Additional Examples
Mary purchased a policy on her 2016 Toyota Camry. She carries minimum limits and has a $50 OTC deductible and a $500 collision deductible. Mary runs a red light and collides with another car. 
What would be the hazard in this scenario?
· Running the red light
· 2016 Toyota Camry
· Collision with the other car
· Mary
What is the peril?
· Running the red light
· 2016 Toyota Camry
· Collision with the other car
· Mary
What is the asset?
· Running the red light
· 2016 Toyota Camry
· Collision with the other car
· Mary

NEGLIGENCE – ALL 4 PIECES
· Shopping at Walmart. Walmart owes a duty to its customers to keep the premises clean. They breach this duty by having a puddle of water in an aisle.
· I am shopping at Walmart and in a different aisle I trip over my own two feet and sprain my ankle. Is Walmart legally liable? No – the breach of duty (puddle) was not the proximate cause
· I am shopping at Walmart and I slip in the puddle. A bunch of people see me, and I am embarrassed. Is Walmart legally liable? No, there were no damages.
· I am shopping at Walmart and I slip in the puddle. My ankle is sprained. Is Walmart legally liable? Yes, all four exist.



Homeowners Limits – Example of Specific
Coverage A – Dwelling: $300,000 (based on RC of home)
Coverage B – Other Structures: $30,000 (10% of Coverage A)
Coverage C – Contents: $150,000 (50% of Coverage A
Coverage D – Loss of Use: $90,000 (30% of Coverage A)
In the event of a total loss to a home each limit is the maximum amount that will be paid for the type  of damages. In the scenario above, the insured has a possible payout of $570,000 if all coverages are used. But let us look at the sample loss:
Home is a total fire loss and is covered the RC is determined to be $289,000 and insured is able to build a new home for that amount. They do have a detached garage valued at $28,000 but it was not destroyed in the fire due to the distance it was from the home. Their contents that were lost in the fire came out to be $170,000. While their home was being rebuilt, they had to rent an apartment and were paid $36,000 for their additional living expenses. How will this loss be paid?
Coverage A – $289,000
Coverage B - $0
Coverage C - $150,000
Coverage D - $36,000
Total loss payments of $475,000. Each limit is a maximum limit, not a guarantee. And their contents ended up being higher than the limit they had, but they are capped by the $150,000 they cannot borrow from other limits.
Blanket Insurance Limits
ABC Company owns an elderly housing complex. The complex has four apartment buildings and one general building for recreation and laundry. They have a building and personal property form with special limits and a 90% co-insurance requirement.
	Building Number
	Building Limit
	Property Limit
	Location Blanket

	001
	400,000
	150,000
	550,000

	002
	400,000
	150,000
	550,000

	003
	400,000
	150,000
	550,000

	004
	400,000
	150,000
	550,000

	005
	500,000
	300,000
	800,000

	Blanket Limits
	Blanket Building
	Blanket Property
	Total Blanket

	
	2,100,000
	900,000
	3,000,000



You can a blanket schedule a couple different ways. It could be a blanket location; you could have a policy with a blanket limit for the buildings and a separate blanket limit for the property or it could be a total blanket limit.
ABC company has a fire loss to apartment unit number 3. The replacement cost comes out to $425,000 and $175,000 for the personal property inside. 
With a location blanket they only have $550,000 as a total insurable limit so they still would not have high enough limits to pay the full loss, the most that can be paid is $550,000.
With a blanket building and a blanket property, they have $2,100,000 to use for the building loss and $900,000 to use for the property loss so the loss will be paid in full.
With the total blanket they have $3,000,000 available for the loss with no subsection applying to the different types of property and the loss will be paid in full.

Actual Cash Value
· Bought a washing machine for $600 3 years ago.
· Current cost of that machine is $500
· The washing machine depreciates by 10% each year (10-year useful life)
· 500 – (500 x 30%) or 500 x 70% = ACV of $350
Mary puts in a claim for her refrigerator after a fire destroys her kitchen. The replacement cost is $1,000 and Mary’s current refrigerator has depreciated by $200 how much will her Actual Cash Value policy pay her?
What if the current cost were $800 and the machine depreciated by $100 each year?






