P&C AGENT PRELICENSING COURSE

Prellcensmg
ST Ll

Page 1 of 297




P&C AGENT PRELICENSING COURSE

Legal Disclaimer

This legal disclaimer ("Disclaimer") governs the use and access to this eBook ("eBook")
published by Eddie K. Emmett / Three Bulls’ Heads Investments, Inc. ("we," "us," or "our"). By
accessing or using this eBook, you acknowledge and agree to be bound by this Disclaimer.

No Legal Advice

The information contained in this eBook is for general informational purposes only. It is not
intended as legal advice or to create an attorney-client relationship. While we strive to provide
accurate and up-to-date information, we make no representations or warranties of any kind,
express or implied, regarding the completeness, accuracy, reliability, suitability, or availability of
the information in this eBook. Any reliance you place on such information is strictly at your own
risk.

No Guarantee of Results

The contents of this eBook are based on our experiences, research, and knowledge. However,
we cannot guarantee that the information provided will produce the desired results for you.
Every individual's circumstances are unique, and the effectiveness of the strategies discussed
in this eBook may vary. Therefore, you should consult with a qualified professional or legal
advisor before making any decisions or taking any action based on the information provided in
this eBook.

Not a Substitute for Professional Advice

The information in this eBook is not a substitute for professional advice. It is your responsibility
to seek professional advice tailored to your specific needs and circumstances. We disclaim all
liability for any actions taken or not taken based on the contents of this eBook.

Copyright and Intellectual Property

All materials, including but not limited to text, images, graphics, and logos, contained in this
eBook are protected by copyright and intellectual property laws. You may not modify,
reproduce, distribute, republish, or create derivative works from any part of this eBook without
our prior written consent.

External Links

This eBook may contain links to external websites or resources. We provide these links for your
convenience, but we do not endorse, control, or guarantee the accuracy, relevance, timeliness,
or completeness of any information on these external websites. We are not responsible for any
damages or losses incurred by accessing or using these external websites.
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Limitation of Liability

To the fullest extent permitted by law, we shall not be liable to you or any third party for any
direct, indirect, incidental, special, consequential, or punitive damages arising out of or relating
to the use or inability to use this eBook, even if we have been advised of the possibility of such
damages.

Governing Law and Jurisdiction:

This Disclaimer shall be governed by and construed in accordance with the laws of GA, USA.
Any dispute or claim arising out of or in connection with this Disclaimer or your use of this eBook
shall be subject to the exclusive jurisdiction of the courts located in Canton, GA.

By accessing or using this eBook, you acknowledge that you have read, understand, and agree
to this Disclaimer in its entirety. If you do not agree with any part of this Disclaimer, you must not
use or access this eBook.

Eddie K. Emmett / FYI Express 200 Russell Court, Canton, GA 30115

eddie@FYIExpress.com

This ebook covers areas that insurance agents should know about Property & Casualty
Insurance, including different types of coverage, common risks, and best practices for helping
clients choose the right policy. It would be a valuable resource for agents looking to expand their
knowledge and better serve their clients in the insurance market.

To get the most out of this eBook, you need to sign up for a FREE account at
https://wayground.com/

As you go through the eBook and have enjoyed a few topics, | give you the opportunity to test
your understanding of what you just read by clicking the following link.

Example:
Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

The link will take you to a quiz with multiple-choice questions & 4 possible answers.

It is not mandatory to take the quizzes but it sure is fun (especially if you turn on the music,
memes & sound effects.

When you finish enjoying the ebook and feel ready to take the Final Exam, click the following
link: https://www.classmarker.com/online-test/start/?quiz=fkq676ed8cd8e39f

You must correctly answer at least 70% of the multiple-choice questions to earn 12-hours CE
(includes 3 hours Ethics).

Georgia Insurance Exam Basics
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l. PROPERTY: TYPES OF POLICIES
A. Homeowners
1. HO-2 (Broad Form)

Definition: Provides coverage for a broader range of perils than HO-1, including damage from
fire, lightning, windstorm, hail, explosion, and more.

Example: If a tree falls on your house during a storm, an HO-2 policy would cover the damage.
2. HO-3 (Special Form)

Definition: The most common type of homeowners insurance, offering coverage for all perils
except those specifically excluded.

Example: Covers damage from a fire but may exclude damage from floods.

3. HO-4 (Contents Broad Form)

Definition: Also known as renters' insurance, it covers personal property and liability for tenants.
Example: If your rented apartment is burglarized, HO-4 would cover the stolen items.

4, HO-5 (Comprehensive Form)

Definition: Offers the most extensive coverage, including for personal property on an open-
perils basis.

Example: Covers accidental damage to your belongings, like spilling paint on your carpet.
5. HO-6 (Unit Owners Form)

Definition: Designed for condo owners, covering personal property and the interior structure of
the unit.

Example: If a pipe bursts in your condo, HO-6 would cover the repairs.
6. HO-7: Mobile Home Form

Definition: The HO-7 insurance policy, also known as the Mobile Home Form, is a type of
homeowners insurance specifically designed for mobile homes, manufactured homes, and other
factory-built homes. It provides coverage similar to an HO-3 policy but is tailored to the unique
needs and risks associated with mobile homes2.

Example: Jane owns a double-wide manufactured home. She purchases an HO-7 policy to
protect her home against perils like fire, theft, and windstorms. The policy covers the structure of
her home, her personal property inside the home, and provides liability coverage in case
someone is injured on her property.

7. HO-8 (Modified Coverage Form)

Definition: Provides coverage for older homes where the replacement cost exceeds the market
value.

Example: Covers repairs to a historic home with unique architectural features.
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Types of homeowners insurance
HO-2: A more common policy type for single-family homes and a slight upgrade from the HO-1.

HO-3: The most common type of homeowners insurance policy for single- family homes, with
broader coverage than the HO-2.

HO-4: A policy type that is specifically for tenants and is referred to as renters’ insurance.

HO-5: The most comprehensive form of homeowners insurance and the second most common
policy type for single-family homes.

HO-6: A type of coverage designed for condo owners.

HO-8: A special type of homeowners insurance for older properties that cost more to rebuild
than what they’re actually worth on the market.

HO-2: Broad Form

An HO-2 policy offers more coverage than an HO-1 policy, but still not as much as a standard
HO-3 policy.

With a broad form policy, the following are protected:
e Physical structure of your home at its replacement cost value
e Unattached structures at their replacement cost value
e Personal property at its actual cash value
e Additional living expenses
e Liability
e Medical payments to others
HO-2 policies also offer protection from six additional named perils:
o Weight of ice, snow, or sleet
o Accidental discharge or overflow of water or steam

e Sudden and accidental tearing apart, cracking, burning, or bulging of a built-in appliance
like a water heater, or centralized air conditioner or heating system

e Freezing

¢ Sudden and accidental damage from an artificially generated electrical current, like
power surges

¢ Volcanic eruption

HO-2 policies also aren't very common and only made up 6.7% of single- family home insurance
policies countrywide in 2021, according to the NAIC.

What is HO-3 insurance?

An HO-3 policy is the most common type of homeowners insurance policy in the U.S.,
accounting for roughly 78% of all home policies as of 2020. [1] Also called special form
homeowners’ insurance, HO-3 insurance allows insurers to write comprehensive home
insurance coverage at relatively affordable rates for homeowners.
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While most home insurance is based on the HO-3, the specifics of your policy could vary
depending on your location and insurance provider. For example, some policies may have fewer
exclusions or better claim settlement terms than others. This is why it's important to read

through your policy and compare home insurance policy options from several companies to
ensure you're getting the right coverage for your needs.

Key takeaways

HO-3 insurance is the most popular kind of homeowners insurance, providing coverage against
all perils except for the ones specifically listed in your policy.

An HO-3 policy is a package policy, which means it includes several types of coverage — most
notably dwelling, personal property, and liability.

While you still may be able to purchase HO-2 insurance, it provides significantly less protection
than the HO-3 or more comprehensive HO-5 policy option.

What does an HO-3 policy cover?

An HO-3 homeowners insurance policy covers your home, personal belongings, and finances in
the event your property is damaged or you're held liable for an accident. Here are the six main
coverages in every standard HO-3 policy.

HO-3 coverages
Coverage What it covers Typical amount

Dwelling Your house and attached Home's rebuild cost
structures, such as a deck

Other structures Standalone structures on your ~ 10% of dwelling limit
property, such as a barn or shed

Personal property Your possessions, such as 50% of dwelling limit
furniture, kitchen appliances, and
electronics

Loss of use Temporary living expenses while 30% of dwelling limit
your home is being
repaired

Personal liability Legal and medical bills if you're  $100,000 to
held liable for an injury $500,000

Medical payments Minor injuries to houseguests $1,000 to $5,000

Dwelling coverage

The dwelling coverage section of your policy covers damage to the home’s structure, and
anything attached to it, such as a garage or porch. If your house is damaged by a covered loss,
your insurance can help pay for repairs or rebuilding costs up to the dwelling limit in your policy.
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HO-3 policy exclusions

In an HO-3 policy, your home (dwelling) and standalone structures on your property (other
structures) are protected on an open perils basis, which means all types of damage or loss are
covered except for the exclusions listed on the policy. That means when you file a dwelling or
other structures claim, the burden of proof falls on the insurer to prove the damage or loss is
not covered by your policy.

Here are the most common HO-3 insurance exclusions:
o Earthquakes
e Flooding
e Government action
e Intentional loss
o Neglect
¢ Nuclear hazard
e Ordinance or law
e Power surges that originate off your property
o War
Personal property coverage

The personal property section of your policy helps cover the cost of your damaged or stolen
personal belongings, such as furniture, clothes, jewelry, and electronics. This coverage applies
to belongings inside your house and anywhere else in the world — up to the limits in your policy.

HO-3 named perils
In an HO-3 policy, your belongings are protected on a named perils basis.

This means your insurance will only cover damage or loss caused by the 16 specific perils listed
in your policy. With this coverage, the burden of proof is on you (not your insurer) to prove the
loss was caused by one or more of the named perils.

e Fire or lightning

¢ Windstorm and hail

o Explosion

¢ Riot or civil commotion

e Damage caused by aircraft

e Damage caused by vehicles

e Smoke

e Volcanic eruption

e Vandalism and malicious mischief
e Theft
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o Falling objects
o Weight of snow, ice, or sleet
¢ Accidental discharge/overflow of water
e Sudden tearing/cracking of appliances
e Freezing
e Power surges

Additional living expenses

If your house is badly damaged, your policy’s loss of use coverage can help cover the cost of
temporary lodging and relocation expenses while it's being repaired or rebuilt. Expenses that are
typically covered include hotels bills, restaurant meals, pet boarding fees, and more.

Liability coverage

Liability coverage protects you and your finances from expensive lawsuits if you're ever held
liable for someone else’s injury or damaged property. This section of your policy also comes
with medical payments coverage that pays out for minor injuries to houseguests — regardless
of fault.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

HO-3 insurance vs. other types of homeowners insurance

HO-3 Most single- family homes Dwelling, personal Named (personal
property, liability property) and Open
(dwelling)
HO-4 Rental units Personal property, Named
liability
HO-5 High-value homes Dwelling, personal Open

property, liability

HO-6 Condo or co- op units Dwelling, personal Named
property, liability
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HO-8 Older homes Dwelling, personal Named

property, liability

There are several types of homeowners insurance policies for various property types and
coverage needs. An HO-4 policy, for example, is specifically to protect renters. And an HO-6
policy is designed primarily for condo owners.

HO-3 vs. HO-2 and HO-5

The most common type of homeowners insurance is the HO-3, but some insurers still write
coverage on the HO-2 form — particularly for higher risk properties — and the HO-5 is the
preferred policy option for high net-worth homeowners with more expensive possessions and
multiple property types to insure.

HO-2 policy: Also known as broad form insurance, HO-2

insurance is the cheapest and most limited home insurance policy option. It covers your home,
additional structures, and belongings from the 16 named perils listed above.

HO-3 policy: With HO-3 insurance, your home and additional structures on your property are
protected with the more comprehensive open perils coverage, while your belongings are
protected with named perils coverage.

HO-5 policy: Also called comprehensive form insurance, HO-5 insurance is the most expensive
and robust type of homeowners insurance you can buy. It covers your home, additional
structures, and personal belongings with open perils coverage.

HO-3: Special Form

An HO-3 policy is the most common type of homeowners insurance on the market, accounting
for 78.2% of home insurance policies in 2021, according to the NAIC.

HO-3 policies include coverage for the physical structure of your

home, other structures on your property, personal belongings, additional living expenses,
personal liability, and medical payments to others.

By default, HO-3 policies cover your home at its replacement cost and your personal property at
its actual cash value. However, most insurance companies will let you add a replacement cost
personal property endorsement to your policy for a small fee.

17 common homeowners’ insurance policy endorsements
Here are some of the most popular home insurance policy endorsements:
Guaranteed replacement cost coverage

Your homeowner’s insurance dwelling coverage is based on your home’s replacement cost
value, which is how much it'd cost to rebuild your home from the ground up with similar build
materials. You can extend these coverage limits with a guaranteed replacement cost
endorsement.
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How it works

By upgrading your policy with guaranteed replacement cost, your insurer will pay the full cost for
your home to be rebuilt and restored to its condition before the damage — regardless of your
policy limits.

How much it costs

Guaranteed replacement cost coverage is one of the more expensive home insurance policy
add-ons, and usually costs around 5% to 10% of your total policy premium. That means if your
policy has an annual premium of $2,000, adding guaranteed replacement cost coverage would
likely cost an extra $100 to $200 a year.

Extended replacement cost coverage

Extended replacement cost coverage is a home insurance add-on that extends your dwelling
coverage limit an additional 10% to 50%. Home rebuild costs often increase after natural
disasters and during periods of inflation, making this a valuable coverage in 2024.

How it works

By upgrading your policy with extended replacement cost, your insurer will pay for your home to
be rebuilt and restored to its condition before the damage, even if the damage amount is higher
than your dwelling coverage limit. Depending on how much coverage you get, you could be
insured for anywhere from 110% to 150% of your home’s rebuild cost.

How much it costs

Most major home insurance companies offer extended replacement cost coverage for an
additional $25 to $50 a year.

Personal property replacement cost coverage

Personal property replacement cost coverage pays to replace your belongings with new items of
similar type and quality — without deducting for depreciation.

How it works

By upgrading your personal property coverage at its replacement cost, your insurance company
will pay to replace your furniture, clothing, electronics, and other belongings with new items —
regardless of how old or worn they are.

How much it costs

The cost to update your personal property coverage to its replacement cost varies by company
and policyholder.

Inflation guard coverage

Inflation guard coverage is a home insurance coverage endorsement that automatically
increases your policy’s dwelling coverage limit — typically between 4% and 8% — to reflect the
current construction and labor costs in your area.

How it works

Coverage is calculated per day, and increases your dwelling coverage — as well as your
insurance premium — at your annual policy renewal. If your home is damaged in the middle of
your policy term, your inflation guard coverage is calculated on a prorated basis.
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Let's take a look at an example.

Say your home is insured for $100,000 and your inflation guard coverage is set at 8%. Now say
you suffer a total loss of your home 90 days into your year-long policy term. Your dwelling
coverage limit will be increased to reflect an 8% daily inflation rate, so your coverage limit would
now be around $101,973, instead of $100,000.

How much it costs

The cost to add inflation guard coverage to your home insurance policy varies by company and
coverage limits.

Ordinance or law coverage

Ordinance or law coverage is a home insurance add-on that covers the extra cost of getting
your home up to code after a covered loss, including home construction, demolition, remodeling,
and renovations.

How it works

Most city, state, or county governments have building codes around how homes must be built to
ensure everybody's safety. Because building codes change frequently as construction
techniques improve, it's likely your home isn't up to current building codes.

That's where ordinance or law coverage comes in. If your home is damaged in a covered
incident, this endorsement will cover the extra costs to bring your home up to code while making
other repairs.

What it costs

Most home insurance companies offer a limited amount of ordinance or law coverage that
comes standard with your home insurance policy. But you can often purchase higher coverage
limits for an additional fee. How much it costs will vary depending on where you live, your
insurer, and how much additional coverage you purchase.

Flood insurance endorsement

A flood insurance endorsement covers your home and personal belongings against water
damage caused by flooding, including high tides, hurricane storm surge, heavy rain, and other
sources of natural flooding. A typical homeowners insurance policy does not cover flood
damage, so if you live in a flood zone or close to a body of water, consider filling in this
important coverage gap with a flood insurance endorsement.

How it works

Kin, Tower Hill, Narragansett Bay, and a few other home insurance companies offer a rare
private flood insurance endorsement you can add on to your standard home insurance policy for
an additional premium. This covers the cost of repairs and other expenses if your home is
damaged in a flood.

What it costs

The average cost of private flood insurance is around $1,074 per year, according to our 2023
analysis of flood insurance pricing data from the National Association of Insurance
Commissioners. However, you might be able to receive a discount if you purchase flood
insurance as an endorsement to your standard home insurance policy.
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Water backup coverage

If water backs up through a sewer or overflows through a sump pump and damages your
home’s foundation or your personal belongings, home insurance won’t reimburse you for repairs
or new items. Water backup coverage supplements that gap in coverage.

How it works

Water backup coverage protects your home and personal property from water damage caused
by backed up drains, sewage systems, and sump pumps, even if the discharge occurred due to
mechanical issues.

How much it costs

You can usually add between $5,000 to $25,000 in water backup protection to your policy for
about an additional $30 to $70 a year. To decide on a coverage amount that works for you,
consider how much it would cost to replace your flooring, furniture, and personal belongings if
they were damaged by a sewer or drain backup.

Water backup coverage doesn’t cover damage to the sump pump or plumbing

Water backup coverage only covers water damage caused by sewer, drain, or sump pump
backups. But it won’t pay to replace or repair the actual pumps or drains.

Equipment breakdown coverage

Home insurance covers your appliances if they’re damaged by a covered peril, like a fire. But it
won’t pay to repair or replace them if they break due to mechanical or electrical failure — but
equipment breakdown coverage does.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

How it works

With equipment breakdown coverage, a variety of appliances and devices in your home are
covered in the event that they break down due to mechanical or electrical failure, including:

e Boilers and furnaces

e Computers and related equipment

e Heating and air conditioning systems
e Home entertainment systems

o Home security systems

e Washers and dryers

e Refrigerators and freezers

e Ovens and microwaves

e Water heaters
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Equipment breakdown coverage may also cover food spoilage if your freezer or refrigerator
stops working and you're out all of that food.

How much it costs

Equipment breakdown coverage can cost about $25 to $50 annually for around $50,000 in
coverage per occurrence. In most cases, you need to pay a deductible of $250 to $500 before
your coverage kicks in.

Equipment breakdown coverage doesn’t cover maintenance issues

If your appliances break down due to wear and tear, defects, rust corrosion, pest damage, or
anything else that can be considered a maintenance problem, you won’t be reimbursed for
repairs.

Service line coverage

Standard homeowners’ insurance will generally repair damage to your home caused by ruptured
utility lines beneath your property, but it won’t cover repairs to the service lines themselves. You
can add service line coverage to your policy to enhance coverage for your service lines.

How it works

With service line coverage, you can get reimbursed for backed up or punctured utility lines,
including:

e Cable lines

e Drain pipes

o Fiber optics

e Internet lines

e Natural gas pipes
e Power lines

e Sewer pipes

e Sprinkler pipes

e Steam pipes

o Water pipes

You’re also insured against damage to your services lines that isn’'t covered in a standard policy,
including:

e Mechanical or electrical breakdown
¢ Mold, fungus, or wet rot

o Regular wear and tear

e Tree or root-caused damage

e Smog, rust, or other corrosion

¢ Vermin, insects, or rodent damage
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How much it costs

Service line coverage generally costs about $30 annually for $10,000 in coverage, but
depending on your insurance provider you may have the option of setting higher coverage
limits.

Scheduled personal property coverage

Certain types of personal property, like jewelry, silverware, and electronics may be subject to
sublimits, meaning you won't be insured past a certain coverage amount — usually a $1,000 to
$2,500 blanket limit for each category. To extend that coverage limit, you can purchase a
scheduled personal property endorsement.

How it works

A scheduled personal property endorsement can raise your payout limits for expensive property.
Scheduled personal property coverage also stretches your policy protection to cover misplaced
items.

Property types insured by scheduled personal property coverage include:
e Electronics

e Expensive antiques

e Fine art
e Firearms
e Furs

o Jewelry

e Musical instruments

e Silver and goldware

o Tech devices (cameras, computer systems, etc.)
How much it costs

Covered property types and coverage limits vary from company to company. Costs will also
depend on if you're insuring multiple items — like a collection of watches — versus just one
item. Generally, you can expect to pay around $100 for each $10,000 in scheduled coverage for
a class of items.

Identity theft coverage

Some insurers automatically include identity theft coverage in standard policies, but if they don’t
you may be able to add identity theft coverage as an endorsement. It covers the costs
associated with identity theft recovery.

How it works

Identity theft coverage helps pay for costs associated with recovering your identity, but it doesn’t
include monetary reimbursement, like if someone drains your bank account. Policies vary by
insurer and state, but you’re usually covered for fraud services, ID replacement, identity
restoration, loss of income, and attorney and administrative fees. You can choose to enhance
your identity protection with cyber-attack coverage, cyber extortion coverage, or fraud coverage.
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How much it costs

It'll depend on the insurance company, but you may be able to add $15,000 in identity theft
coverage to your policy for an additional $25 to $60 a year.

Home business coverage

The maximum payout for home business property is typically $2,500 in a standard homeowners
insurance policy. If you have laptops, cameras, and other tech devices you use for work, $2,500
may not be enough coverage to fully replace everything you lost if your home office was
damaged or broken into.

How it works

Home business coverage can extend financial protection to your business property and raise
your coverage limits. This endorsement does not include liability coverage.

How much it costs

The cost will depend on the size of your business and your insurance company. Generally, a
home business endorsement costs an additional $25 annually to increase your coverage limits
to $5,000. If you have a larger home business, you may need an in-home business policy, which
is a separate policy that you can buy — they typically offer up to $10,000 in coverage.

Dwelling under construction coverage

If your house is under construction or vacant for more than 60 days, standard homeowners’
insurance typically won’t cover your home due to the increased risk of theft, vandalism, and

storm-related damage. Your coverage generally won'’t pick back up until the renovations are
finished and the home is occupied.

How it works

A dwelling under construction endorsement covers theft and damage to building materials while
your home is under construction. You can also consider other supplemental coverage options
like vacant homeowners’ insurance and builder’s risk insurance if you’re planning on living
elsewhere while your home is being worked on.

How much it costs

Costs will depend greatly on the scope of the project. You can expect to pay more in premiums
once the project is done, since any additions or upgrades you made will increase your home’s
rebuild value.

Sinkhole coverage

Home insurance does not cover sinkholes or any other form of earth movement, like a mudslide.
But your insurer may offer a sinkhole coverage endorsement.

How it works

In certain states where sinkholes are more common — like Florida and Tennessee — insurers
may be required by law to offer sinkhole coverage. Sinkhole coverage helps pay to repair your
home, its foundation, and it covers the cost of stabilizing the ground if your home begins to
collapse into a sinkhole.
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How much it costs

Sinkhole damage can be catastrophic, and coverage costs vary by state and insurance
company. If you need more protection, you may be able to purchase a standalone sinkhole
insurance policy.

“Catastrophic ground collapse coverage” is automatically included in Florida home insurance
policies

Because sinkholes are so common in Florida, catastrophic ground collapse coverage is included
in standard home insurance policies. In order for this coverage to be used, the following
damages would need to occur:

e The abrupt collapse of ground cover
e A depression in the ground cover that is visible to the naked eye
e Structural damage to your home, including the foundation

e The insured structure being condemned and ordered to be vacated by the governmental
agency authorized by law to issue such an order for that structure

Windstorm coverage

Wind and hail damage are covered perils in a standard homeowners insurance policy, but if you
live in an area that is at high risk for hurricanes or other kinds of windstorms, wind and hail
damage may be excluded from your policy.

How it works

If you live in an area that is prone to frequent severe storms — like the East Coast — wind
damage may be excluded from your insurance. If that’s the case, your insurer may offer wind
coverage as an endorsement. If they don’t, you can purchase separate windstorm insurance.

How much it costs

Like sinkhole coverage, costs vary according to coverage amounts. It'll also depend on your
home's build materials, age, and location

Earthquake coverage
Earthquake damage is an excluded peril in a homeowners insurance policy.
How it works

Some insurance companies offer earthquake endorsements. The endorsement essentially adds
earthquake coverage from your policy — so it covers the costs of rebuilding your home,
replacing your belongings, and paying for additional living expenses in the event an earthquake
destroys your residence. You can also purchase standalone earthquake insurance.

What it costs

The cost of an earthquake insurance will depend on your home’s location and the extent of
coverage you need. Earthquake endorsements are significantly cheaper than a separate
earthquake insurance policy.

Flood damage is also excluded from homeowners insurance coverage
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Most flood insurance policies are sold through FEMA'’s National Flood Insurance Program
(NFIP). If you have an NFIP flood insurance policy and want to change your coverage amounts
in the middle of the policy term, you’ll need to add an endorsement to your policy in order to do
SO.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Loss assessment coverage

Loss assessment coverage is a home insurance add-on that covers your portion of damage to
common areas you're responsible for if you live in a shared community — like a condominium
building or a neighborhood with a homeowner’s association (HOA).

How it works

Most damage to shared spaces like your community clubhouse or pool area is covered by your
HOA's master policy, which is paid for by membership dues. If this shared space gets damaged
or a guest has an accident, your community's HOA insurance will cover the loss up to its
coverage limits. The remaining bill is split equally among the homeowners in the community.

That's where loss assessment coverage comes in. It's designed to cover these leftover costs, so
you don't have to pay for your share out of your own pocket.

What it costs
A loss assessment coverage endorsement usually costs anywhere from
$25 to $50 a year on top of your standard home insurance policy premiums.

When it comes to perils, HO-3 policies provide all-risks coverage for your home. Also known as
open-perils coverage, all-risks coverage means your policy covers everything except the
causes of loss that are specifically listed in your policy — called home insurance exclusions.

Covered perils

HO-3 policies protect your home and belongings from these 16 perils:
e Fire or lightning
e Windstorm or hail
e Explosion

e Riot or civil commotion

e Aircraft
e Vehicles
e Smoke

e Vandalism
e Theft

e Falling objects

Page 26 of 297


https://quizizz.com/join?gc=00019792
https://quizizz.com/join?gc=00019792

P&C AGENT PRELICENSING COURSE

Weight of ice, snow, or sleet
Accidental discharge or overflow of water or steam

Sudden and accidental tearing apart, cracking, burning, or bulging of a built-in appliance
like a water heater, or centralized air conditioner or heating system

Freezing

Sudden and accidental damage from an artificially generated electrical current, like
power surges

Volcanic eruption

Excluded perils

HO-3 policies don't cover:

Ordinance of law

Earth movement

Water damage from flooding, sewer backups, or water that seeps up from the ground
Power failure

Neglect

War

Nuclear hazard

Intentional loss

Government action

Theft to a dwelling under construction

Vandalism or malicious mischief (if the home was vacant for more than 60 days)

Mold, fungus, or wet rot (except if it resulted from an accidental discharge or overflow of
water)

Wear and tear

Mechanical breakdown

Smog, rust or other corrosion

Smoke from agricultural smudging and industrial operations
Discharge, dispersal, seepage of pollutants

Settling, shrinking, bulging, or expanding of parts of the structure like your foundation or
walls

Birds, vermin, rodents, insects Animals owned by insured

Key takeaways

HO-3 insurance is the most popular kind of homeowners insurance, providing coverage against
all perils except for the ones specifically listed in your policy.
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An HO-3 policy is a package policy, which means it includes several types of coverage — most
notably dwelling, personal property, and liability.

While you still may be able to purchase HO-2 insurance, it provides significantly less protection
than the HO-3 or more comprehensive HO-5 policy option.

HO-4: Contents Broad Form

Better known as renters' insurance, HO-4 policies cover your personal belongings both inside
your rental property and anywhere else in the world. In other words, if your laptop is stolen from
your hotel room while on vacation, renters insurance may help reimburse you for a new one.

Renters insurance covers renters' property from damage or loss caused by the same 16 named
perils found in HO-2 and HO-3 policies. Personal belongings are usually covered at their
replacement cost but check with your insurance provider to be sure.

Renters insurance also comes with liability coverage and additional living expenses coverage if
your apartment is damaged, and you need to temporarily live somewhere else.

However, HO-4 policies do not include dwelling coverage for the physical structure of the home
since these policies are designed for renters and not homeowners. If the apartment or house
you're living in is damaged, it's your landlord’s responsibility to fix it or file a claim using their
own insurance coverage.

HO-5: Comprehensive Form
HO-5 homeowners insurance provides the highest level of coverage for single-family homes.

It's designed for high-value properties that require higher dwelling coverage limits, extra
protection for possessions and expensive keepsakes, and access to coverage add-ons not
found on standard policies.

While HO-5 home insurance is very similar to HO-3 policies, there are some notable differences.
HO-5 policy

Dwelling and personal property are insured at their replacement cost by default.

All-risks coverage for both your home and personal belongings.

High coverage limits for expensive types of property with normally strict coverage limits,
including jewelry, fine furs, and certain electronics.

HO-3 policy

Dwelling is insured at its replacement cost and personal property is insured at its actual cash
value.

All-risks dwelling coverage but named perils personal property coverage.
Limited coverage for expensive types of property, like jewelry, fine furs, and certain electronics.

Because of the robust coverage you get with an HO-5 policy, rates are typically more expensive
than any other policy type on this list. HO-5 policies only accounted for 13% of home insurance
policies in 2021, according to the NAIC.

HO-6: Unit-owners Form

Also known as condo insurance, an HO-6 policy is for people who live in a condominium or co-
op unit. It protects the interior of your condo (aka dwelling coverage) and the personal
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belongings inside from the 16 perils listed in your insurance policy (the same found in HO-2 and
HO-3 policies).

The amount of dwelling coverage you need in your condo policy varies based on what’s already
covered under your condo association’s master policy. A master policy typically covers the
exterior structure of the condo building and any common areas.

Most condo owners will at least want enough dwelling coverage to cover the cost of upgrades or
renovations to the unit, such as a remodeled kitchen or bathroom with custom tiles and fixtures.

Condo insurance also comes with additional living expenses, personal liability, medical
payments to others, and loss assessment coverage.

HO-7: Mobile Home Form

HO-7 insurance, more commonly known as, is basically an HO-3 policy that's designed
specifically for mobile, manufactured, and other factory-built homes.

Here are the different types of mobile homes covered under an HO-7 policy:
e Trailers, travel trailers, fifth-wheel trailers
¢ Single-wide manufactured and single-wide mobile homes
¢ Double-wide manufactured and double-wide mobile homes
e Sectional homes
e Modular homes
e Park model homes and RVs

HO-7 policies include coverage for the physical structure of your mobile home, other structures
on your property, personal belongings, additional living expenses, personal liability, and medical
payments to others. Like with HO-3 policies, both your mobile home and personal belongings
are covered by the 16 perils listed in your policy.

HO-8: Modified Coverage Form

HO-8 homeowners’ insurance is designed for older or historic homes with ornate features and
other characteristics that would be difficult to replace. You generally need HO-8 insurance if
your home's replacement cost is higher than its market value.

HO-8 insurance covers the physical structure of your home, other structures on your property,
personal belongings, personal liability, additional living expenses, personal liability, and medical
payments to others.

HO-8 insurance is covered on a named perils basis and only covers 10 perils. If your home is
damaged by a covered peril, HO-8 policies typically pay out the actual cash value of the
structure of your home and personal belongings rather than its replacement cost.

Some carriers may also offer HO-8 policies that pay for damage to property that’s hard to
replace on a functional replacement cost basis. For example, a home with antique windows and
hardwood flooring may be replaced with cheaper and more modern replacements.

HO-8 policies only accounted for 0.4% of home insurance policies in 2021, according to the
NAIC.

Page 29 of 297



P&C AGENT PRELICENSING COURSE

What factors affect the price of older homes?

Homeowners insurance is based on the replacement cost value of your home, meaning the
amount it costs to rebuild your home from the ground up. The price of homeowners insurance
depends on a variety of factors, some which affect older homes more than newer ones.

Rare or expensive construction materials. Older homes tend to contain obsolete building
materials and ornate features that are specific to the time period in which it was built. Plaster
walls, stuccoing, and custom architectural details are all common characteristics and stylings of
pre-war homes and are more expensive and less flexible than modern structural materials like
sheetrock, plywood, and drywall.

Cost of labor. The masonry work and labor-intensive makeup of older builds require a
contractor who is skilled in period architecture, and those contractors may charge a lot more for
their services than a modern-home contractor.

Age of roof. If your roof is more than 15 or 20 years old, that could also impact your rates —
your insurance company may even exclude the roof from coverage.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Why are older homes more expensive to insure than newer homes?

Generally speaking, the replacement cost of an older home is going to be higher than a home
with a modern build. Since your insurance premiums are largely based on the home’s
replacement value as opposed to its market value, the basic architectural styling of your older
home could be the reason for its high insurance premiums.

Certain details of the home — like the age of its roof or ornate features — also impact your
homeowners insurance rates. Homes with aluminum wiring, for example, are more likely to have
accidental fires, and older polybutylene or galvanized piping is more likely to corrode and
deteriorate faster than modern pipes like PVC.

Can a home be too old to insure?

It can be difficult to find adequate, affordable coverage for an older home, especially if it's over
100 years old. If you're unable to find home insurance, consider reaching out to the National
Trust Insurance Services (NTIS), a subsidiary of the National Trust for Historic Preservation.
The NTIS works with multiple different insurance companies to help find coverage for older
historic homes.

What happens if you can’t get insurance on an older home?

If you can’t find anyone to insure your older home, you may need to consider making updates to
it — like replacing your old plumbing or wiring to make it safer and easier to replace. You may
also need to make improvements to your roof.

What type of homeowners insurance should you get for older homes?

Depending on its age and architectural style, you may be able to cover your home with a
standard homeowners insurance policy. But since many historic homes can cost millions of
dollars to rebuild, you may need to get specialized high-value homeowners insurance to cover
the home up to its full replacement cost.
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Below are some insurance options for an older home:

¢ HO-3 homeowners insurance policy. This is the most common form of homeowners
insurance, and you may qualify for an HO-3 policy if you have an old home. If you don’t
qualify for HO-3 insurance, you may only need to upgrade a few things about your home
— like replacing your home’s wiring or updating your roof — in order to get coverage.

¢ National Trust Insurance Services (NTIS). Through its subsidiary the National Trust
for Historic Preservation, the NTIS works with multiple insurance companies that
specialize in insuring older, high-value properties with a replacement cost that far
exceeds the home’s market value.

¢ HO-8 homeowners insurance policy. An HO-8 policy is designed for homes where the
cost to rebuild is greater than the market value — which is the case for many older or
historic homes. HO-8 homeowners’ insurance only reimburses you for damage on an
actual cash value basis, which means the home’s replacement cost minus its
depreciation. That means if your home incurs a loss, this policy probably won’t
reimburse you for the more expensive historic building materials.

Additional coverage options for older homes

If you own an older home, you’ll need a homeowners insurance policy with additional coverage
to fully protect it. Consider adding the following types of protection to your homeowner’s
insurance policy:

Extended or guaranteed replacement cost coverage

With extended replacement cost coverage, your dwelling coverage is automatically increased
an additional 25% to 50% in the event that your coverage limits are maxed out. Guaranteed
replacement cost coverage is even better, reimbursing you for the full rebuild of your home
regardless of how much it costs.

Water backup coverage

Water backup coverage covers your home and personal property against sewer or drain
backups and is the perfect coverage add-on for a home with old piping.

Service line coverage

Service line coverage pays for damage to utility lines that run from your home to the street for
which you, the homeowner, are personally responsible. If you live in an older home, there’s a
good chance that your utility lines are old as well, making a service line coverage endorsement
an invaluable policy add-on.

Scheduled personal property coverage

Many historic, older homes are styled and furnished with antiques and artifacts that were
indicative of the period the home was built. Your furnishings are covered under the personal
property coverage component in your policy, but certain expensive valuables are protected by a
limited amount of coverage — also known as a sublimit. To increase the coverage limits for an
antique china set or rug, you'll need to add a scheduled personal property endorsement to your
homeowner’s insurance policy.
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Roof replacement coverage

In the event of roof damage, some companies may only reimburse you for the roof’s actual cash
value if it's beyond a certain age, in some cases 10 to 15 years old. If that’s the case with your
home, check with your insurance company to see if the roof is covered for its replacement cost.
If it's not, check to see if your insurer offers roof replacement cost coverage for an additional
premium.

Ordinance or law coverage

Ordinance or law coverage is an endorsement that you can add to your homeowner’s policy.
This endorsement covers the cost of getting your house back up to code after a covered loss.
For example, if your home burns down and the county requires it to be rebuilt with upgraded
construction, ordinance or law coverage can help cover the increased costs. Keep in mind that
means your older home may be rebuilt using more modern materials.

B. Dwelling Policies
DP-1 (Basic Form)
Definition: Covers basic perils like fire, lightning, and internal explosion.
Example: If a fire damages a rental property, DP-1 would cover the repairs.
DP-2 (Broad Form)

Definition: Provides broader coverage than DP-1, including additional perils like burglary and
falling objects.

Example: Covers damage from a tree branch falling on a rental property.
DP-3 (Special Form)

Definition: Offers the most comprehensive coverage for rental properties, covering all perils
except those specifically excluded.

Example: Covers accidental water damage from a burst pipe in a rental property.

Dwelling insurance will help pay to repair or rebuild your home if it's damaged by an event that's
covered by your insurance, like a fire or hail.

Dwelling coverage protects the structure of your home — including your foundation, walls, roof
and windows — along with any built-in appliances and attached structures, like a garage or
porch.

What is dwelling coverage?

Dwelling coverage, also known as Coverage A, is the part of your homeowner’s policy that
covers repairing or rebuilding your home after it's damaged by something that's covered by your
insurance, like a falling tree branch or bursting frozen pipes.

What is a dwelling?

Dwelling coverage is only one of the six coverage types included in a standard home insurance
policy.
Homeowners insurance coverage types

Coverage A: Dwelling: Protects your home's structure.
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Coverage B: Other structures: Covers detached structures, like a fence or pool.
Coverage C: Personal property: Protects your personal belongings, like furniture and clothing.

Coverage D: Loss of use: Helps pay extra living expenses if your home is damaged and you
need to live somewhere else during repairs.

Coverage E: Personal liability: Protects you against a lawsuit if you accidentally hurt someone
or damage their property.

Coverage F: Medical payments: Covers your guests' medical bills if they're hurt while visiting
your home.

If you own a condo, parts of your home are shared with other owners in your building, like the
roof and exterior walls. Condo insurance doesn't usually include coverage for other structures
either. You'll need to check your condo association's master insurance policy to determine which
parts of the building are your responsibility to protect and which parts fall under the master

policy.

You should share this information with your insurance company to make sure your policy fully
protects your condo.

What does dwelling insurance cover?
Most homeowners’ insurance policies protect your dwelling against damage from the following:
e Burst pipes
e Car accidents
e Explosions
e Falling objects, including aircraft
e Fire, smoke and lightning
e Hail and wind
e Theft
e Vandalism
e Weight of snow or ice

Dwelling coverage can vary based on your insurance company and where you live. You should
check your policy documents to understand what you're protected against.

What's not covered by dwelling insurance?

Most dwelling insurance policies don't protect your home from flooding, earthquakes or
sinkholes.

In addition, standard dwelling insurance doesn't typically cover:
e Construction defects
o Foundation damage due to settling
e Homes under construction

e Infestation
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o Sewer backup
e Vacant homes
e Wear and tear

However, many insurance companies give homeowners the option to add protection against
some of these events.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Other structures

Detached garages, sheds or other such structures are not considered part of your dwelling
under a traditional homeowner’s policy. Instead, they're usually protected by your policy's other
structures coverage, also known as Coverage B.

Those structures won't typically be covered by a condo policy since you probably aren't the sole
owner of that property.

How much dwelling coverage do | need?

You should choose a dwelling coverage amount based on the amount it would cost to rebuild
your home and its attached structures if they were totally destroyed.

This amount is not the same as the price you paid for the home or its current market value. The
replacement cost of your home will depend on a number of factors, which include:

e The cost of construction and labor in your area

e The square footage of your home

e The style of house (such as a ranch or colonial home)

e Any custom-built features

e The materials used to build your home (like carpet or wood flooring)

Your insurance company will ask you lots of questions about your home when you get a quote,
which will help determine how much dwelling coverage you need.

A professional appraiser can give you the most accurate estimate of your home's replacement
cost, but you'll have to pay for their services. This might be worth the effort if you feel the
insurance company's estimate is too high or too low.

Extra coverage options

Most major homeowners’ insurance companies give homeowners the ability to add extra
coverage to their dwelling insurance. This extra protection is called an endorsement, rider or
floater.

You might want to consider this if your home is at risk of being damaged by something that's not
typically covered.

Common dwelling insurance endorsements
o Earthquake coverage

e Flood insurance
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¢ Inflation guard
e Sinkhole coverage
o Water backup coverage
How much does dwelling coverage cost?

Dwelling insurance accounts for 95% to 97% of your total insurance cost. It is the most
expensive part of your homeowner’s insurance policy.

What does dwelling coverage cover?

Dwelling insurance covers your home's structure, including your foundation, walls, roof and all
of the permanent fixtures inside of your home. It also protects any attached structures, like an
attached garage or deck.

How much dwelling insurance do | need?

Homeowners should choose a dwelling insurance limit that would cover the cost of fully
rebuilding their home in a major disaster. You can figure out your home's replacement value
using your insurance company's software, but hiring a professional appraiser will get you the
most accurate estimate.

How important is dwelling coverage?

Dwelling coverage is very important because it will help pay to repair or rebuild your home if it's
damaged in a covered event, like a fire or windstorm. If you have a mortgage on your home,
your lender will usually require you to have a minimum amount of dwelling coverage. Even if
your home is paid off, dwelling coverage can help you avoid expensive repairs if your home has
major damage.

What coverage is excluded by a dwelling policy?

Home insurance policies typically exclude earthquakes, flooding and sinkholes. Your home
insurance company generally won't pay for repairs due to general wear and tear. There are a
number of other types of damage that are usually excluded from your dwelling coverage like
damage while your home is under construction or vacant.

What does dwelling mean?

Your dwelling is the house or apartment where you live. In terms of insurance, your dwelling
includes the structure of your home — like the floor, walls and windows — along with any
attached structures, like a garage.

C. Commercial Lines

Definition: Commercial lines refer to insurance policies designed for businesses, covering
various risks such as property damage, liability, and employee-related risks.

1. Commercial Package Policy (CPP)

Definition: A Commercial Package Policy (CPP) is a customizable insurance policy that
combines multiple coverages, such as property and liability, into a single policy.

Example: A small manufacturing company purchases a CPP that includes general liability
coverage, property insurance, business income insurance, and equipment breakdown
coverage.
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2. Commercial Property

Definition: Commercial property insurance covers damage to buildings and personal property
used in business operations.

Example: A retail store's commercial property insurance covers damage to the store's building
and inventory due to a fire.

a. Commercial Building and Personal Property Form

Definition: This form covers direct physical damage to buildings and personal property used in
business operations.

Example: A restaurant's policy covers damage to the building and kitchen equipment due to a
burst pipe.

b. Causes of Loss Forms

Definition: These forms specify the perils or causes of loss that are covered under a
commercial property insurance policy.

Example: A policy may include causes of loss such as fire, theft, and windstorm.
c. Business Income

Definition: Business income insurance, also known as business interruption insurance, covers
lost income and extra expenses when a business cannot operate due to a covered loss.

Example: A bookstore's business income insurance covers lost revenue and extra expenses for
temporary relocation after a fire.

d. Extra Expense

Definition: Extra expense insurance covers additional costs a business incurs to continue
operations after a covered loss.

Example: A tech company's extra expense insurance covers the cost of renting temporary
office space and equipment after a flood.

e. Equipment Breakdown

Definition: Equipment breakdown insurance covers losses due to the mechanical or electrical
failure of machinery and equipment.

