
INSURANCE COMPARISON

Afew years ago,
on the basis of
an adviser’s rec-

ommendation, a cus-
tomer’s uninsured lia-
bility coverage was in-
creased threefold. Soon
thereafter he was hit by
an uninsured drunk dri-
ver. The accident left
his wife a paraplegic, who to this
day requires costly home based
private nursing care. The unin-
sured liability coverage has al-
lowed funding for this care, pre-
venting the erosion of their nearly
$3 million net worth.

The adviser plays an important
role for people who do not read
much of their mail, let alone their in-
surance policies. Even for the most
diligent, an insurance policy review
is a most tedious experience.

The intent of this article is to
provide the adviser to the wealthy
with a suggested way to view
clients’ property-casualty insur-
ance exposures.

Liability
For the clear majority of the af-

fluent, risk of a liability loss repre-
sents the most catastrophic poten-
tial of their property-casual-
ty form. Unless their proper-
ty coverage wades well into
the multi-million dollar
range, loss of a liability suit

is the major exposure of one’s as-
sets. The fact that defense costs
(without any cap) are paid by the
carrier in addition to the policy’s
liability limits further illustrates the
magnitude of potential loss. Bill
Clinton’s initial defense of the
Paula Jones complaint is a high
profile example where the liability
insurer(s) paid legal defense costs.
For most affluent, not having to
pay legal bills to defend them-
selves and not having to risk loss
of assets due to a large judgment
is clearly a number one priority.

Here are some scenarios typi-
cally overlooked by even the most
sophisticated adviser:

• Your client lives in the city,
has no automobile and does not
have an auto policy or an umbrel-
la liability policy. He feels that the

$500,000 liability part of
his home/condo/coop
policy is satisfactory.
Should he borrow a
friend’s car, he has no
liability protection other
than that “which goes
with the car.” The
friend may have unusu-
ally low liability limits,

say $100,000 per person and
$300,000 per accident for bodily
injury. Your client is exposed to
any excess liability judgments.

• Your client is satisfied that his
automobile liability limits of
$100,000 per person/$300,000 per
accident meet the underlying re-
quirements of his umbrella carrier.
He thus has a feeling of reason-
able security in the event of an at
fault accident. However, since
most umbrella providers fail to
provide uninsured/underinsured
motorists coverage (which allow
the insured to file a claim against
his policy should the at fault party
have no insurance, or less insur-
ance than the insured), your client
again is exposed to a potential
substantial loss.

• Your client has purchased
land and subsequently puts a

structure (tool shed) on the
land. “Raw” land, that is,
land without any structures
is covered under the indi-
vidual’s liability. Erecting
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any type of structure, no matter
how small provides problems. Un-
less the land is now specifically
listed on the insurance policy, lia-
bility is not extended, causing the
umbrella policy’s underlying re-
quirement (usually a range of
$100,000 to $500,000) to become
the deductible.

• Your client moves from a
state where workers’ compensa-
tion coverage for his domestic em-
ployee help is a required part of
the homeowner’s policy to a state
where it is not. Unknowingly, he
does not secure a separate work-
ers’ compensation policy and is
consequently exposed to a poten-
tial liability payout.

• Your client’s wife operates an
interior design company where her
employees come on the household
premises to work. Clearly excluded
by every homeowner’s policy in
the land (umbrella also) are busi-
ness pursuits. Your client is ex-
posed big time. Basic exposure
categories consist of business gen-
eral liability, workers’ compensa-
tion liability, business property
losses and professional liability (er-
rors and omissions).

Property
There are two basic issues in in-

suring property. Is the item covered
in the event of loss? Is the item in-
sured for the correct amount? While
many insurance advisers are con-
cerned with insurance to value, ex-

perience has shown that affluent
consumers do not deliberately un-
derinsure their property. If any-
thing, they over-insure.