Limits of Liability Examples
· You have an auto accident. You hit a car and injure the three occupants and you also slide into a guard rail.
· You cause the following losses:
· 
· BI # 1 - $48,000
· BI # 2 - $52,000
· BI # 3 - $18,000
· PD to car - $16,500
· PD to guard rail - $9,500
· 
You have a policy that is 50/100/25 (50 BI per person/100,000 BI per accident/25,000 PD per accident). 
The policy will pay the following
· 
· BI # 1 - $48,000
· BI # 2 - $50,000 (no more than $50K per one person)
· BI #  3 - $2,000 (capped by the $100K per accident)
· PD to car - $16,500
· PD to guard rail -$8,500 (capped by the $25K PD limit)

Same accident, but you have a single limit of $125,000 per accident, the policy will pay the following:
· BI # 1 - $48,000
· BI # 2 - $52,000
· BI # 3 -  $18,000
· PD to car - $ 7,000 (have reached the $125K limit)
· PD to guard rail $0 
Claims are paid on a first come first paid basis, so if the property damage claims were actually received first, those would be paid out first and then the remaining balance would be available to the first party to settle their BI claim)
How an aggregate limit factors in:
· A policy would be written with a per occurrence limit and then an aggregate limit. The aggregate is usually double the per occurrence. 
· You have a $100,00 liability limit per occurrence and a $200,000 aggregate. You have a policy that runs from 01/01/19 to 01/01/20. The aggregate is the most the policy will pay out during that policy term.
· On 01/19/19 you have a liability claim for $45,000 – that is paid, but your aggregate limit is now $155,000
· On 03/14/19 you have a liability claim for $50,000 – that is paid but your aggregate limit is now $105,000
· On 06/10/19 you have a liability claim for $110,000 - $100,000 is paid and your aggregate is now $5,000
· On 11/10/19 you have a claim for $30,000 only $5,000 is paid as your aggregate for this term is exhausted.


Deducible examples:
· Eleanor has a homeowner’s policy with a $500 deductible. What will the insurance pay in these cases?
· A windstorm causes a tree to partially fall down in Eleanor’s yard. A branch comes through the window and causes $437 worth of damage. $0 paid
·  A pipe bursts in Eleanor’s kitchen. It causes $3,050 worth of damage. $2,550
· One day after the pipe burst, during the same policy term, a fire breaks out in Eleanor’s attached garage. This causes $26,000 worth of damage. $25,500
· 5 days after the pipe breaks, Eleanor noticed additional damage from the original water leak in her basement that cost $501 in repairs. $501













Co-Insurance
John’s home has a replacement cost of $200,000. He purchases an insurance policy with a limit of $100,000 and a $1,000 deductible  as he felt the premium was too high for anything more. John suffers a fire loss in his kitchen that creates $45,000 worth of damages. He submits the claim to his insurance carrier. What will he receive for payment?
Should have carried - $160,000 (200,000 x 80%)
Did carry - $100,000
(100,000/160,000) x 45,000 Loss = 28,125.
Because we were given a deductible amount, we need to subtract that as well, and his payable loss becomes $27,125.
John’s home has a replacement cost of $200,000. He purchases a policy that states he must be insured to 90% of its value, but he only purchases $100,000.  John suffers a fire loss in his kitchen that creates $45,000 worth of damages. He submits the claim to his insurance carrier. What will he receive for payment?
Should have carried - $180,000 (200,000 x 90%)
Did carry - $100,000
(100,000/180,000) x 45,000 Loss = 25,000
No deductible information was given so we do not assume a deductible.
John’s home has a replacement cost of $200,000. He purchases an insurance policy with a limit of $100,000 as he felt the premium was too high for anything more. John suffers a total fire loss He submits the claim to his insurance carrier. What will he receive for payment?
John will receive the $100,000. In a total loss the co-insurance provisions do not apply.
John’s home has a replacement cost of $200,000. He purchases an insurance policy with an 80% co-insurance clause with a limit of $182,000. John suffers a fire loss in his kitchen that creates $45,000 worth of damages. He submits the claim to his insurance carrier. What will he receive for payment?
Should have carried - $160,000 (200,000 x 80%)
Did carry - $182,000
John has satisfied his co-insurance requirements and will receive the full $45,000 loss. (If we stated a deductible amount, that would be deducted from loss payment)
Go back to top example: if $30,000 were the actual cash value, that is what the insured would be entitled to (minus the deductible) for Insurance to Value

