
by various insurers. Price alone should not be the sole determinant in choosing an insurance 
company or agent. As we said earlier, the personal auto insurance market is very competitive and it is 
a good idea to shop around and make sure that you are receiving the most value for your insurance 
dollar. That does not mean that you will change insurance companies or agents for a few dollars of 
premium savings. Rather, it means that you have given careful evaluation to the protection, service, 
and price of any insurance product you purchase.  

Overview of the Personal Auto Policy (PAP)  

The Personal Auto Policy (PAP) was first introduced in 1977. There were other policies prior to that 
time, and the PAP itself has been revised several times since then. The policy is written in plain 
language, without a lot of technical terms and is easier to understand than previous versions. The 
policy is a package, or bundle, of insurance coverages put together in one policy and designed to 
meet the needs of individuals and families who own automobiles.  

The policy we will discuss in this text is the one developed by the Insurance Services Office (ISO). 
ISO is a non-profit organization that develops policy forms for member insurance companies. 
Although the policies developed by ISO are used by many companies, you should keep in mind that 
there are variations among insurers and the specific terms and conditions of any policy must be 
reviewed before deciding whether or not coverage is provided.  

In order to discuss the PAP in more detail, it will first be necessary to review some of the basics of 
all insurance policies.  

Like other insurance policies, the PAP contains sections that combine to provide the necessary 
coverage. The sections of the PAP are:  

Declarations Page  

The declarations page is the front page of the policy where you will find the name of the person or 
persons insured, his or her address, a description of the vehicles covered, and other personal 
information. It is called a declarations page because it contains information that is declared by an 
applicant to the insurance company when applying for coverage.  

You will hear people refer to this part of the policy as the ñdec page.ò  

Insuring Agreement  

All policies contain an insuring agreement, which is a broad statement of the insurance companyôs 
obligations under the policy along with the responsibilities of the insured or policyholder.  

It is usually brief, sometimes only a single sentence and may read like this: ñIf you (the insured) 
agree to pay your premiums, we (the insurance company) will pay your covered claims.ò  
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Definitions  

All modern insurance policies contain a definitions section, or glossary of terms used in the 
contract. When a term has been defined in a policy, it has been given special meaning. These words 
are shown in a policy by using italics, bold face type, or quotation marks. Some of the important 
definitions contained in the PAP are discussed in later parts of this chapter.  

Conditions  

Insurance policies are conditional contracts. This means that the insurance company is not 
obligated to pay all losses an insured might suffer. Coverage is provided only under certain 
conditions. For example, a vehicle is covered while it is operated in the United States, its territories 
and possessions (e.g., Guam), Puerto Rico, or Canada. Thus, if you drive your car to Mexico and it is 
damaged or you injure someone, there would be no coverage under your Personal Auto Policy. You 
can think of conditions as the ñstringsò attached to the insurance companyôs promise to pay as stated 
in the insuring agreement.  

Exclusions  

Since the insuring agreement is so broad, the policy contains a list of exclusions that more clearly 
define the coverage provided by the policy. Insurance companies do not put exclusions in policies 
simply to get out of paying legitimate claims. Exclusions are designed to eliminate coverage that 
should be provided by other policies the insured purchases, to eliminate coverage for catastrophic or 
uninsurable events such as nuclear war, or to keep premiums reasonable by covering only those 
events that are potentially serious for the insured. There is no reason an insurance policy could not 
cover absolutely every situationð except for the fact that no one could afford to pay the premium.  

Endorsements  

Insurance policies are designed with the average policyholder in mind. Since people have special 
needs, policies must be modified or tailored using endorsements. An endorsement is a policy change.  

 

Who Can Purchase a Personal Auto Policy?  

The Personal Auto Policy is intended for individuals and families who own or lease private 
passenger automobiles. A private passenger automobile is a car, van, station wagon, pick-up truck, 
or sport utility vehicle (SUV). The PAP has some restrictions on pick-ups and vans. They must weigh 
less than 10,000 pounds and not be used to deliver merchandise.  

The reason for the restriction is simply to ensure that commercial-type vehicles are not covered 
using a Personal Auto Policy. A separate policy is available for businesses and other organizations 
that own commercial vehicles.  

Individuals and married couples who own or lease private passenger automobiles may be insured 
under the PAP. Unrelated people who live in the same household and share ownership of a vehicle 
also may be insured by the PAP, provided each is listed as an individual.  
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Summary of Coverage in the Personal Auto Policy  

In addition to a declarations page, an insuring agreement, and a definitions section, the Personal 
Auto Policy contains six additional sections or parts:  

Part A ð Liability Coverage  

This section provides protection when you are held legally responsible to others for bodily injury or 
property damage that is caused by an auto accident. Coverage is generally provided when:  

È You or your family members are using your own car (ñyour covered autoò)  

È You are using someone elseôs vehicle (a non-owned auto)  

È Other drivers are using your car with permission You are covered when you use any 
auto. You have coverage under your own auto policy while driving your own car, when you 
borrow a friendôs car, or when you rent a car. Also, people who use your car with your permission 
are covered by your policy. Letôs say you loan your SUV to a friend who uses it to go skiing. While 
returning from the ski trip, she has an accident and injures several people who are in another 
vehicle. She would be insured under your Personal Auto Policy. The insurance policy that covers 
the car is considered the primary insurance. Any coverage the driver has is secondary.  

Letôs look at the definition of some of the terms used in this part of the policy:  

Bodily Injury (BI) is bodily harm, sickness, or disease, including death. This coverage applies 
when your car injures people in other vehicles, pedestrians or bicyclists, or passengers in your 
vehicle.  

Property Damage (PD) is physical injury to or destruction of or loss of use of tangible property.  

This coverage does not only apply to other vehicles, but also to buildings, telephone poles, fences, 
or any other property you might damage with your vehicle. The last part of this definition is important. 
If you hit someone and it takes 5 days to repair their vehicle, they will probably have to rent a car to 
get to work or school. The cost of their rental car is covered under your property damage coverage 
since it represents the ñloss of useò of the vehicles.  

Your Covered Auto includes four different types of vehicles that are covered under the PAP:  

È The vehicles listed in the declarations (your car)  

È A newly acquired vehicle (subject to certain restrictions), which means a new car you 
purchase in addition to one you already own or as a replacement for one you own  

È A trailer you own  

È A temporary substitute vehicle, which is one being used by you while your car is out of 
service due to breakdown, repair, servicing, loss, or destruction. If you take your car to the shop 
and they loan you a vehicle while yours is being fixed, it is considered a temporary substitute 
auto.  

You means the person whose name is shown on the declarations page and your spouse if they 
reside with you.  

Family Member means a person related to you by blood, marriage, or adoption who lives in your 
household.  

These definitions are also important for the following sections of the PAP.  
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The limit of coverage under Part A is expressed as a dollar amount per person for Bodily Injury, a 
total amount of Bodily Injury for each accident (no matter how many people are hurt), and an amount 
for Property Damage for each accident. The minimum limit under any policy is the state financial 
responsibility limit.  

Letôs look at an example of how this coverage applies in the event of an accident. Letôs say you 
live in Georgia, where the minimum limit for an auto policy is $25,000 per person for BI, $50,000 per 
accident for BI, and $25,000 for PD. One rainy day, while driving your best friend to work, you swerve 
to avoid a pothole in the road. Unfortunately, you donôt notice the car in the next lane until it is too 
late. You hit the other vehicle, causing it to swerve off the road, striking a fence. There is a mother 
and her small child in the other car. As a result of your negligence, the following injuries and damage 
occur:  

1. Damage to the fence: $3,000 

2. Injuries to your best friend in your vehicle: $2,000  

3. Injuries to the small child: $10,000  

4. Injuries to the other driver: $35,000  

5. Damage to the other vehicle: $28,000  

The maximum amount that can be paid to any one person is $25,000. Therefore, the policy will pay 
your friendôs claim for injuries in full. The injuries to the child will also be paid in full. The medical costs 
for the other driver, however, will only be paid up to the per person limit of $25,000ðleaving you to 
pay the balance of $10,000 out of your own pocket. The total of all injuries payable under the policy 
($3,000 + $10,000 + $35,000) is $47,000, less than the per accident limit of $50,000. As far as 
Property Damage, the total amount available under the policy is only $25,000. The cost of all the 
damage, however, is $31,000.  

This leaves you responsible for $6,000, plus the $10,000 in Bodily Injury you owe. We will discuss 
the importance of having adequate limits in a later section of this topic. 

 

Part BðMedical Payments Coverage (Med Pay)  

Medical payments coverage pays for medical expenses for you, your family members, and 
passengers in your car that result from auto accidents.  

You are also covered when you are a passenger in another vehicle or when you are a pedestrian if 
a vehicle hits you. This coverage is not based on fault, so you are entitled to the coverage even if you 
are the cause of the accident.  

The limit for Medical Payments applies per person, and there is no limit on the number of persons. 
Most people purchase a limit of between $1,000 and $5,000 for this coverage, although higher limits 
are available.  
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Part CðUninsured Motorists Coverage (UM)  

Uninsured Motorists coverage pays you if you are struck by someone who does not have 
insurance. It also would pay if you were hit by a hit-and-run driver. The fact that you donôt know who 
hit you means you are unable to determine whether or not they have insurance, so it is assumed they 
do not. Coverage is also provided if you or your family members are struck as pedestrians by a 
vehicle that is not insured.  

You will collect whatever amount of injuries or damage the other person is legally responsible for. 
Note that you cannot collect from your insurance company simply because the other personôs 
insurance company refuses to pay your claim. When this happens, it is usually due to the fact that the 
other partyôs insurer feels their policyholder was not at fault, and therefore is not legally responsible 
for the accident. In addition, by definition, they are not uninsured. The limits for UM coverage are 
usually the same as those under Part AðLiability. They may be increased in most cases. In most 
states, an insurance company must include UM coverage in every policy that provides liability 
protection, unless the insured rejects the coverage by signing an acknowledgment that they do not 
wish to have the coverage. Given the large number of automobiles driven by people who do not carry 
insurance, it is usually an unwise decision to refuse UM coverage.  

 

Underinsured Motorists Coverage (UIM)  

Think about this situationðif you are hit by an uninsured driver, you may be able to collect under 
your own Uninsured Motorists coverage.  

Letôs say your UM limits are $50,000 per person, $100,000 per accident. What if the person who 
hits you is insured, but their liability limits are only $25,000/$50,000. Given the large number of 
automobiles driven by people who do not carry insurance, it is usually an unwise decision to refuse 
UM coverage.  

You would be better off if they had no insurance at all, because your Uninsured Motorists coverage 
would pay more than their liability limits! To rectify this situation, insurers also include what is called 
Underinsured Motorists coverage.  

The 2008 Georgia Legislature passed the following legislation and it awaits the Governorôs 
signature to become effective January 1, 2009. 

If you are hit by a driver whose liability limits are less than your UM, the UIM coverage will pay the 
difference between the amount covered under their policy and your UM limit.  