Example: A bakery's equipment breakdown insurance covers the cost of repairing a broken
oven.

3. Businessowners Policy (BOP)

Definition: A Businessowners Policy (BOP) bundles property and liability coverage into a single
policy, typically for small to medium-sized businesses.

Example: A small consulting firm purchases a BOP that includes property insurance, general
liability coverage, and business income insurance.

4. Builders Risk

Definition: Builders risk insurance covers buildings under construction against damage from
events like fire, theft, and vandalism.

Example: A construction company's builders risk policy covers a partially built office building
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during construction.
5. Cyber First-Party Coverage

Definition: Cyber first-party coverage provides protection for a business's own losses due to a
cyber event, such as data breaches or cyberattacks.

Example: An e-commerce company's cyber first-party coverage covers the costs of notifying
customers and providing credit monitoring services after a data breach.

D. Inland Marine

1. Personal Articles Floaters

Definition: Provides coverage for personal property that is movable or in transit.
Example: Covers valuable items like jewelry or artwork while they are being transported.

A typical homeowners policy limits coverage for certain personal items up to $1,500, but what
happens if your damaged or stolen items are worth more than that? If you have high-value items
in your home, you may want to ensure that you’re covered for the full cost of those items by
purchasing a Personal Articles Floater (PAF) policy.

What is A Personal Articles Floater (PAF)?

A PAF is a type of insurance policy designed to provide additional coverage for your valuable
personal items that typically exceed the limits of standard homeowners or renters’ insurance
policies. It offers protection against loss, damage, or theft for a range of high-value items.

Unlike the basic property insurance that often comes with a deductible and certain limitations,
PAFs usually have no deductible, meaning that in the case of a successful claim, you'll receive
the full dollar amount that you and your insurance company agreed upon at the start of the
policy. This specialized coverage ensures that your most treasured items are protected, often
worldwide, under a wide array of circumstances.

What types of personal property do PAFs cover?

PAF policies can cover a diverse array of personal property that might be extraordinarily
valuable or not covered under standard insurance policies. Common items typically insured
under a floater policy include:

o Jewelry and engagement rings

e Art and antiques

e High-end electronics

e Musical instruments

e Cameras and photography equipment
e Stamp or coin collections

e Sporting equipment

e Furs

If you have personal belongings that carry significant financial or sentimental value, a PAF may
be an important consideration for ensuring those items are protected.

Do you need a PAF policy?
Page 37 of 297



P&C AGENT PRELICENSING COURSE

Determining whether you need a PAF depends on several factors, including the value of your
possessions and their coverage under existing policies. If your homeowners or renters’
insurance doesn't fully cover high- value items, or if you require expanded protection (e.g.,
coverage during travel), then investing in a floater might be a wise choice.

To decide if this insurance suits your needs, conduct a home inventory and have your valuables
appraised to ascertain their current market value.

Understanding the limitations of your standard insurance will also help guide your decision.
Reach out to your insurance agent to learn more about what your standard insurance covers.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

How much does a PAF cost?

The cost of a PAF varies based on several factors, including the overall worth of the insured
items, your location, chosen coverage options, and the insurance company’s policies. Premiums
are usually determined based on a percentage of the item’s appraised value, with more
expensive items generally commanding higher insurance rates.

To get the best rate, it's a good idea to shop around and compare quotes from multiple insurers.
It's also crucial to regularly reassess the value of your items and your policy to ensure continued
adequate coverage as market values change.

What are my coverage options?

When choosing coverage options, consider the full breadth of protection you require. Policies
can differ by insurance providers but often include:

e All-Risk Coverage: Protects against all potential causes of loss, except those
specifically excluded in the policy.

e Agreed Value Coverage: Pays out the full agreed-upon amount of the item as listed in
the policy if a total loss occurs.

¢ Replacement Cost Coverage: Reimburses you the cost of buying a new item of similar
type and quality without depreciation.

e Scheduled Items Coverage: You individually list each valuable item along with its
appraised value in the policy for specific coverage.

Policies can often be tailored to fit individual needs, ensuring that each of your possessions is
protected according to its unique characteristics and risks.

What are my other options?

Apart from purchasing a floater policy, other options include increasing the coverage limit on
your existing homeowners or renters’ insurance or opting for specified perils coverage, which
protects against specific risks named in the policy. Additionally, some credit cards offer
protection for purchases, including personal property, but this is typically less robust than what a
floater policy offers.

It's also worth noting that careful handling and storing of valuable items, as well as investing in
security measures for your home, can complement the financial protection insurance provides.
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How do | get started with PAF coverage?

Make a list of your valuable items and assign them a value, gathering an appraisal or receipt on
those items if you're unsure. Get a quote from your insurance agent and determine whether
increasing your homeowner’s liability coverage or adding PAF insurance is more cost effective.

Remember to review your policy periodically and update coverage as necessary to reflect any
new acquisitions or changes in value.

2. Commercial Property floaters
E. National Flood Insurance Program (NFIP)

Definition: A federal program providing flood insurance to property owners, renters, and
businesses in participating communities.

Example: Covers flood damage to a home located in a high-risk flood area.

The National Flood Insurance Program (NFIP) is managed by the FEMA and is delivered to the
public by a network of more than 50 insurance companies and the NFIP Direct.

Floods can happen anywhere — just one inch of floodwater can cause up to $25,000 in
damage. Most homeowners’ insurance does not cover flood damage. Flood insurance is a
separate policy that can cover buildings, the contents in a building, or both, so it is important to
protect your most important financial assets — your home, your business, your possessions.

The NFIP provides flood insurance to property owners, renters and businesses, and having this
coverage helps them recover faster when floodwaters recede. The NFIP works with
communities required to adopt and enforce floodplain management regulations that help
mitigate flooding effects.

Flood insurance is available to anyone living in one of the almost 23,000 participating NFIP
communities. Homes and businesses in high-risk flood areas with mortgages from government-
backed lenders are required to have flood insurance.

F. Others

1. Earthquake

Definition: Provides coverage for damage caused by earthquakes.
Example: Covers structural damage to a home caused by an earthquake.
2. Mobile Homes

Definition: Specialized insurance for mobile or manufactured homes, covering risks unique to
these types of homes.

Example: Covers damage from windstorms or fires specific to mobile homes.

If you own a prefabricated home — mobile or manufactured — you can get special homeowners’
insurance that helps cover the risks unique to your home. In disasters like windstorms or fires,
this type of insurance could help you protect yourself against loss if your home, your belongings
or other structures on your property are damaged or destroyed.

What does mobile and manufactured home insurance typically cover?

Homeowners’ coverage for mobile homes — those built in a factory and moved to their site — is
similar to coverage for site-built homes, typically providing coverage for the physical structure,
personal belongings and other structures on your property. This coverage may also include
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liability insurance, which helps you protect your finances if you’re responsible for damage or
injury to someone else or their property.

Typical mobile home insurance policies offer coverage for damage caused by:
e An aircraft, car or other vehicle
e Explosions
e Falling objects
e Fire and smoke
e Lightning strikes
o Theft
e Vandalism and malicious mischief
e Some types of water damage
e Windstorms and hail

But policies for mobile or manufactured homes vary in the details. For example, although most
mobile and manufactured homes stay in the same place for their lifetime, they’re designed to be
movable. So, some manufactured home policies can include coverage for damage incurred
during a move.

Because manufactured homes may be more likely to suffer damage from incidents like fire and
wind, mobile and manufactured home insurance policies are designed specifically for these
types of structures. In addition, some insurers may require that a mobile or manufactured home
be placed on a concrete or cinderblock foundation to be insured.

What are the different types of insurance coverage for mobile and manufactured homes?

Insurance for mobile and manufactured homes is much like regular homeowners’ insurance
and can provide the same main types of coverage:

Dwelling coverage helps you pay to repair or rebuild your manufactured home when it’s
damaged or destroyed in an insurance- covered event, like a windstorm or fire.

Personal property coverage helps you pay to fix your belongings if they’re damaged or buy
new ones if they’re ruined or stolen.

Liability coverage helps you protect your financial assets if you're at fault for someone’s injury
or property damage.

How much insurance do | need for my manufactured or mobile home?

If you have a mortgage, your lender will likely require you to carry enough mobile and
manufactured home insurance to cover at least the mortgage’s remaining balance. This may not
be enough to cover other losses. When deciding how much coverage you want, you may want
to consider other factors, including:

e The cost of rebuilding your home
e The value of your belongings, like clothing, appliances and furniture
e The total value of your assets

o The cost to live elsewhere if damages make your home unlivable If you live in an area
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prone to earthquakes or floods, you may want to consider adding additional coverage,
because your standard policy may not cover these hazards.

How much does mobile and manufactured home insurance cost?

Characteristics of your home, hazards in your area and how much coverage you want are the
main factors that will influence how much you pay for mobile or manufactured home insurance
— just as with regular homeowners’ insurance. Among the relevant factors:

e Your home’s age, size and how it’s built

e Therisks inherent in its location — things like extreme weather, flooding, high winds,
crime

e How much your possessions are worth

e Whether you rent or own your home’s lot

e Security and safety features

e The coverage limits and deductible that you choose
e Your mobile home’s claims history

Keep in mind, insurance premiums for a mobile or manufactured home may be more expensive
than regular homeowners’ insurance, because of their increased vulnerability to common risks,
such as fire and wind.

What is the difference between mobile and modular home insurance?

Modular homes are similar to mobile and manufactured homes in that they’re built inside
factories. But modular homes are built in pieces, transported to a building site and assembled
on a permanent foundation. Their construction must follow all state and local building and safety
codes, and they typically can be insured with a standard homeowners insurance policy.

Note that while the term mobile home is sometimes used interchangeably with the term RV,
recreational vehicles need their own kind of insurance because they are motorized vehicles
with homes attached.

Mobile homes are technically factory-built homes built before June 15, 1976. After that date,
new federal building and safety standards kicked in and the name shifted to manufactured
homes. The standards require manufactured homes to be constructed on a permanent chassis.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

What Does Recreational Vehicle Insurance Cover?

RV insurance policies cover direct and accidental physical damage to a motor home, including
permanently installed accessories such as: awnings, antennas and satellite dishes. The range
includes — but isn’t limited to — collision, lightning, flooding, landslides, wind and hail, wild
animals, fire and smoke, vandalism and theft, and trees and overhangs.

A standard RV insurance policy may help with potential risks like these:

¢ Alow-hanging branch causes damage
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e As you’re pulling into the campground, a low-hanging branch damages your satellite dish
and cracks a skylight.

e You don’t see an obstacle behind you

¢ While backing your RV into a parking spot, you don’t see low concrete poles protecting
the water hookup. The collision leaves your motor home with a crumpled bumper and
broken spare tire cover.

e Your motor home has flood damage

e You're parked next to a river that floods unexpectedly after a heavy rainstorm — leaving
your motor home sitting in three feet of water.

You can also customize your RV insurance coverage with a number of options:

Total Loss Replacement coverage can help if your new motor home is declared a total loss
within the first five years — providing a brand new replacement of a similar kind and quality.

Emergency Expense coverage can help with the cost of lodging or travel if your motor home is
damaged more than 50 miles from home.

Campsite/Vacation Liability coverage can help when a motor home is parked and used as a
vacation residence.

Replacement Cost coverage can help if personal belongings are destroyed or stolen.

Towing and Roadside Assistance can help with towing, tire changes, fluid delivery and
locksmith services.

Full-Timer coverage can help with personal liability protection when your motor home is parked
and used as a dwelling for an extended period of time.

3. Watercraft Insurance

Definition: Provides coverage for boats and other watercraft, including liability and physical
damage.

Example: Covers damage to a boat from a collision.
What Is Watercraft Insurance?

Watercraft insurance is an umbrella term for three types of insurance: boat insurance, yacht
insurance, and personal watercraft insurance. It protects against damage to vessels powered by
a motor that has a horsepower of at least 25 miles per hour (mph). Examples of the types of
costs covered by watercraft insurance policies include physical loss or damage to the boat, theft
of the boat, and towing.

Key Takeaways

Watercraft insurance is an umbrella term for three types of insurance:
e boat insurance, yacht insurance, and personal watercraft insurance.

The type of coverage you buy is dictated by the size of your vessel.

Although watercraft insurance is not required in many states, many boat owners choose to
purchase it anyway.

Boat-loan providers and marinas often require boat owners to have watercraft insurance.
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How Watercraft Insurance Works

Depending on the policy, there may also be watercraft liability coverage for bodily injury to
people other than the boat’s owner and family, guest passengers using the boat by themselves,
and medical payments for injury to the owner and their family. Some policies, however, require
the purchase of additional liability coverage as an add-on. The specific type of insurance you
buy is dictated by the size of your vessel.

Watercraft insurance is similar to other types of insurance products. In exchange for paying a
series of insurance premiums, the policyholder receives protection from certain rare but
potentially costly risks. Depending on factors such as the size of the craft, its age, and its
intended uses, the premium costs may range from relatively inexpensive to pricey. When
underwriting a policy, an insurance company will also consider the policyholder’s track record of
previous claims.

Boat Insurance

Any vessel under 197 feet long is considered a boat, while ships are 197 feet or longer. The
dividing line between boat and yacht is less settled.

Some sources define a yacht as at least 30 feet long. Anything shorter is a pleasure boat.

For insurance purposes, the National Boat Owners Association marks the dividing line at 27
feet.

Small craft, such as canoes, rowboats, small sailboats, and powerboats with less than 25 miles-
per-hour horsepower may be covered under a standard homeowners or renter’s insurance
policy. However, such coverage is unlikely to include liability insurance. Typical boat insurance
covers theft; physical damage to the boat itself due to a collision or striking a submerged object;
property damage to the boat caused by vandalism, a windstorm, or lightning; and medical
payments for injured passengers and the owner and their family. For each coverage, there will
be different deductibles, which is how much you must pay out of pocket before your insurance
kicks in. Boat insurance will often provide better liability insurance than a homeowners policy,
but it is often wise to purchase additional liability coverage as an add-on.

In the event of a total loss, it is important to know whether your policy pays actual cash value
(ACV) or agreed value (AV). ACV is cheaper because it only pays for what the boat was worth
at the time of the loss, factoring in depreciation and wear and tear on the vessel. AV pays a
price that you and your insurer agree upon in advance, an amount that is likely to be closer to
the amount you paid for the boat when new.

Other considerations for boat insurance can include:

e Lay-up period—This covers your boat for property damage during the off-season, when
it isn’t in the water.

¢ Navigational territory—Your insurance will generally specify where you can go in your
boat and still be covered.

o Property damage—This is for damage your boat inflicts on someone else’s property.

¢ Hurricane haul-out provisions—This covers your costs of getting the boat out of
harm’s way before a windstorm.

¢ On-water towing and assistance—This is for unexpected breakdowns or running
aground.
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o Fuel spill liability protection—Should there be an accidental discharge of fuel from
your boat, this will cover the costs of a clean-up.

¢ Personal effects coverage—This will protect any expensive equipment you have on
your boat, such as fishing gear

¢ Ice and freeze coverage—Should cold weather damage your boat’s engine and water
systems, this will pay the bill.

Yacht Insurance

Most yacht coverage is broader and more specialized than pleasure boat coverage because
larger vessels travel farther and are exposed to greater risks. It also generally costs more, in
part because yachts cost more. In terms of a deductible, it is usually determined as a
percentage of the insured value. With a 1% deductible, a boat insured for $175,000 would have
a $1,750 deductible. Most lenders allow a maximum deductible of 2% of the insured value.

Generally, yacht insurance coverage does not include wear and tear, gradual deterioration,
marine life, marring, denting, scratching, animal damage, osmosis, blistering, electrolysis,
manufacturer’s defects, defects in design, and ice and freezing.

There are two main parts of a yacht insurance policy: hull insurance and protection and
indemnity (P&I). The first is an all-risk, direct damage coverage that includes an AV for hull
coverage, and in the case of a total loss, it will be paid out in full. Replacement cost coverage on
partial losses is also available. However, sails, canvas, batteries, outboards, and sometimes
outdrives are usually subject to depreciation instead.

P&l insurance is the broadest of all liability coverages, and because maritime law is particular,
you will need coverages that are designed for those exposures. Longshore and harbor workers’
coverage and Jones Act coverage (for the yacht’s crew) are included and are important because
your losses in these areas could run into six figures. P&l will cover any judgments against you
and also pay for your defense in admiralty courts.

Personal Watercraft Insurance

Personal watercraft insurance is for recreational vehicles such as Jet Skis, Sea-Doos, and
Yamaha Wave Runners. These surface-skimming craft can have engines with horsepower
anywhere from 60 mph to 310 mph. They usually are not covered by homeowners’ insurance,
and even when they are, the coverage limits are low.

Personal watercraft insurance covers the owner and anyone they allow to use the craft for risks
such as:

e Bodily injury to another person
e Bodily injury to you that is caused by an uninsured watercraft operator

o Liability in the form of legal costs if you're sued due to an accident (which can include
water sports liability for things such as waterskiing risks)

e Property damage to another watercraft, a boat, or a dock
e Theft
e Towing after an accident

Deductibles and liability limits will vary depending upon the policy and the company offering it.
You can buy additional coverage for trailers and accessories and, if you own more than one
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craft, you may be able to bundle your insurance policies for a discount. These pleasure vehicles
are easy to use but can also be dangerous, causing thousands of injuries every year, which
makes personal watercraft insurance a wise investment.

Watercraft insurance policies may limit the geographic areas in which the boat or watercraft can
be operated while maintaining coverage. These often include inland waterways, rivers, and
lakes, as well as ocean waters within a certain number of miles from shore.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Do | Need Watercraft Insurance?

Only a few states make it mandatory for boat owners to obtain watercraft insurance. However,
many owners will opt to purchase it regardless, partly because doing so is required in order to
obtain a boat loan. Marinas may also require owners to have watercraft insurance as a condition
within their rental agreements.

Even if your craft isn’t worth much money, obtaining watercraft insurance is a good idea because
of the risk of injury on the water, especially from a collision. Even if you aren’t at fault, you could
spend a lot of money in legal fees defending yourself—much more than your insurance
premiums. If you do decide to purchase this insurance, make a point of comparing policies from
multiple companies before deciding on which is best for you. As with all insurance, the question
is what price you put on having peace of mind.

4. Farm Owners
1. Type of Property Covered

Reason: Farm insurance covers a wider range of property, including farm buildings, equipment,
livestock, and crops.

Example: A farm insurance policy covers damage to a barn, tractors, and harvested crops,
whereas a homeowner’s policy would not cover these items.

2. Business vs. Personal Use

Reason: Farm insurance is designed to cover both personal and commercial risks associated
with farming operations.

Example: A farm insurance policy covers liability for farm activities, such as a visitor getting
injured while touring the farm, which a homeowner’s policy would not cover.

3. Higher Value of Property

Reason: Farm properties often have higher-value equipment and structures compared to typical
homes.

Example: A farm insurance policy covers high-value equipment like combine harvesters and
irrigation systems, which are not typically found in a residential setting.

4. Exposure to Unique Risks

Reason: Farms face unique risks such as crop failure, livestock disease, and natural disasters
specific to agricultural operations.
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Example: A farm insurance policy covers losses due to drought affecting crop yield, which a
homeowner’s policy would not address.

5. Liability Coverage

Reason: Farm insurance provides broader liability coverage for farm-related activities and
potential claims.

Example: A farm insurance policy covers liability for injuries caused by farm animals, such as a
guest being injured by a horse, which a homeowner’s policy would not cover.

6. Additional Coverage Options
Reason: Farm insurance offers specialized coverage options tailored to agricultural needs.

Example: A farm insurance policy includes coverage for equipment breakdown, which is
essential for maintaining farm operations, whereas a homeowner’s policy does not offer this
coverage.

7. Regulatory Requirements

Reason: Farm insurance may be subject to different regulatory requirements and standards
compared to homeowners’ insurance.

Example: Certain states may require specific coverage for farm operations that are not
necessary for residential properties.

These differences highlight the unique needs and risks associated with farming, necessitating
specialized insurance coverage.

Let's dive deeper into the differences between farm insurance and homeowners’ insurance, with
more detailed explanations and examples for each point.

1. Type of Property Covered
Farm Insurance:

o Definition: Covers a wide range of properties associated with farming, including
outbuildings (barns, silos), machinery, livestock, crops, and personal property.

« Example: Farm insurance covers a barn, tractors, harvested crops, and livestock in
case of a fire.

Homeowners Insurance:

o Definition: Primarily covers the dwelling, personal property, and detached structures
(like a garage or shed) within a residential setting.

o Example: Homeowners insurance covers the house, personal belongings, and a
detached garage if damaged by a storm.

2. Business vs. Personal Use
Farm Insurance:

o Definition: Designed to cover both personal and commercial activities related to
farming.

o Example: A farm policy covers liability if a visitor is injured while touring the farm, in
addition to covering the farmer's home and personal property.
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Homeowners Insurance:

o Definition: Primarily for personal use and typically excludes coverage for business
activities.

e Example: Homeowners insurance covers the homeowner's personal property and
liability within their residence, not for any business conducted from home.

3. Higher Value of Property
Farm Insurance:

o Definition: Covers high-value agricultural equipment and structures which are essential
for farming operations.

« Example: Farm insurance covers high-value machinery like combine harvesters and
irrigation systems.

Homeowners Insurance:

o Definition: Covers the typical range of personal property and home structures, which
generally have a lower value compared to farm equipment.

o Example: Homeowners insurance covers personal property like furniture and
electronics.

4. Exposure to Unique Risks
Farm Insurance:

o Definition: Addresses specific agricultural risks such as crop failure, livestock disease,
and specific natural disasters (e.g., drought).

o Example: Farm insurance covers losses due to a drought affecting crop yield.
Homeowners Insurance:

o Definition: Covers common residential risks like fire, theft, and personal liability.

o Example: Homeowners insurance covers damage caused by a fire in the home.
5. Liability Coverage
Farm Insurance:

o Definition: Provides extensive liability coverage for farm-related activities and potential
legal claims arising from farming operations.

o Example: Farm insurance covers liability for injuries caused by farm animals (e.g., a
guest injured by a horse).

Homeowners Insurance:

o Definition: Offers liability coverage within the residential context, mainly for personal
activities and property.

o Example: Homeowners insurance covers liability if a guest slips and falls in the
homeowner's kitchen.

6. Additional Coverage Options
Farm Insurance:
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o Definition: Offers specialized coverage tailored to agricultural needs, such as livestock
insurance, crop insurance, and equipment breakdown coverage.

o Example: A farm policy includes coverage for livestock against disease and equipment
breakdown for essential machinery.

Homeowners Insurance:

o Definition: Provides standard additional coverages like personal property replacement
and extended dwelling coverage but lacks specialized agricultural options.

o Example: Homeowners insurance offers an endorsement for high-value items like
jewelry but does not cover farm-specific needs.

7. Regulatory Requirements
Farm Insurance:

o Definition: May be subject to different regulatory standards and requirements to meet
the unique needs of agricultural operations.

o Example: Certain states require specific coverage for farm operations that ensure
comprehensive protection for agricultural businesses.

Homeowners Insurance:

o Definition: Adheres to standard residential property insurance regulations focused on
personal and family protection.

o Example: Homeowners policies are regulated to ensure coverage for typical residential
risks and personal liabilities.

These detailed explanations and examples highlight the unique aspects of farm insurance
compared to homeowners’ insurance, emphasizing the need for specialized coverage to
address the specific risks and properties associated with farming.

5. Windstorm Insurance

Definition: Provides coverage for damage caused by windstorms, including hurricanes and
tornadoes.

Example: Covers roof damage from a hurricane.
What Is Windstorm Insurance?

Windstorm insurance is a special type of property-casualty insurance that protects policyholders
from property damage caused by gales, winds, hail, and other gusty hazards. A subset of storm
insurance, windstorm insurance is usually offered as a rider on a standard casualty insurance
policy through the extended coverage endorsement.

Key Takeaways

Windstorm insurance protects policyholders from property damage caused by gusty events,
such as tornadoes, hurricanes, and gales.

Windstorm insurance will typically cover physical damages to the property and personal
belongings.

Windstorm coverage is typically affixed as a rider to a homeowners insurance policy.
Many policies limit the time frame to file a claim for windstorm damage.
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How Windstorm Insurance Works

Windstorm insurance covers the types of excessively gusty events, such as hurricanes and
cyclones, that are often considered vis major and so might be excluded from standard
homeowners’ insurance policies.

Those who live in areas susceptible to this type of peril must purchase this additional coverage
to protect themselves. Residents of coastal and midwestern states, where hurricanes and
tornadoes are relatively common, fall into this category.

If you have a mortgage loan and live in a high-risk area for windstorms, your mortgage lender
may require you to purchase windstorm insurance.

What's Covered

Windstorm insurance will typically cover physical damage to the property and personal
belongings inside the home. Many policies also include coverage for detached structures, such
as garages and sheds. When big winds harm roofs and windows, rain and debris can cause
additional damage. In such cases, most policies will cover repairs as long as the claim is filed
soon after the event.

What's Not Covered

Sometimes, windstorms are followed by storm surges and flooding, but windstorm insurance will
not typically cover damage caused by these rising waters. Flood insurance coverage provided
by the federal government must be purchased separately, and it takes 30 days to go into effect.

Neither windstorm insurance nor homeowners’ insurance will cover repairing or replacing a
vehicle damaged by a wind-toppled tree or other blowing debris. You must carry a
comprehensive auto insurance policy to cover a car.

Filing a Windstorm Insurance Claim

To file a windstorm insurance claim, you must take certain steps. The most important thing is to
act quickly. Many policies limit the time frame to file a claim for storm damage. Often, this is
because failure to fix problems promptly can lead to more damage later.

Immediately after a windstorm, a windstorm insurance policyholder should:
¢ Record the storm date and save news articles about the storm as proof.
e Assess and record all damage that they see from the ground with pictures and/or video.

e Have at least two reputable contractors inspect the property and provide written
estimates for repairs.

Contact the claims department of their insurance carrier, provide all the information they have
gathered, and request a visit from a claims adjuster.

e Ask one of the contractors to be present during the insurance adjuster's inspection to
ensure a fair assessment.

¢ Ifaclaimis denied, request another evaluation. Policyholders are entitled to meet with
three different insurance adjusters.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS
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What Is the Difference Between Homeowners Insurance and Windstorm Insurance?

Homeowners insurance protects you financially from structural damage to your property, theft or
damage to personal belongings, and liability.

Homeowners insurance may cover wind damage due to hurricanes, but it may not cover a high-
risk area like along the coast for wind damage. As a result, you would need windstorm insurance
if your home is in a coastal area.

Are You Required to Get Windstorm Insurance?

Typically, you are not required to get windstorm insurance. However, if you live in a coastal area
prone to wind damage and have a mortgage loan, your mortgage lender may require you to buy
windstorm insurance.

How Much Does Windstorm Insurance Cost?

Windstorm insurance can cost approximately $2,000 per year in coastal or high-risk areas.
However, the cost can vary depending on the size of the home, its location, and the insurer.

The Bottom Line

Windstorm insurance covers excessively gusty events, including hurricanes and cyclones, often
excluded from a homeowners insurance policy. Those living in high-risk areas must purchase
windstorm insurance in addition to their homeowner’s insurance. However, storm surges and
flooding that follow a windstorm and cause property damage may not be covered by windstorm
insurance.

Il. PROPERTY: INSURANCE TERMS AND RELATED CONCEPTS
A. Insurance

Personal lines insurance refers to insurance policies designed to protect individuals and their
families from financial losses due to various personal risks. These risks can include damage to
property, theft, natural disasters, accidents, illness, and even death. Here are some key points
about personal lines insurance:

e Coverage Types: Personal lines insurance includes a variety of policies such as:

e Homeowners Insurance: Protects against damage to your home and personal property,
as well as liability for accidents that occur on your property.

e Auto Insurance: Covers damages and liabilities related to car accidents.
e Renters Insurance: Provides coverage for personal belongings and liability for renters.

o Life Insurance: Offers financial protection to beneficiaries in the event of the
policyholder's death.

e Health Insurance: Covers medical expenses for illnesses and injuries.

¢ Disability Insurance: Provides income replacement if you are unable to work due to a
disability.

¢ Umbrella Insurance: Offers additional liability coverage beyond the limits of other
policies.
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Purpose: The main goal of personal lines insurance is to protect individuals from financial ruin
by covering significant losses that they might not be able to afford on their own™2.

Customization: Policies can often be tailored to meet the specific needs and budget of the
individual. This includes adjusting coverage limits, deductibles, and premiums.

Legal Requirements: Some types of personal lines insurance, like auto liability insurance, are
often required by law".

1. Law of Large Numbers

Definition: The Law of Large Numbers states that as the number of exposure units (e.g.,
policyholders) increases, the actual loss per unit will more closely approximate the expected
loss per unit.

Example: An insurance company can predict the number of claims it will receive more
accurately if it insures 10,000 homes rather than just 100 homes.

The Law of Large Numbers in the Insurance Industry

Insurance companies rely on the law of large numbers to help estimate the value and frequency
of future claims they will pay to policyholders. When it works perfectly, insurance companies run
a stable business, consumers pay a fair and accurate premium, and the entire financial system
avoids serious disruption. However, the theoretical benefits from the law of large numbers do
not always hold up in the real world.

Key Takeaways

The Law of Large Numbers theorizes that the average of a large number of results closely
mirrors the expected value, and that difference narrows as more results are introduced.

In insurance, with a large number of policyholders, the actual loss per event will equal the
expected loss per event.

The Law of Large Numbers is less effective with health and fire insurance where policyholders
are independent of each other.

With a large number of insurers offering different types of coverage, the demand for variety
increases, making the Law of Large Numbers less beneficial.

What is the Law of Large Numbers?

The law of large numbers stems from the probability theory in statistics. It proposes that when
the sample of observations increases, variation around the mean observation declines. In other
words, the average value gains predictive power.

For example, consider a simple trial in which someone flips a quarter. Every time the quarter
lands on heads, the person records one point. No points are recorded when it lands as tails. The
expected value of a coin flip in this trial is 0.5 points because there is only a 50% chance that
the quarter will land as heads.

If you only flip the coin twice, the average value could end up far from the expected value.
Consecutive heads produce an average value of one point while two tails have an average
value of zero points. Increasing the number of observations is more likely to yield an average
value closer to the expected value. If there are 53 heads and 47 tails during 100 flips, the
average value would be 0.53, which is very close to the 0.5 expected value.

This is how the law of large numbers works.
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Understanding the Law of Large Numbers in Insurance

In the insurance industry, the law of large numbers produces its axiom. As the number of
exposure units (policyholders) increases, the probability that the actual loss per exposure unit
will equal the expected loss per exposure unit is higher. To put it in economic language, there
are returns to scale in insurance production.

In practical terms, this means that it is easier to establish the correct premium and thereby
reduce risk exposure for the insurer as more policies are issued within a given insurance class.
An insurance company is better off issuing 500 rather than 150 fire insurance policies, assuming
a stable and independent probability distribution for loss exposure.

To see it another way, suppose that a health insurance company discovers that five out of 150
people will suffer a serious and expensive injury during a given year. If the company insures
only 10 or 25 people, it faces far greater risks than if it can ensure all 150 people. The company
can be more confident that 150 policyholders will collectively pay sufficient premiums to cover
the claims from five customers who suffer serious injuries.

Special Considerations

There were nearly 5,965 insurance carriers in the United States as of 2019, according to the
National Association of Insurance Commissioners.

Some carriers are more successful than others who provide the same or similar types of
coverage. If there are increasing returns to scale in insurance, thanks to the law of large
numbers, then why are there so many insurance companies rather than a few giants dominating
the industry?

First, all insurance companies are not equally adept at the business of providing insurance. This
includes maintaining operational efficiency, calculating effective premiums, and mitigating loss
exposure after a claim is filed. Most of these features do not impact the law of large numbers.

However, the law of large numbers becomes less effective when risk- bearing policyholders are
independent of one another. This is most easily seen in the health and fire insurance industries
because diseases and fire can spread from one policyholder to another if not properly contained.
This problem is known as contagion.

There are also potentially insurable risks for which the law of large numbers theoretically could
be useful, but there are not enough potential customers to make it work. Consider trying to
insure a city against the risk of nuclear or biological warfare. It would take thousands or millions
of major cities paying premiums to offset the cost of one realized risk. There aren't enough
cities in the world to make it work.

Finally, each insurance consumer has an individual risk preference, time preference, and price
point for insurance. As the variety in demands increases, the potential benefit from the law of
large numbers decreases because fewer people want similar types of coverage.

B. Insurable Interest

Definition: Insurable interest is a financial stake in the insured item or event, meaning the
policyholder would suffer a financial loss if the insured event occurs.

Example: A homeowner has an insurable interest in their house because they would incur a
financial loss if it were damaged or destroyed.
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What Is Insurable Interest?

Insurable interest is a type of investment that protects anything subject to a financial loss. A
person or entity has an insurable interest in an item, event, or action when the damage or loss of
the object would cause a financial loss or other hardships.

To have an insurable interest a person or entity would take out an insurance policy protecting
the person, item, or event in question. The insurance policy would mitigate the risk of loss if
something happens to the asset—like becoming damaged or lost.

Key Takeaways
Insurable interest is the basis of all insurance policies linking the insured and owner of the
policy.

Insurable interest can be an object which, if damaged or destroyed, would result in financial
hardship for the policyholder.

To exercise insurable interest, the policyholder would buy insurance on the item or entity in
question.

The policy must not create a moral hazard, in which a policyholder would have a financial
incentive to allow or even cause a loss.

Insurable interest is an essential requirement for issuing an insurance policy that makes the
entity or event legal, valid, and protected against intentionally harmful acts. People not subject
to financial loss do not have an insurable interest. Therefore, a person or entity cannot purchase
an insurance policy to cover themselves if they are not actually subject to the risk of financial
loss.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Understanding Insurable Interest

Insurance is a method of pooled risk exposure that protects policyholders from financial losses.
Insurers have created many tools to cover losses related to various factors such as automobile
expenses, health care expenses, loss of income through disability, loss of life, and damage to
property.

Insurable interest specifically applies to people or entities where there is a reasonable
assumption of longevity or sustainability, barring any unforeseen adverse events. Insurable
interest insures against the prospect of a loss to this person or entity.

For example, a corporation may have an insurable interest in the chief executive officer (CEO),
and an American football team may have an insurable interest in a star, franchise quarterback.
Further, a business may have an insurable interest in its c-suite officers but not its average
employees.

Property Insurable Interest

Homeowners insurance compensates a policyholder who suffers a significant financial loss if a
fire or other destructive force destroys his or her home. The homeowner has an insurable
interest in the property; losing that home would create a catastrophic loss for the policyholder. It
is reasonable for the homeowner to expect longevity regarding the ownership of the house. The
homeowner is, therefore, insuring against the possibility that something unforeseeable causes
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damage.

A policyholder may buy property insurance for their own home but not the house across the
street. Purchasing homeowners’ insurance for a neighbor’s house creates an incentive to cause
damage to that house and collect the insurance proceeds. Appropriate underwriting would not
create such a temptation, which represents a moral hazard, whereby parties have an incentive
to allow or even affect a loss.

The Principle of Indemnity and Insurable Interest

The indemnification principle holds that insurance policies should compensate a policyholder for
a covered loss, but losses should not reward or penalize holders. Indemnification suggests that
insurers should design policies to cover the value of the at-risk asset appropriately.

Poorly conceived or designed policies create a moral hazard, which increases the costs to
insurance companies and drives premiums to unsustainable levels for policyholders.

Real-World Example of Insurable Interest

Insurable interest is also necessary in life insurance, though this has not always been the case.
There are cases where people have purchased life insurance policies for elderly acquaintances
strictly because they expect that person's imminent death. Life insurance regulations have
evolved to require a relationship in which the policy owner will suffer a financial loss in the event
of the insured's death. Hardship may include immediate family members, more distant blood
relatives, romantic partners, creditors, and business associates. The face value of life insurance
policies must not exceed the human life value of the insured; otherwise, the indemnity principle
would be violated, creating a moral hazard.

Also, a policy may not be written without the knowledge of the insured person. This was the
case in September 2018 when a California couple was accused of committing three counts of
insurance fraud in order to receive $1 million in life insurance benefits.

Husband and wife, Peter and Jin Kim purchased life insurance on one of Mr. Kim's clients and
listed Mrs. Kim as the client's beneficiary niece. On a second policy, Mrs. Kim appeared as the
sister of the policyholder. Mr. Kim, a licensed insurance agent, also did not inform the company
that the client had a diagnosed terminal illness when he submitted the applications.

Is Insurable Interest Required for Insurance Policies?

Yes. Insurable interest is, essentially, proof that an individual or entity would experience
financial or other hardships as the result of damage to or loss of an item or person. This is
evaluated during the underwriting process to ensure this direct link. Such proof of insurable
interest is required for all insurance policies.

What Is Moral Hazard?

A moral hazard is when someone with an insurance policy is incentivized to cause loss or
damage in order to collect on the insurance. For instance, somebody who is terminally ill may
seek a life insurance policy knowing it will payout when they pass away soon after acquiring it.
Having insurable interest helps minimize moral hazard.

Why Can't | Take Out a Life Insurance Policy on Just Anybody?

Unless you have insurable interest, you cannot take out a life insurance policy on that individual.
If so, you could essentially place bets on, or else profit from the death of otherwise random
individuals. Family members and dependents are often justifiable as having insurable interest.
So are business partners, borrowers, and key employees in certain cases.

Page 54 of 297



P&C AGENT PRELICENSING COURSE

C. Risk
Definition: Risk refers to the uncertainty regarding financial loss.

Pure Risk: Involves situations where there is only the possibility of loss or no loss (e.g., fire
damage).

Speculative Risk: Involves situations where there is a possibility of either loss or gain (e.g.,
investing in stocks).

Example: Pure risk includes the risk of a house fire, while speculative risk includes the risk of
investing in the stock market.

What Is Pure Risk?

Pure risk is a category of risk that cannot be controlled and has two outcomes: complete loss or
no loss at all. There are no opportunities for gain or profit when pure risk is involved.

Pure risk is generally prevalent in situations such as natural disasters, fires, or death. These
situations cannot be predicted and are beyond anyone's control. Pure risk is also referred to as
absolute risk.

Key Takeaways

Pure risk cannot be controlled and has two outcomes: complete loss or no loss at all.
There are no opportunities for gain or profit when pure risk is involved.

Pure risks can be divided into three different categories: personal, property, and liability.
Many cases of pure risk are insurable.

Understanding Pure Risk

There are no measurable benefits when it comes to pure risk. Instead, there are two
possibilities. On the one hand, there is a chance that nothing will happen or no loss at all. On the
other hand, there may be the likelihood of total loss.

Pure risks can be divided into three different categories: personal, property, and liability. There
are four ways to mitigate pure risk: reduction, avoidance, acceptance, and transference. The
most common method of dealing with pure risk is to transfer it to an insurance company by
purchasing an insurance policy.

Many instances of pure risk are insurable. For example, an insurance company insures a
policyholder's automobile against theft. If the car is stolen, the insurance company has to bear a
loss. However, if it isn't stolen, the company doesn't make any gain. Pure risk stands in direct
contrast to speculative risk, which investors make a conscious choice to participate in and can
result in a loss or gain.

Pure risks can be insured because insurers are able to predict what their losses may be.
Types of Pure Risk

Personal risks directly affect an individual and may involve the loss of earnings and assets or an
increase in expenses. For example, unemployment may create financial burdens from the loss
of income and employment benefits. Identity theft may result in damaged credit, and poor health
may result in substantial medical bills, as well as the loss of earning power and the depletion of
savings.

Property risks involve property damaged due to uncontrollable forces such as fire, lightning,
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hurricanes, tornados, or hail.

Liability risks may involve litigation due to real or perceived injustice. For example, a person
injured after slipping on someone else's icy driveway may sue for medical expenses, lost
income, and other associated damages.

Insuring Against Pure Risk

Unlike most speculative risks, pure risks are typically insurable through commercial, personal, or
liability insurance policies. Individuals transfer part of a pure risk to an insurer. For example,
homeowners purchase home insurance to protect against perils that cause damage or loss. The
insurer now shares the potential risk with the homeowner.

Pure risks are insurable partly because the law of large numbers applies more readily than to
speculative risks. Insurers are more capable of predicting loss figures in advance and will not
extend themselves into a market if they see it as unprofitable.

1. Pure vs. Speculative Risk

Unlike pure risk, speculative risk has opportunities for loss or gain and requires the
consideration of all potential risks before choosing an action. For example, investors purchase
securities believing they will increase in value.

But the opportunity for loss is always present. Businesses venture into new markets, purchase
new equipment, and diversify existing product lines because they recognize the potential gain
surpasses the potential loss.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

D. Hazard

Definition: A hazard is a condition that increases the likelihood or severity of a loss.
Example: Storing flammable materials in a home increases the risk of fire.

Peril vs. Hazard in the Insurance Industry: An Overview

The words "peril' and "hazard" may seem virtually synonymous but they mean very different
things in the insurance industry.

A peril is a potential event or factor that can cause a loss, such as the possibility of a fire that
could engulf a house.

A hazard is a factor or activity that may cause or exacerbate a loss, such as a can of gasoline
left outside the house door or a failure to regularly have the brakes of a car checked.

Essentially, a hazard makes a peril more likely to occur or makes it worse.
Key Takeaways

A peril is a potential adverse event.

A hazard makes that event more likely.

Hazards are divided into three classifications: physical, moral, and morale.
Peril

Peril means danger, and it has a connotation of imminent danger. A rockslide is a peril to
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anyone standing underneath the cliff when the rocks start sliding.

In insurance contracts, the perils that are covered are usually specified. Fire, wind, water, and
theft, are the perils that are commonly listed.

However, note that the language may indicate that the damage will not be covered in certain
circumstances, such as if the insurance company finds that neglect by the insured caused the
damage or made it worse.

This is the root cause of many disputes between insurer and insured. For example, the insurer
may deny a claim for roof damage after a storm, citing owner neglect in not replacing an old
roof.

In effect, the insurer is citing maintenance neglect as a hazard.
Hazard

Before deciding to provide coverage, an insurer may consider the particular hazards that make
one candidate riskier than most others. A hazard may be any action, condition, habit,
circumstance, or situation that makes a peril more likely to occur or a loss more likely to be
suffered as the result of a peril.

The insurance industry commonly divides hazards into three categories: physical, moral, and
morale.

1. Moral Hazards
Moral hazards are wrongful behavior or conduct.

Health insurance companies are concerned with moral hazards that lead to fraudulent claims,
such as auto accident victims who invent or exaggerate their injuries.

The insurance industry itself may be a morale hazard. Having insurance may make people less
careful about avoiding injury or illness since they have insurance to cover the costs.

A business owner who ignores health and safety concerns in the workplace has created a moral
hazard. Failing to properly maintain business structures is a moral hazard.

2. Morale Hazards
Morale hazards are careless or reckless attitudes that can cause peril.

It has been speculated that the insurance industry itself causes a morale hazard. That is, an
individual who is covered by insurance might be less likely to safeguard health or property than
one who will lose everything if a disaster occurs.

Even the legal system is sometimes considered a morale hazard as it may encourage people to
sue for monetary gain even when they have little or no cause.

3. Physical Hazards

Physical hazards are actions, behaviors, or conditions that cause or contribute to peril. Smoking is
considered a physical hazard because it increases the chance of a fire occurring. It also is
considered a physical hazard in regard to health insurance because it increases the probability of
severe illness.

Frayed electrical wiring or liquid spills are physical hazards, as are a number of activities, such as
working at high altitudes and operating heavy equipment.

E. Peril
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Definition: A peril is a specific cause of loss or damage covered by an insurance policy.
Example: Fire, theft, and windstorms are common perils covered by homeowners’ insurance.
What Is an Uninsurable Peril?

Uninsurable perils are events for which insurance coverage is not available or for which insurers
are unlikely to underwrite policies.

An uninsurable peril is typically an event that has a high risk of occurrence, meaning the
probability of a payout is high and expected. Perils that insurers are unwilling to cover are often
catastrophic in nature.

Key Takeaways

Uninsurable perils are events for which insurance coverage is not available or for which insurers
are unlikely to underwrite policies.