It may be helpful to state two
elementary facts. First, in the case
of a single family home, the value
of the primary dwelling differs
from the market value of the
home, which in many cases will
be higher, as land is included.
Second, the primary dwelling and
other structures on the property
are included under the home poli-
cy’s generic “guaranteed replace-
ment cost” coverage, the essence
of which is that loss settlement for
the buildings on the property are
at replacement cost without de-
duction for depreciation. Payment
for full loss can exceed the stated
coverage on the policy declaration
page. In other words, the insur-
ance company agrees to pay the
entire cost of rebuilding a home
even when replacement costs ex-

ceed the amount of coverage in
the homeowner’s policy. It has al-
ways been prudent not to lowball
the dwelling insurance amount
because to the claim handler, in-
surance amount raises the pre-
sumption of accurate valuation.
Now that some carriers have be-
gun to cap the amount they will
pay in excess of the policy’s stated
value, a correct insurance to value
is even more important.

Here are four major property in-
surance considerations:

• A frequently ignored coverage
is “dwelling” cover for condomini-
ums and cooperatives. The rule of
thumb is that in the event of loss,
the unit will be put back together
the way it was when the first buyer
bought it. Thus, improvements and
additions, defined as permanently
installed interior features (exam-
ples are floor, wall and window
coverings plus other built-ins in-
cluding appliances) constitute the
dwelling part of a condo/coop in-
surance policy. A review of the as-
sociation’s master policy will clarify
what coverage is provided for im-
provements made to the original
unit in the event of a loss. The an-
swer is usually nothing.

• Part of any amount analysis is
the term of loss settlement. Some
“high-end” homeowners’ policies
currently in the marketplace define
reconstruction cost as the amount
required at the time of loss to re-

It has always been
prudent not to lowball the

dwelling insurance amount be-
cause to the claim handler, insur-

ance amount raises the
presumption of accurate

valuation.

Is “all risk” contents
an important variation
of the high-end
homeowners policy?

Referred to as contents, cov-
erage is usually afforded for
specific “named perils” such as
fire, theft, vandalism, etc. Some
policies provide for an “all risk”
contents endorsement, usually
adding approximately 11 per-
cent to the policy premium. For
instance under all risk contents
coverage is provided for wine
or paint ruining carpets or fur-
niture. The all risk form of
some carriers provides for
earthquake cover.

Is a simple way to
view the auto product
merely to look at
coverage and pricing?

There are four major areas of
coverage in auto insurance. By far
the most significant area is liabili-
ty. Liability includes uninsured
and underinsured motorist cover-
age. An adequate limit is impor-
tant to protect you against a law-
suit and to allow you to file a
claim against your policy should
the at fault party have no insur-
ance or less than you. The three
remaining areas are physical
damage to your car (referred to
as either comprehensive or colli-

sion), loss of use (rental reim-
bursement) and personal injury
protection (PIP), a state specific
mandated coverage in most states.

There are three main variables
that affect the pricing of your auto
insurance. First is the vehicle type,
use and location. Generally, an
expensive car used frequently and
garaged in an urban area will be
charged a higher rate. Incidental-
ly, the color of the car is not a fac-
tor. Second, youthful drivers’
higher premiums can be mitigated
with drivers training and/or good
grades. Third, driving records of
all household members influence
your premiums.
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pair or rebuild the house, whichev-
er is less, at the same location, with
the same quality of materials and
workmanship which existed before
the loss. This can be an important
term when your client resides in
upscale construction.

• It is significant to ensure that
fragile articles have coverage.
Even on the typical high-end poli-
cy with an “all risk” contents sec-
tion, there is an exclusion for the
breakage of fragile articles. A sep-
arate listing (schedule) of these ar-
ticles is necessary. An added ben-
efit is the schedule, which specifi-
cally insures fine arts and other
such valuables, clearly establishes
the value of the items. 