An example might be helpful. Letôs say you insure your automobile with $50,000 per person and 
$100,000 per accident Uninsured Motorists coverage. You are struck by a vehicle and the driver 
carries only the minimum financial responsibility limits required in the state, $25,000 per person, 
$50,000 per accident. You are seriously injured and your medical bills amount to $35,000. The other 
driver has only $25,000 in coverage available to pay for your injuries. The balance, $10,000, would be 
paid by your Underinsured Motorists coverage, since the limit of the other personôs insurance is less 
than yours.  

Uninsured Motorists Property Damage (UMPD)  

Uninsured Motorists coverage was originally designed to pay for your injuries when struck by an 
uninsured driver. However, if the other party has no insurance, who will pay for the damage to your 
car? If you carry insurance for Collision, your policy would pay, but you would be responsible for the 
first $100, $250, or $500 of the damage due to your deductible.  
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If you donôt carry Collision insurance, as we discussed above, you would have to pay the damages 
yourself. Since that situation seemed unfair to policyholders, insurance companies began to include 
UMPD coverage as an option.  

 

Part D-Damage to Your Auto  

The final section of the Personal Auto Policy is Damage to Your Auto. There are actually two 
different coverages provided by this section of the policy:  

È Collision, which covers damage caused by impact with another vehicle or object, or 
overturn of your vehicle;  

È Other Than Collision, also called Comprehensive coverage, which provides protection 
from theft, fire, windstorm or hail, flood, falling objects, collision with a bird or animal, and virtually 
all other types of physical loss to the vehicle EXCEPT:  

È Road damage to tires (a flat tire or blowout)  

È Mechanical breakdown (the engine just quits running)  

È Wear and tear (the car simply gets old)  

There is no limit in this section of the policy.  

The amount you will receive if your car is damaged is the actual cash value of the vehicle, or the 
cost to repair the damage. In some cases the amount to be paid by the insurance company is simply 
the cost to make repairs to the vehicle and a check is usually issued to the body shop. In other cases, 
the vehicle is ñtotaledò, meaning the cost to repair it is more than the value of the car. In this case the 
insurance company will pay a sum of money as compensation for the loss of the car.  

Determining the actual cash value of an automobile can be tricky. We always think our car is in 
better shape than the average car and therefore, expect to be reimbursed based on our estimation of 
what the car is worth. The insurance company will probably determine the value of the car based on 
what similarly equipped vehicles are selling for in the used car market. That may be more or less than 
you think is a fair settlement.  

Part D of the Personal Auto Policy contains a deductible provision, or an amount you must be 
responsible for when you have a loss. You must retain $100, $250, or $500 of each loss. You may 
choose the deductible that represents your ability to pay in the event of a loss. That means that if you 
have a very small loss, such as a broken window or a scrape on your fender, your insurance 
company would pay nothing and you would have to absorb the cost yourself.  

Section D of the policy is not required and there may be certain situations when your client would 
decide not to have this coverage under their policy. For example, if you have an old car that has a 
very low value, you might forego physical damage insurance since the cost of the coverage over time 
might be more than the value of the car if it is damaged. If you could replace the car for $4,000 and 
the cost of Comprehensive and Collision coverage was $800 per year, you would probably decide to 
not have the coverage since in five years the total amount of the insurance premiums would equal the 
value of the car. You could just save the $800 each year, put it in a savings account, and withdraw 
the money when you need it to buy another car. Hopefully, you are able to go five years without an 
accident, so the value of your savings account would be $5,000 plus interest!  
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Part E and Part FðDuties After an Accident or Loss and General Provisions  

The final two portions of the Personal Auto Policy outline certain duties of the policyholder and the 
company in the event of an auto insurance claim. When you have a claim you must:  

È Notify the company of when and where the accident happened, including the names of 
any people injured or witnesses to the accident  

È Cooperate with the insurance company as they attempt to settle your claim  

È Notify the police if struck by a hit-and-run driver  

È Notify the police if your vehicle is stolen  

È Allow the insurance company to inspect the damage to your auto before it is repaired  

You may cancel your auto insurance at any time you wish by notifying the company or your agent. 
The insurance company may cancel your insurance if they notify you in writing of their desire to do 
so. They may do this when you fail to make premium payments or when you have your driverôs 
license suspended or revoked.  

Frequently Used PAP Terms 
Bodily Injury Liability Coverage 

Pays for bodily injury or death to another for which an insured person becomes legally responsible 
because of an automobile accident.  

Collision Coverage 

Pays for loss or damage to your covered automobile when it collides with another object or 
overturns.  

Comprehensive Coverage 

Pays for loss or damage to your covered automobile caused by an event other than collision. This 
includes damages due to events such as fire, theft, windstorm, hail, flood, contact with birds or 
animals and vandalism.  

Medical Payments Coverage  

Pays expenses for medical and funeral expenses sustained by the insured and certain others as a 
result of bodily injury or death caused by an automobile accident.  

Personal Injury Protection (PIP) 

In states with No-Fault Automobile Insurance, this coverage generally pays, within the state 
specified limits, certain medical, hospital, funeral and/or work loss expenses of the insured, 
passengers in his vehicle and pedestrians struck by him.  

Property Damage Liability Coverage 

Pays for property damage to another for which an insured person becomes legally responsible 
because of an automobile accident.  

Underinsured Motorist Coverage 

Pays for bodily injury and/or property damage sustained by you, your resident relatives, and 
occupants of your covered automobile in an accident in which the owner or operator of a motor 
vehicle who is legally liable does not have enough insurance.  
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Uninsured Motorist Coverage 

Pays for bodily injury and/or property damage sustained by you, your resident relatives, and 
occupants of your covered automobile in an accident in which the owner or operator of a motor 
vehicle who is legally liable does not have insurance.  

Additional Interest Insured 

Another person or company who may be liable for an accident involving an insured or an insured 
vehicle and who has been named as an Additional Interest Insured under the policy.  

Deductible 

An amount that must be paid by the insured before benefits will be paid by the insurer. In general, 
a higher deductible will result in reduced premium.  

Declarations Page 

The report from your insurance company which lists:  

Á the limits you have requested for each coverage;  

Á the cost of each coverage  

Á the vehicles covered by the policy;  

Á the types of coverage for each vehicle covered by the policy;  

Á the drivers covered by the policy; and  

Á other information applicable to the policy.  

Driver Status 

Provides information concerning whether the driver has been rated, listed or excluded on the 
policy.  

Garaging Location 

The ZIP code where your vehicle is parked when not in use (generally, your primary residence).  

Limits 
The most an insurance company will pay for a specific insurance coverage. Generally, you may 
choose the limits that meet your needs. However, most states have laws that specify the minimum 
financial responsibility limits you must purchase.  

Named Insured 

The person in whose name the insurance policy is issued.  

Policy Inception Date 

The date when your current insurance policy begins. This date can be found on your Application, 
Declarations Page or insurance identification card.  

Policy Expiration Date 

The date when your current insurance policy expires. This date can be found on your Application, 
Declarations page, insurance identification card or recent cancellation notice. This date is not to be 
confused with the date of your next payment or when your renewal payment is due.  
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Policy Term 

The length of time that the policy is in force. Generally automobile insurance Policy Terms are for 
periods of six months or one year from the policy inception date.  

Premium 
An amount of money paid by the insured to an insurance company in return for insurance protection.  

Premium Finance 

Auto insurance is a major expense for many households. Premium finance allows an insured to 
stretch the payment of premiums by utilizing payment plans that fit into their budgets and cash flow. 
Premium finance plans typically include an upfront payment known as a ñdown paymentò and 
followed by a series of periodic payments all collected within the term of the policy. Premium finance 
is a loan product, and like other loans has interest and fee charges associated with the loan.  

Primary Use 

What your vehicle is mainly used for:  

Á To/From Work: If you use your vehicle to commute to and from your work and/or school.  

Á Business: If your vehicle is used for one or all of the following:  

Á used to make sales calls  

Á used as vehicle for business trips to bank or post office, picking up supplies, going to different 
locations  

Á owned or leased by a partnership or corporation that have a business listed as an additional 
interest on the car  

Á Farm: If your vehicle is used primarily on a farm, ranch or orchard  

Á Pleasure: No others apply  

SR22 

A document required by the state for persons convicted of certain traffic violations that 
demonstrates proof of financial responsibility.  

VIN  

The vehicle identification number (VIN) on your vehicle. This number is usually found on the 
dashboard of your vehicle on the driverôs side, and is usually listed on the vehicle registration and 
title. The VIN number is a combination of letters and numbers 17 characters in length that can be 
used to identify the make, model, and year of your car.  
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Practice Quiz #8 
Match the terms to the example given or their description.  

1. A policy provision that eliminates coverage.  

2. The glossary of terms used in a policy.  

3. Where the insuredôs address is found.  

4. A broad description of what the insurer will do.  

5. A document that changes an insurance policy.  

6. A requirement that claims be promptly reported.  

 

_____ Declarations page  

_____ Insuring agreement  

_____ Definitions  

_____ Condition  

_____ Exclusion  

_____ Endorsement  

 

An insurance coverage that provides payment for doctor and hospital bills for people riding in your 
vehicle who are hurt in an automobile accident is:  

1. Bodily injury liability  

2. Damage to your auto coverage  

3. Medical payment coverage  

4. Property damage  

 

Each of the following is included in Part DðDamage to Your Auto EXCEPT:  

1. theft  

2. fire  

3. wear and tear  

4. collision  

 

If you have an uninsured motoristôs limit of $100,000/$300,000 and you are struck by a vehicle with 
liability limits of $50,000/$100,000, what is the maximum amount of underinsured motoristôs coverage 
your insurance company will pay for injuries you and your passengers suffer:  

1. $100,000/$300,000  

2. $50,000/$200,000  

3. $50,000/$100,000  

4. nothing since the other vehicle is 
insured  

 

All of the following are duties of the policyholder following a loss EXCEPT:  

1. report a stolen vehicle to the police  

2. submit to a medical examination  

3. allow the insurance company to inspect the damage  

4. notify the company of where and when the accident occurred  
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B. Personal Liability 
Protection against legal liability arising in connection with personal, non-business activities both on 

and off insured premises. Coverage is extended to the named insured, relatives of the named insured 
who reside in the named insuredôs home, and injuries caused by pets (e.g., a dog bite).  

We said that insurance offers protection against the risk of financial loss. In this section we will look 
at the causes of such loss and the kinds of loss that can result. We will also define some frequently 
used insurance terms. 

There are three major kinds of financial loss: 

Property Loss 

È Loss of property itself 

È Loss of income from property 

Loss of Health or Earning Capacity 

a. Disability 

b. Unemployment 

c. Retirement 

d. Death 

Liability Loss 

È If legally liable for the consequences of certain acts or omissions 

The chart above summarizes the kinds of financial loss that insurance protects against. Your goal 
in developing a sound insurance program for your customers is to provide protection in each of these 
areas. As we examine various personal lines products, you will see how coverages have been 
included to cover potential losses in each of these areas. 