Named Insured:
John is the only named insured on a policy that provides coverage for him and his wife Jane. John and Jane are going through a trial separation and Jane has moved out of the home and taken the 2018 Van with her. The van is insured on the policy with John’s 2019 Truck.
The auto policy renewed on 02/01/2020 and Jane moved out on 06/01/2020 when does her coverage end?
· The 02/01/2021 Renewal Date
· 06/01/2020
· 09/01/2020
· When John calls to request Jane be removed
Same scenario except that the auto policy renews every 6 months and renewed on 08/01/2020
· The 08/01/2020 Renewal Date
· 06/01/2020
· 09/01/2020
· When John calls to request Jane be removed

Other Insurance – Pro Rata or Proportionate Share:
This is a formula based on the total amount of insurance available to cover the loss. Take the coverage written by Company A, divide that amount by the total coverage written by all sources and multiply the resulting percentage by the actual loss amount.
You have a building valued at $500,000
You have three policies on the building.
Insurer A insures it for $250,000
Insurer B insures it for $125,000
Insurer C insures it for $100,000
You have a loss of $400,000
If you add up all three insurance policies to get a total limit of insurance available, it will be $475,000. What is each insurers proportion of that value (their amount of insurance/total amount carried)? If you use the value of the building or the value of the actual loss to divide the amount of insurance each carries, they will not always equal 100% - we use the total coverage available because in the event of a loss that is the maximum amount you will be eligible to receive and each company’s percent from the total limit available will add up to 100%
Insurer A will pay 53% (250,000/475,000) of the loss (212,000)
Insurer B will pay 26% (125,000/475,000) of the loss (104,000)
Insurer C will pay 21% (100,000/475,000) of the loss (84,000)





Policy Type
Mary and John have come to you for insurance. They are going to be renting a mobile home next month and need to have an insurance policy to protect them. Which policy will you recommend?
A. HO3 with mobile home endorsement
B. DP3
C. HO4
D. HO6

Mary and John have an HO3 policy. John has $3,000 worth of firearms; he has a boat trailer worth $2,000 and he keeps $300 in a desk drawer in the basement. They have a total fire loss to their home. After the fire someone breaks in and steals Mary’s $1,800 emerald necklace and earring set. How much will their insurance policy pay for these contents?
$6,200. The firearms will be covered for the full $3,000 as the special limit only applies to theft. The boat trailer will only be covered for $1,500 as that limit applies regardless of loss type. Money is only covered for up to $200 regardless of loss and the jewelry was stolen so the limit is capped at $1,500.


Liability Example
Personal Liability: $100,000
Medical Payments: $1,000
The personal liability will provide worldwide liability coverage for the insured, as long as it falls within the scope of coverage (no exclusions in the policy apply) The limit is a per occurrence limit. Same with the medical payments.
A couple examples:
Insured is having a yard sale and a visitor trips and is taken by ambulance but has no injuries except bruising. Medical payments will pay the ambulance ride and hospital expenses up to $1,000 as paid without regard to fault.
Another guest at the yard sale is bitten by the insured’s dog. The insured is sued for $500,000. The insurance will provide a defense or settle. The cost of defense is included, but the settlement is reached at $250,000. The policy will pay the $100,000 limit.
Insured is at the grocery store, daydreaming while shopping and hits another shopper with her cart. That shopper is knocked to the ground and hits her head. She sues the insured. The homeowner’s policy will provide defense and pay any settlement or judgement up to the $100,000 limit.