An uninsurable peril is typically an event with a high risk of occurrence.

Perils that insurers are unwilling to cover are often catastrophic in nature, for which the
probability of a payout is high and expected.

The major areas for which insurance is unobtainable include reputational risk, regulatory risk,
trade secret risk, political risk, and pandemic risk.

Understanding Uninsurable Perils

Uninsurable peril risk is relatively widespread across the human experience. An example of an
uninsurable peril might be if an individual builds a home in a known flood area.

Because the area has a history of that particular peril, it is unlikely an insurance company will
want to extend flood coverage because of the difficulty in managing the potential risk. That sort
of difficulty managing the risk is the primary reason why flood insurance exists as a government
program managed by the Federal Emergency Management Agency (FEMA) instead of as a
subset of private insurance.

Types of Uninsurable Perils

While in no way a complete list, the major areas where insurance is unobtainable include
reputational risk, regulatory risk, trade secret risk, political risk, and pandemic risk.

Reputational Risk

Reputational risk occurs when a company does something, or something happens to a
company, that damages its public image to the point where its business is imperiled. For
example, a CEO is involved in a sexual harassment scandal, or someone is randomly placing
poison in bottles of a company's product.

There may be some coverage (for product recall expenses, for example). But generally, these
situations cannot be insured because an insurer cannot determine what the risk is and what it's
worth.

Regulatory Risk

Regulatory risk is the possibility a government agency will do something, or a government will
pass a law that severely damages a business. For example, forcing coal-powered electric
generators to close.

Thousands of new rules and laws are posted at the state, local, and federal levels every year.
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It's impossible for an insurer to anticipate these or write a policy to mitigate the damage to a
company stemming from them.

Trade Secrets

Trade secrets are essential to many companies, yet if they are exposed or stolen the damage is
hard to calculate. A hacker can steal key computer code. A disgruntled employee can walk off
with secret formulas or processes.

Predicting how likely this is to happen, or the amount of damage is beyond the ability and scope
of most insurers.

Political Risk

Political risks such as government expropriation of an asset, war or political violence, credit
default of trade receivables, or when foreign governments block transfer of currency and assets,
are difficult to insure against because they are so unpredictable.

Pandemic Risk

Extreme levels of unpredictability are also expected with pandemics. The effects of mass
illnesses can vary widely. The pandemic-level flu H1N1 disrupted some businesses, but the viral
infection COVID-19 profoundly disrupted the world economy.

Because of the unpredictability, scale, and cost involved in pandemic situations, private
insurance can't help most people or businesses.

F. Loss

1. Direct Loss

Physical damage to property resulting directly from a peril.

Example: Fire damage to a building.

2. Indirect Loss

Financial loss resulting from the direct loss.

Example: Loss of rental income due to fire damage to a rental property.
G. Loss Valuation

Actual Cash Value (ACV): The cost to replace an item minus depreciation.

Example: If a five-year-old TV is destroyed, ACV would pay the current value of the TV, not the
original purchase price.

What Is Actual Total Loss?

Actual total loss is a loss that occurs when an insured property is destroyed or damaged to such
an extent that it can be neither recovered nor repaired for further use. Often, an actual total loss
triggers the maximum settlement possible according to the terms of the insurance policy.

Actual total loss is also known as "total loss." Sometimes, people will refer to a piece of property
that cannot be salvaged as "totaled."

Key Takeaways

Actual total loss, also known as "total loss," occurs when an insured property is totally destroyed,
lost, or damaged to such an extent that it cannot be recovered.
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In these cases, the insured party should qualify to receive a payout from the insurance company
for the full insured value of the property.

There can be complications, though, and a maximum settlement is never guaranteed.
Settlement amounts also hinge on the type of coverage protecting the destroyed property.

Insurance companies lose money when paying out the total insurable value (TIV) and, as a
result, won’t do so until they are completely satisfied that all terms have been met.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Understanding Actual Total Loss

Occasionally, property covered by insurance can become destroyed or damaged to such an
extent that it can no longer be used or reasonably salvaged. Whether it was caused by theft,
natural disaster, an accident of some sort, or something else, the insured party should qualify to
receive a payout from the insurance company for the insured value of the property. The
insurance provider determines the amount covered in a process known as ground-up loss.

Actual total loss can be contrasted with constructive total loss, which occurs when a property is
technically only partly damaged but increasing damage seems unavoidable, or the property has
still been rendered unusable and beyond fixing. In such cases, the cost for the repair of an
item—a house, boat, or car—is deemed to be more than the current value of that item. As a
result, the insurance company may also provide a payout for the insured value of the property.

Example of Actual Total Loss

Suppose there’s a hurricane heading for the coast of North Carolina. Hurricane Widget is a
Category 5 storm and has been causing storm surges up to 15 feet high as it travels up the
coast. Unsurprisingly, it wipes out numerous houses, including one owned by Bob and Sharon.
All that remains of Bob and Sharon’s home is stilts on the beach, meaning the property qualifies
as an actual total loss.

Nearby, three miles inland, Kevin and Julie are also impacted by Hurricane Widget. Their house
flooded up to the attic and a tree came through the roof. Although the house is still mostly there,
this would be considered a constructive total loss because the structure has been rendered
unusable due to damage.

Limitations of Actual Total Loss

Bob and Sharon, and other victims of natural disasters, usually qualify to receive the full value of
the insured property that was completely destroyed. However, there can be complications, and a
maximum settlement is never guaranteed.

Insurance companies lose money when paying out the total insurable value (T1V) and, as a
result, won’t do so until they are completely satisfied that all terms have been met. Adjusters
have the right to ask for proof of loss and will usually get the insured parties to compile a list of
every item destroyed. Proving that the house was obliterated is relatively simple. Accounting for
all the contents contained within it less so, particularly if receipts and all other evidence were
destroyed by the hurricane.
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Settlement amounts also hinge on the type of coverage protecting the destroyed property. In the
case of an actual total loss, many people assume they will automatically receive the full amount
outlined on the policy declarations page. What they fail to realize is that the key points
summarized in the opening page refer to the maximum amount that can be paid.

A closer look at the document should reveal more details about the type of policy. Within the
small print, the insurer might agree to cover the cost of replacing the item or fork out what is
known as the “actual cash value” (ACV).

Actual Total Loss Methods
1. Actual Cash Value (ACV)

Actual cash value (ACV) is the depreciated value of the property at the time of the loss. In other
words, it means the sum to be paid out reflects the amount that could be fetched for the item if it
were to be sold secondhand or as-is.

In the case of an automobile, the ACV will consider its mileage, and everyday wear and tear to
determine its worth.

This inevitably means that the insured will receive less than what they paid when purchasing the
vehicle, potentially making it difficult for them to go out and buy a similar model.

Unsurprisingly, the most expensive premiums are often attached to the replacement cost rather
than the actual cash value option.

2. Replacement Cost

As its name implies, replacement cost provides the insured with the necessary money to replace
the item that was destroyed. Such payments can take a while to arrive and will generally be
distributed only after the insured party has already purchased a replacement.

What Is Total Loss Car Insurance?

Total loss car insurance is a type of car insurance that gives you the right to coverage to help
pay for a new vehicle if the cost to repair your vehicle is more than its actual cash value (ACV).
Your car insurance company will consider the incident a total loss if the cost to repair your
vehicle is more than its actual cash value (ACV). In this scenario, your car may be referred to as
"totaled."

Total loss car insurance typically has collision and comprehensive coverages. If your car
becomes totaled, your car insurance company will give you a settlement, which you can use to
purchase a new car. If you have collision and comprehensive coverages, your insurance
company will typically pay you the actual cash value of your car if it's totaled.

How Do You Get a New Car After a Total Loss?

If the cost to repair your car is more money than what the car is worth, it will typically be
considered a “total loss" by your car insurance company. If you have the right kind of insurance
coverage, your insurance company will pay you the actual cash value of your car. There are two
main types of car insurance coverage: collision insurance and comprehensive insurance.

Collision protects your car in the event of a collision, while comprehensive covers acts of nature,
such as hailstorms and falling trees.

There are several steps you must take to get a new car after a total loss:

e File a claim with your insurance company.
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An insurance adjuster will come from your insurance company to look at the damaged
vehicle.

If the adjuster determines that your car is totaled, the insurance company will calculate
the actual cash value of your car—the amount it would have been worth had it not been
damaged. If you have collision or comprehensive coverage, your insurance company will
give you a check for this amount. (This is called the settlement.)

If you still owe money on the car, the amount that you are entitled to will be sent to your
lender first. If there is any money left over after you've paid off your car loan, your lender
will send you a check. (If you don’t owe any money, you can use the remainder toward
your new car purchase.)

How Do You Negotiate With Car Insurance Adjusters About a Total Loss?

Negotiating the best settlement for a totaled car is important because it can help you obtain the
best deal on a totaled vehicle. Here are some steps you can take to negotiate the best loss
settlement:

If a claims adjuster decides that your car is totaled, you should be prepared to provide
them with the sticker details that accompanied your car when you purchased it. (It
should include a list of your vehicle’s features.)

Before the claims adjuster gives you their offer, you should have already prepared a
counteroffer. You can do this by entering all of the information you have about your car
on a website like www.nadaguides.com.

The website will help you determine the value of your car (specifically, the retail value).
When you make your counteroffer, you should be able to present a printed copy. of the
estimated retail amount and the features used to determine the amount.

You can also visit used car websites, such as autotrader.com and cargurus.com, to find
cars that are for sale with similar features and mileage as your car.

Each state has unique laws about when a vehicle is totaled. For example, some states
use a total loss threshold, which can vary between 50% and 100%. If the total loss
threshold is 70%, this means your car is declared a total loss if the damages are greater
than 70% of its value.

How Do You Get More In Your Total Loss Vehicle Settlement?

The reality is that insurance companies lose money when they are forced to pay out a
settlement. It is in their best interest to pay you the smallest amount reasonably possible for
your damages. However, it is possible to negotiate your car's value with your insurance
company after an accident.

Here are some steps you can take to get more from your vehicle settlement:

Determine what you are selling to your car insurance company—do the necessary
research to determine your car's retail value.

Prepare your counteroffer.

Determine the comparables in the area—you can use websites like autotrader.com and
cargurus.com.

Obtain a written settlement offer from the car insurance company.
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e Make your counteroffer for your totaled car.
Test Your Understanding with Multiple-Choice Q&A & Recall Checks

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

How Do You Dispute a Total Loss Vehicle Amount?

The first step you should take if you are unhappy with your auto insurance company's payout is
to appeal the total loss. Most insurance companies have a process for appeals. Next, you
should talk to the adjuster; most insurance companies will have you meet with one of their
adjusters. You should have appraisals of your car prepared for this meeting. You might also
consider hiring an independent adjuster.

Finally, if you are still not satisfied with the outcome, your last resort might be arbitration or hiring
a lawyer.

Replacement Cost: The cost to replace an item with a new one of similar kind and quality.

Example: If a TV is destroyed, replacement cost coverage would pay for a new TV of similar
kind and quality.

Actual cash value is not the same as the replacement cost value of an item.

Actual cash value is computed by subtracting depreciation from replacement cost, while
depreciation is figured by establishing an expected lifetime of an item and determining what
percentage of that life remains.

This percentage, multiplied by the replacement cost, provides the actual cash value. Some
policies might include a recoverable depreciation clause, allowing the owner to claim the
depreciated value and the replacement actual cash value.

Example of Actual Cash Value

As an example: a man purchased a television set for $3,000 five years ago and it was destroyed
in a hurricane. His insurance company says that all televisions have a useful life of 10 years. A
similar television today costs

$3,500. The destroyed television had 50% (five years) of its life remaining. The actual cash
value equals $3,500 (replacement cost) times 50% (useful life remaining) or $1,750.

This concept is different from the book value used by accountants in financial statements or for
tax purposes. Accountants use the purchase price and subtract the accumulated depreciation in
order to value the item on a balance sheet. ACV uses the current replacement cost of a new
item.

Actual Cash Value vs. Replacement Cost

Property insurance policyholders will usually prefer payment based on the replacement cost of
damaged or stolen property because it compensates the policyholder for the actual cost of
replacing property.

For instance, if a camera is stolen, a replacement cost policy will reimburse you the full cost of

replacing it with a new camera of like kind. The insurer will not take into consideration that the

lost camera had a shutter count of 25,000 because you used the camera every day for the last
two years, causing a considerable amount of wear and tear.
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3. Market Value:

The amount a buyer would pay for the property in its current condition.

Example: The market value of a house includes the value of the land and location.
What Is Fair Market Value?

Fair market value is the price that an asset would sell for under current market conditions,
assuming that both the buyer and the seller are seeking the best possible price. The term is
widely used in legal settings, where it may be difficult to set an objective value for some assets.

Fair market value (FMV) is similar to market value, the price that the asset would trade for in the
open market under current conditions. However, fair market value has the following additional
assumptions:

e Both buyer and seller are reasonably knowledgeable about the asset
e Buyer and seller are behaving in their own best interests

e Both parties are free of undue pressure

e Each is given a reasonable period for completing the transaction

Given these conditions, an asset's fair market value should represent an accurate valuation or
assessment of its worth in contrast to its current price. These assumptions might make an
asset's value higher or lower than its market value. This definition of the term is commonly
accepted in accounting, tax law, bankruptcy law, divorces, and the real estate market.

Key Takeaways

The fair market value is the price an asset would sell for on the open market when certain
conditions are met.

The conditions are: the parties involved are aware of all the facts, are acting in their own
interest, are free of any pressure to buy or sell, and have ample time to make the decision.

Fair market value is different than market value and appraised value.

Tax settings and the real estate market are two areas that commonly use fair market value.
Insurance companies use fair market value in determining certain claim payouts.
Understanding Fair Market Value (FMV)

Fair market value is intentionally distinct from similar terms, such as market value or appraised
value, because it considers the economic principles of free and open market activity. In contrast,
the term market value refers to the price of an asset in the marketplace.

Therefore, while a home's market value can easily be found on a listing, its fair market value is
more difficult to determine.

Similarly, the term "appraised value" refers to an asset's value in the opinion of a single
appraiser, thus not immediately qualifying the appraisal as fair market value.

However, in cases where a fair market value is needed, an appraisal will usually suffice.

Due to the thorough considerations used in determining fair market value, it's often used in legal
settings. For example, fair market value in real estate is commonly used in divorce settlements
and to calculate compensation related to the government's use of eminent domain.
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Fair market values are also often utilized in taxation, such as when determining the fair market
value of a property for a tax deduction after a casualty loss.

It's essential to assess the fair market value of an item you buy or sell, as it can significantly
impact your finances.

Practical Uses of Fair Market Value
Municipal property taxes are often assessed based on the FMV of the owner's property.

Depending on how long the owner has owned the home, the difference between the purchase
price and the residence's FMV can be substantial. Professional appraisers use standards,
guidelines, and national and local regulations to determine a home's FMV.

FMV is also often used in the insurance industry. For example, when an insurance claim is
made due to a car accident, the insurance company covering the damage to the owner's vehicle
usually covers damages up to the vehicle's FMV.

Fair Market Value and Taxation

Tax authorities nearly always ensure that transactions are realized at FMV, at least for tax
purposes. For example, a father who is retiring may sell the shares of his business to his
daughter for $1 so that she can carry on as the owner of the family business.

However, suppose the FMV of the shares is higher. In that case, tax authorities such as the
Internal Revenue Service (IRS) may well recharacterize the transaction for tax purposes. The
father will need to pay taxes on the disposition of the shares as though he had sold them at
FMV to a third party.

Another field of taxation where FMV regularly comes into play is donating property, such as
artwork, to charities. In these cases, the donor usually receives a tax credit for the value of the
donation. Tax authorities need to ensure that the credit given is for the actual FMV of the object
and often ask donors to provide independent valuations for their donations.

Correctly applying fair market value to taxes ensures there won't be adverse monetary
implications later on or any claims of fraud by authorities.

How Do You Calculate Fair Market Value?

You can assess rather than calculate fair market value in a few different ways. First, by the price
the item cost the seller, via a list of sales for objects similar to the asset being sold, or an
expert's opinion. For example, a diamond appraiser would likely be able to identify and calculate
a diamond ring based on their experience.

How Do | Know the Fair Market Value of My Home?

Real estate property is assessed by professional appraisers who can tell you its fair market
value using standards, guidelines, and national and local regulations to determine it.

How Are Assets Valued in a Divorce?

Each state has its own rules for the division of marital assets. Liquid assets, such as stocks and
bonds, are typically valued according to current market prices. Electronics, household items,
and vehicles are priced according to their fair market value, which is typically lower than their
original purchase price. Real estate, jewelry, artworks, professional degrees, and businesses
are harder to value and may require expert appraisal or testimony to determine a fair price.
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How Can | Learn the Fair Market Value of My Car?

The Kelley Blue Book is an online guide that can help you determine the fair market value of
your car by analyzing data such as trade-in value, private party value, and other areas of
research.

The Bottom Line

Fair market value is an assessment of the price an asset could sell for based on several
assumptions. This valuation method differs from market value in that market value is the current
price for the asset. Market value may be less or more than fair market value (it's believed to be
a more accurate reflection of value), which is why fair market value is used by businesses and
governments rather than market value.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

4. Stated /agreed value:

The value of an insured item as stated by the policyholder, agreed upon by the insurer.
Example: A classic car insured for a stated value of $50,000.

5. Salvage Value:

The estimated resale value of an asset at the end of its useful life.

Example: The salvage value of a totaled car that can be sold for parts.

How Car Insurance Treats a Total Loss

Whether a car is worth repairing will depend on the damage and your state laws

If your car is damaged in an accident and the cost to repair it is more than the car’s actual value,
it may be considered “totaled.” This can be the case if the insurance company decides it can’t be
repaired safely or if it meets other requirements specified by your state.

Learn how to tell when your car is totaled and what steps to take with your damaged vehicle.
Key Takeaways

Your car may be considered a total loss if the cost to repair it after an accident exceeds the
value of the car.

A vehicle may also be considered totaled if it meets certain criteria set by the state.
If another driver was at fault, their property damage liability insurance should cover a totaled car.

If you were at fault in an accident, your collision insurance should cover you if you’ve purchased
that optional coverage.

You may be responsible for the difference between what the insurer pays you and how much
you still owe if you have a loan or a lease.

What Is a Total Loss?

For a vehicle to be declared a total loss by an insurance company, it must meet one of several
criteria:
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The car costs more to repair than its actual cash value. For example, State Farm says it bases
actual cash value on the car’s “year, make, model, mileage, overall condition, and major
options—minus your deductible and applicable state taxes and fees.”

The insurer determines that the car cannot be repaired so that it will be safe to drive.
A state’s auto insurance laws can dictate when a car is considered totaled.

State insurance laws and insurance companies have formulas for determining whether a car
should be considered a total loss. Many states use a “total loss formula”—if the cost of the
repairs plus the salvage value of the car exceeds what the car was worth before the accident,
then it will be considered a total loss.

Some states set a “total loss threshold”—the damage only needs to exceed a certain
percentage of the car’s value for it to be considered a total loss. In New York, for example, the
threshold is 75%. So, if the cost of repairs plus the car’s salvage value exceeds 75% of its
actual cash value, then the car is a total loss for insurance purposes.

How to File an Insurance Claim for a Total Loss

If your car was totaled in an accident in which another driver was at fault, you can file a claim
with that person’s insurance company. Your own insurance company may help you through the
claims process. In every state except New Hampshire and Virginia, drivers are required to carry
at least a certain minimum amount of property damage liability coverage. (Both New Hampshire
and Virginia have a financial responsibility law requiring that drivers without insurance can prove
that they could cover any damage they might cause.)

In most states, drivers must have at least $10,000 in property damage liability coverage, and
many states set the minimum at $25,000. You can buy more liability coverage than your state’s
minimum.

On the other hand, if you were at fault (or no other driver was involved), you will file a claim with
your own insurance company. To do that, you must have collision or comprehensive insurance
as part of your policy.

Collision insurance covers damage to your car in an accident with another vehicle or an object
such as a tree or guardrail. Comprehensive covers damage from causes other than a collision,
such as fire, wind, flooding, vandalism, or a falling object.

Both comprehensive and collision insurance are optional. They both have deductibles, which is
the amount you must pay before your insurer will pay. For example, if you have a $500
deductible and your car is totaled in an accident, your insurer would deduct $500 from your
insurance settlement.

Insurance Company’s Decision

Whether you or another driver were at fault, the insurance company will assign a claims adjuster
to inspect the damage to your car and determine whether it is a total loss.

If you disagree with the adjuster’s assessment, you can first try to resolve the matter with your
insurance company. If you can’t come to an agreement with the insurer, talk to the consumer
services personnel at your state insurance department. If that doesn’t work, and the amount of
money involved is substantial, consider hiring a private attorney or a public adjuster to help
press your case.

If you have a car loan or lease and total your car, you may get less money from your insurance
company than you owe your lender. However, you'll still be responsible for paying the loan or
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lease.
A Total Loss on a Financed or Leased Car

If you own your car without an outstanding car loan, you can simply file a claim. When the
insurer cuts you a check, you can put the money toward the purchase of another car or use it for
other purposes.

If you still owe money on the totaled car, the situation is more complicated, especially if your car
is relatively new. Because new cars depreciate quickly in the first few years of ownership, it's not
uncommon for the balance on a car loan to be higher than the car’s actual value. So, in addition
to whatever you receive from the insurance company, you may have to pay for your loan out of
pocket. You will also be responsible for the difference if you owe more on your lease than you
receive in an insurance settlement.

For both loans and leases, one way to protect yourself is to purchase gap insurance. This
insurance is designed to cover the gap between what the insurance company will pay and what
you owe.

What are signs that a car is totaled?

A car is often technically totaled when the cost to repair its damage is more than it's worth.
Some signs that a car could possibly be totaled are that you cannot drive it, it's leaking
significant amount of fluids, or the frame is severely bent.

Will my insurance pay off my car if it’s totaled?

Whether your insurance will pay if your car is totaled will depend on several factors. Typically,
auto insurance will pay for the value of the car, minus any deductible you owe. The car must be
declared officially totaled. Then, once you receive payment, you can shop for a new vehicle.

How does a totaled car affect my credit?

A totaled car will not affect your credit, even if the accident was your fault. Your credit score is
based on several factors related to your payment history, including how much debt you have,
how long you’ve had credit, and how reliably you have made payments on time.

Keep in mind that if you don’t pay your car loan for any reason, including whether it is related to
a totaled car, your credit score will likely take a hit.

The Bottom Line

Determining whether or not to repair a damaged car often depends on whether the car is
considered a total loss. If it's a total loss, then your best move in most cases is to file a claim for
any coverage provided by your insurance, and then purchase another vehicle.

H. Proximate Cause

Definition: Proximate cause refers to the primary cause of an injury or damage. It is the event
that sets off a chain of events leading to the loss, without which the loss would not have
occurred.

Example: If a driver runs a red light and hits another car, causing injuries, the driver’s action is
the proximate cause of the injuries.
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What Is Proximate Cause?

There are certain key things you need to prove to show a defendant should be held accountable
for a personal injury. You must show that:

¢ A defendant had a legal duty or obligation, such as the duty drivers have to be safe on
the roads

¢ The defendant failed to fulfill his legal duty
¢ The defendant’s failure was the cause of the injury
e The injuries caused damage the victim can be compensated for
There are two types of causation to look at. You must consider both of the following:
e The actual cause of the accident
e The proximate cause of the accident

In some situations, this is very straightforward because the same action is both the proximate
and actual cause. But, in other situations, they are different. This can affect your right to recover
compensation.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

What Is Actual Cause?

Actual cause is also called cause in fact. It is the event that was the immediate and direct cause
of an accident.

For example, if you are walking across the street while a driver is stopped at a red light and the
driver’s car suddenly enters the intersection and strikes you, the movement of this vehicle is the
actual cause of the accident.

If the driver’s car hadn’t moved into the intersection while you were walking, you would not have
been hit.

What Is Proximate Cause?

The proximate cause may be different from the actual cause or the same. Proximate cause is
also called legal cause. It refers to a primary cause or an incident that set everything in motion.

If a car that is stopped at a red light enters into an intersection while you’re walking across it and
strikes you, the car's movement is the actual cause or cause in fact of the pedestrian crash.

But, if the car that struck you was rear-ended by a large truck that pulled up behind it and the
truck caused the car to move involuntarily into the intersection, the truck was actually the
underlying cause of the incident. Its failure to stop would be the proximate cause of the
pedestrian accident.

In this case, the actual cause and the proximate (or legal) cause would be different.
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Proving Causation

To recover compensation in a personal injury claim, you must prove a defendant’s actions or
inaction caused your harm. Courts use several different tests to establish sufficient cause to hold
a defendant legally liable for a plaintiff’s injuries.

“But For” Test

The “but for” test asks whether the incident that caused a plaintiff’s injury would have happened
if the defendant was not negligent. A plaintiff can only hold a defendant liable if the event
causing their injury wouldn’t have occurred “but for” the defendant’s negligent acts or omissions.

Under this test, if the event that caused the injury would have occurred anyway, the defendant
can’t be found legally at fault. This last part is one reason this test is problematic. For example,
imagine a driver is rear-ended lightly by another vehicle. They suffer severe injuries from a
defective airbag as it deploys. The “but for” test could absolve the manufacturer of liability since
the other (negligent) driver caused the incident.

The “but for” test can also be overinclusive. A person who was hit by a careless driver probably
would not succeed in a claim against the car dealership, even if the accident wouldn’t have
happened “but for” its sale of the car.

“Substantial Factor” Test

As the name suggests, the substantial factor test looks at whether or not the defendant’s actions
or inactions played a significant role in causing an injury to occur. They do not have to be the
sole cause of the injury, but they must play more than an incidental role.

For example, say that a driver was speeding and weaving in and out of traffic. The driver was
running late to an important meeting because their phone alarm malfunctioned. If the driver
swerved into your lane and hit you, his negligent driving was obviously a substantial factor in
causing the accident. This would help you establish causation in a personal injury lawsuit
against the driver.

However, you would probably not succeed in a product liability claim. Even though the alarm’s
failure to go off set in motion the chain of events leading to the crash, it had no part in actually
causing the crash. On the other hand, if the driver swerved because he was startled by his
phone’s loud, malfunctioning alarm, this evidence could support a claim against the
manufacturer.

Tests For Proximate Cause

Courts across the country take many different approaches to proving causation in civil cases.
Most jurisdictions combine elements of the “but for” and “substantial factor” tests. The jury
determines whether a plaintiff has established evidence sufficient to meet the applicable
standard, which is generally explained in the written jury instructions.

Foreseeability

Foreseeability refers to whether a defendant could have reasonably foreseen or anticipated the
consequences of their actions. If the consequences were not foreseeable, the defendant
couldn’t be held liable for the resulting harm. Many jurisdictions rely heavily on whether the
alleged damages were a foreseeable result of the defendant’s conduct.

For example, if a driver is speeding, it is foreseeable that he might hit another car and cause
property damage and personal injuries. But what if he crashes into a building that is rigged with
explosives?
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He may not be liable for all of the resulting damage because it is not reasonably foreseeable to
expect speeding would cause a massive building explosion.

Determining where to draw the line on what is “foreseeable” is a question for the judge or jury at
trial. The amount of guidance the law provides varies from state to state. For example, lllinois
case law recognizes that “it is always foreseeable that someone may attempt to rescue a
person who has been placed in a dangerous position.”

Because of this doctrine, the party responsible for creating the initial danger can often be held
liable for injuries sustained by the rescuer.

It's worth noting that a defendant can be found liable for an unforeseeable scale of harm if it was
a foreseeable type of harm. For example, say a plaintiff experiences severe, life-threatening
complications after a minor fender-bender because they have a pre-existing medical condition.
The defendant will be liable because personal injuries are a type of damage that is foreseeable
in auto accidents.

Direct Causation

Direct causation describes a simple, uninterrupted relationship between an act and the damage
that results. Sometimes, there are “intervening causes,” or separate acts that occur in time
between the original action and the harm.

Sometimes, an intervening cause completely supersedes the original actor’s liability. For
example, say a contractor improperly installed a gas stove, creating a fire hazard. Before any
harm occurred, however, the house was hit by lightning and destroyed by fire. This intervening
cause would likely destroy any liability by the contractor.

In other cases, intervening causes break the direct causal chain but doesn’t destroy legal
liability. For example, a high-speed accident may directly cause the passengers in a car to
suffer cuts, bruises and broken bones. It could also cause them to be thrown into the path of
oncoming traffic and harmed by another vehicle. The intervening causes wouldn’t prevent the
passenger from pursuing claims against the person who caused the original crash.

A court can allocate responsibility for a plaintiffs damages between multiple parties. Sometimes,
a decision includes the percentage share of the harm that each defendant is responsible for.
Many jurisdictions also allow “joint and several liability,” which allows a plaintiff to collect their
entire damages from any one of the responsible parties.

Harm Within the Risk

Numerous historic court decisions focused on how to limit a defendant’s civil liability. In one
famous case, Palsgraf v. Long Island Railroad Company, a woman suffered injuries at a railway
station.

While assisting a man boarding a train, two railroad employees caused a package of fireworks
to fall on the tracks. The subsequent explosion dislodged some equipment on another platform,
which fell and injured the woman.

The court held that the woman couldn’t recover damages from the railroad company, although
the employees’ actions had begun the causal sequence that led to her harm. It reasoned that
even if the employees’ actions were negligent towards the man, the woman was not a
foreseeable victim of harm related to that negligence.

Modern courts have generally abandoned the idea that only foreseeable plaintiffs can recover
damages from a legally responsible defendant.
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However, insurance companies continue to make coverage decisions using a version of this
test, limiting covered harm to the risks associated with ordinary use. If you attach a parachute to
your car and drive it off a cliff, your insurer will likely deny your claim, even if you carry a full-
coverage policy.

Examples of Proximate Cause

Proximate cause is usually not an issue in cases where the cause of an accident or wrongdoing
is clear. In other cases, defendants try to evade liability by disputing the link between their
actions and the resulting harm. Questions of whether a defendant’s negligence or wrongdoing
should lead to legal liability for a plaintiff’s injuries apply in all types of cases.

Car Accidents

Many car accidents happen as a result of multiple contributing factors, including drivers who are
negligent, drunk or distracted, severe weather and hazardous road conditions. Determining the
party (or parties) responsible for a plaintiff’'s damages often comes down to establishing
proximate cause.

Analyzing Proximate Cause in the Context of Car Accidents

In the context of car accidents, proximate cause often hinges on what is foreseeable. Car
manufacturers can be held liable for malfunctions and failures that they should have known
could lead to accidents.

Drivers can be held accountable for damage to property and personal injuries resulting from
their negligence. Employers can be on the hook for accidents caused by their delivery drivers.
Requiring proximate cause can place some limits on liability.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Real-Life Examples and Legal Implications

For example, when the weather is inclement, it is highly foreseeable that driving at normal
speeds could lead to a collision. A jury may determine that a defendant’s failure to slow down
was the cause of an accident. This would ordinarily establish proximate cause for the plaintiff to
recover compensation for their injuries and property damage.

What if further evidence showed that the plaintiff was improperly transporting a load of
fireworks, which exploded and caused most of their injuries? It would be unlikely for a jury to
determine that these injuries were foreseeable enough to hold the defendant liable for the full
scope of the damages.

Product Liability

In product liability cases, a plaintiff must prove that their injuries were caused by a particular
product to recover from its manufacturer. Questions related to causation are very common,
especially when products have been on the market for many years. In addition to proving the
product was defective or dangerous, the plaintiff must prove it caused their injuries.
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Examining Proximate Cause in Product Liability Cases

Proving a product caused injury can be especially difficult in cases where a plaintiff's injuries or
damages take years or decades to develop. Even if a plaintiff proves a product was dangerous
or defective, it can be difficult to discount the impact of other intervening causes. Proving
proximate cause is especially challenging where the actual cause of an injury or iliness (such as
cancer) is unknown or undeterminable.

Notable Cases Demonstrating Proximate Cause in Product-Related Incidents

Proving the link between a dangerous product and a plaintiff's damages is essential to
recovering compensation.

In toxic tort claims, plaintiffs must establish proximate cause between their exposure to a
dangerous product and an iliness that develops decades later. It is often necessary to present
numerous expert witnesses and researchers to establish a pattern of similar injuries in people
with known exposure.

Because of the cost and difficulty of overcoming this challenge, cases against the
manufacturers are often brought by multiple plaintiffs as class- action lawsuits or consolidated
into multi-district litigation. Examples of current, ongoing product liability lawsuits include those
involving the Mirena IUD (a medical device that caused serious complications), mesothelioma
(cancer caused by exposure to asbestos) and RoundUp (toxic exposure to weedkiller).

Personal Injury Cases

Proving proximate cause is essential in personal injury cases. Although a defendant may have
breached their duty of care or committed a legal wrongdoing, a plaintiff can only recover if the
defendant’s actions or omissions were the proximate cause of their injury.

Application of Proximate Cause in Personal Injury Lawsuits

It can be challenging to establish proximate cause in some personal injury cases, especially if
there was more than one contributing cause. The relationship between the defendant’s actions
or omissions and the foreseeability of the harm must be close enough that it would be fair to
hold the defendant liable for the victim’s losses. An intervening cause can also affect liability.

Examples lllustrating Proximate Cause in Personal Injury Scenarios

To establish proximate cause in a personal injury case, the plaintiff must prove a defendant’s
actions or inactions were a substantial factor in causing the event that led to their injuries. A
business owner’s failure to fix a large parking lot pothole or erect signs indicating the danger
may be the proximate cause of a pedestrian’s trip-and-fall injuries.

Common Misconceptions Around Proximate Cause

Proximate cause is a legal theory that establishes not only fault but also legal liability. There may
be no proximate cause or multiple contributing proximate causes in a case.

A deer that runs in front of a car, prompting the driver to swerve into another vehicle, may be the
actual cause of a collision, but no proximate cause would exist. In a multi-car accident, fault and
wrongdoing may be assigned to more than one party.

Who Should You Sue When There Were Multiple Accident Causes?

It can be complicated to determine who to hold responsible for harming you if there were
multiple causes of an accident or if the actual and proximate cause were different.
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The reality, however, is that you may have multiple parties against whom you can pursue a
claim for compensation from when you are harmed. For example, if you were struck by a car
that entered an intersection you were crossing, you could sue the driver of that vehicle. If it
becomes apparent that a truck driver rear-ended that car and was the proximate cause of the
incident, that driver could also be brought into the case as well.

l. Deductible

Definition: A deductible is the amount the insured must pay out of pocket before the insurance
company pays for a covered loss.

Example: If you have a $500 deductible on your auto insurance and you have an accident
causing $2,000 in damage, you pay $500, and the insurance covers the remaining $1,500.

J. Indemnity

Definition: Indemnity insurance compensates the insured for losses or damages up to a certain
limit, usually the amount of the loss itself.

Example: Professional liability insurance for a doctor covers legal costs and damages if the
doctor is sued for malpractice.

K. Limits of Liability

Definition: Limits of liability are the maximum amounts an insurance company will pay for a
covered loss.

Example: A liability policy might have a limit of $1 million per occurrence and $3 million
aggregate, meaning it will pay up to $1 million for any single claim and up to $3 million for all
claims during the policy period.

What Does Limit of Liability Mean?

A limit of liability is the most an insurance company would pay a policy holder who loses a
lawsuit. The policy terms explain exactly how much. In case the policy holder is sued and owes
more than the limit of liability provided in the coverage, they would need to pay the rest for the
damages out-of-pocket.

An insurance policy stipulates exactly how much it covers for various problems, including
liability. Extra liability coverage would require paying more. Insurance companies also set a limit
on how much liability coverage they provide. For example, a car insurance company might only
allow up to $500,000 of liability coverage. Coverage beyond this limit would require a separate
liability insurance policy, which is also known as an umbrella policy.

L. Coinsurance/lnsurance to Value

Definition: Coinsurance is a percentage of the cost of a covered loss that the insured must pay
after the deductible is met. Insurance to value requires the insured to carry coverage equal to a
specified percentage of the property’s value.

Example: If a building is insured for 80% of its value and suffers a $100,000 loss, the insured
must cover 20% of the loss, or $20,000.

Some business insurance policies include a coinsurance clause. If your policy includes a
coinsurance clause, the amount of insurance you have purchased (the limit of insurance) must
equal or exceed a specified percentage of the value of the insured property.
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For example, if 80% coinsurance applies to your building, the limit of insurance must be at least
80% of the building’s value. If the policy limit you have selected does not meet the specified
percentage, your claim payment will be reduced in proportion to the deficiency. The coinsurance
percentage typically is found on the declarations page.

Here is what you can expect from your claim professional if your policy includes a coinsurance
clause. He or she will:

e Determine the applicable limit of insurance

e Determine the value of the lost or damaged property (e.g., your building) at the time of
the loss

e Apply the coinsurance percentage to the value of the property
¢ Determine whether the limit of insurance equals or exceeds that amount
e Explain to you how an unmet coinsurance requirement will affect your claim payment

This is the formula for determining whether the amount of insurance you have purchased (the
limit of insurance) meets your coinsurance requirement:

e Value of the property x Coinsurance percentage = Minimum insurance amount required
Here are two examples of how coinsurance works based on a replacement cost value basis.
Scenario 1: Coinsurance requirement is satisfied:

e The property limit is $90,000

e The value of the building at the time of the loss is $100,000 The coinsurance percentage
is 90%

e The limit of insurance should be at least $100,000 x 90% = $90,000

e Because the building limit meets the minimum amount of insurance required under the
coinsurance clause, the amount due on a claim is not affected:

e The cost to repair the covered damage is $20,000
e The deductible is $500
e The amount payable based on Replacement Cost Value (RCV) is $19,500

e This amount represents 100% of the cost to repair the covered damage minus the
deductible.

Scenario 2: Coinsurance requirement is not satisfied:
e The property limit is only $45,000

e The value of the building at the time of loss is $100,000 The coinsurance percentage is
90%

¢ The limit of insurance should be at least $100,000 x 90% = $90,000

e Because the amount of insurance purchased is only 50% of the amount required
($45,000/$90,000), coverage is afforded for only 50% of the repair cost:

e The cost to repair the covered damage is $20,000
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¢ 50% of the repair cost is 20,000 x .50 = $10,000
e The deductible is $500
e The amount payable based on RCV is $9,500.
Test Your Understanding with Multiple-Choice Q&A & Recall Checks

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

M. Occurrence

Definition: An occurrence policy covers claims for injuries or damages that happen during the
policy period, regardless of when the claim is filed.

Example: If a person is exposed to hazardous chemicals during the policy period and develops
an iliness years later, the occurrence policy will cover the claim.

What Is an Occurrence Policy?

An occurrence policy covers claims made for injuries sustained during the life of an insurance
policy. Under these types of contracts, the insured party has the right to request compensation
for damages that occurred within the timespan that the policy was active, even if several years
have since passed and the insurance agreement is no longer in force.

Key Takeaways

An occurrence policy covers claims made for injuries sustained during the life of an insurance
policy, even if they're filed after the policy is canceled.

They cater specifically to events that may cause injury of damage years after they occur, such
as exposure to hazardous chemicals.

An occurrence policy is an alternative to claims-made ones, which provide benefits only if a
claim is filed while the policy is active.

Insurers typically place a cap on the total coverage offered through occurrence policies.
Understanding Occurrence Policies

Liability insurance policies generally fall into one of two categories: Claims- made or occurrence.
The latter offers protection against financial loss on incidents that happened while the policy
was in effect, regardless of when they're flagged and became apparent. In other words, it's
possible to file a claim later, long after the contract has expired, provided there's evidence that
its cause or triggering event took place during the period the insurance was active.

Occurrence policies cater specifically to events that may cause injury of damage years after
they occur. For example, if an individual is exposed to hazardous chemicals, a significant
amount of time could pass before they fall ill.

Occurrence coverage will usually cover the employer and the former employee for life. Years
can pass before the injuries or damages become evident, and the policyholder is still protected,
even after stopping insurance or switching to another provider.

In insurance, an occurrence is defined as “an accident, including continuous or repeated
exposure to substantially the same general harmful conditions.”
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Insurers typically place a cap on the total coverage offered through such a policy. One form of

cap limits the amount of coverage offered each year but lets the coverage limit reset each year.
For instance, a company that purchases five years of occurrence coverage with an annual cap
of $1 million will allow the policyholder to have up to $5 million in total coverage.

Occurrence Policies vs. Claims-Made

Claims-made insurance only pays out if a claim is filed while the policy is active. That means if
you cancel protection and then ask for compensation, you won'’t be given it—unless an
extended reporting period (ERP) or “tail coverage” is purchased.

Business insurance policies are often offered as either a claims-made policy or an occurrence
policy. While the claims-made policy provides coverage for claims when the event is reported,
the occurrence policy provides coverage when the event occurs.

Claims-made policies are used to cover the risks associated with business operations, such as
the potential for mistakes associated with errors and omissions in financial statements. They are
also applied to cover businesses from claims made by employees, including wrongful
termination, sexual harassment, and discrimination allegations. This type of liability is referred to
as employment practices liability (EPLI), and might also cover the actions of directors and
officers of the business.

Until the mid-1960s the claims-made wording didn'’t exist, and into the early to mid-1970s its use
was sporadic. The occurrence form now dominates, except for most professional and executive
liability exposures, where claims-made policies rule.

Advantages and Disadvantages of an Occurrence Policy

The most obvious benefit of an occurrence policy is that it offers long-term protection. As long as
coverage is in place when the incident occurred, it's possible to make a claim on that period
years into the future.

Another advantage is that occurrence policy costs tend to be fixed. Premiums generally don’t
increase unless the risk profile of the insured changes.

On the downside, occurrence policies are, understandably, more expensive than claims-made
ones. Occasionally, they can be harder to come by, too.

There’s also the risk that a company taking out such a policy underestimates the level of
damages it could incur later on down the line, forcing it, as a result, to pay out a chunk from its
own pocket.

N. Cancellation

Definition: Cancellation refers to the termination of an insurance policy before its expiration
date.

Example: If an insured stops paying premiums, the insurance company may cancel the policy.
What Does Cancellation Mean?

Cancellation, in the context of insurance, is the termination of the insurance policy either by the
insurer or the insured before the end of the period of coverage. A policyholder has a right to
cancel their policy, although they are subject to limitations presented by the laws of his state. An
insurer, however, may cancel a policy based on valid grounds, such as non- payment of
insurance premiums, misrepresentation, or concealment.
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There are three common cancellation methods of cancellation: pro-rata, short-rate, and flat rate.

Pro-rata cancellation refers to policy termination earlier than its maturity, either at the request
of the insured or at the behest of the insurer. In this case, a return premium factor is computed
based on the remaining days of coverage less the total number of days in coverage period and
multiplied by the premium.

Short-rate cancellation occurs when the insured requests the termination of the policy. In this
case, the unearned premium is returned, less a 10% penalty.

Finally, flat cancellation takes place when termination occurs on or before the policy start date.
In such cases, no penalty or premium is charged.

If an insurance policy contains a cancellation clause, either party may legally cancel the
insurance policy before the end of the period after sending a written notice to the other.
Depending on the grounds of cancellation, the insured may or may not receive return premiums.
If cancellation is based on intentional misrepresentation or concealment, the insured may not be
able to receive premium refund.

(o} Nonrenewal

Definition: Nonrenewal occurs when an insurance company decides not to renew a policy at the
end of its term.

Example: An insurer may choose not to renew a homeowner’s policy if the insured has filed
multiple claims.

Your car insurance company may drop you as a customer through either policy non-renewal or
cancellation. The timing and reasons for the decision affect whether an insurer do a non-renewal
or cancel a policy.

Car Insurance Non-Renewal vs. Cancellation
Here’s how to distinguish between cancellation and non-renewal of car insurance:

Cancellation can happen during the term of the policy or when the policy term is ending. Car
insurance companies typically can’t cancel a policy that’'s been in force for 60 days or more
except for specific reasons such as: You commit insurance fraud, you don’t make payments,
you get convicted of a DUI or your driver’s license is suspended or revoked.

Insurers may cancel a policy for those reasons or may instead decide not to renew your policy at
the end of the policy’s term.