This section deals with the third category: liability loss. Such a loss results when the individual is 
found legally liable for the consequences of acts or omissions resulting in damages or losses to other 
parties. Financial losses that result can include legal fees, court costs, fines, the amount of judgments 
awarded by the court, the costs of out-of-court settlements, and the long-term effect that a lawsuit 
might have on the personôs reputation and earning capacity Negligence is the most common reason 
for a liability lawsuit where the defendant is charged with failing to exercise proper care in protecting 
others. 

Personal Liability Coverages 

Where property coverage protects the insuredôs home and property, liability coverage provides 
protection when other persons claim the insured damaged their property or caused them bodily injury. 
The amount the insurance company will pay depends on the amount of coverage your customer 
selects. This amount is again shown under the Limit of Liability column on the declaration page. 

Personal liability coverage applies when the insured is obligated by law to assume responsibility 
for an action that caused property damage or bodily injury to another party. Liability coverage does 
not cover damage to the insuredôs own propertyðonly that of visitors, neighbors, or others in some 
way affected by the actions of the insured. Two examples will help illustrate personal liability 
coverage: 
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This coverage applies for the well-known confrontation between the family dog and the mail 
carrier. The claim will be paid if the dog bite occurs on the insured property or if the actual biting 
occurs after a chase down the street. 

The insured is burning leaves on his property when a gust of wind sends the fire out of control. His 
fence and the neighborôs tool shed are damaged in the fire. In this accident only the neighborôs shed 
is covered by the Personal Liability coverage. The fence will be covered by the Other Structures 
coverage of his policy under Property Coverages. 

Medical payments to others coverage pays for medical expenses of people other than the insured, 
when those expenses are due to an accident caused in some way by the insured. This coverage 
provides a way of maintaining neighborly relations without having to prove who is legally responsible 
for the accident. Medical payments coverage applies to accidents happening on the insured location 
or off that location if the accident is caused by the insured family and even the pet. 

A neighborôs child breaks her arm when she falls from a sliding board in the insuredôs backyard. 
The medical expenses resulting from that accident will be covered, regardless of who was to blame 
for the accident 

The insuredôs liability coverage is thus automatically extended to many locations beyond the 
insured premises. 

As was true with property coverages, there are certain additional payments in the liability section of 
the homeownerôs policy. These payments are made over and above the limits shown on the 
declaration page. 

È To pay for minor damage to the property of others without regard for legal liability For 
example, this provides payment for accidentally throwing an object through the neighborôs window. 

È To defend a claim or lawsuit against the insured but only as long as the limit of liability has 
not been used up in paying settlements or judgments. 

È To pay premiums on appeal bonds when a judgment has gone against the insured and the 
judgment is appealed. Also to pay premiums on attachment bonds which guarantees payment of the 
original judgment if the home or property is sold. 

È To reimburse the insured for wages or salary lost when attending hearings or trials at the 
insurerôs request. 

È To reimburse the insured for providing first-aid expenses at the scene of the accident.  
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Practice Quiz # 9 
Review the following example of a Personal Liability policy then complete the following Practice 

Quiz to test your understanding of basic Personal Liability insurance terms and concepts.  

When you have finished, check your answers in the answer book. If possible, it may be 
advantageous to discuss these exercises with more experienced people in your agency. 

1. Insured Location includes an individual or family cemetery plot or burial vault of an insured.  

( ) True ( ) False 

2. Coverage L and M apply to bodily injury, personal injury, or property damage which is a 
foreseeable result of an intention or criminal act of any insured. ( ) True ( ) False 

3. The total liability under Coverage L for all damages resulting from any one occurrence will 
not be more than the limit as shown in the Declarations regardless of the number of 
insureds, claims made or persons injured. ( ) True ( ) False 

4. Bankruptcy of any Insured relieves the company of its obligations under the Personal 
Liability policy. ( ) True ( ) False 

5. In the event of death of the insured, the policy continues in force for at least 90 days.  

( ) True ( ) False 
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C. Umbrella / Excess Liability 

Umbrella insurance is not just for the wealthy. With the common occurrence of lawsuits, it is a must 
for every home, auto and watercraft owner. As many Americans are finding out, you don't have to be 
a millionaire to be sued like one. Umbrella, or excess liability insurance, provides additional liability 
coverage for specific risks once a policy's coverage limit has been exhausted. It also provides 
additional liability for certain risks that would not be covered by the primary insurance policy. 

The more you have, the more protection you need 

The more your earning power and assets increase, the more you have at risk, and therefore, the 
more you need to protect.  

If you think you need at least a million dollars of additional protection above your current 
homeowners or automobile liability limits, you can purchase something called excess liability. Often 
referred to as an umbrella policy, excess liability is the additional protection you need in case a 
judgment against you exceeds the liability limits of your existing auto or homeowners policy. Available 
in amounts ranging from one to five million dollars, excess liability coverage increases your personal 
liability limits by adding protection to your current auto, boat or homeowners policies. 

Why liability coverage from your homeowners and auto policy may not be enough  

Homeowners insurance usually provides a minimum of $100,000 liability coverage (the coverage 
that protects you when people are injured or property is damaged due to circumstances in which you 
or your family are responsible). Although it varies widely by state, the typical minimum liability 
protection for auto insurance is around $25,000 per person and $50,000 per accident.  

With both of these coverages you can purchase higher limits (or amounts) of liability 
protection...but the most that can be purchased is $500,000 for homeowners policies or $250,000 per 
person, $500,000 per accident for auto insurance. Again, this may not be enough protection in today's 
lawsuit frenzied environment where million dollar judgments are fast becoming the rule rather than 
the exception, even for seemingly minor situations. 

To understand more about what excess liability coverage is, and how it can help you, please 
review the following topics:  

What is Excess Liability?  

Available in amounts ranging up to five million dollars, excess liability coverage increases your 
personal liability limits by adding protection to your current auto, boat or homeowners policies. Also, if 
something is not covered in your homeowners policy (like libel), and it's not specifically excluded in 
the excess liability policy, you're covered. 

Coverage provided  

Excess liability coverage provides:  

 Protection for covered claims by others for personal injury or property damage caused by you, 
members of your family/household, or hazards on your property for which you are legally liable  

 Personal liability coverage for occurrences on or off your premises  

 An additional layer of protection above your primary auto policy against auto-related liabilities  

http://www.fyiexpress.com/


20 Hour Pre-Licensing for Property & Casualty Limited Subagent Study Manual 

 

Last Update: 9/8/2014  Page 173        More Online Education at www.FYIExpress.com  

 Protection against non-business related personal injury liabilities such as slander, libel, 
wrongful eviction or false arrest  

 Legal defense costs for a covered loss. Lawyer fees and associated court costs are covered  

 Worldwide coverage- no matter where you go, with the only exception being situations 
involving foreign ownership of dwellings or cars  

How it works  

Depending on the type of accident, your homeowners, auto or boat policy liability limits are used 
up first, then the excess liability policy covers all remaining costs (up to the amounts of coverage you 
purchased). For example, if your neighbor dove into your swimming pool and broke his neck, your 
homeowners liability coverage would pay for the first $100,000 in damages. Your excess liability 
policy would cover the rest (including associated legal fees) up to the one million dollar policy amount 
that you had purchased. 

Most companies require that you carry certain limits on your primary insurance policies 
(homeowners, auto and boat) in order to receive excess liability coverage. For example, a company 
may require the following primary liability limits: $100,000 for homeowners, $250,000 per 
person/$500,000 per accident for auto and $300,000 for boat/yacht coverage.  

Some Definitions  

Insurance products tend to get loaded down with legal-sounding jargon, especially a product that 
specifically deals with circumstances for which you are legally responsible. Therefore, a few common 
definitions might help clear up any confusion: 

Personal Liability: Coverage for damages that you are legally liable (responsible) for. This 
includes incidents occurring at your home and/or caused by you, residents of your household or your 
pets. Here are some common examples: your dog bites someone, a guest falls down your front steps, 
your teenage son rough-houses with his buddy and accidentally breaks that friend's leg! 

Personal Injury: This all-inclusive definition covers many predicaments. Personal injury can take 
many forms, including: bodily injury, shock, emotional distress, mental anguish, sickness or disease, 
or death arising from any of the above. Personal injury also means false arrest, detention or 
imprisonment, malicious prosecution, wrongful entry or eviction, humiliation, libel or slander, 
defamation of character or invasion of privacy. 

Property Damage: Accidental damage to the property of others caused by you, residents of your 
household, or your pets.  

Exclusions  

Often, insurance policies are defined not by what they cover, but by what they don't. This is 
especially true for excess liability products. If something is not specifically excluded, you're covered. 
Exclusions vary widely by company. Here are some common exclusions:  

 damages expected or intended by insured.  
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 damages arising out of business or professional pursuits.  

 liability assumed under contract or agreement.  

 liability arising out of ownership, maintenance, use, loading or unloading of aircraft.  

 liability arising out of ownership, maintenance or use of non-traditional watercraft such as jet 
skis, air boats or air cushions.  

 liability arising out of ownership, maintenance or use of most recreational vehicles. Only 
snowmobiles and golf carts are covered.  

 damages to property you take care of, own or use.  

 damages covered under a Workman's Compensation policy.  

 liability arising out of war or insurrection.  

How much is enough?  

Obviously, determining how much coverage is right for you is a personal decision. Much depends 
on the value of the current assets you have to protect. However, there are also other factors to take 
into consideration. What will the value of your future assets be? Are you involved in activities that put 
you at greater risk? Do you have teenagers? Do they drive? Your local independent agent can help 
you determine the coverage amount that works best for you.  
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Practice Quiz #10 
 

1. Pleasure boat insurance is not affected by occasional boat races among friends.  

  ( ) True ( ) False 

 

2. Pleasure boat insurance is not affected if the owner occasionally charges a passenger fee.  

  ( ) True ( ) False 

 

3. What are the territorial limits of coverage for Fine Arts under the Personal Articles Floater? 

a. USA only 

b. USA & Canada 

c. USA , Canada & Mexico 

d. Worldwide 

 

4. What are the territorial limits of coverage for all property other than Fine Arts under the 
Personal Articles Floater? 

a. USA only 

b. USA & Canada 

c. USA , Canada & Mexico 

d. Worldwide 

 

7. All of the following statements about property eligible for FAIR plan treatment are true except: 

a.  the property must be insurable. 

b.  the property must be in a riot-prone zone. 

c.  the applicant must have attempted to find coverage in the admitted market. 

d.  the property must be located in a specific area. 
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D. Other Personal Exposures 

1. Errors and Omissions 

Professionals that operate their own businesses need professional liability insurance in addition to 
an in-home business or business ownerôs policy. This protects them against financial losses from 
lawsuits filed against them by their clients. 