Business Income
[image: ]
Worst case scenario how long will you be out of business? That time frame helps select the deductible. 
Assume the worksheet determined the annual  profits and ordinary payroll to be $100,000. You would get the insurable amount by:
50% - 6 Months			50,000
60% - 7.2 Months		60,000
70% - 8.4 Months		70,000
90% - 10.8 Months   		90,000
100% - 1 Year			100,000
125% - 15 Months		125,000
Extra Expense
Insured picks a limit based on best guess of what would be needed for a time period of over 3 months
Guesses 100,000 that is the insured limit
30 days or less – insurance will reimburse up to 40% of the insured limit or up to $40,000
31-60 days – insurance will reimburse up to 80% of the insured limit or up to $80,000
60 or more days – insurance will reimburse 100% of the insured limit or up to $100,000
Business Income
BI = Net Profit or Loss + Continuing Normal Operating Expenses (includes continuing payroll)
Net Profit or Loss -  Before taxes how much the business made or loss that year
Continuing Normal Operating Expenses – Operating expenses of running the business (can include a mortgage, utility bills, etc. that a business pays each month. Some businesses only include key personnel payroll instead of payroll on all employees.)
Some insurance companies require their own worksheet for the business income others will use an insured’s annual profit and loss statement. But it needs to account for 12 months of exposure.
Business Income losses are an indirect loss paid after the insured has a covered property loss that interrupts their business operations, so they cannot continue bringing in revenues. This can include fair rental value income if they rent out the premises.
We call BI Business Interruption or also a Time Element Loss because time is the major factor in how much BI will be payable under the form.
Extra Expense
Extra Expense are the additional expenses a business has after a covered property loss (Simliar to the additional living expenses of a homeowner’s form) to try to mitigate their business interruption. If they need to continue operating so they rent an office, rent equipment etc. those costs are extra from their normal operating expenses. It can also include expediating costs in order to speed up construction as long as the expediating costs related to the building or property actually help reduce the overall business income expense (shorten the time down by a loss payout savings).
Extra expense is still a time element, but one that is not easy to predict. It is an insured’s best guess as to how much they might spend in the event of a total loss and needing to stay up and running. Many large businesses have contingency plans in place to help them estimate these costs
Term to Know: Period of Restoration: The time after a direct physical loss to covered property when BI or EE coverage begins. The period of restoration ends with the date the property should be repaired/rebuilt with reasonable speed and similar quality or the date when business is resumed, whichever is sooner. The Period of restoration starts 72 hours after the loss for BI and immediately for EE.
An Insured has Three Forms they can purchase:
· BI with EE
· BI without EE
· EE Only
For Example
Ted Accountant’s office has a fire Monday morning caused by an electrical outlet in the breakroom and a fire quickly spreads. The building ends up being a total loss and all of Ted’s property inside the building is destroyed. Fire is a covered peril under the special form.
His Building and Business Personal Property Form is going to pay for the cost to repair or replace the building and his contents up to his policy limits or the actual costs. However Ted still has to pay his lease for his copy machine, his payroll for his secretary and two accountants, electricity, his monthly industry subscriptions, and his monthly real estate tax bill even though he doesn’t have  building to run his operations.
These expenses are his continuing normal operating expenses which are included in business income.
If this is Ted’s busy time because it’s tax season, he may not be able to wait for repairs to get done and may need to keep working so he may rent a space next door, place radio and tv ads so people know where to find him, lease a new copier, rent a computer system. 
These are his extra expenses.
Depending on which form he could have only one or both expenses covered.
In order for the insurance company to collect an adequate premium to pay business income losses they need to know what an anticipated BI loss could be. This is why we use a worksheet that determines the insured’s BI on a 12 month basis (still using the calculation above but the insurer will want details of the actual profit and losses to see the expenses).
Your insured may not want to pay for 100% of their BI, because they know that even in a worst-case scenario they will have a period of restoration that will last for a month. Or your insured may want something higher because they know they will take longer than 12 months to rebuild in the event of a worst case scenario.
The limit is set based on the co-insurance selected:
50% - 6 Months	
60% - 7.2 Months
70% - 8.4 Months
90% - 10.8 Months
100% - 1 Year
125% - 15 Months
But some businesses may not feel comfortable trying to select a time frame and would want to waive their co-insurance requirements all together.  They could select from one of the following endorsements to waive the BI co-insurance (would still have a separate condition for EE)
· Maximum Period of Indemnity
· No co-insurance, insurer pays the actual loss sustained during 120 days following the loss or the limit (whichever is less)
· Monthly Limit of Indemnity
· No co-insurance and a limit is provided on the policy that is the most the insurer will pay in any given 30 day period during the period of restoration
· Business Income Agreed Value (most expensive, best coverage but does require a worksheet/report)
· Insured still selects a limit based on the shown co-insurance, but the co-insurance would be suspended for the policy expiration or the date of selection in this optional coverage, whichever is less
The extra expense coverage form does not have a co-insurance requirement, but instead has a standard percentage calculation. The policy will have three percentages often displayed in the following format:
%#1/%#2/%#3
The last number is always 100%
These percentages represent how much will be paid of the EE limit based on the period of restoration:
· 30 days or less – the insured will be paid no more than (%#1 x the limit)
· 31-60 days – the insured will be paid no more than (%#2 x the limit)
· More than 60 days – the insured will be paid no more than (%#3 x the limit)