Nonrenewal happens when your insurance company discontinues your policy at the end of the
coverage period. A non-renewal can happen through no fault of your own. For example, perhaps
the insurer has decided to reduce its number of customers in your area. Car insurance
companies have more leeway to issue a non-renewal notice.

What Is Car Insurance Non-Renewal?

Non-renewal is when a car insurance company decides not to renew your policy. This happens
at the end of your policy’s term.

There are multiple reasons why an insurer may issue a nhon-renewal, but that decision should
not affect whether you can find another policy and doesn’t directly affect car insurance rates.

Here’s what to know about car insurance non-renewal.

It can happen at the end of your policy.
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States may require the Insurance company to give you a notice of a minimum number of days
and explain why you’re not being renewed. For instance, New York requires at least a 45- to 60-
day notice before the expiration date with reasons for the non-renewal.

Non-renewal may occur if your company stops selling policies in your area or reduces the
number of policies.

A company could non-renew your car insurance policy if you commit fraud.
Multiple car insurance claims or accidents on your record can cause non- renewal.

Non-renewal doesn’t generally lead to higher car insurance rates when you go to buy a new
policy.
Reasons for Non-Renewal of Car Insurance

Non-renewal occurs when the insurance company decides not to continue the coverage when
the policy expires. Here are common reasons for non- renewal:

e Your insurance company decides to cease business in your state or sell fewer policies.
e Late carinsurance payments.
e False or fraudulent information on your insurance application.
o Multiple moving violations or caused car accidents.
Test Your Understanding with Multiple-Choice Q&A & Recall Checks

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

What Is Car Insurance Cancellation?

Car insurance cancellation is more serious than non-renewal and may make finding a new car
insurance policy difficult. At the very least, you'll probably pay more for car insurance after a
cancellation.

Cancellation can occur any time of the year if you commit fraud, don’t pay your car insurance
costs, or your license is suspended or revoked.

Insurers can’t cancel car insurance policies because of too many accidents or claims but may
cancel you if you’re convicted of a DUI.

State law may dictate how much time an insurance company must give you for policy
cancellation. For instance, New York demands that insurance companies notify you at least 20
days before the cancellation or 15 days if it's canceling coverage because you didn’t pay
premiums.

An insurance company may refund you part of the premium you paid if your policy is canceled.

A policy cancellation may give you problems when you want to buy a policy from another
company. And you will probably pay higher car insurance rates.

Reasons for Car Insurance Cancellation

There are several possible reasons for an auto insurance policy to be canceled. The most
common reasons are late payments and failure to disclose information on your car insurance
application.
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Other possible reasons for a canceled auto insurance policy are:

e Poor driving record, including at-fault accidents or moving violations over a set period of
time, such as 36 months.

e Suspended driver’s license or registration.
¢ Providing fraudulent information, such as lying about an auto insurance claim.
e Felony convictions, such as driving under the influence.

e You drive for a rideshare company, such as Uber or Lyft and fail to tell your insurance
company.

e You have a medical condition that makes you an unsafe driver. For example, lllinois
allows a car insurance company to cancel your car insurance if you're diagnosed with
epilepsy and your doctor doesn’t offer proof that your epilepsy won’t impair your driving.

Notice of Non-Renewal or Canceled Car Insurance

If your policy is non-renewed or is canceled, your auto insurance company will send an advance
notice with an explanation.

The time frame depends on state laws and the circumstances, but you typically get a notice 30
to 60 days before the cancellation date. For non- renewal, it's generally 10 to 75 days.

How to Get Car Insurance After a Non-Renewal or Cancellation

e If you receive notification that your policy is going to be canceled or discontinued, you'll
want to move quickly to get new coverage in place before the termination date. What's
the rush? Your insurance company is required to contact your state’s motor vehicle
department once a car insurance policy is canceled. And you need car insurance to
legally drive in most states.

¢ If you can’t find new insurance coverage, your state might require you to turn in your
car’s tags and surrender your driving privileges.

¢ |If you drive uninsured and cause an accident, you’re responsible for paying the medical
and repair bills.

¢ If you're caught driving uninsured, you also face penalties and fines. Additionally, you
generally pay more for car insurance after a lapse in coverage because insurance
companies consider coverage gaps to be high-risk behavior.

Determine sufficient coverage

It's smart to buy enough liability car insurance to match the amount of your net worth. Avoid
buying only the minimum liability coverage needed to drive legally in your state, as this may not
be enough to cover even minor accidents.

P. Vacancy and Unoccupancy

Definition: VVacancy refers to a property being empty and not containing any personal property,
while unoccupancy means the property is not currently inhabited but still contains personal
property.

Example: A house left empty for an extended period without furniture is considered vacant,
while a house where the owner is temporarily away but still furnished is unoccupied.
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The Homeowners Insurance Vacancy Clause and Unoccupancy Clause- What You Need
to Know

Homeowners Insurance Vacancy Clause

If you are a homeowner and have purchased home insurance to protect your property, you must
get familiar with the ‘homeowners insurance vacancy and unoccupancy clauses.

To understand more about the homeowner’s insurance vacancy and unoccupancy clause, here
are some terms you need to know:

Vacancy Clause:

According to Merriam-Webster, a vacancy clause is typically defined as an amendment made to
the property insurance coverage that doesn'’t allow the property to be vacant beyond the period
mentioned in the contract.

When included in the homeowner’s insurance, the vacancy clause would limit the insurance
coverage for your home during the period of vacancy either partially or fully.

If your home stays vacant for a period exceeding 30 or 60 days, as mentioned in the insurance
agreement, the property will not be covered by your homeowner’s insurance during the vacancy
period. The number of days is defined in the policy agreement and is specific to the insurance
company insuring the home. It's important to read your policy.

The term ‘vacancy’ has varied meanings depending on your insurance. Most insurance
companies define vacancy as ‘no people, no contents’ for 30-to-60-day period.

In such case, in the event of any loss or damage to your home, like damaged pipes, theft, or
vandalism, while the property lay vacant, the insurer will decide what constitutes vacancy and
apply the coverage limitations accordingly.

Unoccupied House Vs. Vacant House

As per the insurance companies, there is a distinct difference between an unoccupied house
and a vacant one. The homeowner’s intention to return is the primary consideration while
distinguishing them.

Unoccupied house:
Where the home is left in a manner that suggests that the owner would return shortly, it is an

unoccupied home. In the unoccupied house, the power and utilities are left on. The
homeowner’s furniture and other belongings remain inside.

Unoccupied homes are provided with less limited coverage than a vacant home. But there are
limitations, nonetheless. Of note, some policies covering secondary or vacation homes may
have a shorter time frame for unoccupancy. Check your policy to better understand any
limitations for properties covered by homeowners’ insurance policies.

Vacant house:

Where the property is free from any belongings, it can be considered a vacant home for
insurance purposes. Vacant properties face a higher risk of loss as no one is around to look
after the homes for an extended period.

Most homeowners’ insurance policies restrict coverage when the house is left vacant for a while,
usually between 30 to 60 consecutive days, depending on the insurance company’s policy form.
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For example, suppose you lived your entire life in the Northern United States but, after
retirement, chose to live in any state down south and sell your home. You move out with all of
your personal belongings and turn off all utilities. Your house would be considered vacant for
insurance purposes.

If the pipes burst, causing water damage to your house, you may not claim such damages under
your homeowner’s insurance as the property was vacant for an extended time, attracting the
vacancy clause in your insurance contract. More than likely, your coverage would not be
renewed at expiration, and you'd need to buy a vacant home policy.

Significance of the vacancy clause:

If a house is vacant during the time of loss or damage to the property from theft, vandalism,
water, fire damage, etc., the insurance company will not cover it.

When the property lies vacant for an extended period, no one is around to protect it from theft or
vandalism.

Where there is water damage from broken water pipes, no effort could be made by the house
owner to shut off the water to reduce the damage caused to the property.

A vacant property carries a higher risk for the homeowner’s insurance policies. Specialty
vacancy insurance policies are available at a higher premium to cover houses during the
vacancy.

What to do when you attract the vacancy clause?

If your house stays vacant for a period exceeding the time frame stated in your policy, your
homeowner’s insurance policy will not cover the damages incurred after that time period during
the vacancy period.

Tips to mitigate the risk of damage during a vacancy

¢ If you plan to keep your home vacant for a long time, you can take the following steps to
prevent damage to your property during the vacancy period.

¢ Install video surveillance/cameras on your property to prevent damage from theft or
vandalism.

¢ Decide on the utilities that are necessary to maintain your house and shut down those
that are not required while your home is vacant to prevent damage.

e Check your plumbing systems thoroughly before leaving to prevent breaking of pipes
and avoiding water damage to your property. Turn off your water.

o Make sure your fire protection systems and HVAC systems are working correctly.

Insurance policies often come with varying conditions, coverages, exclusions, and limits that can
overwhelm and confuse you.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Page 82 of 297


https://quizizz.com/join?gc=40643920

P&C AGENT PRELICENSING COURSE

Q. Liability

Definition: Liability insurance provides protection against claims resulting from injuries and
damage to other people or property.

Example: Auto liability insurance covers damages if you are at fault in a car accident that injures
another person.

What Is Liability Insurance Coverage?

Liability insurance helps protect you financially if you’re found legally responsible for property
damage or personal injury to a third party. This liability protection is part of most home, auto and
business insurance packages and customized for different situations.

Personal Liability Insurance
You may want to consider coverage to help protect you in personal situations, including:

Personal liability insurance to help protect you if someone gets hurt while on your property. It
can also help cover you if you're responsible for damaging another person’s property. This
coverage is part of your homeowners or renters’ insurance policy.

Bodily injury liability insurance to help pay for medical expenses resulting from a car accident
that you caused.

Property damage liability coverage to help pay for repair damages from an accident you caused
or that you're found responsible for.

Umbrella insurance, which extends your homeowners and auto liability coverage limits.
How Does Liability Insurance Work?

Depending on the type you have, a liability insurance policy helps protect you from a covered
loss. These policies work when:

e Aloss occurs during your policy period
¢ You file a claim with your insurance company
e You have a covered cause of loss

It's a good idea to check each liability insurance policy you have to make sure you understand
how it works. Policies may have exclusions (things that are not covered) and list the types of
losses they won't cover.

Do | Need Liability Insurance?

Nearly all states require that you have auto insurance, which includes liability insurance. This
protects you if you injure another party or cause property damage in an accident. Not all states
require you to have personal liability coverage, which protects you if someone is injured on your
land or property.

However, mortgage lenders often require liability coverage in a homeowners insurance policy. In
addition, some landlords may also require liability insurance in a renters insurance policy. You
may consider having liability insurance coverage to help protect you and your assets against
unexpected costly claims.
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How Much Liability Insurance Do | Need?

When selecting your coverage limits, you should determine what assets you want to protect,
such as your home, savings and investments. It is recommended that you select a coverage
limit for your policy that matches or exceeds your net worth, so you have enough coverage to
protect your assets if someone sues you.

Liability Insurance Minimums and Requirements

Your state may have minimum liability insurance requirements for car insurance policies. State
car insurance laws vary, but you'll likely need to have minimum coverage for:

e Bodily injury liability
e Property damage liability

For other types of liability insurance, several factors can impact your coverage needs. These
include:

e Your claims history
e Your location

You can work with an insurance agent or specialist to better understand your local laws. This
can help you make sure that your coverage complies with state rules.

Liability Insurance Restrictions and Exceptions

Liability insurance helps cover third-party claims of property damage or bodily injury. These
policies don’t provide coverage for the policyholder. For example:

Bodily injury liability coverage won't help cover your medical bills if you get hurt in a car accident
that you caused. You'll need personal injury protection (PIP), also known as no-fault insurance,
to protect you in these situations.

Property damage liability insurance won’t help pay to repair your car if it's damaged in an at-fault
accident. Collision coverage can help you with this kind of claim.

Like most other types of insurance, your liability policies don’t cover intentional acts or criminal
actions. It's important to review your insurance policy on a regular basis. You'll want to make
sure you understand the exclusions and limitations of your policy.

1. Absolute Liability
Definition: Absolute liability is imposed without regard to fault or negligence.

Example: Owners of dangerous animals may be held absolutely liable for injuries caused by
their pets.

2. Strict Liability

Definition: Strict liability holds a party responsible for damages or injuries regardless of fault or
intent.

Example: Manufacturers can be held strictly liable for defective products that cause harm.
3. Vicarious Liability

Definition: Vicarious liability occurs when one party is held responsible for the actions of
another.
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Example: Employers can be held vicariously liable for the actions of their employees during
work hours.

R. Negligence

Definition: Negligence is the failure to exercise the care that a reasonably prudent person would
exercise in similar circumstances.

Example: A driver who runs a red light and causes an accident is negligent.
S. Binder

Definition: A binder is a temporary insurance contract that provides coverage until a permanent
policy is issued.

Example: An insurance agent may issue a binder to provide immediate coverage for a new car
purchase.

T. Endorsements

Definition: Endorsements are additions or changes to an existing insurance policy.

Example: Adding a rider to a homeowner’s policy to cover expensive jewelry is an endorsement.
u. Blanket vs. Specific

Definition: Blanket insurance covers multiple items or locations under a single policy, while
specific insurance covers a particular item or location.

Example: Blanket insurance might cover all buildings on a property, while specific insurance
covers only one building.

V. Burglary, Robbery, Theft, and Mysterious Disappearance

Definition: These terms refer to different types of property crimes. Burglary involves unlawful
entry, robbery involves force or threat, theft is the unlawful taking of property, and mysterious
disappearance refers to property that is missing without explanation.

Example: A stolen car is a case of theft, while a break-in at a home is burglary.
W. Warranties
Definition: Warranties are promises made by the insured that certain conditions will be met.

Example: A warranty in a marine insurance policy might require the insured to maintain the
vessel in seaworthy condition.

X. Representations

Definition: Representations are statements made by the insured during the application process
that are believed to be true.

Example: Stating that you have a home security system when applying for homeowner’s
insurance is a representation.

Y. Concealment

Definition: Concealment is the intentional withholding of information by the insured that is
material to the risk.

Example: Failing to disclose a previous heart condition when applying for life insurance is
concealment.
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Z Deposit/Premium Audit

Definition: A premium audit is a review of the insured’s records to determine the actual premium
due for the coverage provided.

Example: A workers’ compensation insurer may conduct an audit to verify payroll amounts and
adjust the premium accordingly.

AA. Certificate of Insurance

Definition: A certificate of insurance is a document that provides evidence of insurance
coverage.

Example: A contractor may provide a certificate of insurance to a client to show proof of liability
coverage.

BB. Damages

Definition: Damages are monetary compensation awarded to a party for loss or injury.
Example: A court may award damages to a plaintiff in a personal injury lawsuit.
Compensatory

Definition: Compensatory damages are intended to compensate the injured party for actual
losses.

Example: Medical expenses and lost wages are compensatory damages.

CC. General

Definition: General damages compensate for non-monetary losses such as pain and suffering.
Example: Compensation for emotional distress is a general damage.

DD. Special

Definition: Special damages compensate for specific monetary losses.

Example: Reimbursement for medical bills is a special damage.

EE. Punitive

Definition: Punitive damages are intended to punish the wrongdoer and deter future
misconduct.

Example: A court may award punitive damages in a case of gross negligence.
FF. Compliance with Provisions of Fair Credit Reporting Act

Definition: Compliance with the Fair Credit Reporting Act (FCRA) involves adhering to
regulations that govern the collection, dissemination, and use of consumer information.

Example: An insurance company must provide notice to an applicant if their credit report is used
to deny coverage.

The Fair Credit Reporting Act (FCRA) is a federal law designed to ensure the accuracy, fairness,
and privacy of information in the files of consumer reporting agencies. Here’s a summary of key
compliance provisions:

Page 86 of 297



P&C AGENT PRELICENSING COURSE

Accuracy and Fairness: Consumer reporting agencies must ensure the information they collect
and distribute is accurate and fair. They are required to correct or delete inaccurate, incomplete,
or unverifiable information.

Consumer Rights:

Notification: Consumers must be informed if information in their file has been used against
them, such as in credit, insurance, or employment decisions.

Access to Information: Consumers have the right to know what is in their file. They can
request and obtain all the information about them in the files of a consumer reporting agency.

Free Reports: Consumers are entitled to a free disclosure of their credit report once every 12
months from each of the nationwide credit bureaus and from nationwide specialty consumer
reporting agencies.

Dispute Inaccuracies: Consumers can dispute inaccurate or incomplete information. The agency
must investigate unless the dispute is frivolous.

Permissible Purposes: Information in a consumer report can only be provided for specific
purposes, such as credit, insurance, employment, or other legitimate business needs.

Identity Theft Protections: The FCRA includes provisions to help protect consumers from
identity theft, such as placing fraud alerts on credit reports.

Enforcement: The Federal Trade Commission (FTC) and the Consumer Financial Protection
Bureau (CFPB) enforce the FCRA. They ensure compliance and handle violations

These provisions help maintain the integrity of consumer reporting and protect consumer rights.
Test Your Understanding with Multiple-Choice Q&A & Recall Checks

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

1. PROPERTY: POLICY PROVISIONS AND CONTRACT LAW
A. Declarations

Definition: The declarations page of an insurance policy provides a summary of the key details
of the policy, including the names of the insured and insurer, the coverage limits, the premium
amount, and the policy period.

Example: The declarations page of a homeowner’s insurance policy lists the insured’s name,
the address of the insured property, the coverage limits for the dwelling and personal property,
and the annual premium.

An insurance declarations page is a summary of your insurance policy in one or two pages. It
lets you know what'’s covered, who’s covered and how much you're going to pay for coverage.

Declarations pages are also called “dec pages” for short. There are differences between auto
insurance, homeowners’ insurance and renters' insurance declarations pages.

Auto insurance declarations page

An auto insurance declarations page is an overview of your car insurance policy, but it doesn’t
contain all the fine points. Those are laid out in other sections of the policy, which go into much
greater detail.
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Your car insurance declarations page will contain information about:
e When the policy is valid.
e What vehicles are covered.
e Which drivers are covered.
e What your coverage limits are.
o What your deductibles are.
e How much your premium is.
e What discounts you’ve received.
¢ Any optional coverage you have.

These facts are all presented at a summary level. For instance, your coverage limits might list
bodily injury liability coverage of $30,000 per person and $60,000 per accident. The declarations
page won'’t say that this coverage doesn’t apply when you intentionally attempt to harm
someone or that you won’t be covered when using your car for business.

Exceptions are laid out in the policy details pages. You’ll know you’ve found the details of your
policy when you find page after page of numbered paragraphs, subsections and sections where
words like “you” are defined.

The dec page is meant to be a quick overview of your policy. It's also an easy place to start
understanding all of the parts of your coverage. You can see at a glance if you have the
coverage you need and how much you’re currently paying.

Your declarations page also might contain contact details for your agent, information about your
premium payment schedule and names of any drivers specifically excluded from the policy.

Whenever you compare car insurance quotes, it makes sense to keep a copy of your
declarations page nearby.

Homeowners insurance declarations page

A homeowners insurance declarations page is similar in layout to an auto insurance
declarations page. You'll see details about your policy such as who and what’s covered. You'll
also see your premium and any discounts you’ve received.

Renters insurance declarations page

The declarations page for renters’ insurance looks very much like a homeowners insurance
declarations page. The main difference is in the types of coverage you'll see and the lack of any
mortgage details.

A renters insurance declarations page will cover:
o When the policy is in force.
o What your personal property limits are.
e What your deductible is.
e How much your premium is.

e Any discounts you’re receiving.
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¢ Any additional coverage options.

The main difference between renters and homeowners’ insurance is that renters’ insurance
covers the stuff in your rental, like your clothes, furniture and electronics but not the property you
live in. Landlords will have insurance to cover the building in case of fire or another catastrophe.

Renters insurance also covers you for any damage you might cause to the property or to people
on the property.

B. Insuring Agreement

Definition: The insuring agreement is the section of an insurance policy that outlines the
insurer’s promise to pay for covered losses in exchange for the premiums paid by the insured.

Example: In an auto insurance policy, the insuring agreement may state that the insurer will
cover damages resulting from collisions, theft, and other specified perils.

C. Conditions

Definition: Conditions are the provisions in an insurance policy that outline the duties and
responsibilities of both the insured and the insurer.

Example: A condition in a homeowner’s policy may require the insured to report a loss within a
certain time frame and to protect the property from further damage. For more information, visit
The Balance®.

D. Exclusions

Definition: Exclusions are specific situations or perils that are not covered by an insurance
policy.

Example: A homeowner’s insurance policy may exclude coverage for flood damage, meaning
any damage caused by flooding would not be covered.

E. Definition of the Insured
Definition: The insured is the person or entity covered by an insurance policy.

Example: In a homeowner’s insurance policy, the insured typically includes the policyholder and
their family members living in the same household.

The important points

e Insured refers to anyone covered by the policy, whether they’re specifically named or
not.

o Different insurance companies define “insured” differently.
What is an insured?

In insurance, the insured is the person or business that is covered by an insurance policy. One
policy can (and usually does) cover multiple insureds.

Example

Stanley is a homeowner who lives with his two kids, his wife, and her father. Stanley bought the
insurance policy that protects their home, and it's his name written on the front of the policy.
However, his insurance policy extends coverage to Stanley’s partner, his relatives, and his
partner’s relatives, as long as they’re living with him in the house.
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In this example, Stanley is the named insured: his name specifically appears on the policy. The
terms of his home insurance policy extend coverage to the other people living with him: his kids,
his wife, and his father-in-law are all considered insureds under his policy, even though the
policy doesn’t name them specifically.

Policies of insurance always have a named insured, and sometimes more than one. Plus,
insurance policies often extend coverage to people who aren’t actually named on the policy.

Home insurance policies typically cover family members of the named insured if they’re living in
the same household. Commonly, children who are living away from home for school are also
insured.

Insurance companies often differ slightly in their definition of insured. You’ll be able to find your
insurer’s definition somewhere in your policy wordings.

The definition of an insured includes the named insured, plus:
e Living in the same household:
e The named insured’s partner
¢ Relatives of the named insured or their partner
¢ Anyone under 21 years old in the care of the named insured or their partner
¢ Any domestic employees
e Living outside the household:

e The parents of the named insured or their partner, while they live in a residential care
facility

¢ Any students who are dependent on the named insured or their partner
What is the difference between insured and insurer?
Now that we’ve defined insured, what’s an insurer?

An insurer is the company that is insuring the insured. Or, less confusingly: the insurer is the
company that agrees to cover the insured’s claims under the policy. If the insured makes a
claim, the insurer is the one who pays the claim settlement.

Often, the insurer will be the same company that sold the policy, though not always.

If you bought your insurance policy through a broker, that broker is not your insurer. The insurer
is the company that underwrites the policy and pays any claims. Your insurer is clearly identified
on your policy’s declarations page.

F. Duties of the Insured

Definition: These are the responsibilities that the insured must fulfill after experiencing a loss to
ensure coverage under the policy.

Example: After a fire, the insured must promptly notify the insurer, protect the property from
further damage, and provide a detailed inventory of damaged items.
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What Does Duties of The Insured Mean?

Duties of the insured refer to the responsibilities of the policyholder, which generally requires the
exercise of good faith and maintenance of fair dealing. These duties are often listed in the
conditions section of the insurance contract.

Some of the duties of the insured include the following:
e Disclose material information,
e Avoid concealment and misrepresentation,
e Report loss or damage to the authorities,
¢ Provide notice of claim to the insurer,
e Prepare an inventory of the damaged or stolen property, and
e Provide proof of loss to the insurer.

The inability of the insured to comply with their duties is a ground for breach of contract,
cancellation of the policy, and forfeiture of the premiums paid.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

G. Obligations of the Insurance Company

Definition: These are the duties that the insurer must fulfill as part of the insurance contract,
including investigating claims and paying covered losses.

Example: The insurer must investigate a claim promptly and pay the claim if it is covered under
the policy terms.

The Responsibilities of an Insurance Company

In addition to the duties outlined in your policy, insurance companies have responsibilities under
both common law and statutory law. In general, the insurance company owes you a duty of
good faith and fair dealing when handling any transaction. It also has the obligation to faithfully
investigate and honor valid insurance claims.

Fair Deal

An insurance company's duty of good faith and fair dealing means it must always act in the
client's best interest. This responsibility, implied in all insurance agreements, prevents the
company from acting in bad faith in transactions involving your claim. If it breaches this
responsibility you are entitled to sue for damages.

General Duties

An insurance company has a legal duty to fully investigate your claim, not just the parts that
support their position. It must also provide you with all necessary information so you can protect
your claim under the policy.

Additionally, the company must respond to your communications and promptly pay your claim if
it's found valid.
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Insurance Contract

Your insurer must honor any responsibilities outlined in your policy. It's free to provide you with
rights above and beyond those provided by law, so your agreement may have extra
responsibilities. Additionally, if a provision in your policy is found to be ambiguous it's interpreted
by a court as being in your favor if there's a dispute.

Duty to Defend

Depending on the nature of your agreement, your insurer may have a duty to indemnify or
defend you under certain circumstances. The duty to defend provides you with legal
representation if you're sued. The duty to indemnify pays for any legal judgments against you.
Both are dictated by the terms of your policy.

H. Mortgagee Rights

Definition: Mortgagee rights are the protections provided to a mortgage lender under a property
insurance policy.

Example: If a home with a mortgage is damaged, the insurance company will pay the mortgage
lender for the loss before the homeowner.

Mortgagee Clause: What it Means, How it Works, Example

A mortgagee clause is found in many property insurance policies, and it provides protection for a
mortgage lender if a property is damaged.

Normally, you will be asked to agree to a mortgagee clause when you take out a mortgage.

In effect, a mortgagee clause is a separate agreement between your mortgage lender (the
mortgagee) and the insurance company that is insuring your property. A mortgagee clause
ensures that if your property is damaged while you are paying off the mortgage, the insurance
company will pay your mortgage lender for this loss, even though it's covered on your insurance
policy.

A lender would not lend a substantial amount of money secured by property without the
inclusion of a mortgagee clause in the borrower’s property insurance policy, so they are an
important part of your mortgage and property insurance contracts.

Key Takeaways

A mortgagee clause is a part of your homeowners insurance policy that protects your lender—
the mortgagee—from losses incurred due to damage to your property.

Many mortgage providers require a mortgagee clause in place to grant a mortgage.

A mortgagee clause states that if a property is damaged during the mortgage period, the
insurance company must pay the mortgagee for this.

For example, if you obtain a mortgage to buy a home or property and that property is then
destroyed in a fire, the mortgagee clause would ensure that the loss would be payable to your
lender even though it’s part of your insurance policy.

What Is a Mortgagee Clause?

Most mortgage providers (mortgagees) will require you (the borrower, or mortgagor) to take out
homeowners’ insurance to get a loan. Homeowners insurance provides you with protection
against damage to your property and its contents, but it also provides protection for your lender.
The mortgagee clause is a key part of these protections.
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A mortgagee clause states that if a property is damaged during the mortgage period, the
insurance company must pay the mortgagee for this. For example, if you obtain a mortgage to
buy a home or property and that property is then destroyed in a hurricane, the mortgagee
clause would ensure that the loss would be payable to your lender even though it’'s part of your
standard insurance or hurricane insurance policy.

This clause also protects the lender if you cause damage to the property, which leads the
insurance provider to cancel the policy. Fire damage is one of the most common causes of
home damage and is usually protected by insurance. But not when the damage is caused
intentionally. If you commit arson—an act that would void your insurance policy—the clause
protects the mortgagee, ensuring that your lender will still be covered.

Who’s Who

It's important to understand the terminology used in mortgage negotiations. A mortgagor is a
borrower. A mortgagee is a lender that provides a mortgage loan to a mortgagor.

How a Mortgagee Clause Works

Most lenders require that borrowers have homeowners’ insurance and that the insurance policy
include a mortgagee clause. The policy will state who has the lien within the policy. In some
cases, if it's not a requirement to get a mortgagee clause, then a borrower must contact a lender
to add the clause to their current contract.

Mortgagee clauses provide valuable protection for lenders because of the way that mortgages
work. When you take out a mortgage, you are essentially offering your home as collateral for a
loan, which you promise to pay back. If you can’t keep that promise, then your lender (the
mortgagee) can foreclose on the property and sell it to recoup costs. But if the property is
damaged, then the mortgagee’s investment is put in jeopardy. The mortgagee clause ensures
that the mortgagee will be paid out even if you are responsible for the damage to the property.

In other words, a mortgagee clause is a form of indemnity protection for the lender, because if
there is any loss or damage to the collateral property, the lender is indemnified up to the interest
that it has in that property.

Mortgagee clauses are an important component of the mortgage market. Without the protection
of the mortgagee clause, financial institutions would be unlikely to loan the large amounts of
money necessary to purchase homes, office buildings, or factories.

What Is an Example of a Mortgagee Clause?

Mortgagee clauses protect your lender from damage to your property, even if you caused it. So,
if you commit an intentional criminal act that voids your insurance policy, the clause protects the
mortgagee, ensuring that your lender will still be covered.

Is the Mortgagee the Borrower?

No. A mortgagee is a lender—specifically, an entity that lends money to a borrower for the
purpose of purchasing real estate. In a mortgage transaction, the lender serves as the
mortgagee and the borrower is known as the mortgagor.

Can a Person Be a Mortgagee?

Yes. Anyone who lends you money to buy a home and enters into a mortgage contract with you
can be a mortgagee. When you sign a mortgage contract with an individual, it's called a private
mortgage.
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The Bottom Line

A mortgagee clause is a part of your homeowners insurance policy that protects your lender
(the mortgagee) from losses incurred due to damage to your property. Many mortgage providers
will require a mortgagee clause to grant you a mortgage.

A mortgagee clause states that if a property is damaged during the mortgage period, the
insurance company must pay the mortgagee for this.

l. Proof of Loss

Definition: A proof of loss is a formal statement made by the insured to the insurer regarding a
claim, detailing the extent of the loss and the amount being claimed.

Example: After a burglary, the insured submits a proof of loss form listing the stolen items and
their values.

What is proof of loss?

A proof of loss is a formal document you must file with an insurance company that initiates the
claim process after a property loss. It provides the insurer with specific information about an
incident — its cause, resulting damage, and financial impact. Once the insurer has received the
proof of loss, it can send you a check for repairing or replacing your damaged item if it is
covered with your policy.

Is proof of loss required for all types of insurance?

Insureds must file a proof of loss form to receive benefits under a commercial property
insurance policy. All forms of insurance have a similar process for notifying insurers when a loss
occurs. This includes:

e General liability insurance
e Business owner’s policy
e Workers’ compensation insurance
e Commercial auto insurance
e Business interruption insurance
e And many other types of small business insurance.
Test Your Understanding with Multiple-Choice Q&A & Recall Checks

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

What should a proof of loss form include?

Each carrier has a specific form or a preferred format for submitting a proof of loss. Generally,
you must provide your insurer with a complete description of the loss, including:

e Date and time

¢ Incident precipitating the loss (storm, flood, theft, etc.)
e Property involved in the loss

e Nature and scope of damage incurred

e Evidence of the loss (photos, police report, purchase receipts)
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e Current property replacement value
e The party (or parties) with a financial interest in the property

The insurer will then process the form and determine how much it will offer the insured as a
claim settlement.

When should you file your proof of loss with your insurer?

Under the proof of loss policy provision, you must file your form as soon as possible after the
incident, but no later than the date specified in your policy (often 60 days).

Can your insurer refuse to accept your proof of loss form?
Your insurer can refuse to process your proof of loss form in the following cases:
¢ You didn’t answer all the questions.
e You failed to include supporting documentation.
¢ You didn’t sign the form.
¢ You didn’t have your signature notarized.

In these instances, the company might return the form to you for revisions. However, it can’t
reject your form just because it doesn’t like the amount of benefits you're requesting.

What happens after you file your proof of loss?

Your insurance proof of loss form kicks off a formal claims process. It typically includes the
following steps:

e Your insurer reviews your proof of loss and attached documentation.

e The insurance company determines whether your policy covers the claimed items. For
example, if your policy covers named perils only and the loss isn’t named, there will be
no coverage.

¢ Afinancial value is assigned to each item, either based on a replacement cost or actual
cash value.

e The carrier totals the value of all items and offers to settle the claim for the bottom-line
amount.

¢ You will have a chance to review your insurer’s offer and decide whether or not to accept
it.
e If you don’t accept it, you can negotiate with the insurer for a larger settlement.

e If you accept its settlement offer, the insurance company will now apply your deductible
(your share of the loss) to that amount.

J. Notice of Claim

Definition: A notice of claim is a formal notification to the insurer that a loss has occurred, and a
claim is being made.

Example: After a car accident, the insured sends a notice of claim to their auto insurance
company to start the claims process.
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What is a Notice of Insurance Claim?

Navigating an accident claim can be overwhelming, but understanding the importance of a
Notice of Insurance Claim can pave the way to securing your rightful compensation.

Accidents can be distressing, especially when they result from someone else’s negligence.

A crucial step in securing the compensation you deserve following an accident is submitting a
“Notice of Insurance Claim” to the at-fault party’s insurance provider.

A “Notice of Insurance Claim” is a formal written notice that the claimant (you) sends to an
insurance company (the “insurer”). It informs the insurer about your intention to file an insurance
claim for an injury caused by their policyholder (the “insured”).

This document is often the initial step in the process of pursuing a personal injury claim. It helps
by properly documenting your claim and establishing a clear communication line with the
insurance company.

When is a Notice of Insurance Claim appropriate?

A Notice of Insurance Claim is applicable in almost any case in which someone else was at fault
for your injuries. This may include:

e Accidents involving children
e Car accidents
e Truck accidents
e Slip and fall cases
e Boating accidents
e Bicycle accidents
e Motorcycle accidents
When to send a Notice of Insurance Claim

It's important to send a Notice of Insurance Claim to the insurer as soon as possible after
suffering your injury. Doing so ensures that the incident is still fresh in your mind and the
pertinent details are correct. What's more, insurance companies (and jurors) tend to take
allegations more seriously when they are raised without delay.

It's a good idea to send the Notice of Insurance Claim via certified mail with a return receipt
requested so you have proof that it was received.

Every state has a statute of limitations that requires plaintiffs to file a lawsuit within a certain
period of time, or else the lawsuit will be forever barred. It's important to keep in mind that a
Notice of Insurance Claim is NOT a substitute for a lawsuit and, therefore, will not stop the
statute of limitations from running.

Key elements of the Notice of Insurance Claim

Your Notice of Insurance Claim should include a few essential details, including:
¢ Your contact information
e The date of the accident

e A brief description of the accident
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o A brief description of the injuries sustained

¢ |t’'s also important to request a written confirmation of the liability insurance coverage for
the insured for the date of the accident and whether the insured contends that anyone
other than themselves may be liable.

K. Appraisal

Definition: An appraisal is a professional assessment of the value of property, such as real
estate, a business, or personal items, conducted by an authorized appraiser.

Example: A homeowner gets an appraisal to determine the market value of their house before
selling it.

What Is an Appraisal?

An appraisal is a valuation of property, such as real estate, a business, collectible, or an
antique, by the estimate of an authorized person. The authorized appraiser must have a
designation from a regulatory body governing the jurisdiction of the appraiser. Appraisals are

typically used for insurance and taxation purposes or to determine a possible selling price for an
item or property.

Key Takeaways

An appraisal is an assessment of the fair market value of a property, business, antique, or even
a collectible.

Appraisals are used to estimate the value of items that are infrequently traded and are unique.

The authorized appraiser must have a designation from a regulatory body governing the
jurisdiction of the appraiser.

Appraisals can be done for many reasons such as tax purposes when valuing charitable
donations.

Home appraisals can positively or negatively impact the sale of a house or property.
Appraisals help banks and other lenders avoid losses on a loan.

Appraisal: An assessment of the fair market value of a property by an authorized person.
Understanding Appraisals

Appraisals are used in many types of transactions, including real estate. If a home valuation, for
example, comes in below the amount of the purchase price, mortgage lenders are likely to
decline to fund the deal. Unless the prospective buyer is willing and able to come up with the
difference between the appraised value and the lender's financing offer, the transaction will not
go forward.

The appraiser can use any number of valuation methods to determine the appropriate value of
an item or property, including comparing the current market value of similar properties or
objects.

Appraisals are also done for tax purposes when determining the value of charitable donations
for itemized deductions. Deductions can reduce your taxes owed to the IRS by deducting the
value of your donation from your taxable income.

Appraisals can also be a helpful tool in resolving conflicts between heirs to an estate by
establishing the value of the real estate or personal property to be divided.
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Types of Appraisals Home Appraisals

A home valuation is necessary during the process of buying and selling a home, as well as a
refinance of an existing mortgage. A refinance is when a loan or mortgage is reevaluated and
updated to current interest rates and new terms.

An appraisal determines the home's value to ensure that the price reflects the home's condition,
age, location, and features such as the number of bathrooms. Also, valuations help banks and
lenders avoid loaning more money to the borrower than the house is worth.

In the event of default, when the borrower can't make the payments anymore, the bank uses the
appraisal as a valuation of the home. If the home is in foreclosure, whereby the bank takes
possession of the house, it must be resold to help the lender recoup any losses from making the
mortgage loan.

It's important to remember that when a bank lends for a mortgage, it gives the full amount of the
home's value to the seller on the date it's sold. In other words, the bank is out the money and, in
return, has a promise to pay, plus interest, from the borrower. As a result, the valuation is
important to the lending process since it helps the bank avoid losses and protect itself against
lending more than it might be able to recover if the borrower defaults.

Note

A home appraisal is separate from a home inspection, which is completed to determine the
condition of the home and identify any potentially serious issues before a buyer moves forward
with closing.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Collectibles or Antiques

Professional appraisals can be done for many items, including collectibles, antiques, or
grandma's silver. Ideally, you'll want multiple valuations for an item from an accredited
professional. Appraisers might charge an hourly rate or a flat fee.

A certified appraiser's valuation will likely be fair and unbiased, whereas the local collectible
shop has an incentive to offer you less for the item. Also, owners can get an idea of an item's
value by checking collectible magazines and online appraisal websites. Most websites charge a
small fee, such as $10, to value an item. Of course, obtaining a value online is done through
photos of the item and is not an official valuation, but it should give you an idea of what it's
worth before proceeding. If you decide to pursue an appraisal, the American Society of
Appraisers has thousands of members and is a great place to begin searching for an accredited
professional.

Appraisals and Insurance

Some types of insurance policies also require appraisals of goods being insured. Homeowners'
and renters' insurance policies protect policyholders against the loss of personal property due to
theft or damage. These blanket policies cover items up to a preset dollar limit. Obtaining an
appraisal of the contents of a home creates an inventory of the owner's property and establishes
its value, which helps to ensure a swift settlement if a claim is filed.
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When the value of specific items exceeds a homeowners policy limit, the policyholder may wish
to obtain additional insurance that covers luxury items such as jewelry or collectibles, including
art objects and antiques. Before issuing personal property insurance policies for high-end items,
many insurance underwriters require applicants to have the object appraised. The appraisal
creates a record of the item's existence, along with its description. It also helps establish the
item's actual value.

Some insurance contracts include an appraisal clause that specifies the owner agrees to obtain
an appraisal from a mutually agreeable expert in the event of a dispute between the owner and
the insurance company.

Neutral appraisals can speed the resolution of a settlement and keep disputes from escalating
into lengthy and expensive lawsuits.

The actual amount you pay for a home appraisal can depend on where the property is located
and how much time is required to complete the appraisal.

Home Appraisal Process and Cost

The home appraisal process typically begins after a buyer makes an offer on a home and that
offer is accepted by the seller. The buyer's mortgage lender or broker may order the appraisal
on their behalf, though the buyer is typically expected to pay for it out of pocket. On average, a
home appraisal for a single-family property runs between $300 and $450 while appraisals for
multi-family homes can start at around $500.

Once the appraisal is ordered, the appraiser will schedule a time to visit the property. The
appraiser will then conduct a thorough review of the interior and exterior of the home to
determine what it's worth. This may require them to take measurements or photos of the
property.

Appraisals can take a few minutes to a few hours to complete, depending on the details of the
home and the appraiser's methods.

After visiting the home, the appraiser will use the information they've collected to create a
reasonable estimate for the home's value. At this stage, the appraiser will also look at the values
of comparable homes in the area. Using these comps and what they've learned from visiting the
home, the appraiser will prepare an appraisal report that includes a figure that represents their
perceived value of the home.

A copy of this appraisal report is then shared with the buyer and the buyer's mortgage lender. It
can take anywhere from a week to 10 days for the report to be completed. Sellers can also
request a copy of the report.

If a buyer disagrees with the appraisal report, they can request a reconsideration from the
lender or opt to pay for a second appraisal.

How To Improve Your Home's Appraisal Value

The appraisal process is meant to be objective, but appraisers are human. Good curb appeal
and clean, uncluttered rooms send a message of a well- maintained home. And they can be
achieved without a great deal of time or expense. There are some easy ways to quickly improve
the appraised value of your home:

e Clean and uncluttered rooms convey the message that a home is well-maintained.

¢ Minor cosmetic improvements can make a big difference.
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e Point out any major improvements you've made to the appraiser, in case they miss them.

e On the other hand, you should avoid big expensive improvements just for the sake of
increasing your home's appraisal value. They generally don't pay off.

Make sure you know your rights as well. If you hire the appraiser to determine your home’s
value, the appraisal belongs to you. If you're refinancing your mortgage and the lender hires the
appraiser, the lender is required to provide you with a copy—possibly for a reasonable fee—of the
appraisal and any other home value estimates.

If you think the appraiser has the value wrong, first review the written appraisal for errors. Check
whether the comps the appraiser chose are reasonably similar to your home. If you still think the
price is incorrect, you can appeal the valuation with your lender or ask it to order a second
appraisal.

How Much Does a Home Appraisal Cost?
On average, a home appraisal can cost anywhere from $300 to $450.

The price may be higher for appraisals of multi-family homes or properties that are above
average in size. The buyer is most often responsible for paying appraisal fees at the time the
appraisal is ordered.

Is a Home Appraisal Required?

A home appraisal is almost always a requirement when purchasing a home with a mortgage.
Lenders use the appraisal to determine whether the home is worth the amount of money the
buyer is asking to borrow. A buyer may not require an valuation if they're paying cash for a
home versus taking out a mortgage loan.

Can the Buyer Be Present During an Appraisal?

Both buyers and sellers can ask to be present at the home appraisal with the approval of the
appraiser. In lieu of attending themselves, buyers and sellers can request that their agents be
allowed to attend the appraisal. But typically, only the appraiser is present as it's less common
for buyers or sellers to show up.

What Happens If the Appraisal Comes in Too Low?

If a home appraisal comes in below what the buyer has agreed to pay, there are several options
they could choose from. The first is to ask the seller to renegotiate the home's price so that it
aligns with the home's appraisal value. The next option is to pay the difference between the
appraisal value and the asking price out of pocket. Buyers could also use a piggyback mortgage
to make up the difference between the home's value and its sales price.

Do | Need an Appraisal to Refinance a Mortgage?

In most cases, yes. Lenders use appraisals to determine a home's value for refinancing
mortgages the way they do for purchase mortgages. There are a couple of exceptions,
however. In some cases, you will not need an valuation if you are taking out an FHA refinance
loan if it is what is called a "streamline" refinance loan.

If you hold a VA-backed loan, you will need an appraisal if you are planning to take out a cash-
out refinance loan.

Due to the COVID- 19 pandemic, there is a partial waiver on appraisals from April 26, 2021, to
April 26, 2022, according to the U.S. Department of Housing and Urban Development.
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The Bottom Line

An appraisal is an assessment of the fair market value of a property, business, antique, or even
a collectible. Appraisals are used to estimate the value of items that are infrequently traded and
are often rare or unique. The authorized appraiser must have a designation from a regulatory
body governing the jurisdiction of the appraiser. Appraisals can be done for many reasons such
as tax purposes when valuing charitable donations, but the most familiar form of appraisal is for
a property.

Home appraisals can positively or negatively impact the sale of a house or property, and so are
an important part of the process of financing a house. A home appraisal is almost always a
requirement when purchasing a home with a mortgage, for example, and if you are refinancing
your property your lender may hire their own appraiser to make a valuation of your home.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

L. Other Insurance Provision

Definition: An other insurance provision specifies how coverage will be apportioned if multiple
insurance policies cover the same risk.