Professionals are expected to have extensive technical knowledge or training in their particular 
area of expertise. They are also expected to perform the services for which they were hired, 
according to the standards of conduct in their profession. If they fail to use the degree of skill 
expected of them, they can be held responsible in a court of law for any harm they cause to another 
person or business. When liability is limited to acts of negligence, professional liability insurance may 
be called "errors and omissions" liability.  

Professional liability insurance is a specialty coverage. Professional liability coverage is not 
provided under homeownerôs endorsements, in-home business policies or business ownerôs policies 
(BOPs). 

A Few Tips on Buying Your E&Oé 

by Curtis M. Pearsall, Vice President, Agents' Errors and Omissions Department  

Let me ask you a question. Would you agree that buying the E&O to protect your agency is one of 
the most important business decisions you will make this year? To really answer that question 
requires that you think about the ramifications of the other decisions that you will be making. There is 
no doubt that you, as the agency principle, will make a multitude of major decisions that will impact 
your agency not only today but for tomorrow as well. However, making the wrong decision on your 
E&O could mean that your agency will not have a tomorrow.  

Make sure that your policy covers what you do. It is important to realize that no two E&O policies 
are the same. The differences are numerous from the coverage trigger (what constitutes a claim) to 
the activities that are covered to who is even covered under the policy. So when purchasing this vital 
coverage for your agency, make sure that you review the policy. If you are switching coverage from 
one carrier to another, demand a specimen policy so that you can sure to know what coverage the 
policy provides. Would it rather know right up front what is and what is not covered or would you 
rather find out at the time of the loss.  

If you are involved in selling Life and A&H coverages, make sure that the policy handles this. What 
about Mutual Funds, Stocks and Bonds? Is there coverage for those activities?  

Choosing the right policy limit is critical. Many agency owners may contend that their $2million limit 
is sufficient but is it really? There is no real magic formula to determine the right limit but there are 
some things to consider when making this decision. An old wives tale used to state that you should 
buy a limit equal to the maximum limit of any of the policies you provide. There is a tremendous 
fallacy to this, which essentially factors in the types of claims that an agent can be exposed to. For my 
18 years with Utica, the # 1 cause of claims is ñfailure to provide the proper coverage.ò So in essence, 
it is what you are not providing that is not going to get you into the trouble most of the time. You write 
the auto with a $500,000 limit and the homeowners with a $300,000 limit and fail to recommend a 
$1,000,000 personal umbrella. A tragic accident occurs. It is the failure to recommend the personal 
umbrella that you run the risk of getting sued for. 
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Before you think that $1,000,000 is not sufficient, I could fill up a book with claim stories involving 
uninsured underlying losses over $1,000,000 and in fact, there are a lot of uninsured underlying 
losses over $10,000,000. If memories serves me correctly, one of the biggest that Utica faced 
involved a claim with a $38,000,000 uninsured exposure! To avoid getting dramatic, letôs say that you 
were sued by one of your customers for $5,000,000. You turn the claim into your E&O carrier and 
think that everything is fine. You then find out that you have a policy limit of $2,000,000, which means 
that if a judgment is rendered against your agency for $5,000,000, you are going to be short by 
$3,000,000. Assuming that you donôt have this type of cash lying around, you may be forced to sell 
your agency. Everything you worked so hard for is now gone. Donôt let that happen. Buy sufficient 
limits to protect your agency. Insure that your assets are protected. 

Buy a deductible that you can afford and that makes good business sense. As with the limit, there 
is no magic formula for the right deductible. A general rule of thumb in the industry is to take your 
premium volume and multiply it by .001. So a $10,000,000 agency should have a $10,000 deductible. 
Once again, nothing scientific but generally it accomplishes what many E&O carriers like ï for 
agencies to have some ñskin in the game.ò There area different types of deductibles ï a combined 
deductible means that claims expenses are part of your responsibility whether you did anything wrong 
or not while a loss only deductible means that you only have to pay your deductible if you are found 
negligent. Make sure that you know what you have. Ask your E&O carrier for options so that you can 
see what the premium difference will be. This will enable you to make an educated decision. 

There are additional issues such as ñwhat happens if you have a claim the first year that you are 
with your new carrierò Many carriers that have not been writing this coverage may non renew you. 
Now you have a new claim on your record, which is not going to make you very attractive to another 
carrier. Utica has been writing this class of business for 40 years and there is certainly no way that we 
would be a market leader if we non-renewed every agency the first year they were with us. 

So take the purchase of your E&O seriously ï it is one of the most important business decisions 
you will make. 

Practice Quiz #11 
Review the following example of an Errors & Omissions Professional Liability policy then complete 

the following Practice Quiz to test your understanding of its basic insurance terms and concepts.  

When you have finished, check your answers on the answer page. If possible, it may be 
advantageous to discuss these exercises with more experienced people in your agency. 

1. ñClaim Expenseò means all of the following except: 

i. Fees charged by an attorney retained by the E&O carrier 

ii. Fees charged by an attorney hired by the insured with permission of E&O carrier. 

iii. All other fees, costs, and expenses resulting from the investigation, adjustment, and 
defense of a ñclaimò if incurred by the E&O carrier. 

iv. Salaries of regular employees or of officials of the insured. 

2. E&O Insurance will cover any liability for money received by an agency for fees:  

( ) True ( ) False 

3. E&O Insurance will not cover any liability arising from refusal to employ; wrongful termination of 
employees or employment discrimination/ ( ) True ( ) False 
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Sample Errors & Omissions Policy  
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III. Property and Casualty Insurance Terms and Related 
Concepts 

What Is Insurance? 

Insurance policies can be difficult to understand and even more difficult to explain to your 
customers. Few customers are knowledgeable about insurance, and yet they have very real 
insurance needsðfor automobile and homeowners insurance and, in some cases, for extended 
coverage for personal articles, personal liability and personal boats. They look to you for technical 
knowledge and guidance when writing and renewing their policies and making claims. 

Insurance is a product that offers protection from the risk of financial loss. By paying a relatively 
small premium, the insured transfers risk to the insurer and is protected from a much larger loss. The 
insurer shares risk by collecting premiums from many insureds and pooling the premiums in a large 
reserve fund. While each insured may experience occasional losses, these happen only on an 
irregular and uncertain basis. Losses that do occur are paid from the reserve.  

As a product, insurance is much like other products our customers buy Insurance companies ð 
like other manufacturers ð identify profitable groups of customers, design products with benefits that 
will attract those customers, and then sell those products through distributors (agents and brokers). 
Yet most customers fail to recognize the benefits of insurance as readily as they do the benefits of 
other products.  

Car manufacturers design cars with features and styling that will appeal to specific customer 
groups. Through advertising they highlight those special features andðwith the help of car dealersð
convince prospects to buy. 

Car buyers have little trouble appreciating the benefits of their purchase. Whenever they drive their 
cars or see them parked in the driveway they are reminded of what the product does for them. 

Not so for insurance policies. Insurance customers purchase policies, file them away, and in most 
cases are reminded of the insurance only when it is time to pay the premium again.  

Since actual losses are rare, they equate insurance with the policyðnot the protection, the 
payment of losses, or the good nightsô sleep that the policy represents. 

This makes your job all the more challenging. You need the technical knowledge to explain the 
features and terms of insurance policies. But because of the nature of the product, you must go 
beyond that to explain the benefits of the coverage. You must tell your customers how they will feel 
once they are covered. 

Prospects become insureds because they believe insurance will help them solve a problem or take 
advantage of an opportunity. They renew their policies because they believe your agency has not 
forgotten their best interests and because they are getting value-added service. Such service is 
continuous and repeats itself over policy periods ð identifying the prospectsô loss exposures, 
selecting the best coverages, convincing them to use your agency, encouraging them to buy optional 
insurances, answering questions accurately, resolving billing problems, and addressing their 
changing insurance needs. 

Your answer to the question ñWhat is insurance?ò must go beyond policy coverages and features 
to include those services and benefits your customers will enjoy once they have your product. 
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Forms of Protection Against Loss 
Your customers own property and engage in activities that expose them to loss. Some 

occurrences causing loss happen on a regular basis, some happen infrequently, some are possible 
but have not happened yet, some could not happen. By analyzing and identifying the frequency and 
severity of such risks, the customersô exposure to loss can be reduced or covered. 

Insurance is not the only form of protection. In prevention, property or procedures are modified to 
eliminate any possibility of loss Giving up skydiving eliminates your liability of falling on someone, not 
to mention the consequences that fall would have on your own health. 

In reduction, measures are taken to minimize the extent of loss, even if the possibility of loss 
cannot be entirely eliminated. A smoke alarm may not stop a fire in your home and snow tires may 
not stop your car from skidding, but both reduce the seriousness of accidents that might occur. The 
insurance company sometimes sends pamphlets and brochures to its customers to advise them on 
reducing loss. 

In retention, the customer decides to retain those risks that are relatively inexpensive. When 
deciding not to carry collision coverage on an older car, the customer is retaining risk. Any losses 
resulting from damage to the car will come out of the customerôs pocket. The customer might retain 
only part of that risk by carrying collision coverage but with a deductible. 

Some exposures cannot be eliminated or retained, and the risk must be transferred to an insurer. 
Without insurance few families could afford the property or liability risks of owning a car, a home, a 
boat, or any other valuable personal property. In some cases the customer does not have a choice. 
Auto registration is not permitted without insurance, and banks require insurance on automobiles and 
homes that they finance. 

Insurance solutions should only be suggested when there is a clear understanding of the 
customerôs situation. Obviously the final decision about what insurance to purchase rests with the 
customer. But in many cases that customer is looking to you for advice. That is what an analysis of 
the customerôs risks providesða sound basis for recommending a program of insurance. 

Certain risks must be protected against because the loss would cause severe suffering. These 
risks call for essential coverages. Auto coverages required by law and mortgage coverage are in 
this category. Some risks may result in considerable loss which might jeopardize the financial 
condition of the customer. These call for desirable coverages.  

Other risks may have only a remote chance of occurring or may cause only a financial 
inconvenience. These risks call for optional coverages ð insurance that would be nice to have but 
only if the customerôs budget permits. 

Insurance packages today have been designed to meet the varied needs of most individuals. In 
many cases your customerôs needs for essential, desirable, and optional coverages are available in 
those packaged policies which can then be customized through the use of deductibles and 
endorsements. Analyzing the needs of the customer and selecting the appropriate coverages and 
loss control measures is the first step to providing value-added service for your customers. 
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What Does Insurance Protect Against? 
We said that insurance offers protection against the risk of financial loss. In this section we will look 

at the causes of such loss and the kinds of loss that can result. We will also define some frequently 
used insurance terms. 

There are three major kinds of financial loss: 

1. Property loss 

2. Loss of health and earning capacity 

3. Liability loss 

Letôs look at each a little more closely. 

Property losses can involve tangible property, which includes real property and physical property, 
and intangible property Real property is land and buildings, while physical property includes 
possessions and items found inside those buildings.  

Tangible property is easy to identify; these are assets that clearly exist and have value for the 
owner.  