Personal Auto – Primary & Excess
Primary – First Responds when it is your car – all those examples we used earlier.
Excess – I am driving someone else’s car, their insurance responds first because I am now an insured under their auto policy (permissive use). But what if their limits are not enough?
I carry a PAP with limits of 100/300/100
Jane carries a PAP with limits of 50/100/25
I am using Jane’s car and I have an accident. I sideswipe a parked car and go up over the sidewalk and hit a building.
The car is a total loss of $14,000 and the store is damaged to the amount of $26,000.
How will my policy respond?
Total damages: $40,000
Jane policy will pay out: $25,000
My policy will pay out: $15,000

Liability Limits, What is included?
Jason has a combined single limit of $125,000 for his PAP. He rear-ends another vehicle and causes BI & PD. His insurer provides a defense for Jason, but he is found liable. The other parties are awarded a total of $130,000 in damages. The insurer spent $15,000 on the defense and reimbursed Jason for 3 days of work to appear at the trial in the amount of $100 per day to compensate his base salary. 
How much is paid by Jason’s policy:
$140,300 (125,000 for damages, 15,000 for defense and a total of $300 for Jason’s lost wages)






Understanding General Liability Limits
Coverage A – Bodily Injury & Property Damage that arises from
· Premises & Operations
· At the premises
· From their current work
· Products & Completed Operations
· Something they sell or make (after it has left the premises)
· Something they have installed (after they have left the site)
Four types of events that could trigger a claim under Coverage A
· At the store (Premises)
· Doing a repair on installation at a client’s house (From their work)
· Selling a hammer that malfunctions once consumer has it home (Products)
· A loss happening from their repair on installation after its completed and they are gone (Completed Ops)
Coverage B – Personal Advertising Injury
· False Arrest
· Slander/Libel
· Wrongful Eviction
Coverage Part C – Medical Payments
· No fault injury payments

How Limits are Written:
· Each Occurrence Limit
· Fire Legal Limit
· Medical Payment Limit
· Personal & Advertising Limit
· General Aggregate
· Products & Completed Ops Limit
Example:
Home Improvement Store carries a general liability policy with an each occurrence limit of $500,000, a fire legal limit of $100,000, a medical payments limit of $10,000, personal and advertising limit of $500,000, general aggregate of $1,000,000 and a products and completed ops limit of $1,000,000

	What Happened
	Claim Amount
	General Aggregate
	Products Aggregate

	Customer at store and paint can display falls and injures her
	$200,000 from the each occurrence limit due to their premises

	Reduced by $200,000
($800,000 remaining)
	Stays at $1,000,000

	Customer is buying a hammer, holding it by the head while in line. Handle falls out and breaks his toe.
	$100,000 from the each occurrence limit due to their premises. Not a product claim, because customer has not left premises.
	Reduced by $100,000
($700,000 remaining)
	Stays at $1,000,000

	Employees are installing a washing machine and cause a fire at the customer’s home while trying to set up.
	$800,000 in damages, but policy only pays $500,000 due to each occurrence limit due to their work.
	Reduced by $500,000
($200,000 remaining)
	Stays at $1,000,000