Example: If a person has two health insurance policies, the other insurance provision
determines which policy pays first and how much the second policy will cover.

What Does Other Insurance Clause Mean?

An other insurance clause is a provision included in insurance policy contracts that specifies
exactly how much coverage the policy offers if the insured has another policy that covers the
same risk. Depending on the clause, the insurers may share coverage or one policy may be
sufficient.

Other Insurance Clause

The other insurance clause is a protection against overinsurance, a situation in which multiple
insurers pay out claims for the same loss. Overinsurance would allow an insured to earn a profit
from their insurance policies.

Usually, one policy is assigned as the primary insurance. The primary insurance is the first
coverage that will come into effect when the policyholder suffers an insured loss. If the primary
policy is exhausted and has not been able to pay for the entire loss, the other policies will
provide additional coverage for the remaining loss.

Policyholders are advised to read the other insurance clause carefully because it might notify
them that the policy will not provide coverage if another policy covers the same risk.

M. Subrogation

Definition: Subrogation is the legal right held by insurers to pursue a third party that caused an
insurance loss to the insured.

Example: After paying for damages from a car accident, an insurance company sues the at-fault
driver to recover the costs.
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What Is Subrogation?

Subrogation is a term describing the right held by most insurance carriers to legally pursue a
third party that caused an insurance loss to an insured. This allows the insurance carrier to
recover the amount of the claim it paid to the insured for the loss.

Key Takeaways

Subrogation is a term describing a legal right held by most insurance carriers to legally pursue a
third party that caused an insurance loss to the insured.

In most subrogation cases, an individual’s insurance company pays its client’s claim directly,
then seeks reimbursement from the other party's insurance company.

Subrogation is most common in an auto insurance policy but also occurs in property/casualty
and healthcare policy claims.

Subrogation allows the at-fault party's insurer to reimburse the victim's insurance company.

The insured’s carrier will then reimburse the insured, along with any deductibles the insured
paid.

Understanding Subrogation

Subrogation refers to the act of one person or party standing in the place of another person or
party. It effectively defines the rights of the insurance company both before and after it has paid
claims made against a policy.

Also, it makes the process of obtaining a settlement under an insurance policy easier.

When an insurance company pursues a third party for damages, it is said to "step into the shoes
of the policyholder." Thus, the carrier will have the same rights and legal standing as the
policyholder when seeking compensation for losses. If the insured party does not have the legal
standing to sue the third party, the insurer will also be unable to pursue a lawsuit as a result.

How Subrogation Works

In most cases, an individual’'s insurance company pays its client’s claim for losses directly, then
seeks reimbursement from the other party or their insurance company. In such cases, the
insured typically receives prompt payment. Then the insurance company may pursue a
subrogation claim against the party at fault for the loss.

Insurance policies may contain language that entitles an insurer, once losses are paid on
claims, to seek recovery of funds from a third party if that third party caused the loss. The
insured does not have the right to file a claim with the insurer to receive the coverage outlined in
the insurance policy or to seek damages from the third party that caused the losses.

Subrogation enables accident victims to receive claim payments more quickly after a loss.

Subrogation (sometimes shortened to "subro") in the insurance sector, especially among auto
insurance policies, occurs when the insurance carrier takes on the financial burden of the
insured as the result of an injury or accident payment and seeks repayment from the at-fault
party. The subrogation process can take weeks, months, or even years to complete, depending
on the complexity of the case, state regulations, and other factors.
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Example of Subrogation

One example of subrogation is when an insured driver's car is totaled through the fault of
another driver. The insurance carrier reimburses the covered driver under the terms of the
policy and then pursues legal action against the driver at fault. If the carrier is successful, it must
divide the amount recovered after expenses proportionately with the insured to repay any
deductible paid by the insured.

Subrogation is not only relegated to auto insurers and their policyholders. Subrogation also
occurs within the health care sector. If, for example, a health insurance policyholder is injured in
an accident and the insurer pays $20,000 to cover the medical bills, that same health insurance
company is allowed to collect $20,000 from the at-fault party to reconcile the payment.

Subrogation Process for the Insured

Luckily for policyholders, the subrogation process is extremely passive for the victim of an
accident when another party is at fault. The subrogation process is meant to protect insured
parties; the insurance companies of the two parties involved work largely behind the scenes to
mediate and come to agreement over the payment.

Policyholders are simply covered by their insurance company and can act accordingly. The
insured party benefits because the at-fault party must make a payment during subrogation to
the insurer, which helps keep the policyholder's insurance rates low.

Insurance companies do most of the work during subrogation, freeing the insured from having to
participate in the process.

In the case of any accident, it remains important to stay in communication with the insurance
company.

Make sure all accidents are reported to the insurer in a timely manner and let the insurer know if
there should be any settlement or legal action. If a settlement occurs outside of the normal
subrogation process between the two parties in a court of law, it is often legally impossible for
the insurer to pursue subrogation against the at-fault party. This is due to the fact most
settlements include a waiver of subrogation.

Benefits of Subrogation

In insurance, subrogation allows your insurer to recover the costs associated with a claim, such
as medical bills, repairs costs, and your deductible, from the at-fault party's insurer (assuming
you were not at- fault). This means that both you and your insurer can recoup the costs of
damage or harm caused by somebody else.

It also means improved loss ratios, profits, and underwriting revenue for the insurer, plus added
customer satisfaction and protection.

Waivers of Subrogation

A waiver of subrogation is a contractual provision where an insured waives the right of their
insurance carrier to seek redress or compensation for losses from a negligent third party.
Typically, insurers charge an additional fee for this special policy endorsement. Many
construction contracts and leases include a waiver of subrogation clause.

Such provisions prevent one party’s insurance carrier from pursuing a claim against the other
contractual party in an attempt to recover money paid by the insurance company to the insured
or to a third party to resolve a covered claim. In other words, if subrogation is waived, the
insurance company cannot "step into the client's shoes" once a claim has been settled and sue
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the other party to recoup their losses. Thus, if subrogation is waived, the insurer is exposed to
greater risk.

What is the Legal Definition of Subrogation?

Subrogation, in the legal context, refers to when one party takes on the legal rights of another,
especially substituting one creditor for another. Subrogation can also occur when one party
takes over another's right to sue.

Does Subrogation Affect the Insured Victim?

The subrogation process, which is meant to protect insured parties, is a passive experience for
the insured victim of an accident when another insured party is at fault. The insurance
companies of the two parties involved work to mediate and legally come to a conclusion over
payment. The insured benefits when the at-fault party makes payment during subrogation to the
insurer, which helps keep the policyholder's insurance rates low.

How Does Subrogation Affect Claims Payments?

Subrogation allows the accident victim's insurance company to pay claims immediately to their
client, allows the insured to receive payments more quickly. Their insurance carrier then seeks
to recover that amount from the at-fault party or their insurer.

The Bottom Line

Subrogation allows insurance carriers to legally pursue claims against a third party that caused
an insurance loss to one of its insureds. This enables the insurer to pay claims files by its
insurers sooner, and then recover the claim amount from the parties who are at fault for the
loss. Subrogation allows insured to receive payments sooner and helps keep their premiums
low.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

N. Elements of a Contract

Definition: The essential elements of a contract include offer, acceptance, consideration,
capacity, and legality.

Example: A contract for the sale of a car includes an offer (price), acceptance (agreement to
buy), consideration (payment), capacity (legal ability to contract), and legality (lawful purpose).

ELEMENTS OF A CONTRACT

To be valid, a contract must generally contain all of the following elements:
o Offer
e Acceptance
e Consideration

e Legality
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OFFER:

Contracts always start with an offer. An offer is an expression of a willingness to enter into a
contract on certain terms. It is important to establish what is and is not an offer. Offers must be
firm, not ambiguous, or vague. A person who is making the offer is called the offeror.

Invitation to Treat: Offers are different than an invitation to treat. An invitation to treat is not an
offer. When you list your home for sale, you are not making an offer; you are making an offer to
treat. You are inviting potential buyers to make an offer to you to buy your home. The same is
true with most advertising. The stores are making an offer to treat. They are expressing their
willingness to sell you something if you offer them their asking price. However, they are not
bound to accept your offer. For example, you place an ad online to sell your automobile for a
certain price. Someone makes an offer to buy the automobile from you at full price. Do you have
to accept their offer? No. You are making an offer to treat, and you are not bound to accept their
actual offer to buy your automobile.

Puffery: Advertisers often use puffery to promote their products. So, was the advertising slogan
“Red Bull Gives You Wings” meant to be a true statement or puffery? In a class action lawsuit
filed on Jan. 16, 2013, in the

U.S. District Court of the Southern District of New York by Benjamin Careathers, Mr. Careathers
claimed he had been drinking Red Bull since 2002. His lawsuit argued that Red Bull mislead
consumers about the superiority of its products starting with its slogan “Red Bull gives you
wings” and its claims of increased performance, concentration, and reaction speed. Red Bull
eventually settled the lawsuit for 13 million dollars. Red Bull maintains that its marketing and
labeling have always been truthful and accurate and denies any and all wrongdoing or liability.”

Courts will determine whether a statement in advertising is false versus puffery by using the
“reasonable person” standard. In other words, would a reasonable person believe the
exaggerated statement in an advertisement is meant to be true? It is hard to imagine a jury
would find that the Red Bull advertisement that by drinking their product one would grow wings
was anything but puffery.

Counter-Offers: A counter-offer negates the original offer. It alters the original offer, and by
doing, so releases the person making the original offer from any obligation. For example, A
makes an offer to treat regarding the sale of A’'s automobile for $10,000.00. B offers A
$9,000.00. If A accepts this offer, B is bound to purchase the vehicle for that price. A does not
have to accept B’s offer and is not bound to. However, A then makes a counter- offer to B that A
will sell the vehicle for $9,500.00. B is not bound to buy the vehicle for that price, but A is now
bound to sell the vehicle to B for that price if B accepts the counter-offer.

ACCEPTANCE:

Acceptance by the offeree (the person accepting an offer) is the unconditional agreement to all
the terms of the offer. There must be what is called a “meeting of the minds” between the
parties of the contract. This means both parties to the contract understand what offer is being
accepted. The acceptance must be absolute without any deviation, in other words, an
acceptance in the “mirror image” of the offer. The acceptance must be communicated to the
person making the offer. Silence does not equal acceptance.

Page 105 of 297



P&C AGENT PRELICENSING COURSE

CONSIDERATION:

Consideration is the act of each party exchanging something of value to their detriment. A sells
A’s automobile to B. A is exchanging and giving up A’s automobile while B is exchanging and
giving up B’s cash. Both parties must provide consideration.

Past Consideration: Voluntarily doing something for someone is not consideration. A sees B’s
lawn needs to be cut so A voluntarily does so. B comes home from work and is so pleased that
B gives A $30 for cutting the lawn. The following week A cuts B’s lawn again without B asking A
to do so. A now asks B for $30 for cutting the lawn and B refuses to do so.

A claims they have a contract since A has provided consideration by mowing B’s lawn, even
though it was voluntary. A is incorrect. B is not obligated to provide consideration to A. There is
no contract.

However, if B had asked A to mow the lawn, but did not set the price, A would probably be able
to enforce the contract after mowing the lawn because B requested he does so.

Performance of an Existing Duty: If a person has a duty to do something, such as a public
servant, the performance of the duty is not consideration.

Promissory Estoppel: In some instances, one party is not providing consideration but is relying
on a reasonable promise made by another. A party that is induced to action based on a
reasonable promise may be able to enforce the promise under the legal theory of promissory
estoppel.

A promise which the promisor should reasonably expect to induce action or forbearance on the
part of the promisee or a third person and which does induce such action or forbearance is
binding if injustice can be avoided only by enforcement of the promise. The remedy granted for
breach may be limited as justice requires.

A charitable subscription or a marriage settlement is binding under Subsection (1) without proof
that the promise induced action or forbearance.

For example, A works for B who has promised to provide A retirement benefits if A works for B
for 25 years. After A is employed with B for 15 years, B tells A that the retirement benefits will
now be half the amount originally promised. A can enforce the original promise under the theory
of promissory estoppel even though A has provided no consideration. A can make the case that
A was induced and acted on this promise.

LEGALITY:

The fourth required element of a valid contract is legality. The basic rule is that courts will not
enforce an illegal bargain. Contracts are only enforceable when they are made with the intention
that they are legal and that the parties intend to legally bind themselves to their agreement. An
agreement between family members to go out to dinner with one member covering the check is
legal but is not likely made with the intent to be a legally binding agreement.

Just as a contract to buy illegal drugs from a drug dealer is made with all the parties knowing
that what they are doing is against the law and therefore not a contract that is enforceable in
court.
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Lack of Mental Capacity: The capacity to enter into a contract may be compromised by mental
illness or intellectual deficiency. Issues of dementia and Alzheimer’s can blur the lines of
competency to sign a contract. Competency to enter into a contract requires more than a
transient surge of lucidity. It requires the ability to understand not only the nature and quality of
the transaction but an understanding of its significance and consequences. If a person is found
to lack the mental capacity to enter into a contract, then the contract is not automatically void but
it is voidable.

Minors and Contracts: Minors under the age of 18 years old are allowed to sign contracts, but
they are voidable at the minor’s election. The exception to this rule is that contracts for
necessities are not voidable.

Necessities are general goods or services necessary for subsistence, health, comfort, or
education. The burden to prove a contract is for necessities for a minor is on the plaintiff. Minors
can affirm their contract made while a minor formally or by actions upon reaching the age of 18.

Contracts That Must Be In Writing: As already mentioned above, not all contracts have to be
in a written format. However, some absolutely do, or they are voidable. Under the common law
doctrine of the “Statute of Frauds,” which has been codified in the General Obligations Law
(GOB), contracts for the purchase of real property (GOB § 5-703), contracts that cannot be
performed in less than 1 year, and contracts that guarantee the debt of another (co-signers)
(GOB § 5-701) must all be in writing. It is important to understand that just about any form of
writing is acceptable. A handwritten contract to purchase real property on a napkin is acceptable
if all the elements of a contract are met. The use of email and text messages may also be
acceptable under GOB § 5-701(4).

UNILATERAL VERSUS BILATERAL CONTRACTS:

Most contracts are bilateral, meaning both parties are in agreement and the four basic elements
of a contract exist. For example, B offers to buy A’s automobile for a specific price and A
accepts the offer and agrees to give B the automobile upon receipt of those specific funds.

Both parties are agreeing to the contractual arrangement. It is bilateral.

In a unilateral contract, one party is making an offer and promise if someone does something in
return. There is no agreement necessarily between two individuals as there is in a bilateral
contract. However, an offer is made and if another individual accepts the offer and performs, an
enforceable contract exists.

An example would be if A offers a reward of $100 to the person who finds and returns A’s
missing cat. If B finds and returns the cat to A, A would be bound to pay B the $100 reward. This
is a unilateral contract.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

0. Warranties, representations, and concealment
Warranties
Definition: Warranties are promises made by the insured that certain conditions will be met.

Example: A warranty in a marine insurance policy might require the insured to maintain the
vessel in seaworthy condition.
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Representations

Definition: Representations are statements made by the insured during the application process
that are believed to be true.

Example: Stating that you have a home security system when applying for homeowner’s
insurance is a representation.

Concealment

Definition: Concealment is the intentional withholding of information by the insured that is
material to the risk.

Example: Failing to disclose a previous heart condition when applying for life insurance is
concealment.

P. Sources of Underwriting Information

Definition: Underwriting information is gathered from various sources to assess the risk of
insuring a person or entity.

Example: An insurance company uses credit reports, medical records, and driving history to
underwrite a life insurance policy.

What is Underwriting?

Underwriting is the process that a lender or other financial service uses to assess the
creditworthiness or risk of a potential customer.

Underwriting also refers to an investment banker's process of packaging and selling a security
on behalf of a client.

How Does Underwriting Work?

Underwriting refers to the structured process used by financial service companies, such as
banks, investors, or insurers, to determine and price the risk from a potential client. The
underwriting process is a detailed and systematic analysis of a potential borrower's
creditworthiness, including employment history, salary, financial statements and performance,
publicly available information, and independent credit reports. The underwriting process is
intended to determine the credit needs, the quality of the collateral assets to be used to support
the borrowing, and the borrower's ability to repay the debt. Upon completion of a formal
underwriting process and a summary presented to a credit committee within the lender, the
lender will either approve or reject the request for a loan.

Similarly, an insurance company will evaluate the risks of a potential candidate for insurance,
based on a variety of actuarial factors. The bottom line from such an underwriting process is to
price the insurance in accordance with its associated risk.

In securities trading, underwriting also includes assessing the risk and pricing the security
accordingly. However, the formal underwriting process also involves agreeing to buy the
security (by the underwriter) and then selling the security for a profit. The underwriter effectively
takes a risk by agreeing to buy the security at the established price. In most instances,
underwriters will line up buyers for the securities before they take on the security, so that it can
'flip' the security to the buyer immediately.
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Why Does Underwriting Matter?

Underwriting is a critical step in the credit analysis and risk pricing process for almost all
financial service companies. For companies, understanding the underwriting process and the
requirements at each stage of the process will allow a company to prepare and present itself
accordingly. For investors, the information contained in an underwriting is crucial to
understanding the risks and potential rewards from a security's underlying asset.

Q. Fair Credit Reporting Act (FCRA)

Definition: The FCRA is a federal law that promotes the accuracy, fairness, and privacy of
information in consumer credit reports.

Example: A consumer disputes an error on their credit report, and the credit bureau must
investigate and correct it if necessary.

The Fair Credit Reporting Act (FCRA), 15 U.S.C. § 1681 et seq., is federal legislation enacted to
promote the accuracy, fairness, and privacy of consumer information contained in the files of
consumer reporting agencies. It was intended to shield consumers from the willful and/or
negligent inclusion of erroneous data in their credit reports. To that end, the FCRA regulates the
collection, dissemination, and use of consumer information, including consumer credit
information.[1] Together with the Fair Debt Collection Practices Act (FDCPA), the FCRA forms
the foundation of consumer rights law in the United States.

It was originally passed in 1970,[2] and is enforced by the U.S. Federal Trade Commission, the
Consumer Financial Protection Bureau, and private litigants.

R. Privacy Protection (Gramm-Leach-Bliley Act)

Definition: The Gramm-Leach-Bliley Act requires financial institutions to explain their
information-sharing practices and protect consumers’ private information.

Example: A bank provides customers with a privacy notice explaining how their personal
information is shared and how they can opt out.

S. Policy Application
Definition: A policy application is a form used by an applicant to request insurance coverage.

Example: An individual fills out a policy application to apply for auto insurance, providing details
about their driving history and vehicle.

T. Terrorism Risk Insurance Act (TRIA)

Definition: TRIA is a federal law that provides a government backstop for insurance claims
related to acts of terrorism.

Example: After a terrorist attack, TRIA ensures that insurance companies can cover the losses
without going bankrupt.

The Terrorism Risk Insurance Act (TRIA) (H.R. 3210, Pub. L.Tooltip Public Law (United States)
107-297 (text) (PDF)) is a United States federal law signed into law by President George W.
Bush on November 26, 2002. The Act created a federal "backstop" for insurance claims related
to acts of terrorism. The Act "provides for a transparent system of shared public and private
compensation for insured losses resulting from acts of terrorism."[1] The Act was originally set to
expire December 31, 2005, was extended for two years in December 2005, and was extended
again on December 26, 2007. The Terrorism Risk Insurance Program Reauthorization Act
expired on December 31, 2014.[2]
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u. Territory

Definition: The territory provision in an insurance policy defines the geographic area where
coverage applies.

Example: An auto insurance policy specifies that coverage is valid only within the United States
and Canada.

Key Takeaways
Insurance coverage territory varies depending on the type of policy being discussed.
It refers to the geographic area where coverage applies.

In most cases, coverage territory includes the United States, its territories and possessions,
Puerto Rico, and Canada.

When a policy does not specify a coverage territory, it is generally assumed to apply worldwide.
IV. CASUALTY: TYPES OF POLICIES, BONDS, AND RELATED TERMS
A. Commercial General Liability (CGL)

Commercial General Liability (CGL) insurance is a crucial aspect of protecting businesses from
a variety of liabilities. It provides coverage for a range of potential risks that may arise in the
course of business operations.

1. Exposures
a. Premises and Operations

Premises and Operations Liability: This aspect of CGL insurance covers bodily injury or
property damage that may occur on the insured's premises or as a result of their operations. For
example, if a visitor slips and falls in a retail store, the CGL insurance would cover any resulting
medical expenses or legal fees.

b. Products and Completed Operations

Products and Completed Operations Liability: This coverage extends to bodily injury or
property damage caused by products sold or work completed by the insured. For instance, if a
faulty product sold by a business causes harm to a consumer, the CGL insurance would cover
any resulting legal costs or damages.

C. Contractual Liability

Contractual Liability: This aspect of CGL insurance covers liabilities assumed by the insured
under contract. For example, if a business enters into a contract that holds them responsible for
certain damages, the CGL insurance would provide coverage in case of a lawsuit.

Personal and Advertising Liability:

Personal and Advertising Liability: This coverage protects against liabilities related to
defamation, copyright infringement, or other advertising-related claims. For example, if a
competitor sues a business for making false claims in their advertising, the CGL insurance
would cover any resulting legal fees or damages.
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Medical Payments:

Medical Payments: This coverage provides for medical expenses for injuries sustained on the
insured's premises or as a result of their operations, regardless of fault. For example, if a
customer is injured in a store, the CGL insurance would cover their medical bills.

Owners and Contractors Protective Liability:

Owners and Contractors Protective Liability: This coverage provides liability protection for
property owners or contractors who may be held responsible for the actions of their
subcontractors. For example, if a subcontractor causes property damage while working on a
project, the CGL insurance would provide coverage.

Occurrence Coverage:

Occurrence Coverage: This type of coverage provides for claims that occur during the policy
period, regardless of when they are reported. This is important as some claims may not be
made immediately after an incident occurs.

Claims Made Coverage:

Claims Made Coverage: This coverage provides protection for claims made during the policy
period, regardless of when the incident occurred. This ensures that businesses are covered for
claims that may arise even after the policy has expired.

Overall, CGL insurance is essential for businesses to protect themselves from a wide range of
liabilities that may arise in the course of their operations. By understanding the different aspects
of CGL coverage and how they apply to specific scenarios, businesses can ensure they have
the necessary protection in place.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Commercial General Liability

Objectives: In this section we’ll cover the commercial general liability coverage. This provides
coverage for claims for which businesses or commercial enterprises may become legally liable.
The following will be covered:

Basic Hazards: Premises and Operations, Products and Completed Operations, Independent
Contractors, and Insured Contracts

Commercial General Liability coverage forms:

Coverage A — bodily injury and property damage,

Coverage B - personal injury and advertising injury liability, and
Coverage C - medical payments

Supplementary payments

Occurrence form and claims made form

Definition of “the insured”

Limits of liability

Conditions
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Definitions

In the course of doing business, businesses interact with employees, contractors, clients,
vendors, and others. Any one of these could claim that your business caused them injury or loss
and take legal action against you.

Commercial general liability is a standard insurance policy that provides liability coverage for a
business. This can be included as part of a Commercial Package Policy or as a standalone

policy.

Commercial general liability protects against claims for bodily injury, property damage, personal
injury or advertising injury arising out of premises, operations, products, and completed
operations the insured becomes legally liable to pay to others due to negligence or failure to act
in a reasonable manner. It also covers medical payments to others without the need to prove
negligence or admission of fault.

Basic Hazards

The following basic hazards covered by Commercial General Liability insurance are described
below:

e Premises and Operations liability
e Products and Completed Operations liability
¢ Independent Contractors liability
¢ Insured Contracts liability
Premises and Operations

Premises and Operations coverage pays for bodily injury or property damage that occurs on
your premises or as a result of your business operations offsite or on the premises of a client.

Premises liability:

Provides coverage for bodily injury or property damage if someone is injured or property is
damaged on your own fixed premises

The premium is based generally on the size of the premises and how much is accessible to the
public

Premises includes the parking lot and sidewalk adjacent to your building

This would cover your liability if, for example, a customer slipped and fell on your premises
because the floor was wet. This would also cover any liability for property damage to someone
else’s property that occurred on your premises.

Operations liability:

Provides coverage for bodily injury or property damage if someone is injured or property is
damaged, and the occurrence is the result of your business operations

The premium is based on your payroll. The premium increases the more employees you have
on your payroll.

This coverage is required, for example, if you are a building contractor and require coverage for
your building operations on multiple sites, or if you are a professional consultant and work at
client sites.
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Products and Completed Operations

Products and Completed Operations coverage pays for bodily injury or property damage that
occurs away from your business premises and is caused by your products or completed work.

Products liability:

Provides coverage for bodily injury or property damage if someone is injured or property is
damaged as a result of a product you either manufacture or sell

Coverage applies to a faulty product only after it is released from the control of the manufacturer
or retailer, that is, after it has left their premises or been delivered.

The loss or damage to the product itself is not covered. Only bodily injury or property damage
caused by the product is covered.

The cost of a recall of a faulty product and any resultant loss of income as a result of the recall
is not covered.

The premium for products liability is based on gross annual sales of the product.

This coverage could apply to either or both the manufacturer or retailer if someone is injured by
a product they had purchased.

Completed Operations liability:

Provides coverage for bodily injury or property damage if someone is injured or property is
damaged as a result of work you have performed, whether it is built or a service provided.

Coverage applies only after the work has been completed. Coverage while the work is being
performed would be covered under the operations liability.

If there is damage or loss due to faulty construction, such as a deck or roof collapsing, this
would be covered under Completed Operations liability if it were found that the insured were
legally liable due to negligence.

Independent Contractors

A business may be held liable for the actions of independent or sub-contractors it uses. The
Commercial General Liability policy can provide coverage for the insured for the work or actions
of these independent contractors.

This insurance coverage is also known as Contingent Liability coverage and can be provided by
Owners and Contractors Protective insurance.

For example, a business operates as a general contractor and utilizes sub-contractors to
perform their construction work for them. If the sub-contractor is negligent and someone suffers
bodily injury as a result, the business owner, the insured, could become legally liable for
damages to the injured party. Generally, the business would require independent contractors to
have their own liability coverage, but with this Contingent Liability coverage, the insured would
have insurance protection if they are found to be legally liable.

Insured Contracts

The Commercial General Liability coverage will cover liability that is assumed by the insured for
specific insured contracts defined in the policy. This also falls under the definition of Contingent
Liability and is known as Contractual Liability.
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The following contracts are considered insured contracts under the Commercial General
Liability coverage:

A contract for lease of premises. The owner of the leased premises would very likely require
the insured to be liable for any bodily injury or property damage suffered on the premises or as
a result of their business operations and would require the lessee to have liability coverage. This
would be provided by this Contractual Liability. The lessor and the lessee would have an
agreement, known as a “Hold Harmless Agreement”, that the lessor would not be liable for any
of these damages.

A sidetrack agreement, (also known as a railroad siding). If a business uses the railroad
system to transport its products, the railroad may build a siding on the business property, but
they would require the business owner to take responsibility for any liability arising out of bodily
injury or property damage caused by the siding on their property. The railroad would require a
“Hold Harmless Agreement” from the business owner. The Commercial General Liability
coverage will provide the business owner, the insured, with this liability coverage under its
Contractual Liability.

An easement or license agreement, but excluding construction or demolition on or within
50 feet of a railroad

An obligation or legal requirement to indemnify a municipality, except for work the
municipality performs

An Elevator maintenance agreement. Similar to the other contractual liability coverages, an
elevator maintenance company may require the insured to cover any liability arising from the
use of the elevators on their business premises.

Commercial General Liability Coverage Forms
2. Coverage

The following are the Commercial General Liability coverage forms and will be described in
more detail below:

Coverage A: Bodily Injury and Property Damage liability
Coverage B: Personal Injury and Advertising Injury liability
Coverage C: Medical Payments

a. Coverage A: Bodily Injury and Property Damage Liability

Coverage A provides bodily injury and property damage coverage for Premises and Operations
liability and for Products and Completed Operations liability.

If it was proved that you were negligent and were liable to pay damages, the insurance
company would cover your liability up to the limit of liability on the policy. The insurer would also
cover the cost of defense. The cost of defense is in addition to the limit of liability. Generally
there is no deductible for liability insurance.

Coverage is provided on an occurrence basis and would be subject to an occurrence limit.
Exclusions:
The following exclusions apply to Coverage A — Bodily Injury and Property Damage liability:

e Liability arising out of expected or intentional injury
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Liability the insured assumes under a contract or agreement unless the liability would be
there without assuming it under the contract or the contractual coverage is specifically
stated in the policy.

Liquor liability if the insured is in the beverage business, that is, manufactures,
distributes, sells, or serves alcoholic beverages.

Work-related liability covered by workers’ compensation or employer’s liability
Liability related to pollution or the cost of pollutant cleanup

Liability arising out of the ownership, use, loading or unloading of an aircraft, auto, or
watercraft

Liability arising out of the transportation of mobile equipment by auto or the use of
mobile equipment in a prearranged racing or related activity

Liability arising out of war or warlike acts

Damage to the insured’s own property or any property in the care, custody, or control of
the insured

Damage to the insured’s own product or damage that arises out of the insured’s product
or its parts

Damage to the insured’s work that is covered in the Products and Completed Operations
hazard. This exclusion does not apply to work performed by a subcontractor.

Liability for claims based on defects, deficiencies, inadequacies, or dangerous conditions
in the insured’s products and work and delays or failure to properly perform contracts

Liability related to recall of an insured’s products or work because of a known or
suspected defect

Liability for bodily injury arising out of personal or advertising injury
Liability arising out of loss or damage to electronic data

Liability arising out of violations of the Telephone Consumer Protection Act or the CAN-
SPAM act as it applies to unsolicited emails

Test Your Understanding with Multiple-Choice Q&A & Recall Checks

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Fire Legal Liability

The landlord of leased premises may require the business who is leasing their premises to take
responsibility for property damage caused by fire as a result of their negligence. To accomplish
this, Fire Legal Liability can be provided by overriding the exclusion related to damage of the
insured’s own property or any property in the care, custody, or control of the insured by fire.
Note that this covers loss or damage by fire only. This coverage is very common in commercial
lease agreements.
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Pollution Coverage

Liability for bodily injury or property damage as a result of pollution is excluded under the
Commercial General Liability coverage. If the insured requires coverage for liability arising out of
pollution, they have three options:

Pollution liability coverage extension endorsement:

This endorsement removes the exclusion for liability arising out of bodily damage or property
damage as the result of pollution.

It does not, however, cover the cost of pollutant clean-up
Pollution liability coverage form:

This coverage form provides coverage for certain pollution losses that are excluded under the
Commercial General Liability form

Coverage is provided for pollution incidents which are emissions of pollutants into or onto the
land, the atmosphere, or water that cause environmental damage

Coverage is written on a claims-made form

Coverage is provided for designated sites and separate limits of liability are specified in the
Declarations

This coverage form includes the costs of pollutant clean-up
Pollution liability — limited coverage form:

This is a coverage form similar to the Pollution liability coverage form but does not include the
costs of pollutant clean-up

b. Coverage B: Personal Injury and Advertising Injury

Coverage B provides coverage for financial liability arising out of offenses related to Personal
Injury or Advertising Injury. Personal Injury includes such offenses as libel, slander, malicious
prosecution, invasion of privacy, and false arrest. Advertising Injury includes such offenses as
copyright infringement and use of advertising ideas without permission.

Coverage is provided on a per person basis and would be subject to a per person limit.

Exclusions

The following exclusions apply to Coverage B — Personal Injury and Advertising Injury liability:
e Knowingly violating another’s rights or inflicting personal or advertising injury

o Oral or written publication of material that the insured knows is false and publishes it
anyway

e Material that was published before the effective date of the policy
¢ Criminal acts committed by or at the direction of the insured

e Liability assumed under a contract unless the liability would have been incurred even
without assuming it under the contract

e Breach of contract. Your failure to adhere to the terms of a contract. Coverage is
provided for breach of an implied contract to use someone else’s advertising idea in your
advertisement.
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Failure of goods, products, or services to conform with advertised quality or performance
Incorrect price descriptions of goods, products, or services

Any offense committed by an insured who is in the business of advertising, publishing,
broadcasting, telecasting, or designing or determining content of websites for others

Infringement of copyright, patent, trademark, trade secret, or other intellectual property
rights. An exception to this exclusion is an infringement in your advertisement of
someone else’s copyright, trade dress or slogan

Any internet chat rooms or bulletin boards the insured owns or hosts or has control over
or the use of someone else’s email address or domain name without authorization

Liability arising out of war or warlike acts

Liability arising out of violations of the Telephone Consumer Protection Act or the CAN-
SPAM act as it applies to unsolicited emails

Coverage C: Medical Payments

Medical Payments coverage is designed to minimize the cost of responding to accidents
resulting in bodily injury and avoid expensive lawsuits.

Coverage C — Medical Payments coverage is provided on the following basis:

It covers necessary medical expenses that are the result of bodily injury that occurs on
or next to the premises the insured owns or rents or injury that occurs as a result of the
insured’s business operations

The insurer agrees to make these payments regardless of fault within the limits of
insurance included in the policy. Legal liability due to negligence is not considered under
Medical Payments.

It is intended to allow the insured to react promptly to accidents without consideration of
fault

The accident must occur in the coverage territory and during the policy period

Medical expenses must be incurred and reported to the insurer within one year after the
accident

Coverage is on a per person basis

There is no payment for property damage or loss

Medical expense will pay reasonable expenses for:

First aid when the accident occurs
Medical and surgical services
Hospital expenses

X-ray services

Ambulance services

Professional nursing services

Dental services
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e Funeral services

Medical expenses are paid to “others” and so would not be paid for the following:
e Any insured (other than a volunteer worker)
¢ Anyone hired to work for or on behalf of any insured or any insured’s tenant

e A person injured on premises the insured owns or rents and who normally occupies the
premises

e A person whose injury is covered by other insurance such as workers’ compensation,
disability insurance, or other insurance specified by law

e A person injured while taking part in athletics

¢ Injuries covered by the Products and Completed Operations hazard. Individuals injured
by the insured’s products or work would have to demonstrate legal liability of the insured
for that injury and try to collect under Coverage A.

Coverage A exclusions.

This is a simple way for the Commercial General Liability policy to define the limits of Medical
Payments coverage. In other words, Coverage C looks to the overall Insuring Agreement of
Coverage A to determine the applicability of coverage. No coverage will apply, for example, for
auto accidents or intentional injuries.

Related to war or warlike acts. War includes civil war, insurrection, rebellion, or revolution.
d. Supplementary Payments

Supplementary payments are a provision in liability policies for the costs associated with the
investigation and resolution of claims. Commercial General Liability policies cover
supplementary payments in addition to their limits of liability.

Supplementary payments apply only to Coverages A and B. Coverage C — Medical Payments
does not require defense against a liability claim and therefore these costs would not apply.

In addition to the limits of insurance paid for legal liability, the insurer will cover the following
supplementary payments:

e Expenses the insurance company incurs

e Up to $250 for the cost of bail bonds required because of an accident, including related
traffic law violations. The accident must result in bodily injury or property damage
covered under the policy.

e Cost of bonds to release attachments, up to the limit of insurance

¢ Reasonable expenses the insured incurs at the insurance company’s request to assist in
investigating or defending a claim or suit, including $250 a day for lost earnings because
of time off work

e Costs the insured is required to pay because of a suit. This does not include attorney’s
fees.

e Prejudgment interest the insured is required to pay, unless the insurance company
makes an offer to pay the limit of insurance, and then it will not pay prejudgment interest
based on the period after the offer
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¢ Interest that accrues after a judgment and before it is paid, offered, or deposited in court
The Occurrence Form and the Claims Made Form

Commercial General Liability coverage can be provided by one of two coverage forms, an
occurrence form or a claims-made form. The two forms are essentially the same. The
difference, however, is how coverage is activated or “triggered”.

Occurrence Form:

Coverage is provided or triggered for liability arising out of an occurrence that takes place during
the policy period and within the covered territory

The loss can be reported and claimed at any time in the future

Suppose a contractor had Commercial General Liability coverage in 1950. The contractor used
asbestos in their construction at this time. Years later, someone who had lived in the house at
the time developed asbestosis or mesothelioma and sued the contractor.

The insurance company would be required to cover the contractor’s liability because the injury
or loss occurred when the policy was in force, that is, within the policy period. Even if the policy
was no longer in effect, the claim would be honored.

Claims-Made Form:

Coverage is provided or triggered for liability when a claim is filed against the insured during the
policy period.

The policy can specify a Retroactive Date. The Retroactive Date can be a date prior to the
policy’s effective date and is specified in the Declarations of the policy. This date is agreed by
the insured and the insurer. If the loss occurred prior to the specified Retroactive Date, the
insurer would not cover the loss.

The Claims-Made form provides for an Extended Reporting Period whereby a claim can be filed
and will be covered after the policy expiration date.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Extended Reporting Period

The Extended Reporting Period extends the time in which a claim can be reported to the
insurer. This is known as tail coverage. The policy period itself is not extended. The incident
must have occurred after the retroactive act or within the policy period.

The policy provides an extended reporting period under the following circumstances:
The policy is cancelled or not renewed

The policy is renewed or replaced with an advanced retroactive date, that is the retroactive date
on the new policy is later than the retroactive date on the policy being replaced or renewed

The policy is replaced or renewed with a policy written on an occurrence form There are two
types of Extended Reporting Periods (ERPs):
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A Basic Extended Reporting Period:

Starts at the end of the policy period and provides an additional 60 days in which a claim can be
reported for an incident that occurred after the retroactive date and the claim was made during
the policy period

The claimant can also report a claim up to five years after the policy period as long as the notice
of the pending claim was reported within the 60 days after the end of the policy period

The Basic Extended Reporting Period is provided automatically and there is no additional
premium payable

A Supplemental Extended Reporting Period:
e The Supplemental Extended Reporting Period extends the reporting period indefinitely
¢ A premium is charged for the Supplemental Extended Reporting Period.

¢ The insured must purchase the Supplemental Extended Reporting period within 60 days
after the policy end date

e The additional premium may not exceed 200% of the annual Commercial General
Liability policy premium

¢ The Supplemental Extended Reporting period cannot be cancelled and the premium is
not refundable

Considerations in writing, renewing, or replacing a liability policy

In writing a policy, renewing a policy, or replacing a policy for a client, an agent must take into
account past and future coverage to ensure that there are no gaps in coverage or that there are
Nno unnecessary coverage overlaps. Some scenarios follow:

If a policy written on an occurrence form is replaced at renewal with a policy written on a claims
made form, the retroactive date will be the effective date of the new policy. To set the retroactive
date earlier than this, would create overlapping coverage.

If you renew a claims-made policy with a claims-made policy, the retroactive date of the new
policy should be set to retroactive date of the original policy. This will eliminate any gaps in
coverage from the time the insured had coverage.

In the above scenario, if the retroactive date is advanced, that is, the original retroactive is not
used in the new policy, the insured must be informed of this potential gap in coverage and
offered the option to have an extended reporting period.

If a policy written on a claims-made form is replaced with a policy written on an occurrence form,
there may be a gap in coverage. An incident that occurred prior to the effective date of the new
occurrence form and not reported within the policy period of the claims-made from being
replaced would not be covered. Under the occurrence form, the incident must occur within the
policy period. The extended reporting period provided under the claims-made form will address
this. As described above, this can be a basic or supplemental extended reporting period.

e. Who is an insured

The insured is a specifically named individual or firm, usually the policyholder, with whom the
insurance contract is made and whose interests are protected under the policy.
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The definition of who “the insured” is depends on the designation of the named insured in the
Declarations of the Commercial General Liability policy. The following table provides the
definition of “the insured” by designation:

Designation

Definition of the insured

Restrictions

Individual or sole proprietor

Named insured

Named insured’s spouse

Partnership or joint venture

Named insured
Named insured’s spouse

Named insured’s partners and
their spouses

Named insured’s members and
their spouses

Only in connection with
conducting the business

Limited liability company

Named insured
Members

Managers

Members are considered
insured only in connection
with conducting the
business and managers are
considered insured only in
connection with their duties
as managers of the
business

Organization other than
partnership, joint venture, or
limited liability company

Named insured
Executive officers and directors
Stockholders

Executive officers and
directors are considered
insured only in connection
with conducting the
business and stockholders
are considered insureds
only in connection with their

liability as stockholders

Trust

Named insured

Trustees

Trustees are considered
insured only in connection
with their duties as trustees
of the business

In addition to the above, the following are also included as insured under the Commercial

General Liability policy:

¢ Named insured’s employees when acting within the scope of their employment. This
does not include executive officers, directors or managers of the business.

e The insured’s volunteer workers while performing duties related to the insured’s

business
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¢ Organization or individual acting as the insured’s real estate manager
If the named insured dies:

e A person or organization who has temporary custody of the insured’s property until a
legal representative has been appointed while acting within this capacity

o The insured’s legal representative while acting within this capacity

Coverage is automatically provided for newly acquired or formed organizations as a named
insured under the following conditions:

e The named insured must maintain ownership or a majority interest in the new
organization

o There must be no other similar insurance available to the new organization

e Coverage will be provided for 90 days or up to the policy end period, whichever is
earlier. The insured would have to include coverage for the new organization after this.

e Coverages A and B do not cover losses that occurred before the organization was
acquired or formed

e Automatic coverage is not provided if the newly acquired or formed organization is a
partnership, joint venture, or limited liability company.

f. First Named Insured

Definition: The first named insured is the primary individual or entity listed on the policy and
has the authority to make changes, file claims, and receive communications from the insurer.

Example: In a business insurance policy, the business owner listed first is the first named
insured and has the authority to manage the policy.

g. Limits (Per Occurrence, Annual Aggregate)

Definition: Limits refer to the maximum amount the insurer will pay for covered losses, either
per occurrence (per individual claim) or annually (total claims within a policy year).

Example: A policy with a per occurrence limit of $1 million and an annual aggregate limit of $2
million will pay up to $1 million for each claim and up to $2 million in total claims within a year.

Limits
The Limits of Insurance are the most the insurer will pay regardless of the number of

occurrences, persons, or claims. These are specified in the Declarations. There are several
different limits of insurance specified in the Commercial General Liability policy, including:

The General Aggregate limit. This is the most the insurer will pay in the policy period toward
damages for Coverages A, B and C other than damages for Products and Completed
Operations. This limit is reset at the start of a new policy period.

The Products and Completed Operations Aggregate limit. This is the most the insurer will
pay in the policy period toward damages under Coverage A for bodily injury or property damage
related to the Products and Completed Operations hazard. Note that this is a separate limit and
does not reduce the policy’s general aggregate limit.
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The Personal and Advertising Injury limit. This is the most the insurer will pay under
Coverage B to any one person or organization. This limit is subject to the general aggregate
limit.

The Per Occurrence limit. This is the most the insurer will pay under Coverages A and C
towards bodily injury or property damage or medical payments for any one occurrence. This
limit is subject to the general aggregate limit or the Products and Completed Operations
aggregate limit, whichever is applicable.

The Damage to Premises Rented to the Insured limit is the most the insurer will pay under
Coverage A for fire damage to premises rented to the insured arising out of any one fire. This
limit is subject to the Per Occurrence limit and the general aggregate limit.

Medical Expense limit. This is the most the insurer will pay under Coverage C for medical
expenses because of bodily injury for any one person. This limit is subject to the per occurrence
limit and the general aggregate limit.

Supplementary payments are paid in addition to the limits of insurance.

If the insured purchases the Supplemental Extended Reporting Period for a policy based on the
claims- made form, separate aggregate limits apply to claims reported and recorded during the
supplemental extended reporting period.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

h. Damage to Property of Others Conditions

Definition: These conditions outline the insurer's responsibilities and the insured's obligations
when damage occurs to property owned by others.

Example: If an insured's employee damages a customer's property while performing work, the
policy conditions will detail how the insurer will handle the claim and any responsibilities of the
insured.

Conditions

The Conditions section of the policy contains the rules of conduct, the rights and duties of both
the insurer and the insured in providing coverage under the policy. To activate coverage under
the Commercial General Liability form, the insured must follow all the applicable conditions.