Intangible property includes such things as copyrights, patents, or the right to use somethingð
things that cannot be touched or seen but that still have a definite value for the owner 

Consider the following accident to see the kinds of property loss that can result: 

A house that is owned by Mrs. Jones and rented to the Smith family burns to the ground Most of 
the furniture is owned by Mrs. Jones, while the rest of the items in the home belong to the Smiths. All 
are destroyed in the fire. 

In this accident, Mrs. Jones has experienced a loss to her real propertyð the house itself. She has 
also suffered a loss to her physical propertyð the furniture burned in the fire. The Smiths too suffered 
a loss to their physical propertyð their personal possessions ð and a loss to their intangible 
propertyðthe right to occupy the space they rented in the home. And the property loss goes beyond 
this. Mrs. Jones will lose future income ðher revenues will stop because the Smiths will no longer 
pay rent and her expenses will increase if she decides to rebuild the house. 

A direct loss results when the property comes into direct contact with the cause of the loss. An 
indirect loss results as a consequence of the direct loss. In the above example, the direct loss is the 
loss of the home, the physical property, and the right to occupy the rental space, all of which resulted 
directly from the fire. The indirect loss is the loss of net income that Mrs. Jones will experience as a 
consequence of the fire. 

What then are property losses? As you can see, the answer is not as simple and straightforward as 
you would expect. Property losses include the obvious loss to the property itself, but also the loss of 
future income resulting from the loss of that property. That loss of income may result from decreased 
revenues or from increased expenses to repair or replace the damaged property 

Loss of health and earning capacity is the second kind of financial loss. Disability 
unemployment, retirement, and death all have the potential of eliminating sources of income and 
draining a familyôs bank account. There are many forms of protection against the loss of health or 
earning capacity, including life and health insurance, unemployment and disability compensation, 
financial services (such as individual retirement accounts), and specific coverages in personal lines 
products. 
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The third category is liability loss. Such a loss results when the individual is found legally liable for 
the consequences of acts or omissions resulting in damages or losses to other parties. Financial 
losses that result can include legal fees, court costs, fines, the amount of judgments awarded by the 
court, the costs of out-of-court settlements, and the long-term effect that a lawsuit might have on the 
personôs reputation and earning capacity Negligence is the most common reason for a liability lawsuit 
where the defendant is charged with failing to exercise proper care in protecting others. 

Property Loss 

È Loss of property itself 

È Loss of income from property 

Loss of Health or Earning Capacity 

È Disability 

È Unemployment 

È Retirement 

È Death 

Liability Loss 

È If legally liable for the consequences of certain acts or omissions 

The chart above summarizes the kinds of financial loss that insurance protects against. Your goal 
in developing a sound insurance program for your customers is to provide protection in each of these 
areas. As we examine various personal lines products, you will see how coverages have been 
included to cover potential losses in each of these areas. 

What causes such losses? There are many possible accidents, events, and conditions that can 
result in financial loss. When customers suffer a loss, they will usually notify you of the accident. You 
must get the facts and verify coverage. You must analyze the cause of the loss to determine whether 
the specific circumstances of the accident or event are covered in their policies. 

Some coverages (specified peril) protect only against causes that are actually named in the 
policy. If the loss is caused by a peril that is not named in the policy the loss is not covered. Other 
coverages (all risk) protect against all perils except those excluded in the policy This may seem like 
saying the same thing in two different ways ð much like describing a partially-filled glass as half full 
or half-empty. Actually the kind of coverage will have an important effect on whether or not your 
customer is covered. 

A peril is a potential cause of loss ð an event that may take place and create a financial loss. 
There are many kinds of perils. Fire, lightning, windstorm, vandalism, theft, explosion, and collision 
are all perils that can cause loss. A hazard is a condition, activity operation, material, or combination 
of these which creates or increases the chance of a loss. Hazards and perils are often related. Ice on 
the highway is a hazard which increases the chance of the peril of collision. 

Not all hazards are physical. A moral hazard is a deliberate attempt to cause a loss or even to 
intentionally overvalue property to collect the insurance. Arson is an excellent example of moral 
hazard. A morale hazard is not a deliberate action but rather an indifference to loss because the 
property is insured. Failing to lock your car because you know it is insured is an example of morale 
hazard. 
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As you will see, personal lines policies combine coverages that protect against perils and hazards. 
Generally coverages against property loss insure against perils, while coverages against liability loss 
insure against hazards. Yet the terms peril and hazard both define cause of possible loss, for which 
insurance provides protection. 

A. Insurable Interest 
A right, benefit, or advantage arising out of property that is of such nature that it may properly be 

indemnified. 

In the law of insurance, the insured must have an interest in the subject matter of his or her policy, 
or such policy will be void and unenforceable since it will be regarded as a form of gambling. An 
individual ordinarily has an insurable interest when he or she will obtain some type of financial benefit 
from the preservation of the subject matter, or will sustain pecuniary loss from its destruction or 
impairment when the risk insured against occurs. 

In certain jurisdictions, the innocent purchaser of a stolen car, who has a right of possession 
superior to all with the exception of the true owner, has an insurable interest in the automobile. This is 
not the case, however, where an individual knowingly purchases a stolen automobile. 

Insurable interest is not dependent upon who pays the premiums of the policy. In addition, different 
people can have separate insurable interests in the same subject matter or property. 

B. Risk 
The potential danger that threatens to harm or destroy an object, event, or person. A risk that is 

specified in an insurance policy is a contingency which might or might not occur. The policy promises 
to reimburse the person who suffers a loss resulting from the risk for the amount of damage done up 
to the financial limits of the policy. 

C. Hazard  
A specific situation or condition that creates or increases the probability of a loss, such as a poor 

driving record increasing the likelihood of an automobile accident.  

Physical hazard  
A hazard arising out of the use, condition or occupancy of the insured property.  

Moral hazard  
Effect of personal reputation, character, associates, living habits, financial responsibility, criminal 

history and environment on the risk to be insured.  

Morale hazard  
The general indifference to loss.  

D. Peril  
Event insured against; cause of a possible loss. See Hazard.  
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E. Loss 
A reduction in the quality or value of a property, or a legal liability.  

1. Direct loss  
Loss resulting immediately and directly from a hazard insured against.  

2. Indirect loss  
Contingent loss; loss resulting from a peril, but not directly and immediately caused by it.  

F. Proximate cause  
Immediate causes that in a natural and continuous sequence, unbroken by any intervening cause 

brings about the loss and without which the loss would not have happened.  

G. Deductible  
Provision in a policy whereby the insured is required to pay a specific amount or percentage of a 

loss, the insurance company paying on an excess basis over the deductible amount.  

H. Indemnify  
To restore the one who suffers a loss, in whole or in part, by payment, repair, or replacement, to 

the same condition they were in prior to the loss.  

Indemnity  
Payment of an amount to offset all or part of an insured loss.  

I. Actual cash value 
Insurance under which the policyholder receives compensation equal to the cost of replacing 

damaged or stolen property minus an amount for depreciation for age and use. For example: A tree 
falls through your roof destroying your eight-year-old sofa that cost $1,200 when it was new, but is 
now only worth $400. With an actual cash value policy, you will receive $400. 

J. Replacement cost 
Insurance that pays the dollar amount needed to replace damaged personal property or dwelling 

property without deducting for depreciation but limited by the maximum dollar amount shown on the 
declarations page of the policy.  

K. Limits of liability  
Maximum amount an insurance company is willing to insure under a given form of insurance on 

any particular risk. The maximum amount payable for a given loss or occurrence or aggregate limit.  
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L. Pair or set clause  
A provision that indicates that the loss of one item of a pair or set does not represent the loss of 

the entire set. The method of valuing the claim may vary between contract, but it is usually based on 
the reduced value of the set, when a single piece of that set was damaged or lost.  

M. Extensions of coverage 
Additional, broader protection against loss or damage to property, offered in conjunction with fire 

insurance, and usually covering against the perils of windstorm, hail, smoke, explosion, riot, civil 
commotion, vehicles, and aircraft.  

N. Additional coverages 
Additional coverage is a provision in an insurance policy that provides an additional amount of 

coverage for specific loss expense, at no additional premium. Examples: Claim related expenses; 
Reasonable expenses incurred by an insured to protect damaged property from further loss; Defense 
expense.  

O. Accident  
A sudden and unexpected event that results in a financial loss. See Occurrence.  

Act of God  
Accident or event resulting from natural causes, without any human intervention such as flood, 

lightning, earthquake, or storms.  

P. Occurrence  
A happening taking some length of time; series of accidents, including exposure to injurious 

conditions, that can be connected through common cause. See Accident.  

Occurrence coverage  
A policy providing liability coverage only for injury or loss that occurs during the policy period 

regardless of when the claim is actually made.  

Q. Vacancy and Unoccupancy 
An insured structure in which no people have been living or working and no contents have been 

stored for the period of time required, as stated in the policy (usually 60 days), constitutes vacancy. 
Unoccupancy refers to an insured structure in which no people have been living or working within the 
required period of time, but the structure contains contents. 

R. Right of salvage 
Damaged property an insurer takes over to reduce its loss after paying a claim. Insurers receive 

salvage rights over property on which they have paid claims, such as badly-damaged cars. Insurers 
that paid claims on cargoes lost at sea now have the right to recover sunken treasures. Salvage 
charges are the costs associated with recovering that property.  

http://www.fyiexpress.com/


20 Hour Pre-Licensing for Property & Casualty Limited Subagent Study Manual 

 

Last Update: 9/8/2014  Page 197        More Online Education at www.FYIExpress.com  

S. Abandonment 
Abandonment is the abdication of insured property into the hands of another, or into the 

possession of no one in particular. Most property insurance policies prohibit an insured from 
abandoning insured property following a loss, and require that the insured protect the property from 
further loss. 

T. Liability  
Condition of being bound by law or contract to do something that may be enforced in the courts; 

obligation, usually financial; probable cost of meeting an obligation.  

U. Negligence 
Failure to use all reasonable means to save and preserve property at and after a loss or when 

property is endangered.  

Not acting as a reasonable and prudent person, under the same circumstances with the same 
knowledge, to prevent an accident or injury.  

V. Theft  
Any illegal act of taking or stealing, or attempting to take or steal, of someone elseôs property, 

including such crimes as larceny, burglary, and robbery.  

W. Burglary  
Forcible entry into or exit out of the premises of another with the intent to steal property. There 

must be visible signs of forced entry or exit.  

Burglary and Theft insurance 
Insurance for the loss of property due to burglary, robbery or larceny. It is provided in a standard 

homeownerôs policy and in a business multiple peril policy.  

X. Robbery 
The taking or attempting to take anything of value from the care, custody, or control of a person or 

persons by force or threat of force or violence and/or putting the victim in fear. 

Y. Mysterious disappearance 
The disappearance of insured property in an unexplained manner. For example, if a ring is left in a 

public place and the owner returns later to find the ring gone, it is reasonable to assume that the ring 
has been stolen. However, there is no direct evidence that this is in fact what happened. ... 