	Customer is using a hammer purchased at store to repair a wall, the head flies off and injuries their spouse
	$450,000 from the each occurrence limit due to their products
	Remains at $200,000
	Reduced by $450,000
($550,000 remaining)


	A customer falls in the parking lot and sprains their ankle, not Home Improvement Store’s fault.
	$2,500 paid from medical payments – no fault to Home Improvement Store
	Reduced by $2,500
($197,500 remaining)
	Remains at $550,000

	A customer had a dishwasher installed. The next day they use it for the first time and due to improper connection water leaks everywhere.
	$45,000 from the each occurrence limit due to completed operations
	Remains at $197,500
	Reduced by $45,000
($505,000 remaining)

	A competing business sues Home Improvement for defamation from false advertising due to a newspaper ad.
	$150,000 paid from the personal and advertising limit 
	Reduced by $150,000
($47,500 remaining)
	Remains at $505,000

	A subcontractor is repairing lights in the store and drops a screwdriver on a customer. Both the subcontractor and Home Improvement are sued.
	$50,000 settled against Home Improvements Each Occurrence limit due to work at their premises as the subcontractor’s limits were exhausted. Only $47,500 is paid as the aggregate is exhausted.
	Now exhausted by this claim
	Remains at $505,000

	Home Improvement leases a small office space in another town and a fire breaks out in the leased office.
	Policy provides $100,000 as a giveback coverage, but since general aggregate is exhausted, nothing is paid.
	$0
	Remains at $505,000



If Home Improvement Store had a Commercial Umbrella policy, that policy would kick in and pay damages after the aggregate had been exhausted in addition to paying the additional damage from the house fire that was $800,000 and exceeded the each occurrence limit by $300,000.

Umbrella Examples
$300,000 CSL Liability for Auto, $500,000 liability for home and $1 Million Umbrella Policy
				Without umbrella coverage                            With umbrella coverage
$300,000 Umbrella Coverage
$300,000 from personal assets

$600,000 Auto Liability Judgement

	$300,000 Auto Insurance Coverage


$300,000 Auto Insurance Coverage

When the Self-Insured Retention Plays:
$50,000 Auto Liability Judgement not covered by PAP

$50,000 from personal assets
$49,000 Umbrella Coverage



$1,000 SIR



Just because an insurance policy limit is exhausted does not mean the insured is no longer responsible. Any judgement against them is still payable in full, and any remaining balance will have to be paid.


Peter’s Pawn Shop has a Building and Personal Property Form with Special Perils Coverage and a $1,000 deductible. They suffer a fire loss when an antique lantern accidentally falls over. Not much is destroyed in terms of items, but unfortunately the money bag going for deposit was burned. Peter’s Pawn lost $1,200 cash. How much will the insurer pay?
· $0
· $200
· $500
· $1,200

Peter’s Pawn Shop has a Building and Personal Property Form with Broad Perils Coverage and a $1,000 deductible. Peter closes up and locks the store Friday night. When he arrives back at the store, he notices that someone broke in. They vandalized $4,000 worth of property and stole jewelry valued at $3,000 and computer parts valued at $1,000. How much will the insurer pay?
· $0
· $3,000
· $6,500
· $7,500
No theft coverage on a broad form. Special form only for commercial property.
All of the following are benefits paid under Part 1 Worker’s Compensation except:
A. Disability Benefits
B. Medical Benefits
C. Death Benefits
D. Unemployment Benefits

Which of the following best describes a compulsory worker’s compensation law?
A. An employer is permitted to reject coverage
B. Each employer must secure coverage complying with the law
C. An employee can sue an employer for not providing coverage
D. None of the above

Which General Statement about Worker’s Compensation is correct?
A. After receiving benefits an employee can sue their employer for cause
B. Worker’s Compensation laws were created with the intent to prevent unsafe workplaces
C. Worker’s Compensation laws dictate the nature of injuries covered and the benefits payable for those injuries or death
D. An injured employee must sue a third party and lose before the employer is held responsible for payment
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