• The home policy contains
some significant exclusions. Cov-
erage is restricted for a vacant
house (no furniture, no people),
for-profit business pursuits, con-
tents taken off premises and large
watercraft. No coverage is provid-
ed for flood and limited, if any,
coverage is provided for earth-
quake. Finally, unreported home
renovations can restrict your
client’s coverage. If he makes im-
provements of a certain threshold
and fails to notify the carrier, there
may be a retraction of the guaran-
teed replacement cost benefit. An
example of policy wording is “ad-
dition or alteration to the resi-
dence premises which increases
its replacement cost by $5,000 or
more and failure to notify the car-
rier within 90 days.” Some policies
place a limitation on the replace-
ment clause if the homeowner
moves out of the house and com-
mences construction, even if he
notifies the carrier.

Premiums
The home line, not quite the full

commodity like auto insurance, has
two major considerations:

Policy Parity. In the personal
lines, part of the property-casualty
insurance industry, one could say
that there is no such thing as
product differentiation. Since no
copyright exists for policy terms,
others are free to duplicate. How-
ever, some carriers offer home-

owners policies that include extras
such as “all risk” contents, higher
special limits for jewelry and cash,
water damage from backup of
sewers or drains, personal injury
so that libel and slander are in-
cluded, and enhanced structure
replacement wording. Enhanced
structure replacement ensures that
in the event of loss, reconstruction
cost is paid even if greater than
the amount of coverage shown in
the policy. Also, reconstruction al-
lows the same quality of materials
and workmanship, and compli-
ance with local building codes.

Tiered Pricing.Carriers fre-
quently have different underwrit-
ing companies. Each has rules that
pertain to risk characteristics such
as the home’s protected status and
the insureds’ loss history. Just as
frequently, carriers have under-
writing companies that vary pre-
miums based on the agent’s com-
mission. At each renewal, the cus-
tomer should verify that he is in
the most favorable tier for which
he qualifies.

In order to avoid problems, it
may be helpful to understand how
the underwriter views your client.

Consider for a moment that
approximately 75 percent of
the personal lines property-ca-
sual ty insurer ’s  premium in-
come goes back out the door in
claims. Just as preventing prob-
lems is more valued than solv-
ing them af ter the fact ,  the
proper selection (underwriting)
of business is significant.

The underwriter looks at your
client and his property from three
major points of view. 

• For the personal picture, occu-
pation marks the beginning of a
risk profile followed by indicators
of a lifestyle discipline, which have
a correlation to insurance claims.
Poor motor vehicle records and
poor credit records frequently man-
ifest themselves in claims frequen-
cy. This claims frequency flags two
culprits which underwriters desper-
ately seek to avoid: the homeowner
without discipline and the home-
owner intent on premium refund
via periodic claim activity.

• For the property picture, con-
dition of structures, protection
from the perils of fire and burglary
and location are the main consid-
erations. A well maintained prop-
erty with central station alarms
and backup systems is clearly a
good risk. Location is important
given the possibility of a catastro-
phe such as a hurricane, flood,
hail storm, ice storm, brush fire or
earthquake. In December of 1997,
a State Farm representative was
quoted as saying that the $3.6 bil-
lion State Farm paid in Florida
claims from Hurricane Andrew
(1992) were more than State
Farm’s homeowners premiums re-
ceived in the U.S. since the late
1920s. For this same catastrophe,
Prudential Property and Casualty
Co. paid out Florida claims nearly
equal to its entire U.S. property-
casualty in-force premiums. Such
events have caused insurers to
evaluate coverage terms given
their potential for loss in a particu-
lar location.

• Finally, circumstances that
may increase the risk of liability
claims concern the underwriter.
On premises businesses, danger-
ous animals as pets and high-risk
avocations, all contribute.

Your client wants competent
technical insurance advice in addi-
tion to correct price, simplicity in
securing product and exclusivity
(claims leverage). Given the
dearth of objective, educated, per-
sonal insurance providers, you
may need to help your client ad-
dress critical property and liability
insurance issues.
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This claims frequency flags two
culprits which underwrites des-

perately seek to avoid: the
homeowner without discipline
and the homeowner intent on

premium refund via
periodic claim activity.
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