The conditions include:
e Duties of the insured in the event of a claim

e How coverage will apply if there is other collectible insurance. Coverage can be written
either on a primary or excess basis. If coverage is written on a primary basis and there is
other primary insurance coverage, the loss is shared either based on contribution or by
limit of liability.

e The right of the insurer to audit the insured’s books and records

e The insurer’s rights of subrogation. The insured agrees to transfer to the insurer any
rights to recover any payments the insurer has made on behalf of the insured.

¢ Non-renewal of the policy. The insurer must notify the first named insured in writing that
the policy will not be renewed at least 30 days before the policy expiration date.
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Definitions

The definitions section of the Commercial General Liability policy clarifies important terms used
in the contract. Some important definitions that are included follow:

Auto: A land motor vehicle, trailer, or semitrailer, including any attached machinery or
equipment, that is:

e Designed for travel on public roads
e Subject to compulsory or financial responsibility laws or other motor vehicle laws
e Does not include mobile equipment (defined below)

Mobile Equipment: Includes any of the following types of land vehicles, including any attached
machinery or equipment:

Bulldozers, farm machinery, forklifts, and other vehicles designed principally for use off public
roads

Vehicles maintained for use solely on or next to premises the insured owns or rents
Vehicles that travel on crawler treads

Vehicles, whether they are self-propelled or not, that provide mobility to permanently mounted
power cranes, shovels, loaders, diggers, or drills, or road construction or resurfacing equipment
such as graders, scrapers, or rollers

Vehicles that are not self-propelled and are maintained primarily to provide mobility to
permanently attached equipment such as air compressors, pumps, and generators, or cherry
pickers and similar devices used to raise or lower workers

Any vehicle that does not fit the above descriptions and is maintained primarily for purposes
other than the transportation of persons or cargo

Insured’s Product: Any goods or products, other than real property, that are manufactured,
sold, distributed, handled, or disposed of by the insured, others trading under the insured’s
name, or a person or organization whose business or assets the insured has acquired. This also
includes:

¢ Containers, materials, parts or equipment furnished in connection with the product

o Warranties or representations made at any time with respect to the fitness, quality,
durability, or performance of any part of the product

e The providing of or failure to provide warnings or instructions

Insured’s Work: Work or operations performed by or on behalf of the insured and any
materials, parts, or equipment furnished in connection with the work or operations. This also
includes warranties or representations made at any time with respect to the fitness, quality,
durability, or performance of the insured’s work and the providing of or failure to provide
warnings or instructions.

Impaired Property: Tangible property other than the insured’s product or work that cannot be
used or is less useful because it incorporates the insured’s product or work that is known or
thought to be defective, deficient, inadequate, or dangerous or the insured failed to fulfill the
terms of a contract or agreement.
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The property is impaired only if it can be restored to use by repair, replacement, adjustment, or
removal of the insured’s product or work or by the insured fulfilling the terms of a contract or
agreement.

Coverage territory: Usually means the described territory of the United States of America,
including its territories or possessions, Puerto Rico, and Canada. It also includes international
waters or airspace if the injury or damage occurs in the course of travel or transportation
between any places included in the covered territory.

Loading or Unloading: Handling of property:
e after it is accepted for movement into or onto an aircraft, watercraft, or auto
e while itis in or on an aircraft, watercraft, or auto

¢ while it being moved from an aircraft, watercraft, or auto to the place where it is finally
delivered.

e Loading or unloading does not include movement of property by a mechanical device
that is not attached to the aircraft, watercraft, or auto, other than a hand truck

Pollutants: Any solid, liquid, gaseous, or thermal irritant or contaminant, including smoke,
vapor, soot, fumes, acids, alkalis, chemicals, and waste. Waste includes materials to be
recycled, reconditioned or reclaimed.

Employee: Includes a leased worker but not a temporary worker.

Leased worker: Person leased to the named insured by a labor leasing firm under an
agreement between the labor leasing firm and the insured to perform duties related the conduct
of the insured’s business.

Temporary worker: Person furnished to the insured to substitute for a permanent employee on
leave, or to meet seasonal or short-term workload conditions. Temporary workers are
employees of the supplying company.

Volunteer worker: Person who is not an employee who donates his time and is not paid by the
insured or anyone else for work performed. A volunteer acts under the direction of the insured to
perform duties related to the insured’s business.

B. Automotive: Personal auto and Commercial auto

includes the following coverage options:

1. Liability

a. Bodily Injury

Covers medical expenses for injuries you cause to others in an accident.

e Example: You accidentally hit a pedestrian, and they break their arm. Bodily injury
liability covers their medical bills.

b. Property Damage
Covers damage you cause to another person's property.

o Example: You back into someone's fence, damaging it. Property damage liability covers
the repair costs.

d. Split Limits
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Specifies separate coverage limits for bodily injury per person, per accident, and property
damage per accident.

o Example: 25/50/10 means $25,000 for bodily injury per person, $50,000 per accident,
and $10,000 for property damage.

e. Combined Single Limit
A single limit that covers both bodily injury and property damage.

e Example: A $100,000 combined single limit means up to $100,000 can be used for
either bodily injury or property damage, whichever is greater.

2. Medical Payments
Covers medical expenses for you and your passengers, regardless of fault.

e Example: You're in a minor accident, and your passenger needs a doctor's visit. Medical
payments coverage covers the bill.

3. Physical Damage
Collision: Covers damage to your vehicle from a collision, regardless of fault.
o Example: You hit another car in a parking lot. Collision coverage pays for repairs.

Other Than Collision (Comprehensive): Covers damage from non-collision events like theft,
fire, or vandalism.

o Example: Your car is stolen, and comprehensive coverage pays for the loss.
Specified Perils: Covers specific perils listed in the policy, such as fire, theft, or hail.

o Example: Your car is damaged by hail, and specified perils coverage pays for repairs.
4. Uninsured Motorists
Covers damages if you're hit by a driver without insurance.

« Example: Another driver hits you and doesn't have insurance. Uninsured motorist
coverage pays for your damages.

5. Underinsured Motorists
Covers damages if you're hit by a driver whose insurance isn't enough to cover your costs.

o Example: Another driver hits you, and their insurance only covers $10,000, but your
damages are $20,000. Underinsured motorist coverage pays the difference.

6. Who is an Insured
Individual Insured: The person named on the policy.

e Example: You are the individual insured on your personal auto policy.
Drive Other Car (DOC): Coverage for driving a car not owned by the insured.

o Example: You drive a friend's car and have DOC coverage, so you're protected if you
have an accident.

7. Types of Auto
a. Owned
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A vehicle you own and insure.
e Example: Your personal car.
b. Non-Owned
A vehicle you don't own but occasionally drive.
o Example: Borrowing a friend's car.
c. Hired
A vehicle you rent or lease.
o Example: Renting a car for a vacation.
d. Temporary Substitute
A vehicle temporarily replacing your insured vehicle.
o Example: Using a rental car while your car is in the shop.
e. Newly Acquired Autos
Automatically covers new vehicles you acquire.
o Example: Buying a new car and it's covered under your existing policy.
f. Transportation Expense and Rental Reimbursement Expense
Covers costs for transportation and rental cars while your vehicle is being repaired.

o Example: Your car is in the shop, and rental reimbursement covers the cost of a rental
car.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

8. Auto Dealers Coverage Form, including Garagekeepers Insurance

Auto Dealers Coverage Form: Provides coverage for auto dealerships, including liability and
physical damage.

o Example: A dealership is sued for selling a defective car. Garagekeepers Insurance:
Covers damage to customers' vehicles while in the care of the dealership.

o Example: A customer's car is damaged while being serviced at the dealership.
9. Exclusions
Specific situations or conditions not covered by the policy.
o Example: Damage from normal wear and tear is typically excluded.
10. Individual Insured and Drive Other Car (DOC)
Individual Insured

Definition: The individual insured is the person or entity explicitly named in the insurance
policy. This person has the rights and responsibilities under the policy.

Example: In a personal auto insurance policy, John Doe is listed as the individual
insured, meaning he is covered by the policy for any incidents involving his vehicle.
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Drive Other Car (DOC)

Definition: Drive Other Car (DOC) coverage extends liability coverage to the named
insured when they are driving a vehicle that they do not own and is not listed on their

policy.

This is particularly useful for business executives or employees who may need to drive a
vehicle that belongs to someone else.

Example: Sarah, a business executive, occasionally drives a rental car for work. With
DOC coverage, she is covered for liability while driving the rental car, even though it is not
listed on her personal auto policy.

11. Mobile Equipment

Coverage for vehicles that are not primarily used on public roads, such as forklifts or
construction vehicles.

o Example: A forklift in a warehouse is covered under mobile equipment insurance.
Definitions:
Liability:
Covers bodily injury and property damage caused by the insured while driving.
Physical Damage (Collision and Comprehensive):
Covers damage to the insured's vehicle in the event of a collision or other covered event.
Named Insureds:
Individuals or entities specifically named on the insurance policy.
Garage Coverage Forms:
Provides coverage for businesses that sell, service, or store vehicles.
Lease Gap:

Covers the difference between the actual cash value of a leased vehicle and the remaining
balance on the lease in the event of a total loss.

Owned Auto:

Coverage for vehicles owned by the insured.

Nonowned Auto:

Coverage for vehicles not owned by the insured but used for business purposes.
Temporary Substitute Auto:

Coverage for vehicles temporarily used in place of the insured vehicle.
Uninsured/Underinsured:

Coverage for bodily injury or property damage caused by a driver who is uninsured or
underinsured.

Objectives: In this section we’ll cover casualty policies applicable to personal lines. These
provide coverage for claims for which individuals may become legally liable. The following will
be covered:
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e Personal automobile policy (PAP)
e Personal liability and other personal exposures
e Personal automobile

The Personal Auto Policy (PAP) is a packaged policy that provides property and liability
coverage for motor vehicles used by an individual or family members.

The liability coverage provides protection against claims where the insured is held responsible
for bodily injury or property damage caused through the use of their automobile.

The property coverage provides protection for damage to the insured’s own automobile.
Organization and Coverage

The Personal Auto Policy is made up of a Declarations page and a policy form. The policy form
includes four separate coverages, each with its own insuring agreement, conditions, and
exclusions. The four coverages are:

Part A —Liability coverage: can be selected on its own.
Part B — Medical payments coverage: can only be selected if Part A is selected.

Part C — Uninsured motorists coverage: can only be selected if Part A is selected and is
subject to specific laws. In some states, uninsured motorists coverage is mandatory. In some
states the insured can reject coverage in writing.

Part D — coverage for damage to your auto: can be written alone or with liability coverage.

In addition to the coverages provided in the Personal Auto Policy form, there is a Definitions
section that provides important definitions applicable to the policy and two additional sections:

Part E — Duties after an accident:
e The insured must notify the insurer as soon as possible after a loss
o The insured must cooperate with the insurer in any investigation

e The insured must notify the police as soon as possible if there is a hit and run or theft is
involved

¢ The insured must take reasonable steps to protect a covered auto from further damage
Part F — General provisions: specifies the obligations of the insured and the insurer, including:

e Specifies the policy period and policy territory, the United States, its territories and
possessions, Puerto Rico, and Canada.

e Cancellation and nonrenewal of the policy
¢ Right to recover payment

Covered autos

Covered autos include:
e A vehicle listed in the Declarations page.

o Eligible vehicles are private passenger vehicles including four wheel cars, SUVs,
passenger vehicles, and pickups with a gross weight of less than 10,000 pounds that are
not used for business purposes.
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¢ Vehicles used for incidental business purposes can be covered under a Personal Auto
Policy. Vehicles used for delivery or commercial purposes must be covered under a
Commercial or Business Auto Policy.

e The vehicles must be owned by the insured or leased for a minimum of six months.
¢ Farming and ranching are not considered businesses.

e A private passenger vehicle (automobile, pickup, or van) the insured acquires during the
policy period

e A trailer owned by the named insured

e Any auto or trailer not owned by the named insured but being used as a temporary
substitute for a vehicle listed in the Declarations page that is not usable because of
breakdown, repair, servicing, loss, or destruction.

Endorsements
The following endorsements are available under the Personal Auto Policy:

Named Non-Owner Coverage for a Named Individual: This endorsement is designed for
individuals who do not own a car but drive either a borrowed or a rented car. The policy
provides only liability, medical payments, and uninsured motorists coverage. It does not provide
coverage for Part D — Damage to your auto.

Joint Ownership Coverage: This endorsement expands the definition of the insured to:
e Two or more individuals who reside in the same household who are not married or

¢ Non-resident relatives, two or more individuals who are related by blood, marriage, or
adoption who do not live in the same household but jointly own the insured vehicle

Miscellaneous Type Vehicles: The Personal Auto Policy, without endorsement, applies to
private four-wheel passenger vehicles. This endorsement extends coverage to other types of
vehicles, including motor homes, motor cycles, dune buggies, and golf carts.

This endorsement excludes snowmobiles
This endorsement excludes coverage for non-owned vehicles other than temporary substitutes

Towing and Labor Costs: This endorsement provides payment for towing a vehicle to a repair
shop or to repair a vehicle at the place of disablement.

Labor costs are only covered if they are performed at the place of disablement. Labor costs at
the repair shop after the vehicle has been towed there would not be covered.

It covers owned vehicles covered under the policy and non-owned vehicles in use by the
insured.

Extended Non-Owned Coverage — Vehicles furnished or available for regular use: This
endorsement removes some of the exclusions and limitations normally imposed in a Personal
Auto Policy. This endorsement can provide coverage, with the payment of an additional
premium, for:

¢ Non-owned autos furnished or made available for the insured’s regular use

e Excess liability coverage for the individual named on the endorsement and for business
use of a commercial-type vehicle that the named insured does not own
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o Excess liability coverage for the use of a vehicle as a public or livery conveyance

Optional Limits Transportation Expenses Coverage: This endorsement is used to increase
the limits for transportation expenses from $20 per day with a $600 limit.

The increased daily limit and maximum limit are specified

Excess Electronic Equipment: This endorsement provides coverage for electronic equipment
permanently installed in the vehicle in a location not used by the manufacturer.

It increases the limit from $1,000 to an amount shown on the endorsement

It covers tapes, records, disks, and other media used with the excess electronic equipment up
to $200.

Liability
Under the Part A — Liability Insuring Agreement the insurer will:

o Pay for damages for bodily injury or property damage the insured becomes legally
responsible for because of an auto accident

o Settle or defend any claim or suit asking for such damages
e Pay any defense costs in addition to the limits of liability.

Note that the defense costs are included in the insuring agreement and not in supplementary
payments. The insurer’s duty to settle or defend ends when the limit of liability is reached.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

The definition of the Insured includes:
¢ The named insured and members of the insured’s family while using any auto

¢ This includes the named insured, the insured’s spouse, and any family member involved
in the ownership, maintenance, or use of any auto or trailer.

o A family member is any person related to the insured by blood, marriage or adoption
who is a resident of your household.

e If the insured’s 14 year old son had an accident while driving your car, they would be
covered even though they did not have your permission (they are a family member) and
even though they did not have a license.

e If the insured’s 18 year old son had an accident while driving the neighbor’s car, they
would be covered under the insured’s policy even though the insured did not own the car
(Part A covers “any auto”).

¢ Anyone using the insured’s car with the insured’s permission or the reasonable belief
that they are entitled to do so

e Other people or organizations to the extent that they share liability with an insured

e Other persons or organizations for their liability arising out of an accident involving any
auto or trailer used by the insured or a family member
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Part A — Liability includes Supplementary Payments. These are payments made at no
additional cost and are paid in addition to the limits of liability. They include:

Bail bonds: Up to $250 for the cost of bail bonds
Appeal bonds: Premiums on appeal bonds or bonds to release attachments

Post judgement interest: Interest that accrues after a judgement in a liability suit the
insurer defends on the insured’s behalf

Loss of earnings: If the insured is required to attend hearings or trials at the request of
the insurer, the insurer will pay up to $200 per day to the insured for loss of earnings

Other expenses: Other reasonable expenses the insured incurs at the request of the
insurer

Specific exclusions apply to Part A — Liability coverage:

Intentional bodily injury or property damage by the insured

Damage to the insured’s own property or property in transit. For example, if you are
transporting your own furniture and are involved in an accident, damage to your own
property would not be covered.

Damage to property rented to, used by, or in the care of the insured

Bodily injury to an employee of the insured. This would be covered under workers’
compensation

Liability arising out of an insured’s ownership or operation of a vehicle used as a taxi or
livery service. If the vehicle is used as a share-the-cost car pool, coverage does apply.

Liability arising out of an insured vehicle being used by an auto business. This applies to
a business that sells, repairs, services, stores, or parks cars. For example, if a mechanic
at a repair shop has an accident while driving your car, this would not be covered.

Use of a vehicle without the permission of the insured. This does not apply to family
members who are included under the definition of “the insured”.

Non-owned vehicles used on a regular basis. For example, if the insured has the use of
a company car, the company will have to provide coverage. This would not be covered
under the insured’s personal auto policy.

Motorized vehicles with fewer than four wheels or designed for off-road use. This does
not apply to non-owned golf carts.

Vehicles used for commercial purposes. Use of a vehicle, for example, by a sales
person would be considered business use and would be covered under the personal
auto policy. If a vehicle is used, for example, for delivery of goods, this would be
considered commercial use and would not be covered under the personal auto policy.

Vehicles used in racing or speed contests

The Part A limits of liability specify the limits that will be paid from any one auto accident. The
limits are specified as a split limit:

Per person limit for bodily injury
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e Per accident limit for bodily injury
e Per accident limit for property damage

For example, if the limits of liability are 25/50/25, the most the insurer will pay for one auto
accident is $25,000 bodily injury per person, $50,000 bodily injury per accident, and $25,000
property damage per accident.

The Part A Financial Responsibility provision addresses the financial responsibility laws. Most
states have financial responsibility laws that require a driver to prove that he or she can pay for
bodily injury or property damage liability arising out of an auto accident. This is usually provided
with an auto insurance policy that meets the state’s requirements. The Part A provision states
that the insurance company can certify the policy as proof of future financial responsibility.

Part A Out-of-State coverage provision states that the personal auto policy will conform to
another state’s laws if a covered auto is being driven in another state. If the financial
responsibility laws are different in another state, the policy will cover that state’s financial
responsibility and any other laws. Coverage includes any US territory, Puerto Rico, and
Canada. Coverage is not provided in Mexico.

There are instances where the liability for an auto accident is covered by more than one
insurance policy.

Where more than one auto liability insurance policy is in place at the time of a loss, each insurer
will pay only their share of the loss.

The share of the loss will be in proportion to the limit of liability for each insurer in relation to the
total limit of liability.

For example, there are two insurance policies in place. Policy A has a limit of liability for
property damage of $50,000. Policy B has a limit of liability for damage of $100,000.

The insured has had an accident and is liable to pay $30,000 in property damages.

The total limit of liability is $50,000 + $100,000 = $150,000. Policy A’s share is $50,000 /
$150,000 = one third. Policy B’s share is $100,000 / $150,000 = two thirds.

Policy A would pay $10,000 towards the loss and Policy B would pay $20,000 towards the loss.

In the case of a vehicle not owned by the insured, the insured’s policy would pay losses on an
excess basis.

The owner’s policy is the primary insurer
The driver’s policy is the excess insurer

For example, you were driving your friend’s car and had an accident for which you became
liable for bodily injury. The insurer of the owner of the car, your friend, would pay up to its limits
of liability. If there were an additional amount to pay, your insurer would pay the excess up to its
limits of liability.

Medical Payments

Part B — Medical Payments provides coverage for the named insured, family members, and
passengers in the named insured’s auto for injuries received in an accident regardless of who is
at fault. Medical payments does not provide liability coverage for injuries sustained by
passengers in another auto involved in an accident with the insured.

Page 133 of 297



P&C AGENT PRELICENSING COURSE

Medical payments coverage pays reasonable expenses for necessary medical expenses or
funeral costs within three years of the date of the accident.

The definition of insureds for medical payments includes:

The named insured and any family member

While occupying a motor vehicle designed for use on public roads or a trailer, or
When struck by a vehicle designed for use on public roads or a trailer

Any other person occupying the named insured’s covered auto

If the insured struck another car and the occupants of the other car were injured, Part B —
Medical payments would not cover the medical expenses or funeral expenses of the occupants
of the other car.

Here are a few scenarios where medical payments coverage may help cover expenses:
e Passengers are hurt while you or a family member is driving
e You are injured as a passenger in someone else’s car
e You are struck by a car while walking or cycling
¢ You require dental care after an accident
¢ You require extended nursing services or hospitalization while rehabilitating
e You require prosthetic limbs
Specific exclusions apply to Part B — Medical payments:
¢ Injuries sustained while occupying a motorized vehicle with fewer than four wheels
¢ Injuries sustained while using an auto as a taxi or livery service
¢ Injuries sustained that would be covered under workers’ compensation

e Injuries sustained while occupying an uninsured vehicle owned by the insured or not
owned by the insured but provided to the insured for use on a regular basis

¢ Injuries sustained while occupying an uninsured vehicle owned by a family member or
not owned by the family member but provided to the family member for use on a regular
basis. This exclusion would not apply to the named insured.

¢ Injuries sustained while using a vehicle without the permission of the insured. This does
not apply to family members who are included under the definition of “the insured”.

¢ Injuries sustained while occupying a vehicle that is being used in the insured’s business
e Injuries caused by war or nuclear hazard
e Injuries sustained while using a vehicle as a residence
¢ Injuries sustained in a vehicle used in racing or speed contests
Test Your Understanding with Multiple-Choice Q&A & Recall Checks

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS
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The Part B limits of liability specify a single amount that will be paid per person injured in an
accident. These limits are generally $1,000, $2,000, or $5,000.

In the case where there is more than one insurance policy providing Part B coverage, in the
same way that this is covered under Part A:

¢ Where more than one auto liability insurance policy is in place at the time of a loss, each
insurer will pay only their share of the loss.

e The share of the loss will be in proportion to the limit of liability for each insurer in
relation to the total limit of liability.

In the case of a vehicle not owned by the insured, the insured’s policy would pay losses on an
excess basis.

e The owner’s policy is the primary insurer
o The driver’s policy is the excess insurer

If you don’t have a health plan or if your health plan has low limits, you may consider getting
medical payments coverage to protect you or family members in case of an auto accident. In
some cases, this insurance can help you to recover your health plan’s deductible. Part B —
Medical payments coverage and your health plan can work together to provide you with
maximum coverage in case of an auto accident.

Physical damage (collision and other than collision / comprehensive)

The Part D — Physical Damage Insuring Agreement or coverage for damage to your auto
provides optional coverage to cover physical damage to the insured’s own car.

Physical damage coverage pays for direct and accidental loss to the named insured’s covered
auto or any nonowned auto against loss caused by:

e Collision
e Other than collision, also known as comprehensive

This coverage does not include personal property in the vehicle. The following apply to physical
damage coverage:

e The insured can select to have collision coverage only, other than collision coverage
only, or both.

e The insured’s owned vehicles are specified in the Declarations with the insured value of
each car

e A premium is charged for the selected coverage
¢ Deductibles will apply to both collision and other than collision separately

Collision is defined as the impact of an auto covered by the policy with another object or vehicle,
or the upset of a vehicle. Examples of collision include:

¢ One vehicle driving into the back of another vehicle

e Two vehicles hitting each other in an intersection

e Your vehicle hitting the barrier on a motorway

e Your vehicle hitting a rock in the middle of the road
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Other than collision damage or comprehensive coverage pays for almost any type of direct,
accidental loss to a vehicle that is not specifically excluded. Perils that are specifically
mentioned are:

Missiles or falling objects

Fire

Theft or larceny

Explosion or earthquake
Windstorm

Hail, water, or flood

Malicious mischief and vandalism
Riot or civil commotion

Contact with a bird or animal

Breakage of glass

If glass breakage is the result of a collision, this can be covered under the collision loss at the
option of the insured. This allows the insured to pay a single deductible, for collision, for the
breakage of glass.

A non-owned auto is any private passenger auto, pickup, truck, trailer, or van not owned by the
insured or available for the regular use of the insured or a family member. An example would be
a rental car. A temporary substitute is considered a nonowned auto under physical damage
coverage.

In addition to collision and other than collision damages, the insured can apply for coverage of
transportation expenses incurred by the insured. The following apply to transportation
expenses:

Transportation expenses because of physical damage losses to the insured’s covered
autos

Loss of use expenses for which the insured becomes legally responsible because of a
loss to a nonowned auto

Transportation expenses pays up to $20 a day for a maximum of $600

For losses arising out of total theft of the auto, there is a 48-hour waiting period before
transportation expenses will be paid. Coverage continues until the vehicle is returned to
use or the insurer pays for its loss

For other losses, there is a 24-hour waiting period. Coverage is limited to the period
reasonably required to repair or replace the vehicle.

Part D excludes the following losses:

Autos being used for public or livery conveyance

Due to wear and tear, freezing, mechanical or electrical breakdown, or road damage to
tires

Due to war or nuclear perils
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To electronic equipment that reproduces, receives, or transmits audio, visual, or data
signals. This does not apply to equipment that is permanently installed in the auto.

To tapes, records, disks, and other media used with the electronic equipment mentioned
above

Due to destruction or confiscation by government or civil authorities

To a camper body, trailer, or motor home that is not listed in the Declarations. This
exclusion applies to cooking, dining, plumbing, and refrigeration facilities used with these
items. The exclusion does not apply to:

Trailers and their facilities and equipment not owned by the insured

Trailers, camper bodies, and their facilities and equipment acquired during the policy
period if coverage is requested within 14 days after acquisition

To a nonowned auto when used by the named insured or family member without
reasonable belief that he or she is entitled to do so

To awnings, cabanas, or equipment designed to create additional living space
To custom furnishings or equipment in a pickup or van

To radar or laser detection equipment

To nonowned autos being used by any person engaged in an auto business

To nonowned autos being used in any business. This exclusion does not apply to the
use of a private passenger auto or trailer by the named insured or family member.

To any auto being used in a racing or speed contest

To any auto rented by the named insured or family member if the rental agency is
prohibited from recovering from the insured or family member under the provisions of
state law or a rental agreement

The following provisions apply to Part D — Physical Damage:

Physical damage losses are paid based on actual cash value or the amount required to
repair or replace the property, whichever is less

If the insured and the insurer do not agree on the amount to be paid, the loss may be
appraised.

The most the policy will pay for the loss of a nonowned trailer is $1,500

Coverage for electronic equipment that is permanently installed in an area of the car not
normally used by the manufacturer for the equipment is limited to $1.000

Collision and other than collision coverage is usually written with a deductible that
applies separately to each occurrence

Other sources of recovery (the equivalent of other insurance) states that the insurer will
pay only its share of the loss if any other source of recovery, not only insurance, applies
to the loss

No benefit to bailee condition states that a bailee cannot benefit from the insurance
policy if a loss occurs to the car while it is in the bailee’s possession. Examples of
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bailees are owners of repair shops and employees of parking garages.
Uninsured motorists

Part C — Uninsured motorists coverage provides insurance protection to an insured for
compensatory damages which the insured is legally entitled to recover from the owner or
operator of an uninsured motor vehicle because of bodily injury that results from an automobile
accident. Some states provide coverage for property damage caused by an uninsured motorist
via an endorsement. Also included are damages due to bodily injury and property damage, if
covered, that result from an automobile accident with a hit- and—run vehicle whose owner or
operator cannot be identified.

If the other party is not legally liable or not at fault, coverage will not be provided.
An uninsured motor vehicle:
e Has no liability coverage at the time of the accident

e Has liability coverage but it is insufficient to meet the state’s financial responsibility
requirement

e Is operated by a hit-and-run driver who cannot be identified who strikes an insured or
family member, the insured’s covered auto, or any auto occupied by the insured or
family member

Does not have liability coverage because the insurer is insolvent or denies coverage The
definition of an uninsured vehicle does not apply to a vehicle or equipment that is:

¢ Owned by or available for regular use of the insured or family member
e Owned or operated by a self-insurer except for an insolvent self-insurer
e Owned by a government unit or agency

e Operated on rails or crawler treads

e Designed for use off public roads

e Used as a residence or premises

e The definition of insureds for uninsured motorists insurance includes:

e The named insured and any family member

¢ Any other person occupying the named insured’s covered auto

e Any person entitled to recover damages because of bodily injury caused by an
uninsured motorist to the named insured, family members, or passengers in the covered
auto. For example, if there are costs involved in the care of children as the result of
bodily injury of a parent in the accident, these damages may be included.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS
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Specific exclusions apply to Part C — Uninsured Motorists:

e Bodily injury sustained by an insured while occupying or struck by a vehicle that is
owned by the named insured but not insured for uninsured motorists coverage under the

policy

e Bodily injury sustained by a family member while occupying or struck by a vehicle owned
by the named insured that has primary uninsured motorists coverage under another

policy

o Forlosses settled without the insurer’s consent if the settlement prejudices the insurer’'s
right to subrogate against the insured driver

o When the vehicle is being used as a public or livery conveyance

e Forlosses that occur when the insured is using the vehicle without the reasonable belief
that he or she is entitled to. This exclusion does not apply to family members using
covered autos owned by the insured.

Specific limits of liability are specified for Part C — Uninsured motorists. These specify the most
the insurer will pay for any one accident. The Uninsured motorists limits of liability must meet
the minimum limits specified for bodily injury by the state.

The insurer will not:
e Make duplicate payments for losses paid under more than one part of the policy

¢ Make duplicate payments for losses paid by or on behalf of the person who was
responsible for the accident

e Pay any part of a loss that would be covered under a workers’ compensation or disability
benefits law

Where other insurance is involved:

Where more than one policy is in place that provides uninsured motorists coverage, the total
amount the insured may collect cannot exceed the highest limit applicable to any one vehicle.
For example, if the limits of liability on one policy are 25/50 and the limits of liability on the
second policy are 100/300, the most the insurer will pay for any accident is 100/300.

If the loss is the result of the insured occupying a non-owned vehicle, the policy covering the
non- owned vehicle would provide primary coverage and the insured’s policy would provide
excess coverage.

If more than one policy applies, the insurer will pay only its share of the loss which is in
proportion to its limits of liability in relation to the total amount of coverage. This is similar to the
scenario described under Part A — Liability.

Part C includes specific provisions regarding arbitration when the insured and the insurer do not
agree whether the insured is entitled to uninsured motorists coverages or not or if there is a
disagreement about the amount of the damages.
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Underinsured motorists

Underinsured motorists coverage provides coverage for the insured where the liability insurance
paid for bodily injury in an auto accident where the driver is at fault is insufficient to cover the
amount of the loss the insured has incurred.

For example:

The driver of a vehicle carries the minimum amount of liability coverage required by the state for
bodily injury of 25/50.

This driver is responsible for an accident in which the insured suffers bodily injury and the driver
is found to be legally liable to pay damages to the insured.

The insured’s loss is $35,000.
The driver’s insurance will pay $25,000 to the insured towards his loss.

The underinsured motorists’ coverage on the insured’s policy will pay the difference between
what the driver’s insurance pays and the amount of the loss incurred by the insured, up to the
limits of liability on the insured’s policy.

If the insured’s limits of liability for Underinsured motorists coverage is also 25/50, their
insurance will pay the additional $10,000 incurred by the insured.

The at-fault driver’s insurance is the primary insurer. The insured’s insurer covers the excess.
There is an additional premium required for Underinsured motorists coverage.

Who is an insured
e Under the Personal Auto Policy the definition of the Insured includes:
¢ The named insured and members of the insured’s family while using any auto

e This includes the named insured, the insured’s spouse, and any family member involved
in the ownership, maintenance, or use of any auto or trailer

o A family member is any person related to the insured by blood, marriage or adoption
who is a resident of your household.

¢ |Ifthe insured’s 14 year old son had an accident while driving your car, they would be
covered even though they did not have your permission (they are a family member) and
even though they did not have a license.

e Ifthe insured’s 18 year old son had an accident while driving the neighbor’s car, they
would be covered under the insured’s policy even though the insured did not own the car
(Part A covers “any auto”)

¢ Anyone using the insured’s car with the insured’s permission or the reasonable belief
that they are entitled to do so

e Other people or organizations to the extent that they share liability with an insured

e Other persons or organizations for their liability arising out of an accident involving any
auto or trailer used by the insured or a family member
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No Fault Insurance

Liability insurance pays only for damages for which the insured is found to be legally liable. This
requires lengthy and costly lawsuits. To address this issue, some states have adopted no-fault
laws whereby an insured driver is reimbursed by his own insurer for medical expenses and loss
of wages regardless of who was at fault in an auto accident. Subrogation from the other
company is not allowed.

There is no payment for pain and suffering under pure no-fault law.
Assigned Risk Plans

Assigned Risk Plans or Automobile Insurance Plans are plans to provide auto insurance to
drivers who are not able to obtain this insurance due to bad driving records. These drivers need
to be covered to meet their financial responsibilities in case of an accident.

Insurance companies licensed in a state agree to share these poor risks among themselves.
The risks are randomly assigned to the participating insurers based on the relative size of their
business in the state.

Drivers are required to have the minimum amount required by law for bodily injury and property
damage but may also get coverage for medical payments and physical damage.

Commercial or Business Auto Insurance

Objectives: In this section we’ll cover the various Commercial or Business Auto coverage
forms. The following are covered:

Structure and sections of the Business Auto Coverage form
o The Business Auto Physical Damage Coverage form
¢ Garage Coverage form
e Garagekeepers Coverage form
e Truckers Coverage form
e Motor Carrier Coverage form
Endorsements

Commercial Auto Coverage provides insurance for private passenger and commercial auto
exposures of businesses. The Commercial Auto policy can be included in a Commercial
Package Policy or can be written as a monoline policy.

Structure of the Business Auto coverage form
The Commercial Auto coverage part must include the following elements:
e Common policy declarations
e Common policy conditions
e One of the following forms:
e Business Auto Coverage Form
e Business Auto Physical Damage Coverage Form

e Garage Coverage Form
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o Truckers Coverage Form
e Motor Carrier Coverage Form
¢ Declarations for the coverage form selected

The Business Auto Coverage form provides coverage for private passenger and commercial
auto exposures for all businesses other than garages, truckers, and motor carriers. Specialized
forms are used to cover these businesses.

The Business Auto Coverage form includes liability coverage and physical damage coverage
(comprehensive or specified causes of loss and collision). Uninsured motorists, medical
payments, and underinsured motorists coverage can be added by endorsement.

Business Auto Coverage form sections

The Business Auto Coverage form is divided into five sections:
Section |: Covered autos

Section Il: Liability coverage

Section Ill: Physical damage coverage

Section IV: Conditions

Section V: Definitions

Section I: Covered autos

The insured can select what autos are covered for each of the coverages selected. These are
specified in the Declarations. The Business Auto Coverage form uses a numerical symbol
system to describe the categories of covered autos. These are as follows:

Symbol |[Covered Auto |Description

1 Any auto This designates coverage for any auto the insured will use during the
policy period, including autos the insured owns, leases, hires, rents,
or borrows.

This designates liability coverage only.

2 Owned autos [This designates coverage for any auto the insured owns.

only This designates other coverages besides liability coverage.

3 Owned private [This designates coverage for any private passenger auto the insured
passenger owns.
autos only

This designates any coverages provided by the business auto
coverage form.
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Owned autos
other than
private
passenger
autos only

This designates coverage for any vehicles the insured owns other
than private passenger autos, such as trucks, trailers, buses, and
motorcycles.

This designates any coverages provided by the business auto
coverage form.

This can be used, for example, if the insured wants different coverage
for these types of vehicles than they want for their private passenger
autos.

Owned autos
subject to no-
fault law

This designates coverage for owned autos required to have no-fault
benefits in a particular state.

Owned autos
subject to
compulsory
uninsured
motorists law

This designates coverage for owned autos required to have uninsured
motorists coverage in a particular state.

Specifically
described autos

This designates that coverage is provided only to autos specifically
listed in the business auto coverage form declarations.

Hired autos This designates coverage for autos the insured hires, leases, rents, or
only borrows. It does not cover autos rented or borrowed from employees
or members of their households.
This designates liability and / or physical damage only
Nonowned This designates coverage only for autos the insured does not own,
autos only hire, lease, rent, or borrow. This covers autos owned by employees or

members of their households and used either in the business or for
their personal use.

This designates liability coverage only
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19 Mobile This designates coverage for mobile equipment that is subject to
equipment compulsory or financial responsibility laws or any other motor vehicle
subject to motorlaws. Mobile equipment is specifically excluded under the definition of
vehicle laws “auto” in a business auto policy, so this is used when mobile
only equipment has to be included to meet the above-mentioned

requirements.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

The broadest coverage is provided by selecting Symbol 1. This covers any auto the insured
uses, whether owned or not.

If the insured has liability coverage, the following are also covered for liability:
A temporary substitute

Trailers with a load capacity of 2,000 pounds or less

Mobile equipment while it is being towed or carried by a covered auto

Types of auto

Owned

Owned autos are considered privately owned by the business for conducting business. Vehicle
types include:

e Passenger autos, vans, and buses
e Trucks, both light and heavy
Non-owned

A non-owned auto is a vehicle that is not owned by, registered, or contracted in the name of the
insured. Non-owned auto coverage provides liability protection when an employee has to drive
their own personally owned vehicle for business purposes.

Hired

Hired auto coverage provides liability coverage when the insured is driving a hired, leased,
rented, or borrowed vehicle.

Temporary Substitute

The insurer will cover automobiles that are temporarily substituted for an auto that is described
in the declarations. For example, if a service shop lends the insured a vehicle while an owned
auto is in for repair or service, this would be considered a temporary substitute.
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Section Il: Liability coverage

The Business Auto Liability coverage agrees to pay damages for bodily injury or property
damage the insured is legally liable for caused by an accident resulting from the ownership,
maintenance, or use of a covered auto. The insurer will also pay defense costs and
supplementary payments.

In addition to this, the insurer also agrees to pay sums the insured is legally liable for for
covered pollution costs or expenses to which the policy applies. The pollution must be caused
by an accident and result from the ownership, maintenance, or use of a covered auto. Pollution
costs will only be paid if there are bodily injury or property damage damages associated with the
same accident.

Who is included as an insured

In addition to the named insured, other drivers using a covered vehicle with permission have
liability coverage. The policy also covers those who become liable for the conduct of an insured.

Specifically excluded are:
o The owner of an auto hired or borrowed from an employee or family member
e A person working in an auto-related business
e People besides employees or lessees while moving property to or from a covered auto
e The owner of a hired or borrowed auto
Supplementary payments
Liability coverage will cover the following supplementary payments:
e Claims expenses the insurer incurs
e Cost of bail bonds up to $2,000 for violations because of a covered accident
e Cost of bonds to release attachments within the limit of insurance
e Expenses the insured incurs at the insurer’s request
e The insured’s loss of earnings up to $250 per day because of time off work
e Costs the insured is required to pay because of a lawsuit
¢ Interest that accrues after a judgement and before it is paid
Losses covered under the supplementary payments do not reduce the policy’s limits of liability.

The liability coverage provides out of state coverage to meet other states’ financial responsibility
requirements and other state laws when a covered auto is being driven in that state. The out of
state coverage extensions modify the policy’s liability coverage to meet other states’ financial
responsibility requirements and other state laws concerning out of state drivers when the
covered auto is being driven in that other state. For example, if the required limit of liability in
another state is higher than the insured’s local state requirement and an accident occurs where
the insured becomes legally liable in that state, the insurer will pay the higher.

The form provides worldwide liability coverage for private passenger autos the insured hires,
rents, or borrows without a driver for 30 days or less. The insured’s liability must be established
in a settlement agreed to by the insurer or in a suit filed in the United States or its territories and
possessions.
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Section lll: Physical Damage coverage

Physical damage coverage provides other than collision, comprehensive or specified causes of
loss, and collision insurance, similar to that covered in the Personal Auto Policy.

Comprehensive coverage covers losses as the result of all perils other than collision and
specified exclusions.

Other than collision for specified causes of loss covers losses due a limited list of perils — fire,
lightning, explosion, theft, windstorm, hail, earthquake, flood, vandalism, malicious mischief, and
sinking, burning, collision, or derailment of a conveyance transporting the covered auto.

Collision covers collision with another object or overturn of the covered auto.

The insured can select physical damage for the different categories of autos separately by
specifying the coverage for each of the symbols selected, they can select other than collision or
collision separately, and they can select individual autos to be covered for physical damage.

Deductibles are specified separately for comprehensive, other than collision specified causes of
loss, and collision coverage. The standard deductible is $500 per covered auto per loss.

If the policy covers comprehensive losses, losses due to glass breakage, hitting a bird or
animal, and falling objects or missiles are treated as comprehensive losses. Glass breakage
can also be covered by collision insurance, so the insured can elect how to have this covered to
avoid duplicate deductible payments.

In addition to the payment of the losses described above, the insurer will cover the following:
Towing and labor costs incurred when a covered private passenger vehicle is disabled

Transportation expenses. This includes covering transportation expenses as a result of the theft
of a covered vehicle. This coverage begins 48 hours after the theft and ends when the vehicle is
returned or the insurer pays for the loss of the vehicle. Coverage is limited to a maximum of $20
a day or a total of $600.

Loss of use expenses to rented autos for which the insured is legally liable under a contract of
agreement. Coverage is limited to maximum of $20 a day or a total of $600.

The following exclusions apply:
¢ Sound reproducing and receiving equipment, tapes and records
o Wear and tear, freezing, mechanical or electrical breakdown, or road damage to tires
e War and nuclear events

o Covered autos while being used for organized or professional racing, demolition, or
stunting activities

e Diminution in value
Section IV: Conditions
Specific conditions apply to the Business Auto coverage:
Settling Physical Damage claims: The insurer can settle a claim in one of three ways:

Pay for, repair, or replace the damaged or stolen property
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Return the stolen property to the insured at the insurer’s expense and pay for damages due to
the theft

Take the damaged or stolen property at an agreed or appraised value
Other insurance:

The Business Auto Coverage form provides primary coverage for autos owned by the insured
and, for liability losses, covered trailers connected to covered autos owned by the insured.

Coverage is excess for losses involving autos not owned by the insured or trailers connected to
nonowned vehicles.

If the Business Auto Coverage form and the other insurance cover on the same basis, whether
it is primary or excess coverage, the Business Auto Coverage form will pay only its share of the
loss based on the proportion of its coverage.

Two or more policies issued by the same insurer: If more than one policy or coverage form
issued by the same insurer applies to a loss, the most the insured will receive is the limit of
liability on the policy with the highest limit.

Section V: Definitions
The following definitions are of interest:

Mobile Equipment: Any of the following types of land vehicles, including any attached
machinery or equipment:

e Bulldozers, farm machinery, forklifts, and other vehicles designed primarily for use off
public roads

¢ Vehicles maintained for use solely on or next to premises owned or rented by the named
insured

e Vehicles that travel on crawler treads

¢ Vehicles, whether self-propelled or not, that are maintained primarily to provide mobility
to permanently mounted power cranes, shovels, loaders, diggers, drills and road
construction or resurfacing equipment such as graders, scrapers, or rollers.

Pollutant: Any solid, liquid, gaseous, or thermal irritant or contaminant, including smoke, vapor,
soot, fumes, acids, alkalis, chemicals, and waste.

Business Auto Physical Damage Coverage Form

The Business Auto Physical Damage Coverage Form covers the insured’s owned or hired autos
for physical damage only. This is similar to Section Il of the Business Auto Coverage Form but
covers only the following:

¢ Owned autos only

e Owned private passengers only

e Owned autos other than private passenger autos only
e Specifically described autos

e Hired autos only
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Garage Coverage Form, including Garagekeepers insurance

The Garage Coverage form is designed to meet the needs of insureds who are in the
automobile business. This includes automobile, motorcycle, and truck dealerships, repair shops,
service stations, and parking lots.

The Garage Coverage form can provide the following coverages:
e Liability coverage
e Garagekeepers coverage
e Physical damage coverage

The Garage Coverage form can be included in a Commercial Package Policy or in a separate
policy.