Z. Binders 
Temporary authorizations of coverage issued prior to the actual insurance policy.  
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AA. Bodily Injury liability 
Liability coverage protecting the insured from financial loss in the event he or she is liable to pay 

damages because of bodily injury, sickness, or disease resulting from an accident or occurrence.  

BB. Property damage liability 
Covers damage to or loss of policyholdersô property and legal liability for damages caused to other 

people or their property.  

CC. Personal injury liability 
Coverages for libel, slander, invasion of privacy and other types of intentional torts. Usually 

included in personal liability and commercial liability policies.  

DD. Certificate of insurance 
Evidence that insurance has been arranged, usually given to someone other than the policyholder, 

such as a bank or mortgage company.  

EE. Risk management 
Attempt to identify, measure, control, transfer or retain pure risk exposures in order to protect 

future income and reduce long range costs against accidental or unintended loss.  

FF. Professional designations 
Professional designations signal a commitment to your career while representing accomplishment 

and expertise within the insurance and financial services community. Examples include: Certified 
Case Management Professional (CCMP); Certified Professional Disability Management (CPDM): 
Associate in Risk Management (ARM): Chartered Property Casualty Underwriter (CPCU): General 
Insurance Program (INS): Workers' Compensation Claims Professional Program (WCCP): and 
Workerôs Compensation Claims Administration Certificate Program (WCCA) 
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Practice Quiz #12 
Complete the following questions and exercises to test your understanding of basic insurance 

terms and concepts. When you have finished, check your answers in the answer book. If possible, it 
may be advantageous to discuss these exercises with more experienced people in your agency. 

1. ___ It is more difficult for our customers to appreciate the benefits of insurance than other 
products. 

2. ___ Collecting premiums from many insureds facing similar risks allows the insurer to transfer 
the risk. 

3. ___ Retention minimizes the insuredôs extent of loss. 

4. ___ Another name for insurance is transfer. 

5. ___ Including a deductible in coverage means that the customer is retaining a part of the risk 

6. ___ All of a customerôs risks should be covered by insurance. 

7. ___ Prevention eliminates any possibility of loss. 

8. ___ Legally liable means that the person is responsible for a loss in the eyes of the law. 

9. ___ Negligence is often the basis for liability lawsuits. 

10. ___ Specified peril coverage covers perils not named in the policy  

11. ___ All risk coverage covers perils unless they are specifically named as excluded in the 
policy. 

12. ___ Verifying coverage means analyzing the cause of loss to determine whether that loss is 
covered in the policy. 

13. ___ Coverage against liability loss usually protects against perils. 

14. ___ Bad weather at an airport is a peril that increases the hazard of crash. 

15. ___ Sometimes insurance coverage is required by law. 
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Practice Quiz #13 
Write the letter of the term at right next to its definition in the left column. 

1. ___ eliminating all possibility of loss 

2. ___ failing to exercise proper care in protecting others 
  

3. ___ indifference to loss because it is covered by insurance  

4. ___ condition that increases the possibility of loss 

5. ___ fund from which loss payments are  

6. ___ product that offers protection from the risk of financial 
loss  

7. ___ collecting premiums from many insureds with similar 
risks 

8. ___ deliberate overvaluing of property to collect insurance  

9. ___ land, buildings, and items found in those buildings   

10. ___ minimizing the extent of loss 

11. ___ what a customer enjoys from any product 

12. ___ when the customer assumes all or part of the risk 

13. ___ disability is an example of this type of loss 

14. ___ potential cause of loss 

15. ___ a loss resulting as a consequence of the direct cause of 
the loss 

a) Reserve 

b) morale hazard 

c) sharing the risk 

d) moral hazard  

e) Benefits 

f) hazard 

g) Insurance 

h) Peril 

i) prevention 

j) Negligence 

k) reduction 

l) indirect loss 

m) Retention  

n) tangible property  

o) loss of health or 
earning capacity 
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IV. PROPERTY AND CASUALTY POLICY PROVISIONS 
AND CONTRACT LAW 

Whatôs in an Insurance Policy? 

Insurance policies can be difficult to understand and even more difficult to explain to your 
customers. Few customers are knowledgeable about insurance, and yet they have very real 
insurance needsðfor automobile and homeowners insurance and, in some cases, for extended 
coverage for personal articles, personal liability and personal boats. They look to you for technical 
knowledge and guidance when writing and renewing their policies and making claims. 

Insurance is a product that offers protection from the risk of financial loss. By paying a relatively 
small premium, the insured transfers risk to the insurer and is protected from a much larger loss. The 
insurer shares risk by collecting premiums from many insureds and pooling the premiums in a large 
reserve fund. While each insured may experience occasional losses, these happen only on an 
irregular and uncertain basis. Losses that do occur are paid from the reserve.  

As a product, insurance is much like other products our customers buy Insurance companies ð 
like other manufacturers ð identify profitable groups of customers, design products with benefits that 
will attract those customers, and then sell those products through distributors (agents and brokers). 
Yet most customers fail to recognize the benefits of insurance as readily as they do the benefits of 
other products.  

The Insurance Marketplace 

The analogy between insurance and other products goes beyond customer needs, products, and 
benefits. In every industry products must be manufactured and distributed to the consumer through 
retail channels. Often it is not the product itself but the service and distribution that make the sale. 

Each insurance companyðlike other manufacturersðoffers product lines (insurance policies and 
packages) with many of the same features (coverages) and benefits (protection and service) as the 
competition. 

Insurers ð like other manufacturers ð have little direct contact with their consumers. The link 
between insurers and their customers ð the point-of-sale contactðis the agency. You evaluate the 
needs of the customer, you guide their choices, you select from competing products that best meet 
their needs. 

Advising Your Customers 

Selecting proper coverages is only part of the job in putting together a policy for your customers. 
Coverages are affected by conditions listed in the policy that spell out the responsibilities of the 
insured and the insurance company. There are choices your customers can make that will save them 
money on premiums without sacrificing protection. You must carefully explain these choices and 
responsibilities. 

An insurance policy is a contract between the insured and the insurer. Like other contracts, it has a 
number of conditions that carefully specify when coverage applies and when it does not. Letôs briefly 
discuss a few of those conditions that most often come into play 

In another section of this course we said that personal property coverage in the homeowners 
policy insures personal property owned or used by the insured anywhere in the world. On the other 
hand, the auto policy is not a worldwide policy.  
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If your customers travel outside the U.S. or Canada, advise them that they may not be covered 
when driving in a foreign country. They may need insurance from a local insurer in that country or 
some special handling by the insurance company.  

Within the United States and Canada, the auto policy does conform with the laws and insurance 
requirements. Although different states have different no-fault plans and compulsory insurance 
requirements, the policy automatically complies with the regulations of any state or province the 
vehicle is driven in. 

 

Policy Provisions & Conditions 

Conditions listed in the policy explain cancellation of the policy. The insured can cancel at any time 
by sending written notification and stating the date the cancellation is to become effective. On the 
other hand, the insurance company can cancel auto policies only under the following circumstances: 

Å within the first sixty days of the policy period 

Å upon failure to pay the premium 

Å if the driving license of the named insured or another member of the household is suspended 
or revoked. 

In the case of an accident or loss, the insured has certain responsibilities. As soon as possible, the 
insured or someone on behalf of the insured must notify your agency or the insurance company and 
supply the following information: 

Å name, address, and policy number of the insured 

Å details of the accident or loss 

Å names of witnesses or persons involved or injured in the accident. 

If a claim or lawsuit results, the insured must attend hearings or trials when requested, secure and 
give evidence, permit medical examination by doctors the insurance company specifies, and 
authorize the insurer to obtain medical reports or records. 

Conditions establish the circumstances that must be met by the insured and the insurance 
company for coverage to apply. Your customers must be familiar with their responsibilities. Both you 
and the insured are at a disadvantage if a loss occurs and there is no coverage because the 
conditions were misunderstood. 

 

A. Declarations 
Part of a property or liability insurance policy that states the name and address of policyholder, 

property insured, its location and description, the policy period, premiums and supplemental 
information. Referred to as the ódec page.ô  

 

B. Insuring agreement 
Clause in a policy defining and describing the scope of the coverage provided and limits of 

indemnification. See Conditions, Declarations, and Exclusions.  
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C. Conditions 
Part of an insurance policy detailing the rights and duties of the insured and the insurance 

company in the policy. See Declarations, Insuring Agreement, and Exclusions  

 

D. Exclusions 
Provision in an insurance policy eliminating coverage for certain risks or otherwise limiting the 

scope of coverage; certain causes and conditions listed in the policy that are not covered. See 
Conditions, Declarations, and Insuring Agreement.  

 

E. Definition of the Insured 
 

Insured  

One for whom insurance is written. See Named Insured  

 

Named insured  

One specifically designated by name as the insured on the declarations page of a policy.  

 

F. Duties of the insured after a loss 
The insureds, under the terms of a policy, are required to cooperate with the insurer in the 

investigation, settlement, or defense of a claim covered under the policy. 

 

G. Obligations of the insurance company 
In case of a claim, the insured is obligated to notify the insurer and protect insured property from 

further loss. 

 

H. Mortgagee rights 
When a mortgagee is named in a mortgagee clause attached to a policy, the loss reimbursement 

shall be paid to the mortgagee as their interest may appear; and, the mortgageeôs rights of recovery 
shall not be defeated by any act or neglect of the insured. The mortgagee is also given other rights 
such as bringing in a suit in their own name to recover damages. 
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Mortgagee clause  

Provision in or attached to fire policies covering mortgaged property, defining the mortgageeôs 
rights and privileges under the policy.  

 

Mortgagee  

One who holds a mortgage (loan) on property.  

 

I. Proof of loss 
Documents showing the insurance company that a loss occurred.  

 

J. Notice of claim 
A written notice required by insurance companies immediately after an accident or other loss. Part 

of the standard provisions defining a policyholder's responsibilities after a loss.  

 

K. Appraisal  
A survey to determine a propertyôs insurable value, or the amount of a loss.  

 

L. Other insurance 
Other Insurance provision is a clause in property & casualty policies outlining how a policyôs 

benefits will be paid if more than one policy covers the same risk. 

 

Pro rata liability clause  

Property insurance clause that makes each company insuring the same interest in a property liable 
according to the proportion that its insurance bears to the total amount of insurance on the property.  

 

Apportionment 

The dividing of a loss proportionately among two or more insurers that cover the same loss.  

 

M. Assignment 
An agreement under which one party ôthe assignorô transfers some or all of his ownership rights in 

a particular property, such as a life insurance policy or an annuity contract, to another party the 
assignee.  
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N. Subrogation 
Assigning or substituting rights of one party to another in collecting a debt or claim, as an 

insurance company is assigned an insuredôs rights of recovery from a third party who has caused a 
loss.  

 

O. Elements of a contract 
Because an insurance policy is a legal contract, all of the essential elements of a contract must be 

present: 

È Legal contract ï The parties must be legally capable of contracting. 

È Offer and acceptance ï The contract must be based on an offer by one party and acceptance 
of that offer in the same terms by the other party. 

È Consideration ï Each party to the contract must give something of value. 

È Legal form ï The contract must be legal in form. 

È Legal purpose ï The contract must be for a legal purpose. 

  

P. Sources of underwriting information 
A part of the underwriting process is to determine the insurability of the applicant. Insures have 

several resources for gathering information, most of which must be agreed to by the insured in writing 
before the insurer can use them: 

È Application form 

È Motor vehicle reports 

È Interviews with neighbors, friends and employers 

È Inspection of property Inspection of insurance history 

È Credit reports 

 

Underwriter  

A person employed by an insurance company to determine which risks to insure and which to 
reject.  

 

Underwriting  

Process of researching, evaluating and determining the insurability of a risk.  

 

Underwriting guidelines  

The documents developed by an insurance company to provide underwriters with an idea of the 
type of customers the company wishes to insure.  
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Q. Compliance with provisions of Fair Credit Reporting 
Act 

The Fair Credit Reporting act became law on April 25, 1971, and is administered by the Federal 
Trade Commission. The purpose of the law is to protect consumers against the circulation of 
inaccurate or obsolete information, and to ensure that consumer reporting agencies are fair and 
equitable in their treatment of consumers. 

  

R. Cancellation and Nonrenewal provisions 
Insured may cancel the policy by returning it to the insurer and stating in writing the future date 

wanted for it to be cancelled. 

Insurer may cancel the policy by written notice to insured at the address shown on the declaration 
page or last known address. Cancellation by insurer shall be effective as of the date and time shown 
on the Cancellation Notice, but not less than ten (10) days after the date of mailing the notice. The 
mailing of the notice is sufficient proof of notice of cancellation. Delivery of notice shall be equivalent 
to mailing. 

When cancellation is requested by the insured, the return premium may be based upon short-rate 
tables. When the policy is cancelled by the insurer, the return premium shall be pro-rata. 

 

S. Additional (supplementary) payments 
Supplementary Payments: A provision in most liability policies under which the insurer agrees to 

pay defense costs, premiums on various bonds, interest accruing after a judgment, and other 
reasonable expenses in addition to the limit of liability. 

 

T. Loss settlement provisions including consent to 
settle a loss 

Covered property losses are settled at actual cash value at the time of loss but not more than the 
mount required to repair or replace. 

 

U. Limitations 
The insurerôs total liability for all damages resulting from one occurrence will be no more than the 

limit of liability as shown in the Declarations. 

 

V. Representations and misrepresentations 
Statement of material fact that is reasonably accepted as substantially  true. See Warranty.  
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Warranty  

Literal promise and guarantee, either expressed or implied (i.e., concerning the condition of 
property to be insured), made for the purpose of risk evaluation by the insurance company; if found to 
be untrue, may provide the basis for voidance of the policy.  

 

Misrepresentation 

A false or misleading statement. (1) In insurance sales, a false or misleading statement made by a 
sales agent to induce a customer to purchase insurance is a prohibited sales practice. (2) In 
insurance underwriting, a false or misleading statement by an insurance applicant may provide a 
basis for the insurer to avoid the policy.  

 

W. Concealment 
Coverage is not provided for an insured who has: 

a. Intentionally concealed or misprepresented any material fact or circumstance; or 

b. Made false statements or engaged in fraudulent conduct 

relating to the insurance. 

 

X. Arbitration 
Procedure in which an insurance company and the insured or a vendor agree to settle a claim 

dispute by accepting a decision made by a third party.  

 

Y. Coinsurance 
In property insurance, requires the policyholder to carry insurance equal to a specified percentage 

of the value of property to receive full payment on a loss. For health insurance, it is a percentage of 
each claim above the deductible paid by the policyholder. For a 20 percent health insurance 
coinsurance clause, the policyholder pays for the deductible plus 20 percent of his covered losses. 
After paying 80 percent of losses up to a specified ceiling, the insurer starts paying 100 percent of 
losses.  

 

Z. Endorsements 
Written amendment attached to a policy with the insurance companyôs approval making a change 

to the policyôs terms. A written form attached to an insurance policy that alters the policyôs coverage, 
terms, or conditions. Sometimes called a rider.  
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Rider 

An attachment to an insurance policy that alters the policyôs coverage or terms.  

AA. Premium Payments 
Designated amount payable by the insured to the insurance company and required to keep the 

contract in force. See Consideration. The price of an insurance policy, typically charged annually or 
semiannually. (See Direct premiums, Earned premium, Unearned premium )  

Direct premiums 

Property/casualty premiums collected by the insurer from policyholders, before reinsurance 
premiums are deducted. Insurers share some direct premiums and the risk involved with their 
reinsurers.  

Earned premium 

The portion of premium that applies to the expired part of the policy period. Insurance premiums 
are payable in advance but the insurance company does not fully earn them until the policy period 
expires.  

Unearned premium 

The portion of a premium already received by the insurer under which protection has not yet been 
provided. The entire premium is not earned until the policy period expires, even though premiums are 
typically paid in advance.  

Consideration  

Inducement for completion of a contract; the premium paid by the insured and the promise to pay 
by the insurer. See Contract.  

Contract  

Another name for an insurance policy. Chief requirements for formation of valid contract are: (1) 
parties having legal capacity to contract; (2) offer and an acceptance of the offer; (3) valuable 
consideration (premium and promise to pay); (4) the absence of any statute or other rule making the 
contract void (legal reason); and (5) the absence of fraud or misrepresentation by either party. An 
insurance contract meeting these requirements qualifies as a contract.  

Contract of adhesion  

Contract prepared by one party, without negotiation with the other party, and either accepted or 
rejected by the other party. An insurance policy is an example, as the insured has little control over 
the terms. Also a unilateral contract.  

Contract of insurance  

Legal and binding unilateral contract whereby an insurance company agrees to indemnify an 
insured for losses, provide other benefits, or render services to or on behalf of an insured. This is 
often called an insurance policy, but the policy is merely the evidence of the agreement.  

BB. Effective dates of coverage 
Date on which a policy is put in force and protection is furnished. Also called the inception date. 
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Practice Quiz #14 
 
Match the Policy Provision with its Definition starting on Page 210: 
 
a. ___ Appraisal  

b. ___ Mortgagee  

c. ___ Notice of claim 

d. ___ Obligations of the insurance company  

e. ___ Mortgagee clause  

f. ___ Mortgagee rights 

g. ___ Proof of loss 

h. ___ Unearned premium 

i. ___ Apportionment 

j. ___ Exclusions 

k. ___ Conditions 

l. ___ Declarations 

m. ___ Insuring agreement 

n. ___ Duties of the insured after a loss 

o. ___ Other insurance 

p. ___ Insured  

q. ___ Named insured  

r. ___ Earned premium 

s. ___ Consideration  

t. ___ Coinsurance 

u. ___ Direct premiums 

v. ___ Effective dates of coverage 

w. ___ Representations and misrepresentations 

x. ___ Subrogation 

y. ___ Pro rata liability clause  

z. ___ Limitations 

aa. ___ Assignment 

bb. ___ Misrepresentation 

cc. ___ Warranty  

dd. ___ Loss settlement provisions including 
consent to settle a loss 

ee. ___ Underwriting guidelines  

ff. ___ Compliance with provisions of Fair 
Credit Reporting Act 

gg. ___ Underwriting  

hh. ___ Additional (supplementary) 
payments 

ii. ___ Cancellation and Nonrenewal 
provisions 

jj. ___ Contract of adhesion  

kk. ___ Endorsements 

ll. ___ Contract of insurance  

mm. ___ Premium Payments 

nn. ___  Contract  

oo.  ___ Rider 

pp. ___  Arbitration 

qq. ___  Underwriter  
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Practice Quiz #14 Definitions 
 

1. Part of a property or liability insurance policy that states the name and address of policyholder, 
property insured, its location and description, the policy period, premiums and supplemental 
information. Referred to as the ódec page.ô  

2. Clause in a policy defining and describing the scope of the coverage provided and limits of 
indemnification. See Conditions, Declarations, and Exclusions.  

3. Part of an insurance policy detailing the rights and duties of the insured and the insurance 
company in the policy. See Declarations, Insuring Agreement, and Exclusions  

4. Provision in an insurance policy eliminating coverage for certain risks or otherwise limiting the 
scope of coverage; certain causes and conditions listed in the policy that are not covered. See 
Conditions, Declarations, and Insuring Agreement.  

5. One for whom insurance is written.   

6. One specifically designated by name as the insured on the declarations page of a policy.  

7. The insureds, under the terms of a policy, are required to cooperate with the insurer in the 
investigation, settlement, or defense of a claim covered under the policy. 

8. In case of a claim, the insured is obligated to notify the insurer and protect insured property 
from further loss. 

9. When a mortgagee is named in a mortgagee clause attached to a policy, the loss 
reimbursement shall be paid to the mortgagee as their interest may appear; and, the mortgageeôs 
rights of recovery shall not be defeated by any act or neglect of the insured. The mortgagee is also 
given other rights such as bringing in a suit in their own name to recover damages. 

10. Provision in or attached to fire policies covering mortgaged property, defining the mortgageeôs 
rights and privileges under the policy.  

11. One who holds a mortgage (loan) on property.  

12. Documents showing the insurance company that a loss occurred.  

13. A written notice required by insurance companies immediately after an accident or other loss. 
Part of the standard provisions defining a policyholder's responsibilities after a loss.  

14. A survey to determine a propertyôs insurable value, or the amount of a loss.  

15. Other Insurance provision is a clause in property & casualty policies outlining how a policyôs 
benefits will be paid if more than one policy covers the same risk. 

16. Property insurance clause that makes each company insuring the same interest in a property 
liable according to the proportion that its insurance bears to the total amount of insurance on the 
property.  

17. The dividing of a loss proportionately among two or more insurers that cover the same loss.  

18. An agreement under which one party ôthe assignorô transfers some or all of his ownership 
rights in a particular property, such as a life insurance policy or an annuity contract, to another party 
the assignee.  
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19. Assigning or substituting rights of one party to another in collecting a debt or claim, as an 
insurance company is assigned an insuredôs rights of recovery from a third party who has caused a 
loss.  

20. A person employed by an insurance company to determine which risks to insure and which to 
reject.  

21. Process of researching, evaluating and determining the insurability of a risk.  

22. The documents developed by an insurance company to provide underwriters with an idea of 
the type of customers the company wishes to insure.  

23. The Fair Credit Reporting act became law on April 25, 1971, and is administered by the 
Federal Trade Commission. The purpose of the law is to protect consumers against the circulation of 
inaccurate or obsolete information, and to ensure that consumer reporting agencies are fair and 
equitable in their treatment of consumers. 

24. Insured may cancel the policy by returning it to the insurer and stating in writing the future date 
wanted for it to be cancelled. 

25. Supplementary Payments: A provision in most liability policies under which the insurer agrees 
to pay defense costs, premiums on various bonds, interest accruing after a judgment, and other 
reasonable expenses in addition to the limit of liability. 