The Garage Coverage form provides coverage for automobile liability, physical damage, and
general liability, including premises and operations, completed operations, and product liability
for eligible businesses.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Covered autos

The Garage Coverage form includes the same covered autos as those in the Business Auto
form but with different numerical symboils, 21 — 29. In addition to this, there are two additional
categories:

Symbol 30: Customers’ autos left with the insured for service, repair, storage, or safekeeping

Symbol 31: Physical damage coverage only for the dealer’s autos, including owned autos,
autos for sale, and autos on consignment

Liability coverage

e The Liability coverage under the Garage Coverage form covers auto and business
liability arising out of:

e The ownership, maintenance, or use of covered autos (garage operations — covered
autos). This insurance is similar to the business auto coverage with one exception.

e It does not cover garage customers if they have their own liability coverage.

¢ |f customers do not have their own liability insurance, the garage form will cover them
but only up to the minimum limits of financial responsibility. The insured can add
coverage for customers up to the full limits of liability of the policy.

Examples of what this covers include an employee of a repair shop taking a customer’s car on a
test drive, or the owner of the business driving a company-owned vehicle, a customer that is
injured on the premises, or product liability related to a bad or incomplete repair.

Garage operations (garage operations — other than covered autos). The insured covered
includes the named insured, the insured’s employees, and the business’s directors and
shareholders while they are acting within their scope of duties.
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Examples of what this covers include a customer that is injured on the premises, or product
liability related to a bad or incomplete repair.

The Garage Coverage liability has similar exclusions to the business auto coverage form.
It specifically excludes:

¢ damage to the property of others in the insured’s care, custody, or control

e property damage to the insured’s own products or work

e product or work recalls
Garagekeepers coverage

The Garagekeepers coverage under the Garage Coverage form covers the insured’s liability for
damage to the customer’s property that the insured has for servicing, repair, parking, or storing.

The coverage form includes collision and comprehensive coverage for customer vehicles in the
care, custody, or control of the insured.

The insured can also purchase direct damage Garagekeepers insurance which pays for the
physical damage to a customer’s property in the insured’s care, whether or not the insured is
liable.

This direct damage can be provided on a primary or excess basis and the causes of loss can
include comprehensive or specified causes of loss and collision.

Coverage is usually provided on a blanket basis.
Losses are usually paid based on actual cash value and a deductible generally applies.

There is no coverage for theft of a car by an employee or for loss of CD players, CDs, and so
on.

Physical damage

The physical damage coverage under the Garage Coverage form covers physical damage to
vehicles they own themselves.

Coverage can be provided for collision and comprehensive.
Coverage is usually provided on a blanket basis.

Collision damage is usually excluded for autos being driven or transported from the point of
purchase or distribution to the point of destination if the distance is more than 50 miles.

Truckers Coverage Form

The Truckers Coverage Form is used to provide coverage for businesses that are paid to haul
the goods of others.

The Truckers coverage form provides for three coverages:
1. Liability
2. Trailer interchange
3. Physical damage

Covered autos are specified using a similar numerical symbol system to that used by the
Business Auto Coverage form. The symbols used are different and there is no coverage for
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owned private passenger autos.

The trailer interchange coverage provides insurance when a trucker needs to hire or borrow a
trailer from another trucking business for use in their business. The trailer coverage insurance
covers damage to a specific trailer under the policy of the trucker in whose possession the
trailer is at the time of loss. For coverage to apply, the trucker must be liable under a written
interchange agreement and the damage must be caused by a covered peril

There are two symbols that are unique to the Truckers Coverage form and apply to the trailer
interchange coverage:

Symbol 48: Trailers borrowed or leased by the named insured for which liability for loss has
been assumed under a written trailer exchange agreement. This coverage applies to
comprehensive, specified causes of loss, and collision coverages for trailer interchange
coverage only.

Symbol 49: Trailers owned or hired by the named insured while the trailers are in someone
else’s possession under a written trailer interchange agreement.

The liability and physical damage coverage is similar to that in the Business Auto Coverage
form.

Motor Carrier Coverage Form

A trucker is a person hired to haul the goods of others. A motor carrier is anyone who transports
property by auto in a commercial enterprise, whether hired to do this or not. A trucker could use
the Motor Carrier Coverage form or the Truckers Coverage form.

The Motor Carriers Coverage form is almost identical to the Truckers Coverage form. The main
difference is that it will cover private passenger autos.

The Motor Carrier Act of 1980 requires that trucking companies certify that they are able to meet
financial obligations if they become liable for bodily injury or property damage as a result of their
trucking operations. This is typically covered by obtaining truckers coverage to cover the
commercial auto liability and commercial inland marine motor truck cargo insurance to cover
liability related to the cargo being hauled.

The following are the limits of liability required by the Motor Carrier Act for vehicles with a gross
weight of 10,000 pounds or more:

e $750,000 for interstate transportation of non-hazardous material

e $5,000,000 for either interstate or intrastate transportation of large quantities of
hazardous material, such as compressed gas, explosives, radioactive material, or oil

e $1,000,000 for either interstate or intrastate transportation of oil or other hazardous
wastes.

¢ Vehicles with a gross weight of less than 10,000 pounds must comply with the financial
responsibility limit of $5,000,000 if the vehicle transports explosives, any quantity of
poison gas, or large quantities of radioactive materials.

If this insurance is used to provide proof of financial responsibility, the MCS-90 Endorsement
must be included with the policy. This endorsement provides public liability coverage for bodily
injury, property damage, and environmental restoration.
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Endorsements
The following endorsements are available under Commercial Auto coverage forms:

o Drive Other Car Coverage Endorsement: This endorsement extends the definition of
covered autos to include autos the named insured does not own, hire, or borrow while
being used by the person named in the endorsement. This does not cover autos the
person owns or those owned by their family members. This would be used, for example,
if a business owner has no personal auto protection and uses a non-owned or hired auto
for personal use.

¢ Individual Named Insured: This endorsement provides personal auto coverage for
immediate family members of the named insured. Without this endorsement, family
members would be covered under a commercial auto policy for commercial use but not
for personal use.

o Employees as Additional Insureds: This endorsement provides coverage for
employees using their own vehicles for business use. It will also cover an employee
using a family member’s auto while on business.

o Mobile Equipment Endorsement: This endorsement allows mobile equipment,
normally excluded, to be covered as a covered auto. Remember, if mobile equipment is
being transported by a covered auto, it is covered under the Business Auto Coverage
form.

o Uninsured, underinsured, and medical payment coverage can be added as an
endorsement.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

C. Workers Compensation insurance, Employers Liability insurance, and Related issues
1. Standard Policy Concepts

Overview: Standard policy concepts refer to the basic principles and definitions that underpin
insurance policies, such as who qualifies as an employee or employer, and what constitutes
compensation2.

a. Who is an Employee/Employer

An employee is someone who performs work for an employer in exchange for compensation.
An employer is the person or entity that hires and pays the employee1.

b. Compensation

This refers to the payment or benefits provided to an employee for their work, which can include
wages, salaries, bonuses, and other forms of remuneration.

2. Work-related vs. Non-work-related

Overview: This concept distinguishes between injuries or ilinesses that occur as a result of
work activities (work-related) and those that happen outside of work (non-work-related).
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Example:

o Work-related: An employee slips and falls while working on a construction site, resulting
in a broken leg.

¢ Non-work-related: An employee injures their ankle while playing soccer on the
weekend.

3. Other States' Insurance

Overview: This refers to the differences in insurance requirements and coverage across various
states, as insurance laws can vary significantly from one state to another.

Example:

o State A: Requires all businesses with more than one employee to carry workers'
compensation insurance.

o State B: Allows businesses with fewer than five employees to opt-out of workers'
compensation insurance.

4. Employers Liability

Overview: Employers liability insurance provides coverage for legal fees, settlements, and
judgments when employees pursue monetary damages beyond what workers' compensation
insurance covers.

Example:

¢« An employee sues their employer, claiming that negligence led to a severe injury that
wasn't fully covered by workers' compensation. Employers liability insurance would
cover the legal costs and any settlements or judgments.

5. Exclusive Remedy

Overview: This principle states that workers' compensation is the sole remedy for employees
injured on the job, preventing them from suing their employer for damages.

Example:

o An employee accepts workers' compensation benefits for a work-related injury and, as a
result, waives the right to sue the employer for additional damages.

6. Premium Determination

Overview: Premium determination involves calculating the cost of an insurance policy based on
various factors such as the type of business, number of employees, and historical claims data.

Example:

e A small retail business with 10 employees and a low history of workplace injuries might
pay a lower premium for workers' compensation insurance compared to a construction
company with 50 employees and a higher risk of injuries.

Workers’ Compensation Insurance, Employers Liability Insurance, and Related Issues
Obijectives: In this section we’'ll cover workers compensation. The following are covered:
o Workers’ compensation laws

o Workers’ compensation benefits
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o Covered occupations

e Funding

o The workers’ compensation and employer liability policy

e Work-related and non-work-related

e Other states’ insurance
Workers Compensation/Employer's Liability
insurance includes:
Policy Concepts:
Provides coverage for employees who are injured or become ill on the job.
Rating Plans:
Methods used to determine premiums based on factors such as type of work and claims history.
NCCI Experience Modifications:
Adjustments to premiums based on a business's claims history and safety record.
Workers’ compensation laws

Workers’ compensation is a benefits program created by state law that gives employees the
right to claim medical, rehabilitation, income, death and other benefits from an employer due to
injury, illness or death resulting from a work-related claim covered by the law.

Payment of claims under workers’ compensation are made regardless of fault or negligence by
the employer, the employee, or a fellow employee.

In some states, Georgia included, workers’ compensation insurance is compulsory. An
employer is required to provide workers’ compensation insurance if they regularly employ three
(3) or more individuals, part-time or full-time.

In some states the provision of workers’ compensation insurance is elective. In this case, the
employer opts out of offering workers’ compensation but at great risk as they are then open to
be sued in case of an employee’s injury, disease, or death.

The premiums for workers’ compensation insurance depend on the type of occupation. The
more hazardous the occupation, the higher the rates. The employer is responsible for the
payment of premiums.

The benefits covered under workers’ compensation are the only benefits available to an
employee against employers for injuries covered under the law. The employee cannot sue the
employer or receive any other compensation for the injuries sustained under the workers’
compensation law. This is known as exclusive remedy.

Workers’ compensation benefits

There are four categories of benefits payable under workers’ compensation:
e Disability income
e Medical

e Death / survivor
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¢ Rehabilitation
Disability income benefits

Disability income benefits pay income benéefits if the insured has a loss of income due to a
disability caused by a work-related injury covered under workers’ compensation.

There is a limit to the disability income benefit. Disability income is not taxable.

There are several different categorizations of disability:

Permanent disability: The disability will affect the person for the rest of his or her life.
Temporary disability: The disability is temporary and the individual will recover.

Temporary total disability: The individual is totally disabled and unable to do any work but will
recover and be able to go back to the work. The benefit payable is two thirds of the average
weekly wage. If the injury is catastrophic, there is no limit on how long the individual can receive
benefits. If the injury is non-catastrophic, the benefits are limited to 400 weeks.

Temporary partial disability: The individual is partially disabled and able to perform a job but
at a lower income. The benefit payable is the difference between two thirds of the pre-injury
wages and the post-injury wages. That is, the maximum income and benefit to the individual is
two thirds of their weekly wages. The benefits are limited to 350 weeks.

Permanent total disability: The individual is totally and permanently disabled and will not be
able to return to work. The benefits payable are the same as for temporary total disability, that
is, two thirds of the individual’s average weekly wage, but payable for life.

Permanent partial disability: The individual is partially and permanently disabled. They will not
recover from the injury or disease but may be able to do some type of work, even if it is not the
type of work they were able to do prior to the disability. The benefit is determined by formula
that includes several factors such as percentage of impairment and type of injury.

Medical benefits

Medical benefits pay 100% for the cost of medical services related to the injury. There is no limit
on the medical benefit or the period of time medical benefits are provided. Medical benefits
include mileage to and from the doctor and prescription drugs.

Death / Survivor benefits

Death / Survivor benefits pay the spouse, children, or other dependents of an employee who
dies of a work-related injury or illness covered under workers’ compensation.

Dependents will receive two-thirds of the employer’s average weekly wage or a maximum of
$525.00 per week.

A widowed spouse with no children is limited to a total amount of $150,000.00 unless he or she
remarries or cohabitates in a relationship, in which case benefits will end.

In addition to this, there is a one-time benefit to cover funeral and benefit expenses.
Rehabilitation benefits

Rehabilitation benefits pay the cost of physical or psychological therapy and reasonable costs to
train the injured employee to do another job.

Page 154 of 297



P&C AGENT PRELICENSING COURSE

Covered occupations

There are certain categories of workers for whom employers are exempt from providing
workers’ compensation insurance:

e Certain seasonal farm and agricultural workers
e Domestic employees

¢ Independent contractors

e Casual laborers

There are some occupations that cannot meet the underwriting criteria. These occupations can
obtain coverage through a state-established fund, the Assigned Risk Pool, a Residual Market
Plan, which is funded by all workers’ compensation companies.

Coverage for some occupations and benefits can only be provided by endorsement to the
workers’ compensation policy.

The federal Longshore and Harbor Workers Compensation Act provides benefits to maritime
employees injured while working on navigable waters or shore-site areas of the United States
and territories and takes precedence over the state laws. This coverage is provided by an
endorsement to the workers’ compensation policy.

Some exempt employees, such as domestic and farm workers, can be added to workers’
compensation insurance with the Voluntary compensation endorsement.

There are some other categories of employees that are covered by federal, rather than state,
workers’ compensation laws.

The Federal Employers Liability Act (FELA) allows interstate railroad workers to sue their
employers for negligence.

The Jones Act allows members of ships’ crews to sue either the employer or shipowner for
work- related injuries caused by negligence.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Funding

Workers’ compensation insurance can be provided by private insurers or by the state. State
insurance can be:

Monopolistic: Workers’ compensation insurance is available only through the state fund

Competitive: Workers’ compensation insurance is available either through private insurers or
through a state fund. They compete with each other in the state.

In Georgia, workers’ compensation insurance is typically provided by private insurers. There is
no state fund.

Some employers, when state-approved, elect to self-insure their workers’ compensation
insurance. This may be for a single employer or employers may form a group in order to self-
insure. An employer or group of employers who elect to self-insure will have to prove that they
have the funds to cover any claims. The state will issue a Certificate of Self Insurance and the
self-insurer may have to purchase a surety bond. Some self-insurers will purchase excess
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insurance or reinsurance. In addition to this, self- insurers will be required to handle the
payment of benefits, claim expenses, medical and legal services.

The Secondary Injury Fund was created in 1923 to make benefit payments to totally and
permanently disabled workers where the cause of the disability was subsequent to a prior
disability rendering the worker permanently and partially disabled. The concept behind the fund
is to encourage employers to hire disabled workers by limiting, in the case of further injury, their
liability for compensation payments to amounts applicable to the latest injury. The fund assumes
liability for any remaining continuing benefits.

Standard policy concepts

The standard workers’ compensation and employer liability policy is based on the National
Council on Compensation Insurance (NCCI) policy. This comprises an information page, similar
to the Declarations page in other insurance policies and the following sections:

General Section: Contains definitions and conditions that apply to the policy

Part One — Workers’ Compensation: Provides benefits as described above required by state
law for the state or states covered according to the Information page.

Part Two — Employers Liability: Provides liability insurance for an employer for a work-related
injury, disease, or death not covered by workers’ compensation insurance.

Examples include employees exempt from workers’ compensation insurance or the spouse of
an injured or diseased employee who sues the employer for loss of consortium.

Limits of liability are specified Per Employee, Per Accident, and Per Policy Period. There is a
minimum policy limit of $100,000 per accident.

In addition to the limits of liability, supplementary payments are covered such as defense costs,
expenses incurred by the insured at the request of the insurer, for example, related to the
investigation of the claim, and appeal bonds.

Part Three — Other States Insurance: States for which the insured has workers’ compensation
coverage are included in the Information page. This section allows the insured to specify that
they may require coverage in additional states, not specified, in the future. This could, for
example, cover employees travelling through or working temporarily in another state. The
insured will be required to notify the insurer as soon as work begins in a new state not yet listed
in the Information page.

Part Four — Your Duties if Injury Occurs: Covers the procedures to be followed in the case of an
employee’s injury for which there may be coverage. The insured is required to provide medical
services to the injured employee, report the injury to the insurer, and cooperate with the insurer
in the investigation and settlement of the claim.

Part Five — Premium: Provides details on how the premiums are calculated. The employer is
required to maintain records and the insurer can audit the records.

Part Six — Conditions: Covers the conditions that apply to the policy such as cancellation,
subrogation, and the rights of the insurer to inspect the insured’s workplace.

Work-related vs. non-work-related

Any injury, illness or death arising out of and in the course of employment is covered by
workers’ compensation insurance. This means if employees are injured while performing their
assigned duties during assigned work hours, workers’ compensation will cover the claim.
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Injuries are covered on the employer’s premises and off-premises if the employee is performing
assigned duties off-premises.

Injuries are not covered if they are sustained:
while performing unassigned duties

during lunch or break times

during their commute to and from work

Other states’ insurance

States for which the insured has workers’ compensation coverage are included in the
Information page. This section allows the insured to specify that they may require coverage in
additional states, not specified, in the future. This could, for example, cover employees travelling
through or working temporarily in another state. The insured will be required to notify the insurer
as soon as work begins in a new state not yet listed in the Information page.

Monopolistic states are excluded.
D. Crime
1. Employee Dishonesty

Overview: Employee dishonesty coverage protects businesses from financial losses due to
fraudulent acts committed by employees, such as theft of money, securities, or property.

Example: An employee embezzles funds from the company’s accounts. Employee dishonesty
coverage reimburses the business for the stolen funds.

2. Theft

Overview: Theft coverage protects businesses against losses resulting from the unlawful taking
of money, securities, or property.

Example: Someone breaks into a retail store and steals merchandise. Theft coverage
compensates the store for the value of the stolen goods.

3. Robbery

Overview: Robbery coverage protects against losses resulting from the use of force or threat of
force to steal money or property from a person.

Example: An armed robber holds up a convenience store and steals cash from the register.
Robbery coverage compensates the store for the stolen money.

4. Burglary

Overview: Burglary coverage protects against losses resulting from unlawful entry into a
secured premises to commit theft.

Example: A burglar breaks into an office building overnight and steals computers and other
equipment. Burglary coverage compensates the business for the stolen items.

5. Forgery and Alteration

Overview: Forgery and alteration coverage protects businesses against losses resulting from
the forgery or alteration of checks, drafts, or other financial instruments.
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Example: An employee forges signatures on company checks to steal money. Forgery and
alteration coverage reimburses the business for the stolen funds.

6. Mysterious Disappearance

Overview: Mysterious disappearance coverage protects against losses when property
disappears without any known cause or evidence of theft.

Example: An expensive piece of equipment goes missing from a company’s warehouse, but
there is no evidence of theft or burglary. Mysterious disappearance coverage compensates the
business for the lost item.

Crime coverage is an essential component of insurance policies for businesses, providing
protection against various types of criminal activities. Here are some key areas covered under
crime coverage:

Employee Dishonesty: This coverage protects businesses from losses caused by dishonest
employees engaging in theft or fraud. For example, if an employee steals money from the
company's cash register or embezzles funds from the company's accounts, the business can
make a claim under this coverage to recover the losses.

Theft, Disappearance, and Destruction: This coverage provides protection against property
being stolen, lost, or damaged. For instance, if valuable equipment is stolen from the business
premises or inventory goes missing under suspicious circumstances, the business can file a
claim to recoup the financial losses.

Robbery and Safe Burglary: This coverage is designed to protect against losses incurred due
to theft involving force or breaking into a safe or vault. If armed robbers break into the business
premises and steal cash from the safe, the business can utilize this coverage to recover the
stolen amount.

Premises Burglary: This coverage specifically applies to losses due to theft on the insured's
premises. For example, if burglars break into the warehouse and steal goods stored there, the
business can seek compensation under this coverage for the stolen items.

Custodian: This coverage safeguards against losses due to theft committed by a custodian on
the insured's premises. If a custodian responsible for handling valuable assets steals them, the
business can make a claim under this coverage to mitigate the financial impact.

Messenger: This coverage protects against losses resulting from theft committed by a
messenger on the insured's premises. For instance, if a messenger entrusted with delivering
cash to a bank absconds with the money, the business can seek reimbursement under this
coverage.

Guard or Watchperson: This coverage provides protection against losses due to theft on the
insured's premises, where a guard or watchperson is involved in the criminal activity. If a
security guard colludes with thieves to steal valuable property from the business premises, the
business can invoke this coverage to recover the losses.

Fidelity Bonds: Fidelity bonds offer coverage against losses arising from employee dishonesty,
including theft, fraud, and embezzlement. Businesses can purchase fidelity bonds to protect
themselves from financial harm caused by unscrupulous employees engaging in criminal
activities.
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In conclusion, crime coverage is crucial for businesses to mitigate the risks associated with
various criminal activities and safeguard their assets against potential losses. By understanding
the different types of coverage available under crime insurance, businesses can effectively
protect themselves against financial harm resulting from employee dishonesty and theft.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Crime
Obijectives: In this section we’ll cover Crime coverage. The following are covered:
e Definitions
¢ Crime coverage forms
The two types of crime coverage forms:
e The Loss sustained form
e The Discovery form
Fidelity bonds

Commercial crime insurance protects businesses and government entities from property losses
due to crimes such as burglary, robbery, theft, and employee dishonesty.

Commercial crime insurance can be written as part of a Commercial Package Policy or as a
standalone monoline policy.

Definitions
It is important to know the definitions of the different types of crimes that can be covered:

Burglary: The taking of property from inside the premises by a person unlawfully entering or
leaving the premises with evidence of forcible entry or exit.

Safe burglary: The taking of property from a locked safe or vault inside the premises by a
person unlawfully entering the safe or vault with evidence of forcible entry of the safe. This
includes the removal of the safe from the premises.

Robbery: The taking of property in the care or custody of a person:
By force or threat of force, or by putting the victim in fear
By committing an obviously unlawful act that is witnessed by the person being robbed

Theft or Larceny: This is the broadest crime coverage and includes any act of stealing or
unlawfully taking property. Theft includes burglary and robbery.

Forgery: Signing the name of another person or organization with the intent to deceive.

Extortion: The surrender of property away from the premises as a result of a threat
communicated to the insured to do bodily harm to the insured, an employee, or relative of either
the insured or the employee, who is allegedly being held captive.
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The following persons are defined in the crime coverage forms:

Custodian: The insured or any of the insured’s partners or employees while having care and
custody of covered property while inside the premises. Custodian excludes a person while
acting as a watchperson or janitor.

Messenger: The insured or any of the insured’s partners or employees while having care and
custody of covered property while outside the premises.

Watchperson: Any person the insured retains specifically for the purpose of having care and
custody of covered property inside the premises and who has no other duties.

Employee: A person the insured compensates and has the right to direct in relation to the
business.

The definition of premises is the interior of any building occupied by the insured for the purpose
of conducting business.

The following types of property are specifically defined:

Money: Currency, coins, and bank notes in current use and having a face value, and travelers
checks, registered checks, and money orders held for sale to the public.

Securities: Negotiable and non-negotiable instruments or contracts representing either money
or other property, including tickets, stamps in current use, and evidences of debt in connection
with the credit or charge cards other than cards issued by the insured.

Property other than money or securities: Any tangible property other than money and
securities that has intrinsic value.

Coverage forms
The insured can select one or more crime coverage forms from the following:

Employee theft: Also known as employee dishonesty. Covers losses of or damage to money,
securities, and other property resulting from the theft or forgery committed by an employee
acting alone or in collusion with others.

This does not cover losses based on inventory shortages or profit and loss computations.

Losses may be covered on a per loss basis covering a single loss regardless of how many
employees are involved in the loss, or on a per employee basis, covering the loss caused by a
single employee.

Employee theft or employee dishonesty can also be covered using a fidelity bond. This is
described below.

Forgery or alteration: Covers losses resulting from forgery or alteration of checks, drafts,
promissory notes, or similar instruments made or drawn by or on the named insured or the
insured’s agent.

If the insured is sued for refusing to pay a forged or altered instrument and obtains the insurer’s
permission to defend the suit, the insurer will pay reasonable defense costs incurred by the
insured. These expenses are paid in addition to the limit of liability.

In addition to the proof of loss, the insured must submit the instrument involved in the loss or an
affidavit describing the amount and the cause of loss.

Page 160 of 297



P&C AGENT PRELICENSING COURSE

Inside the premises — theft of money and securities: Covers losses resulting from the theft,
disappearance, or destruction of money while inside the insured premises or a banking premise.

If the insured owns the premises or is liable for damage to the premises, the insurer will cover
damage to the interior and exterior of the premises that result from the theft or attempted theft.
Damage will also be covered to a locked safe or vault inside the premises that result from the

actual or attempted theft.

Inside the premises — robbery or safe burglary of other property: Covers loss of two
types:

Loss of property, excluding money and securities, while inside the premises from actual or
attempted robbery of a custodian.

Loss of property from a safe or vault inside the premises from actual or attempted safe burglary.

If the insured owns the premises or is liable for damage to the premises, the insurer will cover
damage to the interior and exterior of the premises that result from the actual or attempted
robbery or safe burglary. Damage will also be covered to a locked safe or vault inside the
premises that result from the actual or attempted robbery or safe burglary.

Damage caused by a fire resulting from the burglary or robbery is not covered under the crime
protection. This would be covered under the property coverage.

A $5,000 per occurrence limit applies to losses of precious metals, precious or semiprecious
stones, furs, pearls, or other articles that contain these materials.

Outside the premises: Covers two types of losses:

Theft, disappearance, or destruction of money and securities while outside the premises and in
the care and custody of a messenger or an armored car company.

Loss of property by actual or attempted robbery while outside the premises and in the care and
custody of a messenger or an armored car company.

The insurer will only pay the amount of loss that cannot be recovered under the insured’s
contract with the armored car company and from any insurance available from the armored car
company.

A $5,000 per occurrence limit applies to losses of precious metals, precious or semiprecious
stones, furs, pearls, or other articles that contain these materials.

Computer fraud: Covers theft of property, including money and securities, directly related to
the use of a computer to fraudulently cause a transfer from inside the premises to a person or
place outside the premises. This coverage does not include employees or inventory shortages.

Money orders and counterfeit paper money: Covers losses when the insured accepts money
orders or counterfeit paper money in good faith.

Funds transfer fraud: Covers losses resulting from fraudulent instructions to a financial
institution to pay money from an insured’s transfer account. This does not cover losses resulting
from the use of a computer to transfer funds. This would cover funds transfers that were
initiated, for example, by phone or written instruction. Fraudulent instructions are instructions by
someone impersonating an insured or an employee to transfer money without the insured’s
knowledge or consent.
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Limit of liability and deductibles

For each of the coverages selected, the insured must specify the limit of insurance and
deductible applicable to the insuring agreement. These are listed in the declarations section of
the policy.

The policy limit and deductible both apply per occurrence.

Exclusions

The following exclusions apply to the crime coverage:

Theft or dishonest acts committed by the insured, partners or members, whether acting
alone or in collusion with others

Loss caused by an employee if the employee had previously committed theft or a
dishonest act prior to the policy period and the insured was aware of this

Theft or dishonest acts committed by the insured’s employees, managers, directors,
trustees, or authorized representatives, except as covered under employee theft

Unauthorized disclosure of the insured’s confidential information

Unauthorized use or disclosure of another party’s confidential information that is held by
the insured

Seizure or destruction of property by government authority

Indirect or consequential losses

Legal expenses, other than those provided under forgery and alteration coverage
Nuclear hazard

Pollution

War and similar actions

Test Your Understanding with Multiple-Choice Q&A & Recall Checks

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Conditions

Some of the general conditions that apply to crime coverage include:

For loss or damage to property other than money and securities, the insurer will pay the
lesser of the property’s replacement cost or the limit of insurance. Replacement cost is
the amount needed to repair or replace the property.

Losses to money are paid at face value.

Losses to securities are paid at market value at close of business on the day the loss
was discovered. The insurer also has the option to replace them in kind.

If other insurance applies to the loss and the crime coverage is written on a primary
basis, the crime policy will pay its proportionate share of the loss if the other policy is
written on the same basis as the crime policy. If the other policy was not written on the
same basis, the crime policy pays on an excess basis.
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o New employees and additional premises obtained through a consolidation, acquisition,
or merger are automatically covered for 90 days provided the insured notifies the insurer
and pays the additional premium.

o If the loss is covered by more than one coverage in the crime coverage form, the most
the insurer will pay is the largest limit applicable to the loss

e The insured cannot take legal action against the insurer for 90 days after filing the proof
of loss and legal action must be instigated within two years of the date of loss

o The coverage territory includes the United States and its territories and possessions,
Puerto Rico, and Canada

The insured’s duties in the event of a loss include:
¢ Notifying the insurer as soon as possible

¢ Notifying the police if a law may have been broken. This does not apply to employee
theft or forgery and alteration coverage.

e Submitting to examination under oath as the insurer’s request

e Providing a sworn proof of loss within 120 days

e Cooperating with the insurer in the investigation and settlement of the claim
Endorsements
Endorsements may be added to the crime protection as follows:
Extortion: Covers losses of money, securities, or property resulting from extortion.
Coverage includes damage to the insured premises or property inside the premises

Coverage is excluded if the loss occurs after the extortionist’s demands have been made and
the insured does not notify the local law enforcement or the FBI

Guests’ property: Covers losses of money, securities, and other property owned by hotel
guests while they are on the insured’s premises, in the insured’s possession, or in a safe
deposit box on the insured’s premises.

Loss sustained form and Discovery form

There are two different types of crime coverage forms. The major differentiator between the two
forms is what triggers coverage. The two forms are:

Loss sustained form: Covers losses that are sustained during the policy period and discovered
during the policy period or within one year after the policy expires.

The one-year discovery period terminates when the insured obtains other commercial crime
insurance.

Losses that occur after the policy period would not be covered.

Discovery form: Covers losses that are sustained at any time and are discovered during the
policy period or up to 60 days after the policy expires.

A loss is discovered when the insured first becomes aware that a loss has occurred or will occur
even if they do not know the details, or receive notice of a claim or potential claim for a covered
loss
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This form is used to cover losses due to such crime losses as extortion or embezzlement that
may not be discovered for several months or even years.

Discovery forms may require the use of a retroactive date, before which losses will not be
covered.

The extended periods to discover losses terminate when the insured obtains other commercial
crime insurance

Fidelity Bonds

Fidelity bonds are designed to protect an employer from dishonest acts or theft by an employee.
The three parties involved in a Fidelity bond are the following:

The Principal or Obligor: The employee who is required to meet their obligations of honest
performance of duties

The Surety or Guarantor: The party who guarantees that the Principal will perform as agreed,
generally an insurance company

Obligee: The employer, the party who will be paid by the Surety if the Principal fails to perform
as agreed.

Whereas with Surety bonds, the principal generally initiates the bond, with Fidelity bonds, the
obligee, or employer initiates the bond.

Fidelity bonds will cover the following;

The loss by the employer of real and personal property such as cash, merchandise, autos,
manuscripts

Property covered can be owned by the employer or in the care, custody, or control of the
employer

Only direct losses. No consequential losses are covered by a Fidelity bond.

Losses based solely on inventory shortages or profit and loss statements are not
covered. Fidelity bonds can be issued based on the requirements of the employer:

Individual bond: The employer bonds a single employee

Scheduled bond: The employer can name a number of employees or the job titles they wish to
bond

Blanket bond: Covers all employees on a blanket basis.
E. Bonds
1. Surety

Overview: Surety bonds provide a financial guarantee that a party will fulfill their obligations as
specified in a contract. If the obligated party fails to meet the terms, the surety company
compensates the other party.

Example: A construction company is required to obtain a surety bond before starting a project
to ensure they complete the work according to the contract. If the company fails to complete the
project, the surety company pays the project owner.
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2. Fidelity

Overview: Fidelity bonds protect businesses from financial losses due to dishonest acts
committed by employees, such as theft or fraud.

Example: A fidelity bond covers losses for a retail store when an employee is found embezzling
funds from the cash register.

Surety bonds are a type of financial guarantee that is commonly used in the construction
industry to ensure that a project will be completed as specified in the contract. They provide
protection to the project owner in case the contractor fails to fulfill their obligations.

For example, let's say a company hires a construction contractor to build a new office building.
The project owner may require the contractor to obtain a surety bond before starting work. If the
contractor fails to complete the project according to the agreed-upon terms, the surety bond will
cover the costs of hiring a new contractor to finish the job.

Surety bonds can also be used in other industries, such as in the case of a contractor providing
services to a government agency. In this situation, the surety bond serves as a guarantee that
the contractor will perform the work as specified in the contract and comply with all regulations.

Overall, surety bonds provide peace of mind to project owners and help ensure that projects are
completed successfully and on time.

F. Professional Liability
1. Errors and Omissions (E&QO)

Overview: E&O insurance covers professionals against claims of negligence or inadequate
work that results in financial loss for clients.

Example: A real estate agent is sued for failing to disclose a defect in a property, leading to
significant repair costs for the buyer. E&O insurance covers the legal defense and settlement
costs.

2. Medical Malpractice

Overview: Medical malpractice insurance protects healthcare professionals against claims of
negligence or errors that result in patient injury or death.

Example: A surgeon is sued for performing an incorrect procedure. Medical malpractice
insurance covers legal defense costs and any settlements or judgments.

3. Directors and Officers (D&O)

Overview: D&O insurance protects directors and officers of a company against claims of
wrongful acts, such as mismanagement or breach of duty.

Example: A company's board of directors is sued by shareholders for financial losses due to
alleged mismanagement. D&O insurance covers legal defense and any settlements or
judgments.

4. Employment Practices Liability (EPLI)

Overview: EPLI provides coverage for claims arising from employment-related issues, such as
discrimination, wrongful termination, or harassment.

Example: A former employee sues a company for wrongful termination, claiming discrimination.
EPLI covers the legal defense and any settlements or judgments.
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5. Cyber Liability and Data Breach, Funds Transfer

Overview: Cyber liability insurance covers losses due to data breaches, cyberattacks, and
other technology-related risks.

Example: A company's data is breached, resulting in the exposure of customer information.
Cyber liability insurance covers the costs of notifying customers, providing credit monitoring,
and any legal fees.

6. Liquor Liability

Overview: Liquor liability insurance protects businesses that manufacture, sell, or serve alcohol
against claims of damages or injuries caused by intoxicated patrons.

Example: A bar is sued after a patron causes a car accident while intoxicated. Liquor liability
insurance covers the legal defense and any settlements or judgments.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Professional Liability insurance includes coverage for:

Malpractice:

Coverage for claims of negligence or errors in professional services.
Errors and Omissions:

Coverage for claims of mistakes or omissions in professional services.

As a business professional, it is essential to protect yourself and your business from potential
risks and liabilities that may arise in the course of your work. One way to do so is by investing in
professional liability insurance, also known as errors and omissions insurance. This type of
insurance provides coverage for claims alleging negligence, errors, or omissions in the services
you provide to clients.

Who needs Professional Liability Insurance?

Professional liability insurance is particularly crucial for certain professions that are at a higher
risk of facing claims from dissatisfied clients. This includes but is not limited to:

Consultants: Consultants provide expert advice to clients, making them susceptible to claims if
the advice given leads to financial loss or damages.

Accountants: Accountants are responsible for ensuring the accuracy of financial statements
and tax returns, making them vulnerable to claims of errors or negligence.

Lawyers: Lawyers provide legal advice and representation to clients, and any mistakes or
oversights in their work can result in malpractice claims.

Healthcare Professionals: Doctors, nurses, and other healthcare professionals are at risk of
facing malpractice claims if patients are harmed due to errors in diagnosis or treatment.

Architects and Engineers: These professionals are responsible for designing and constructing
buildings and infrastructure, making them liable for any design flaws or construction defects.

IT Consultants: IT consultants who provide software development, network security, or
technical support services are at risk of facing claims for data breaches, system failures, or
other IT-related issues.
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Why do business professionals need Professional Liability Insurance?
Professional liability insurance is essential for business professionals for several reasons:

Protection against Lawsuits: In today's litigious environment, clients are quick to file lawsuits
against professionals for alleged errors or negligence. Professional liability insurance helps
cover legal fees, court costs, and settlements in the event of a lawsuit.

Financial Security: A lawsuit can be financially devastating for a business professional,
potentially leading to bankruptcy or closure of the business. Professional liability insurance
provides financial security by covering the costs associated with a claim.

Professional Reputation: Facing a lawsuit can damage a professional's reputation and
credibility in the industry. Having professional liability insurance demonstrates to clients that you
are committed to protecting their interests and mitigating risks.

Regulatory Compliance: Some industries require professionals to have professional liability
insurance as part of their licensing or regulatory requirements. Failing to have the necessary
insurance coverage can result in fines or disciplinary action.

In conclusion, professional liability insurance is a crucial risk management tool for business
professionals in high-liability industries. By investing in this type of insurance, professionals can
protect themselves, their businesses, and their clients from potential risks and liabilities. It
provides financial security, legal protection, and peace of mind, allowing professionals to focus
on their work without worrying about the possibility of a costly lawsuit.

Directors and Officers Liability

insurance provides coverage for claims against company executives for decisions made while
managing the business.

Protecting Your Business: The Importance of Directors and Officers Liability Insurance

In today's complex business environment, the decisions made by directors and officers can
have far-reaching consequences for a company and its stakeholders. With increasing regulatory
scrutiny and a rise in shareholder activism, the need for Directors and Officers Liability
Insurance (D&O insurance) has never been greater. But who exactly needs this type of
coverage, and why is it so important?

Directors and officers are entrusted with the responsibility of making critical decisions that can
impact the success and reputation of a company. However, with this responsibility comes the
risk of being held personally liable for their actions or decisions. D&O insurance provides
protection for these individuals in the event that they are sued for alleged wrongful acts, such as
breach of fiduciary duty, negligence, or mismanagement.

While many business professionals may believe that their company's indemnification provisions
or corporate insurance policies provide sufficient protection, the reality is that these may not
always offer comprehensive coverage in the event of a lawsuit. D&O insurance is specifically
designed to fill this gap and provide financial protection for directors and officers against legal
expenses, settlements, and judgments.

Additionally, D&O insurance can also benefit the company itself by attracting and retaining top
talent. Knowing that they are protected by comprehensive insurance coverage, directors and
officers are more likely to take on leadership roles and make tough decisions without fear of
personal liability. This can ultimately help to safeguard the company's interests and ensure its
long-term success.
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In today's litigious society, no company or individual is immune from the threat of a lawsuit.
Whether you are a small startup or a multinational corporation, having D&O insurance in place
is essential for protecting your business and its leadership. By investing in this type of coverage,
you can mitigate the financial risks associated with legal actions and safeguard the future of
your company.

In conclusion, Directors and Officers Liability Insurance is a valuable tool for protecting both
individuals and companies from the risks and uncertainties of the business world. From legal
expenses to reputational damage, the benefits of having this coverage in place far outweigh the
costs. To learn more about how D&O insurance can benefit your business, speak to a qualified
insurance professional today.

Employment Practices Liability
insurance covers claims of discrimination, harassment, or wrongful termination by employees.
Protect Your Business: The Importance of Employment Practices Liability Insurance

In today's competitive business environment, companies face a myriad of challenges when it
comes to managing their workforce. From hiring and firing decisions to workplace harassment
and discrimination claims, employers are constantly navigating potential legal pitfalls. This is
where Employment Practices Liability Insurance (EPLI) comes into play.

EPLI is a type of insurance that provides protection to employers against claims made by
employees alleging wrongful acts such as discrimination, harassment, wrongful termination, and
other employment-related issues. In recent years, the number of employment-related lawsuits
has been on the rise, making EPLI an essential safeguard for businesses of all sizes.

Businesses of all types and sizes can benefit from having EPLI coverage in place. However,
certain industries are more susceptible to employment-related claims and lawsuits. For
example, businesses in the healthcare, hospitality, and retail industries often deal with high
turnover rates and diverse workforces, increasing the likelihood of potential disputes.
Additionally, small businesses with limited resources may be particularly vulnerable to costly
legal battles without EPLI protection.

There are several key reasons why businesses need EPLI coverage. Firstly, defending against
an employment-related lawsuit can be a costly and time-consuming process. Legal fees,
settlements, and damages can quickly add up, putting a significant financial strain on a
business. EPLI can help cover these expenses, minimizing the financial impact of a lawsuit.

Secondly, even if a claim is ultimately found to be without merit, the mere accusation of
wrongdoing can damage a company's reputation and brand. EPLI can provide coverage for
public relations expenses to help mitigate the reputational damage caused by an employment-
related claim.

Lastly, having EPLI coverage in place can also help attract and retain top talent. In today's job
market, employees are increasingly aware of their rights and are more likely to seek legal
recourse if they feel they have been wronged. By having EPLI coverage, businesses can
demonstrate their commitment to creating a fair and inclusive work environment, which can help
attract and retain employees.

In conclusion, Employment Practices Liability Insurance is a crucial risk management tool for
businesses looking to protect themselves against the growing number of employment-related
claims and lawsuits. By investing in EPLI coverage, businesses can safeguard their finances,
reputation, and employees, ensuring long-term success and growth.
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Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

G. Umbrella/Excess Liability

Overview: Umbrella/excess liability insurance provides additional coverage beyond the limits of
an underlying policy, offering extra protection against significant claims.

Example: A business faces a lawsuit that exceeds the limits of its general liability policy.
Umbrella insurance covers the excess amount, providing additional financial protection.

Umbrella/Excess Liability
Insurance provides additional coverage above the limits of primary liability policies.

Understanding Commercial Umbrella and Commercial Excess Liability Insurance for P&C
Insurance Agents

As a licensed Property and Casualty (P&C) insurance agent, it is crucial to have a
comprehensive understanding of commercial umbrella and commercial excess liability
insurance in order to properly advise your clients and provide them with the necessary
coverage. These types of insurance policies offer additional protection beyond the limits of a
primary liability policy and are essential for businesses of all sizes to safeguard their assets and
mitigate risks.

Commercial umbrella insurance is designed to provide additional liability coverage that goes
beyond the limits of a company's primary general liability, commercial auto liability, or
employer's liability policies. In the event of a large liability claim or lawsuit, umbrella insurance
can help protect a business from financial ruin by covering costs that exceed the limits of the
primary policy. This type of policy is particularly valuable for businesses that face high risks of
liability claims, such as those in the construction, healthcare, or manufacturing industries.

On the other hand, commercial excess liability insurance functions similarly to umbrella
insurance in that it provides additional liability coverage above the limits of primary policies.
However, commercial excess liability insurance typically follows the same terms and conditions
as the underlying primary policy, whereas umbrella insurance may offer broader coverage.
Commercial excess liability insurance is often purchased by businesses that require higher
liability limits but do not need the additional coverage offered by umbrella insurance.

It is important for P&C insurance agents to educate their clients on the differences between
commercial umbrella and commercial excess liability insurance, as well as the benefits of each
type of coverage. By understanding the specific needs and risks of each individual business,
agents can tailor insurance packages that provide the appropriate amount of coverage to
protect against potential liabilities.

When advising clients on commercial umbrella and commercial excess liability insurance, P&C
insurance agents should consider factors such as the size and nature of the business, the
industry in which it operates, and the potential risks it faces. Agents should also be
knowledgeable about the various policy limits, deductibles, and coverage options available, as
well as any exclusions or limitations that may apply.
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In conclusion, commercial umbrella and commercial excess liability insurance are essential
components of a comprehensive risk management strategy for businesses. By working closely
with their clients to assess their specific insurance needs and recommend appropriate coverage
options, P&C insurance agents can help businesses protect their assets and minimize financial
risks in the event of a liability claim or lawsuit.

Personal Liability and Other Personal Exposures
Umbrella / Excess Liability

An umbrella policy provides liability insurance that is in excess of insurance specified in other
primary policies and may potentially provide primary insurance for losses not covered by other
policies.

Personal Homeowners and Auto policies provide coverage for personal liability for bodily injury
and property damage up to specified limits. There is still a demand for liability coverage with
higher limits. A personal umbrella policy provides this coverage at very low premiums. Typically
an umbrella policy will provide liability insurance for $1,000,000 or more.