26. Covered property losses are settled at actual cash value at the time of loss but not more than 
the mount required to repair or replace. 

27. The insurerôs total liability for all damages resulting from one occurrence will be no more than 
the limit of liability as shown in the Declarations. 

28. Statement of material fact that is reasonably accepted as substantially true. See Warranty.  

29. Literal promise and guarantee, either expressed or implied (i.e., concerning the condition of 
property to be insured), made for the purpose of risk evaluation by the insurance company; if found to 
be untrue, may provide the basis for voidance of the policy.  

30. A false or misleading statement. (1) In insurance sales, a false or misleading statement made 
by a sales agent to induce a customer to purchase insurance is a prohibited sales practice. (2) In 
insurance underwriting, a false or misleading statement by an insurance applicant may provide a 
basis for the insurer to avoid the policy.  

31. Procedure in which an insurance company and the insured or a vendor agree to settle a claim 
dispute by accepting a decision made by a third party.  
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32. In property insurance, requires the policyholder to carry insurance equal to a specified 
percentage of the value of property to receive full payment on a loss. For health insurance, it is a 
percentage of each claim above the deductible paid by the policyholder. For a 20 percent health 
insurance coinsurance clause, the policyholder pays for the deductible plus 20 percent of his covered 
losses. After paying 80 percent of losses up to a specified ceiling, the insurer starts paying 100 
percent of losses.  

33. Written amendment attached to a policy with the insurance companyôs approval making a 
change to the policyôs terms. A written form attached to an insurance policy that alters the policyôs 
coverage, terms, or conditions. Sometimes called a rider.  

34. An attachment to an insurance policy that alters the policyôs coverage or terms.  

35. Designated amount payable by the insured to the insurance company and required to keep the 
contract in force. See Consideration. The price of an insurance policy, typically charged annually or 
semiannually. (See Direct premiums, Earned premium, Unearned premium )  

36. Property/casualty premiums collected by the insurer from policyholders, before reinsurance 
premiums are deducted. Insurers share some direct premiums and the risk involved with their 
reinsurers.  

37. The portion of premium that applies to the expired part of the policy period. Insurance 
premiums are payable in advance but the insurance company does not fully earn them until the policy 
period expires.  

38. The portion of a premium already received by the insurer under which protection has not yet 
been provided. The entire premium is not earned until the policy period expires, even though 
premiums are typically paid in advance.  

39. Inducement for completion of a contract; the premium paid by the insured and the promise to 
pay by the insurer. See Contract.  

40. Another name for an insurance policy. Chief requirements for formation of valid contract are: 
(1) parties having legal capacity to contract; (2) offer and an acceptance of the offer; (3) valuable 
consideration (premium and promise to pay); (4) the absence of any statute or other rule making the 
contract void (legal reason); and (5) the absence of fraud or misrepresentation by either party. An 
insurance contract meeting these requirements qualifies as a contract.  

41. Contract prepared by one party, without negotiation with the other party, and either accepted 
or rejected by the other party. An insurance policy is an example, as the insured has little control over 
the terms. Also a unilateral contract.  

42. Legal and binding unilateral contract whereby an insurance company agrees to indemnify an 
insured for losses, provide other benefits, or render services to or on behalf of an insured. This is 
often called an insurance policy, but the policy is merely the evidence of the agreement.  

43. Date on which a policy is put in force and protection is furnished. Also called the inception 
date. 
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V. State Laws, Rules, and Regulations 
A. Georgia Laws, Rules, and Regulations Pertinent To Property and Casualty Insurance 

1. Insurance Department and Commissioner 

O.C.G.A. § 33-1-2 

As used in this title, the term:  

'Commissioner of Insurance' or 'Commissioner' means the Commissioner of Insurance of the State 
of Georgia.  

'Insurance Department' or 'department' means the Insurance Department established by Code 
Section 33-2-1.  

 

O.C.G.A. § 33-2-4 

(a) The Commissioner shall appoint a chief deputy insurance commissioner and such other 
deputies as may be necessary to assist him in the performance and discharge of his duties; and, in 
the event of a vacancy in the office of the Commissioner or in his absence or disability for any reason, 
the chief deputy shall perform all the duties of the Commissioner. The chief deputy shall execute a 
bond with proper security in the sum of $15,000.00, such bond to be approved by the Commissioner 
and conditioned upon the faithful performance of the duties of the chief deputy commissioner.  

(b) The chief deputy insurance commissioner and other deputies shall be removable at the 
discretion of the Commissioner.  

O.C.G.A. § 33-2-10 

(a) Orders and notices of the Commissioner shall be effective only when they are in writing and 
signed by him or by his authority.  

(b) Every such order shall state its effective date and shall state concisely: 

(1) Its intent or purpose;  

(2) The grounds on which it is based; and 

(3) The provisions of this title pursuant to which action is taken or proposed to be taken; but failure 
to designate any provision shall not deprive the Commissioner of the right to rely thereon.  

(c) An order or notice may be served by delivery to the person to be ordered or notified or by 
mailing it, postage prepaid, addressed to him at his principal place of business or last address of 
record in the Commissionerôs office.  

(d) In addition to the service provisions set forth in subsection (c) of this Code section, any order of 
the Commissioner issued to multiple recipients in the form of a general directive, data call, or bulletin 
may be served by sending it by electronic mail, so that receipt is acknowledged by the recipient, to 
the electronic mail address on record in the Commissionerôs office. The Commissioner shall also post 
such general directive, data call, or bulletin contemporaneously on the departmentôs website.  

 

O.C.G.A. § 33-2-11 

(a) Whenever the Commissioner shall deem it expedient, he shall examine, either in person or by 
some examiner duly authorized by him, the affairs, transactions, accounts, records, documents, and 
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assets of each insurer authorized to do business in this state and any other facts relative to its 
business methods, management, and dealings with policyholders. At least once every three years, he 
shall so examine each domestic insurer. Examination of an alien insurer shall be limited to its 
insurance transactions in the United States.  

(b) Whenever he shall deem it necessary at least once in five years, the Commissioner shall fully 
examine each rating organization which is licensed in this state. As often as he shall deem it 
necessary, he may examine each advisory organization and each joint underwriting or joint 
reinsurance group, association, or organization.  

(c) The Commissioner shall in like manner examine each insurer or rating organization applying for 
authority to do business in this state.  

(d) In lieu of an examination under this Code section of any foreign or alien insurer licensed in this 
state, the Commissioner may accept an examination report on such insurer as prepared by the 
insurance department of such insurerôs state of domicile or port-of-entry state until January 1, 1994. 
On and after January 1, 1994, such reports may be accepted only if: 

(1) The insurance department was, at the time the examination was conducted, accredited under 
the National Association of Insurance Commissioners´ financial regulation standards and 
accreditation program; or 

(2) The examination was performed under the supervision of an accredited insurance department 
or with the participation of one or more examiners who are employed by an accredited state 
insurance department and who, after a review of the examination work papers and report, state under 
oath that the examination was performed in a manner consistent with the standards and procedures 
required by their insurance department.  

(e) Any insurer authorized to transact insurance in this state which changes its domicile from 
Georgia to another state on or after April 1, 1988, may be examined by the Commissioner once a 
year for five years, beginning on or after the occurrence of the change in domicile; provided, however, 
this subsection shall not apply to an insurer which changes its domicile from Georgia to another state 
as long as it retains in this state its principal place of business and the complete records of its assets, 
transactions, and affairs.  

 

2. Transacting Business 
O.C.G.A. § 33-1-2 

 (6) 'Transact,' with respect to insurance, includes any of the following: 

(A) Solicitation and inducement;  

(B) Preliminary negotiations;  

(C) Effectuation of a contract of insurance; or 

(D) Transaction of matters subsequent to effectuation of the contract and arising out of it.  

 

O.C.G.A. § 33-3-2 

(a) No person shall act as an insurer and no insurer shall transact insurance in Georgia except as 
authorized by a subsisting certificate of authority granted to it by the Commissioner, except as to any 
transactions as are expressly otherwise provided for in this title.  
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(b) The mere investigation and adjustment of any claim in this state arising under an insurance 
contract and litigation in connection therewith shall not be deemed to constitute the transacting of 
insurance in this state.  

(c) An insurer not transacting new insurance business in Georgia but continuing collection of 
premiums on and servicing of policies remaining in force as to residents of or risks located in Georgia 
is transacting insurance in Georgia for the purpose of premium tax requirements only and is not 
required to have a certificate of authority therefor.  

(d) As to an insurance coverage on a subject of insurance not resident, located, or expressly to be 
performed in Georgia at time of issuance and solicited, written, and delivered outside Georgia, no 
certificate of authority shall be required of an insurer as to subsequent transactions in Georgia on 
account of such insurance; and this title shall not apply to such insurance or insurance coverage, 
except for the purpose of premium tax requirements.  

3. Licensing Of Agents, Counselors, Subagents and Adjusters 

O.C.G.A. § 33-23-4 

License required; restrictions on payment or receipt of commissions; positions indirectly related to 
sale, solicitation, or negotiation of insurance excluded from licensing requirements  

   (a)(1) A person shall not sell, solicit, or negotiate insurance in this state for any class or classes 
of insurance unless the person is licensed for that line of authority in accordance with this chapter and 
applicable regulations. 

   (2) Any individual who sells, solicits, or negotiates insurance in this state must be licensed as an 
agent. 

   (3) Any business entity that sells, solicits, or negotiates insurance in this state must be licensed 
as an agency. 

(b) No insurer or agent doing business in this state shall pay, directly or indirectly, any 
commissions or any other valuable consideration to any person for services as an agent, subagent, or 
adjuster within this state, unless such person is duly licensed in accordance with this article. 

(c) An insurer may pay a commission or other valuable consideration to a licensed insurance 
agency in which all employees, stockholders, directors, or officers who sell, solicit, or negotiate 
insurance contracts are qualified insurance agents, subagents, or counselors holding currently valid 
licenses as required by the laws of this state; and an agent, subagent, or counselor may share any 
commission or other valuable consideration with such a licensed insurance agency. 

(d) No person other than a duly licensed adjuster, agent, subagent, or counselor shall pay or 
accept any commission or other valuable consideration except as provided in subsections (b) and (c) 
of this Code section. 

(e) This Code section shall not prevent the payment or receipt of renewal or deferred commissions 
by any agency or a person on the grounds that the licensee has ceased to be an agent, subagent, or 
counselor nor prevent the receipt or payment of any commission by an individual who has been 
issued a temporary license pursuant to this chapter. 

(f) Any individual who has been licensed as an agent for ten consecutive years or more and who 
does not perform any of the functions specified in paragraph (3) of subsection (a) of Code Section 33-
23-1 other than receipt of renewal or deferred commissions shall be exempt from the requirement to 
maintain at least one certificate of authority; provided, however, that if such individual wishes to again 
perform any of the other functions specified in said paragraph, such individual must obtain approval 
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