An umbrella policy provides excess liability insurance over and above the limits of liability
covered by the primary policies. That is the primary policy will pay up to its limits of liability in the
case of a claim. If the insured is liable for more than the limit of liability on the primary policy, the
umbrella policy will pay any excess up to its limits of liability. Some underwriters require a
minimum amount of liability coverage on the primary policy, for example. $300,000.

An umbrella policy can also provide primary insurance for other areas of liability the insured may
become responsible for. In this case, the insured is generally required to pay a retention
requirement, the equivalent of a deductible. They may, for example, have a deductible of $1,000
but this could be higher.

Following are some examples of liability coverage that may be requested under a personal
umbrella policy:

e To extend personal liability coverage beyond the United States to include worldwide
coverage

e To provide Personal injury insurance
o To provide coverage for small watercraft, jet skis, or snowmobiles
e To cover someone who does not have insurance

e To provide coverage even when a lawsuit is groundless or not covered by the underlying
policy

e If you serve on a board of directors or for a non-profit organization
e If you often have guests in your home

e If you have a teenage driver in your household

e If you are a member of a homeowners’ association

Some exclusions apply to personal umbrella policies such as intentional acts or liability
associated with a business pursuit.

Umbrella policies are usually written on an occurrence basis and have an aggregate limit.
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H. Business Owners Policy (BOP)

Overview: A BOP combines various coverages into a single policy, typically including property,
liability, and business interruption insurance. It's designed for small to medium-sized
businesses.

Example: A small bakery purchases a BOP that covers damage to the bakery, liability for
customer injuries, and lost income due to business interruption.

V. CASUALTY: INSURANCE TERMS AND RELATED CONCEPTS
A. Risk

Overview: Risk refers to the uncertainty regarding financial loss. In the context of insurance, it
is the chance of a loss occurring that a policyholder or insurer must consider.

Example: A business owner assesses the risk of a fire damaging their warehouse and decides
to purchase insurance to mitigate that risk.

B. Hazards
Overview: Hazards are conditions or situations that increase the likelihood or severity of a loss.

Example: Storing flammable materials improperly can be a hazard that increases the risk of
fire.

1. Moral Hazard

Overview: Moral hazard refers to the risk that an insured party may behave recklessly or
dishonestly because they have insurance coverage.

Example: An insured driver may engage in risky driving behavior because they know their
insurance will cover any damages.

2. Morale Hazard

Overview: Morale hazard refers to the risk arising from the insured party's indifference to loss
because of the presence of insurance.

Example: An employee leaves a company laptop in an unlocked car, feeling secure that any
theft would be covered by insurance.

3. Physical Hazard

Overview: Physical hazard refers to tangible conditions that increase the probability or severity
of a loss.

Example: An old, faulty electrical system in a building poses a physical hazard by increasing
the likelihood of a fire.

C. Indemnity

Overview: Indemnity is a principle in insurance that ensures that the insured is restored to their
financial position before the loss occurred, without profiting from the insurance claim.

Example: After a car accident, the insurance company pays for the repairs to the insured's
vehicle, restoring it to its pre-accident condition.
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D. Insurable Interest

Overview: Insurable interest is a legal principle that requires the policyholder to have a financial
or other significant interest in the insured item or person, meaning they would suffer a loss if the
item is damaged or the person is harmed.

Example: A homeowner has an insurable interest in their house because they would suffer a
financial loss if it were damaged or destroyed.

E. Loss Valuation
1. Actual Cash Value

Overview: Actual Cash Value (ACV) is the value of an insured item, considering depreciation. It
represents the item's market value at the time of the loss.

Example: If a five-year-old laptop is stolen, ACV would be the cost of a new laptop minus five
years of depreciation.

2. Replacement Cost

Overview: Replacement Cost is the amount required to replace an insured item without
considering depreciation.

Example: If a homeowner's roof is damaged by a storm, replacement cost coverage would pay
for a new roof of similar kind and quality.

3. Market Value

Overview: Market Value is the amount a buyer would be willing to pay for property in the open
market.

Example: The market value of a house is $300,000 based on recent sales of similar homes in
the area.

4. Stated/Agreed Value

Overview: Stated Value is a value agreed upon by the insurer and the insured at the time the
policy is written. The insurer will pay this amount in the event of a total loss.

Example: A classic car is insured for an agreed value of $50,000, and this amount will be paid if
the car is totaled.

5. Salvage Value

Overview: Salvage Value is the estimated resale value of an item after it has been deemed a
total loss.

Example: After a car accident, the salvage value of the damaged vehicle is determined to be
$2,000.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

F. Negligence

Overview: Negligence is the failure to exercise reasonable care, resulting in damage or injury to
another party.
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Example: A store owner fails to clean up a spill, causing a customer to slip and fall. The store
owner may be found negligent.

G. Liability

Overview: Liability refers to the legal responsibility for damages caused to another party.
Example: A driver is found liable for damages after causing a car accident.

H. Occurrence

Overview: An Occurrence is an event or series of events that result in a loss or damage,
triggering coverage under an insurance policy.

Example: A burst pipe causes water damage to a home. The burst pipe is the occurrence that
triggers the insurance claim.

l. Binders

Overview: A Binder is a temporary insurance contract that provides coverage until a formal
policy is issued.

Example: A homebuyer receives a binder from their insurance agent to cover the property
during the closing process.

J. Warranties

Overview: Warranties are conditions or promises in an insurance contract that must be met for
coverage to be valid.

Example: A warranty in a marine insurance policy requires the insured to maintain a specific
level of crew experience.

K. Representations

Overview: Representations are statements made by the insured during the application process
that are believed to be true.

Example: An applicant states they have no history of filing insurance claims when applying for
homeowners’ insurance.

L. Concealment

Overview: Concealment is the intentional withholding of material information that is crucial for
underwriting an insurance policy.

Example: A business owner fails to disclose a previous fire at their premises when applying for
property insurance.

M. Deposit Premium/Audit

Overview: A Deposit Premium is an initial payment made for an insurance policy, which may be
adjusted based on an audit of actual exposures.

Example: A construction company pays a deposit premium for workers' compensation
insurance, which is later adjusted based on the actual payroll during the policy period.

N. Certificate of Insurance
Overview: A Certificate of Insurance is a document that provides evidence of insurance
coverage.
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Example: A contractor provides a certificate of insurance to a client to show proof of liability
coverage.

O. Law of Large Numbers

Overview: The Law of Large Numbers is a statistical principle that states that the larger the
number of exposure units, the more predictable the losses become.

Example: An insurance company can more accurately predict the number of claims for a large
pool of insured homes compared to a small pool.

P. Pure vs. Speculative Risk

Overview: Pure Risk involves only the possibility of loss or no loss, while Speculative Risk
involves the possibility of loss, no loss, or gain.

Example: Pure Risk: The risk of a house fire. Speculative Risk: The risk of investing in the stock
market.

Q. Endorsements

Overview: Endorsements are additions or modifications to an insurance policy that alter the
coverage.

Example: An endorsement is added to a homeowner's policy to provide coverage for a home-
based business.

R. Damages

1. Compensatory

a. General

General damages compensate for non-monetary losses such as pain and suffering.
Example: A person receives general damages for pain and suffering after a car accident.
b. Special

Special damages compensate for specific monetary losses such as medical bills and lost
wages.

Example: A person receives special damages to cover medical expenses and lost income after
an injury.

2. Punitive

Overview: Punitive damages are awarded to punish the defendant for egregious conduct and
deter future misconduct.

Example: A company is ordered to pay punitive damages for knowingly selling a dangerous
product.

S. Compliance with Provisions of Fair Credit Reporting Act

Overview: This refers to the requirement that insurers comply with the Fair Credit Reporting Act
(FCRA) when using consumer credit information for underwriting or rating purposes.

Example: An insurance company must inform an applicant if their credit report was used to
deny coverage or determine premiums, and provide information on how to obtain a copy of the
report.
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VI. CASUALTY: POLICY PROVISIONS
A. Declarations

Definition: The declarations page of an insurance policy provides a summary of the key details
of the policy, including the names of the insured and insurer, the coverage limits, the premium
amount, and the policy period.

Example: The declarations page of a homeowner’s insurance policy lists the insured’s name,
the address of the insured property, the coverage limits for the dwelling and personal property,
and the annual premium.

An insurance declarations page is a summary of your insurance policy in one or two pages. It
lets you know what’s covered, who’s covered and how much you're going to pay for coverage.

Declarations pages are also called “dec pages” for short. There are differences between auto
insurance, homeowners’ insurance and renters' insurance declarations pages.

Auto insurance declarations page

An auto insurance declarations page is an overview of your car insurance policy, but it doesn’t
contain all the fine points. Those are laid out in other sections of the policy, which go into much
greater detail.

e Your car insurance declarations page will contain information about:
e When the policy is valid.

e What vehicles are covered.

e Which drivers are covered.

e What your coverage limits are.

e What your deductibles are.

e How much your premium is.

o What discounts you've received.

e Any optional coverage you have.

These facts are all presented at a summary level. For instance, your coverage limits might list
bodily injury liability coverage of $30,000 per person and $60,000 per accident. The declarations
page won'’t say that this coverage doesn’t apply when you intentionally attempt to harm
someone or that you won'’t be covered when using your car for business.

Exceptions are laid out in the policy details pages. You’ll know you’ve found the details of your
policy when you find page after page of numbered paragraphs, subsections and sections where
words like “you” are defined.

The dec page is meant to be a quick overview of your policy. It's also an easy place to start
understanding all of the parts of your coverage. You can see at a glance if you have the
coverage you need and how much you're currently paying.

Your declarations page also might contain contact details for your agent, information about your
premium payment schedule and names of any drivers specifically excluded from the policy.

Whenever you compare car insurance quotes, it makes sense to keep a copy of your
declarations page nearby.
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Homeowners insurance declarations page

A homeowners insurance declarations page is similar in layout to an auto insurance
declarations page. You'll see details about your policy such as who and what’s covered. You'll
also see your premium and any discounts you’ve received.

Renters insurance declarations page

The declarations page for renters’ insurance looks very much like a homeowners insurance
declarations page. The main difference is in the types of coverage you'll see and the lack of any
mortgage details.

A renters insurance declarations page will cover:
e When the policy is in force.
e What your personal property limits are.
e What your deductible is.
e How much your premium is.
e Any discounts you're receiving.
¢ Any additional coverage options.

The main difference between renters and homeowners’ insurance is that renters insurance
covers the stuff in your rental, like your clothes, furniture and electronics but not the property you
live in. Landlords will have insurance to cover the building in case of fire or another catastrophe.

Renters insurance also covers you for any damage you might cause to the property or to people
on the property.

B. Insuring Agreement

Definition: The insuring agreement is the section of an insurance policy that outlines the
insurer’s promise to pay for covered losses in exchange for the premiums paid by the insured.

Example: In an auto insurance policy, the insuring agreement may state that the insurer will
cover damages resulting from collisions, theft, and other specified perils.

C. Conditions

Definition: Conditions are the provisions in an insurance policy that outline the duties and
responsibilities of both the insured and the insurer.

Example: A condition in a homeowner’s policy may require the insured to report a loss within a
certain time frame and to protect the property from further damage. For more information, visit
The Balance®.

D. Exclusions and Limitations

Definition: Exclusions are specific situations or perils that are not covered by an insurance
policy.

Example: A homeowner’s insurance policy may exclude coverage for flood damage, meaning
any damage caused by flooding would not be covered.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
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E. Definition of the Insured
Definition: The insured is the person or entity covered by an insurance policy.

Example: In a homeowner’s insurance policy, the insured typically includes the policyholder and
their family members living in the same household.

The important points

o Insured refers to anyone covered by the policy, whether they’re specifically named or
not.

¢ Different insurance companies define “insured” differently.

In insurance, the insured is the person or business that is covered by an insurance policy. One
policy can (and usually does) cover multiple insureds.

Example

Stanley is a homeowner who lives with his two kids, his wife, and her father. Stanley bought the
insurance policy that protects their home, and it’s his name written on the front of the policy.
However, his insurance policy extends coverage to Stanley’s partner, his relatives, and his
partner’s relatives, as long as they’re living with him in the house.

In this example, Stanley is the named insured: his name specifically appears on the policy. The
terms of his home insurance policy extend coverage to the other people living with him: his kids,
his wife, and his father-in-law are all considered insureds under his policy, even though the
policy doesn’t name them specifically.

Policies of insurance always have a named insured, and sometimes more than one. Plus,
insurance policies often extend coverage to people who aren’t actually named on the policy.

Home insurance policies typically cover family members of the named insured if they’re living in
the same household. Commonly, children who are living away from home for school are also
insured.

Insurance companies often differ slightly in their definition of insured. You'll be able to find your
insurer’s definition somewhere in your policy wordings.

The definition of an insured includes the named insured, plus:
e Living in the same household:
e The named insured’s partner
¢ Relatives of the named insured or their partner
e Anyone under 21 years old in the care of the named insured or their partner
e Any domestic employees
e Living outside the household:

e The parents of the named insured or their partner, while they live in a residential care
facility

e Any students who are dependent on the named insured or their partner
What is the difference between insured and insurer?

Now that we’ve defined insured, what’s an insurer?
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An insurer is the company that is insuring the insured. Or, less confusingly: the insurer is the
company that agrees to cover the insured’s claims under the policy. If the insured makes a
claim, the insurer is the one who pays the claim settlement.

Often, the insurer will be the same company that sold the policy, though not always.

If you bought your insurance policy through a broker, that broker is not your insurer. The insurer
is the company that underwrites the policy and pays any claims. Your insurer is clearly identified
on your policy’s declarations page.

F. Duties of the Insured After a Loss

Definition: These are the responsibilities that the insured must fulfill after experiencing a loss to
ensure coverage under the policy.

Example: After a fire, the insured must promptly notify the insurer, protect the property from
further damage, and provide a detailed inventory of damaged items.

What Does Duties of The Insured Mean?

Duties of the insured refer to the responsibilities of the policyholder, which generally requires the
exercise of good faith and maintenance of fair dealing. These duties are often listed in the
conditions section of the insurance contract.

Some of the duties of the insured include the following:
¢ Disclose material information,
¢ Avoid concealment and misrepresentation,
e Report loss or damage to the authorities,
e Provide notice of claim to the insurer,
e Prepare an inventory of the damaged or stolen property, and
e Provide proof of loss to the insurer.

The inability of the insured to comply with their duties is a ground for breach of contract,
cancellation of the policy, and forfeiture of the premiums paid.

Obligations of the Insurance Company

Definition: These are the duties that the insurer must fulfill as part of the insurance contract,
including investigating claims and paying covered losses.

Example: The insurer must investigate a claim promptly and pay the claim if it is covered under
the policy terms.

The Responsibilities of an Insurance Company

In addition to the duties outlined in your policy, insurance companies have responsibilities under
both common law and statutory law. In general, the insurance company owes you a duty of
good faith and fair dealing when handling any transaction. It also has the obligation to faithfully
investigate and honor valid insurance claims.
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Fair Deal

An insurance company's duty of good faith and fair dealing means it must always act in the
client's best interest. This responsibility, implied in all insurance agreements, prevents the
company from acting in bad faith in transactions involving your claim. If it breaches this
responsibility you are entitled to sue for damages.

General Duties

An insurance company has a legal duty to fully investigate your claim, not just the parts that
support their position. It must also provide you with all necessary information so you can protect
your claim under the policy.

Additionally, the company must respond to your communications and promptly pay your claim if
it's found valid.

Insurance Contract

Your insurer must honor any responsibilities outlined in your policy. It's free to provide you with
rights above and beyond those provided by law, so your agreement may have extra
responsibilities. Additionally, if a provision in your policy is found to be ambiguous it's interpreted
by a court as being in your favor if there's a dispute.

Duty to Defend

Depending on the nature of your agreement, your insurer may have a duty to indemnify or
defend you under certain circumstances. The duty to defend provides you with legal
representation if you're sued. The duty to indemnify pays for any legal judgments against you.
Both are dictated by the terms of your policy.

Mortgagee Rights

Definition: Mortgagee rights are the protections provided to a mortgage lender under a property
insurance policy.

Example: If a home with a mortgage is damaged, the insurance company will pay the mortgage
lender for the loss before the homeowner.

Mortgagee Clause: What it Means, How it Works, Example

A mortgagee clause is found in many property insurance policies, and it provides protection for a
mortgage lender if a property is damaged.

Normally, you will be asked to agree to a mortgagee clause when you take out a mortgage.

In effect, a mortgagee clause is a separate agreement between your mortgage lender (the
mortgagee) and the insurance company that is insuring your property. A mortgagee clause
ensures that if your property is damaged while you are paying off the mortgage, the insurance
company will pay your mortgage lender for this loss, even though it's covered on your insurance
policy.

A lender would not lend a substantial amount of money secured by property without the
inclusion of a mortgagee clause in the borrower’s property insurance policy, so they are an
important part of your mortgage and property insurance contracts.

Key Takeaways

A mortgagee clause is a part of your homeowners insurance policy that protects your lender—
the mortgagee—from losses incurred due to damage to your property.
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Many mortgage providers require a mortgagee clause in place to grant a mortgage.

A mortgagee clause states that if a property is damaged during the mortgage period, the
insurance company must pay the mortgagee for this.

For example, if you obtain a mortgage to buy a home or property and that property is then
destroyed in a fire, the mortgagee clause would ensure that the loss would be payable to your
lender even though it’s part of your insurance policy.

What Is a Mortgagee Clause?

Most mortgage providers (mortgagees) will require you (the borrower, or mortgagor) to take out
homeowners’ insurance to get a loan. Homeowners insurance provides you with protection
against damage to your property and its contents, but it also provides protection for your lender.
The mortgagee clause is a key part of these protections.

A mortgagee clause states that if a property is damaged during the mortgage period, the
insurance company must pay the mortgagee for this. For example, if you obtain a mortgage to
buy a home or property and that property is then destroyed in a hurricane, the mortgagee
clause would ensure that the loss would be payable to your lender even though it’s part of your
standard insurance or hurricane insurance policy.

This clause also protects the lender if you cause damage to the property, which leads the
insurance provider to cancel the policy. Fire damage is one of the most common causes of
home damage and is usually protected by insurance. But not when the damage is caused
intentionally. If you commit arson—an act that would void your insurance policy—the clause
protects the mortgagee, ensuring that your lender will still be covered.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Who’s Who

It's important to understand the terminology used in mortgage negotiations. A mortgagor is a
borrower. A mortgagee is a lender that provides a mortgage loan to a mortgagor.

How a Mortgagee Clause Works

Most lenders require that borrowers have homeowners’ insurance and that the insurance policy
include a mortgagee clause. The policy will state who has the lien within the policy. In some
cases, if it's not a requirement to get a mortgagee clause, then a borrower must contact a lender
to add the clause to their current contract.

Mortgagee clauses provide valuable protection for lenders because of the way that mortgages
work. When you take out a mortgage, you are essentially offering your home as collateral for a
loan, which you promise to pay back. If you can’t keep that promise, then your lender (the
mortgagee) can foreclose on the property and sell it to recoup costs. But if the property is
damaged, then the mortgagee’s investment is put in jeopardy. The mortgagee clause ensures
that the mortgagee will be paid out even if you are responsible for the damage to the property.

In other words, a mortgagee clause is a form of indemnity protection for the lender, because if
there is any loss or damage to the collateral property, the lender is indemnified up to the interest
that it has in that property.
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Mortgagee clauses are an important component of the mortgage market. Without the protection
of the mortgagee clause, financial institutions would be unlikely to loan the large amounts of
money necessary to purchase homes, office buildings, or factories.

What Is an Example of a Mortgagee Clause?

Mortgagee clauses protect your lender from damage to your property, even if you caused it. So,
if you commit an intentional criminal act that voids your insurance policy, the clause protects the
mortgagee, ensuring that your lender will still be covered.

Is the Mortgagee the Borrower?

No. A mortgagee is a lender—specifically, an entity that lends money to a borrower for the
purpose of purchasing real estate. In a mortgage transaction, the lender serves as the
mortgagee and the borrower is known as the mortgagor.

Can a Person Be a Mortgagee?

Yes. Anyone who lends you money to buy a home and enters into a mortgage contract with you
can be a mortgagee. When you sign a mortgage contract with an individual, it's called a private
mortgage.

The Bottom Line

A mortgagee clause is a part of your homeowners insurance policy that protects your lender
(the mortgagee) from losses incurred due to damage to your property. Many mortgage providers
will require a mortgagee clause to grant you a mortgage.

A mortgagee clause states that if a property is damaged during the mortgage period, the
insurance company must pay the mortgagee for this.

G. Cancellation and Nonrenewal Provisions

Overview: These provisions outline the circumstances and procedures under which an
insurance policy can be canceled or not renewed by either the insurer or the insured.
Cancellation refers to ending the policy before its expiration date, while nonrenewal refers to the
decision not to renew the policy at the end of the policy term.

Example:

e Cancellation: An insurer cancels a policy mid-term due to non-payment of premiums.
They provide a written notice to the insured specifying the reason and the effective date
of cancellation.

e Nonrenewal: An insurer decides not to renew a policy because the insured has filed
multiple claims. They send a notice of nonrenewal to the insured, explaining the reason
and providing sufficient notice before the policy's expiration date.

H. Supplementary Payments

Overview: Supplementary payments are additional costs covered by an insurance policy
beyond the policy limits. These payments often include expenses such as defense costs, court
costs, interest on judgments, and reasonable expenses incurred by the insured at the insurer's
request. Example:

¢ A liability insurance policy covers a lawsuit against the insured. The supplementary
payments cover the cost of hiring a defense attorney, court fees, and any interest on the
judgment awarded against the insured, in addition to the policy's liability limits.
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l. Proof of Loss

Definition: A proof of loss is a formal statement made by the insured to the insurer regarding a
claim, detailing the extent of the loss and the amount being claimed.

Example: After a burglary, the insured submits a proof of loss form listing the stolen items and
their values.

What is proof of loss?

A proof of loss is a formal document you must file with an insurance company that initiates the
claim process after a property loss. It provides the insurer with specific information about an
incident — its cause, resulting damage, and financial impact. Once the insurer has received the
proof of loss, it can send you a check for repairing or replacing your damaged item if it is
covered with your policy.

Is proof of loss required for all types of insurance?

Insureds must file a proof of loss form to receive benefits under a commercial property
insurance policy. All forms of insurance have a similar process for notifying insurers when a loss
occurs. This includes:

e General liability insurance

e Business owner’s policy

¢ Workers’ compensation insurance

e Commercial auto insurance

e Business interruption insurance

e And many other types of small business insurance.
What should a proof of loss form include?

Each carrier has a specific form or a preferred format for submitting a proof of loss. Generally,
you must provide your insurer with a complete description of the loss, including:

e Date and time

¢ Incident precipitating the loss (storm, flood, theft, etc.)

e Property involved in the loss

¢ Nature and scope of damage incurred

e Evidence of the loss (photos, police report, purchase receipts)
e Current property replacement value

o The party (or parties) with a financial interest in the property

The insurer will then process the form and determine how much it will offer the insured as a
claim settlement.

When should you file your proof of loss with your insurer?

Under the proof of loss policy provision, you must file your form as soon as possible after the
incident, but no later than the date specified in your policy (often 60 days).
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Can your insurer refuse to accept your proof of loss form?
Your insurer can refuse to process your proof of loss form in the following cases:
e You didn’t answer all the questions.
e You failed to include supporting documentation.
e You didn’t sign the form.
¢ You didn’t have your signature notarized.

In these instances, the company might return the form to you for revisions. However, it can’t
reject your form just because it doesn'’t like the amount of benefits you'’re requesting.

What happens after you file your proof of loss?

Your insurance proof of loss form kicks off a formal claims process. It typically includes the
following steps:

e Your insurer reviews your proof of loss and attached documentation.

e The insurance company determines whether your policy covers the claimed items. For
example, if your policy covers named perils only and the loss isn’t named, there will be
no coverage.

¢ Afinancial value is assigned to each item, either based on a replacement cost or actual
cash value.

e The carrier totals the value of all items and offers to settle the claim for the bottom-line
amount.

¢ You will have a chance to review your insurer’s offer and decide whether or not to accept
it.
o If you don’t accept it, you can negotiate with the insurer for a larger settlement.

¢ If you accept its settlement offer, the insurance company will now apply your deductible
(your share of the loss) to that amount.

J. Notice of Claim

Definition: A notice of claim is a formal notification to the insurer that a loss has occurred, and a
claim is being made.

Example: After a car accident, the insured sends a notice of claim to their auto insurance
company to start the claims process.

What is a Notice of Insurance Claim?

Navigating an accident claim can be overwhelming, but understanding the importance of a
Notice of Insurance Claim can pave the way to securing your rightful compensation.

Accidents can be distressing, especially when they result from someone else’s negligence.

A crucial step in securing the compensation you deserve following an accident is submitting a
“Notice of Insurance Claim” to the at-fault party’s insurance provider.

A “Notice of Insurance Claim” is a formal written notice that the claimant (you) sends to an
insurance company (the “insurer”). It informs the insurer about your intention to file an insurance
claim for an injury caused by their policyholder (the “insured”).
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This document is often the initial step in the process of pursuing a personal injury claim. It helps
by properly documenting your claim and establishing a clear communication line with the
insurance company.

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

When is a Notice of Insurance Claim appropriate?

A Notice of Insurance Claim is applicable in almost any case in which someone else was at fault
for your injuries. This may include:

e Accidents involving children
e Car accidents
e Truck accidents
e Slip and fall cases
e Boating accidents
e Bicycle accidents
e Motorcycle accidents
When to send a Notice of Insurance Claim

It's important to send a Notice of Insurance Claim to the insurer as soon as possible after
suffering your injury. Doing so ensures that the incident is still fresh in your mind and the
pertinent details are correct. What's more, insurance companies (and jurors) tend to take
allegations more seriously when they are raised without delay.

It's a good idea to send the Notice of Insurance Claim via certified mail with a return receipt
requested so you have proof that it was received.

Every state has a statute of limitations that requires plaintiffs to file a lawsuit within a certain
period of time, or else the lawsuit will be forever barred. It's important to keep in mind that a
Notice of Insurance Claim is NOT a substitute for a lawsuit and, therefore, will not stop the
statute of limitations from running.

Key elements of the Notice of Insurance Claim
Your Notice of Insurance Claim should include a few essential details, including:
¢ Your contact information
e The date of the accident
e A brief description of the accident
o A brief description of the injuries sustained

K. It's also important to request a written confirmation of the liability insurance coverage for
the insured for the date of the accident and whether the insured contends that anyone other
than themselves may be liable.
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L. Other Insurance

Definition: An other insurance provision specifies how coverage will be apportioned if multiple
insurance policies cover the same risk.

Example: If a person has two health insurance policies, the other insurance provision
determines which policy pays first and how much the second policy will cover.

What Does Other Insurance Clause Mean?

An other insurance clause is a provision included in insurance policy contracts that specifies
exactly how much coverage the policy offers if the insured has another policy that covers the
same risk. Depending on the clause, the insurers may share coverage or one policy may be
sufficient.

Other Insurance Clause

The other insurance clause is a protection against overinsurance, a situation in which multiple
insurers pay out claims for the same loss. Overinsurance would allow an insured to earn a profit
from their insurance policies.

Usually, one policy is assigned as the primary insurance. The primary insurance is the first
coverage that will come into effect when the policyholder suffers an insured loss. If the primary
policy is exhausted and has not been able to pay for the entire loss, the other policies will
provide additional coverage for the remaining loss.

Policyholders are advised to read the other insurance clause carefully because it might notify
them that the policy will not provide coverage if another policy covers the same risk.

M. Subrogation

Definition: Subrogation is the legal right held by insurers to pursue a third party that caused an
insurance loss to the insured.

Example: After paying for damages from a car accident, an insurance company sues the at-fault
driver to recover the costs.

M. Loss Settlement Provisions Including Consent to Settle a Loss
Loss Settlement Provisions

Overview: Loss settlement provisions are clauses within an insurance policy that outline the
process and methods used to determine the amount paid for a claim. These provisions specify
the basis of payment, such as actual cash value, replacement cost, or agreed value, and any
applicable conditions or limitations.

Example:

e Actual Cash Value: After a car accident, the insurance company assesses the market
value of the vehicle minus depreciation to determine the payout.

o Replacement Cost: A homeowner's policy specifies that the insurer will pay the cost of
replacing damaged property with new items of similar kind and quality without
considering depreciation.

o Agreed Value: For a valuable art piece, the insurer and insured agree on a value at the
start of the policy. In case of a loss, this agreed value is paid out.
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Consent to Settle a Loss

Overview: Consent to settle a loss is a provision that requires the insurer to obtain the insured's
permission before settling a claim. This provision protects the insured's interests, ensuring they
agree with the proposed settlement amount and terms.

Example:

e Scenario: A professional liability insurance policy for a consultant includes a consent to
settle clause. If a client sues the consultant for alleged negligence, the insurer must seek
the consultant's approval before agreeing to any settlement with the client. This allows
the consultant to have a say in the resolution and ensure it does not negatively impact
their reputation or future business prospects.

These provisions are critical in ensuring that the insured understands how claims are settled
and has a say in the settlement process.

N. Terrorism Risk Insurance Act (TRIA)

Definition: TRIA is a federal law that provides a government backstop for insurance claims
related to acts of terrorism.

Example: After a terrorist attack, TRIA ensures that insurance companies can cover the losses
without going bankrupt.

The Terrorism Risk Insurance Act (TRIA) (H.R. 3210, Pub. L.Tooltip Public Law (United States)
107-297 (text) (PDF)) is a United States federal law signed into law by President George W.
Bush on November 26, 2002. The Act created a federal "backstop" for insurance claims related
to acts of terrorism. The Act "provides for a transparent system of shared public and private
compensation for insured losses resulting from acts of terrorism."[1]

The Act was originally set to expire December 31, 2005, was extended for two years in
December 2005, and was extended again on December 26, 2007. The Terrorism Risk
Insurance Program Reauthorization Act expired on December 31, 2014.[2]

Test Your Understanding with Multiple-Choice Q&A & Recall Checks
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

THAT’S IT! You finished the course.

When you feel ready, take the Final Exam at https://www.classmarker.com/online-
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You must correctly answer at least 70% of the multiple-choice questions to earn a Certificate of
Completion to use when you apply for the State Exam.
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¢ Summary of Georgia State Law, Rules and Regulations
What You Need to Memorize to Pass on the First Try!
Types of Policies
Property
The land your house sits on is not insurable.
On a DP-1 under other coverages, the peril of removal is all-risk.
On a DP-1, water damage resulting from putting out a fire is covered.

The basic dwelling form DP-1 is a named or specified peril policy.

On the dwelling broad form DP-2 building structures (Coverages A and B) are written with an
80% coinsurance requirement.

Other structures coverage covering a detached garage excludes commercial business risks.

On a dwelling policy, other structures coverage will apply to a structure rented out as a private
garage.

An example of an 'other structure' would be a detached tool shed.

A rain or dust loss would only be covered if an opening in the dwelling roof or walls was first
created by wind or another covered cause of loss.

The DP 1 basic form does not provide additional living expenses under coverage D. Only fair
rental value is provided.

Inflation guard, also known as the 'automatic increase endorsement,' must be added to a DP
policy by endorsement.

The main difference between the various DP (dwelling property) forms is the property perils
insured against.

When a dwelling is covered by more than one policy, losses are shared pro-rata under the other
insurance (or pro-rata liability) clause.

DP policies contain general exclusions for damage due to war, nuclear hazard, and flood but not
wind.

An insured purchased a dwelling policy with a $20,000 coverage A limit and a 4% automatic
increase in insurance endorsement on January 1. If the insured has a claim on July 1 what is
the policy limit? $20,400. This endorsement will increase the coverage A limits 4% per year and
will apply on an accrued basis throughout the year if a claim occurs.

Dwelling property policies do not cover breakage of glass after 60 days vacancy.

Dwelling property policies do not cover freezing of plumbing unless the heat was left on.

On a DP-2 broad form, Coverage B (other structures) is in addition to other coverage limits.

Dwelling property (DP) policies do not cover personal liability, although it can be added by
adding an endorsement known as a personal liability supplement for an additional premium
charge.

To have replacement cost coverage on a dwelling broad form policy (DP-2), the dwelling must
be insured at least 80% to value, not 100%.
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Personal injury liability for false arrest, libel, slander, defamation, and invasion of privacy is not
automatically covered on an HO but can be added by endorsement for an additional premium.

On an HO-6, contents coverage is named perils (broad form).

All HO policies cover theft of contents and damage done by burglars.

Coinsurance requirements on an HO are based upon the present replacement cost.
On an HO, debris removal is covered up to 5% in addition to limits.
On a valued policy, it is not necessary to determine the ACV or the depreciation.

A liability policy will not pay the cost of defense on an excluded claim.

Medical coverage on an HO is no fault and does not require any negligence.

Proof of loss does not have to contain the names of everyone in the household.

HO liability covers bodily injury to a third party.

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

A 'first-party claim' is presented by you to your insurer when your house bums down.

A mortgagee does not have to accept a binder for insurance upon renewal.

An agreement between the insured and insurer to determine the value of the property in
advance is known as 'agreed amount' insurance and is often referred to as a valued policy.

If the insured dies, their policy rights are transferred to their authorized representative.

Coverage B, other structures in the homeowners and dwelling policies does not include
attached garages.

In the HO-3 special form policy, theft of personal property of a resident employee is covered.

The homeowner’s policy does not cover theft of animals, birds or fish.

The scheduled personal property endorsement is used to insure personal property with high
values such as furs, antiques, and jewelry.

Medical payments in homeowner’s policies never apply to regular members of the household.

In homeowners and personal automobile policies, expenses related to medical payments must
be submitted to the insurance company within three years of the date of loss.

Section Il of an HO policy (the liability section) contains a condition known as 'severability,'
which states that coverage applies separately to each insured, but will not increase the limits of

liability for any one occurrence.

All HO policies exclude coverage for flood.

Personal injury liability does not cover bodily injury it covers defamation, libel and slander.

On an HO policy, an accident that results in bodily injury or property damage is defined as an
'occurrence.’

An HO policy will provide coverage for contents anywhere in the world, including theft.
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Medical coverage on an HO will cover charges for medical, surgical, x-ray, dental, ambulance,
hospital, nursing, prosthetic devices and funeral services.

The bankruptcy of an insured does not relieve the insurer of their obligations under the policy.

On Section | (property) of an HO, the conditions section states that an insured must submit a
signed, sworn proof of loss stating the time and cause of the loss along with an inventory of any
damaged or stolen personal property.

On an HO, lawsuits may be filed by the insured against the insurer up to a maximum of 12
months after a loss.

Under Section Il (liability) of an HO, loss assessments made against an insured by a property
owners association (POA) as a result of bodily injury are covered up to $1,000, but not
assessments made by governmental bodies.

On an HO policy, Section Il (liability) provides additional coverage for damage to the property of
others up to $1,000 per occurrence.

An HO policy will not cover the property of a boarder (renter), but will cover the property of a
guest or residence employee.

An unendorsed HO policy will not cover damages resulting from off premises power failure.

An HO policy written on a dwelling under the course of construction will not cover theft.

Section Il (liability) of an HO will cover the insured’s use of a golf cart on a golf course.

Claims resulting from the enforcement of an ordinance or law are not covered by most property
policies, although limited coverage is provided as an additional coverage on an HO policy.

On an HO, an insured may make a payment to an injured party under first aid expenses.

On an HO, the insurer's duty to defend a lawsuit is stated in the insuring agreement.

The most an HO policy will pay under the liability section is known as the limit of liability.
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

An HO-8 excludes damage due to flood (all HO policies do).

On an HO policy, cemetery plots of the insured are considered to be an insured location.

Additional coverages on an HO policy (such as for trees, shrubs and plants) are in addition to
limits.

The liability coverage provided by an HO is called 'premises liability.'

All HO policies provide coverage related to credit card losses up to $500.

A person who you hire to maintain your premises, including purchasing groceries, is referred to
as a 'residence employee.'

All HO policies are package policies combining property and liability coverages.

HO forms do not cover landslide or mudslides.

The HO-8 was created specifically for older homes.

If you rent your garage to a friend who uses it to store mercantile goods there will be no_
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coverage under your fire insurance policy.
Farm risks are not covered on DP or HO forms.

Part | of a package policy is the property section and has a deductible.

Part Il of a package policy is the liability section and has no deductible.

Personal liability and medical coverage on an HO cover the insured's activities both on and off
the premises.
'Loss of use' on an HO covers only additional living expenses.

An HO excludes Bl and PD arising out of the loading or unloading of a motor vehicle.

Damage due to rain is not covered on a property policy unless the roof or wall was first
damaged by wind or hail, allowing the rain to enter.

Property policies do not cover damage to motorized vehicles, other than those used to maintain

the premises (such as riding lawn mowers).

Dwelling fire and HO policies do not cover the insured’s animals, birds, or fish. An HO policy
covers your contents in full while moving, for up to 30 days.

Coverage C on an unendorsed HO policy will cover personal property of others while on the
insured's residence premises.

'Fine arts floaters' are valued and require no claims adjustment after a loss.

Dwelling fire and HO policies both cover damage to trees, shrubs, and plants, up to $500 each.

The dwelling 'rented to others endorsement' on an HO extends both personal liability and
medical coverage to a rental dwelling owned by the insured.

An HO-6 (unit-owners policy) does not cover common area buildings.

An HO0-2 is named peril on both the dwelling and contents.
An HO-3 is all-risk on the dwelling, but named peril on the contents.

The insurer's duty to defend a lawsuit on an HO policy ends when the amount paid out for
damages equals the limit of liability.

Coverage C on an HO policy will not cover property of a roommate, boarder or other tenant
unless related to the insured.

The definition of an insured under an HO includes residents of your household who are
relatives, or any other person under age 21 who is in your care.

At the insured’s option, recovered property will be returned to the insured or retained by the
insurer.

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

If the damaged property is returned, the loss payment must be adjusted.

A fine arts floater will provide automatic coverage for newly acquired fine art/or 90 days.

In case of a loss to a 'pair or set,' the insurer may elect to repair or replace the set to its value
before the loss, or pay the difference in value before and after the loss. The math would be to
take the value of the full set minus the value of what is remaining.
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Liability on an HO covers outboard watercraft with 25 total horsepower or less automatically.

Property policies issued to tenants to cover contents extend coverage to losses caused by a
covered peril to improvements, alterations and additions made to the described location at the
tenant's expense.

The minimum deductible found in an earthquake policy is $250. Generally the deductible on
earthquake coverage is a percentage of the policy limit.

Medical payments contained in insurance policies are paid on a per person basis, subject to the
limit of liability shown on the declaration.

On a DP or HO policy, to have replacement cost coverage, the insured must carry a policy limit
of at least 80% of the dwelling's current replacement value, not counting the land.

After 60 days of vacancy, an HO policy will not provide coverage for vandalism.

Claims resulting from the enforcement of an ordinance or law are not covered by most property
policies, although limited coverage is provided as an additional coverage on an HO policy.

On an HO, a policy will provide both liability and medical coverage if your friend is injured
helping you install new carpeting.

On an HO, liability coverage does not extend to a location where you are temporarily conducting
your business.

A scheduled personal property floater provides coverage on an ACV basis.

Your HO policy does not cover your garage that you rent to another to conduct a wood working
business.

After a loss, if the cost of reconstructing a home exceeds its market value, the insurer will
consider it to be a 'constructive total loss.'

If the insurer cancels an HO policy, they must send advance written notice to both the mortgage
company and the named insured.

An HO policy will not pay the cost of defense on an excluded claim.

Property policies do not cover sewer backup.

NFIP first-tier flood insurance (emergency program) is only available up to $35,000.

NFIP flood insurance does not cover sewer backup or seepage through walls.

Flood insurance is sold by the government and by participating private insurers, but claims are
paid by the federal government.

The maximum coverage permitted under the regular NFIP program is $250,000 for a single-
family home.

The FIA (Federal Insurance Administration) sets flood insurance rates. To qualify for NFIP, a
community must cooperate with the FIA.

'Flood' is defined as the temporary inundation of normally dry land.

Flood insurance will not cover wharves, piers or docks.

If an insured has a boat owner’s policy with liability and a personal umbrella policy, the liability
limits on the boat policy would be primary.
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To be eligible for federal flood insurance, the community must participate in the NFIP.

The NFIP does not cover autos, outdoor furniture or furniture in the basement.

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS
Casualty

There is no coverage on a PAP for a mechanic who is injured while working on your car. He
would be covered by workers' compensation.

Cost of defense is not included in the supplementary payments section of a PAP. Itis in the
insuring agreement, although it is in addition to limits.

Supplementary payments on a PAP have no deductible and are in addition to limits.

Supplementary payments on a PAP include $250 for bail bonds; the premiums on appeal
bonds, accrued interest on judgments and $200 a day loss of earnings for trial appearances.

Included in the definition of an uninsured motorist is a hit-and-run driver, one whose insurer has
gone bankrupt, and one who does not carry the state minimum limits.

In an accident, the owner's PAP is always the primary policy; the driver's PAP, if different, is
always the excess policy.
Coverage D on a PAP is called coverage for damage to your car and is optional. It is divided

into collision and other than collision. Coverage Dis written on an ACV basis and has a
deductible. Other than collision coverage is also known as 'comprehensive coverage.'

'Collision' coverage on the PAP covers colliding with another object, rollover and upset.
Everything else is covered by other than collision coverage.

Examples of 'other than collision' coverage are flood, earthquake and theft.

Auto medical on a PAP protects the insured and passengers in the car. It is an optional
coverage. It is not a supplementary payment, and it is no-fault.

Towing and labor is an optional coverage on the PAP and costs extra.

Transportation expenses on a PAP is automatically included if you carry Part D (physical
damage) coverage. There is no deductible.

On the PAP, exclusions under other than collision include wear and tear, freezing and
mechanical breakdown.

The PAP does not cover autos used as taxis or livery, but carpools are covered.

While PD liability on a PAP excludes damage to your own property, damage to your own garage
is covered by your HO if you run in to it.

The Auto Assigned Risk Plan provides a method for those who have been rejected in the
normal market to obtain coverage.

All authorized insurers selling auto insurance must participate in the Auto Assigned Risk Plan.

The personal auto coverage form will provide coverage for radios and tape decks if they are
permanently installed in the dash.

Supplementary payments under a PAP do not cover the insured's loss of earnings except when
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the insured is attending a hearing or trial at the insurer's request. The insured’s injuries are not
covered.

Your own PAP will not cover you driving a non-owned auto furnished for your regular use.

Insureds purchase uninsured motorist coverage because of their concern of being in an auto
accident with someone who has no insurance and is at-fault.

An insured purchases underinsured motorist coverage because of their concern of being in an
auto accident with someone who has inadequate limits of liability and is at-fault.

In the personal auto policy, hitting a deer is an example of 'other than collision.'
The optional coverage limit for towing and labor pays on a per event/occurrence basis.

The medical payment section of the personal automobile policy pays necessary medical and
funeral expenses caused by an accident and sustained by an insured.

The medical payments coverage found in the personal automobile policy will not pay for lost
wages.
Hitting a pole with an insured automobile would be an example of a 'collision.’

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Under Part D in the personal automobile policy, transportation expenses are included for renting
a substitute vehicle subject to a per diem of $20 for 30 days ($600 maximum) as a result of a
covered loss.

A parking lot attendant is not covered on your PAP while parking your car.

A covered auto on a PAP includes small pickup trucks but not snowmobiles.

If a bird hits your windshield, the windshield is covered under other than collision on a PAP.

A PAP does not provide coverage in Mexico.

An uninsured motorist does not include someone driving with the required surety bond.

A third-party claim is presented by the claimant to your insurer when you run over someone with

your car.
Under UM, if you are hit by a hit-and-run driver, you must notify the police.

A PAP policy will cover damage to a garage you rent caused by a car driven by you.

Your PAP does not cover your own property in transit.

Auto medical covers you and your passengers, but not pedestrians you injure.

If an auto insurer is going to use aftermarket parts for repairs, it must be stated in the estimate
or appraisal.

If you drive a company car furnished for your regular use your employer will not be covered
under your PAP.

A PAP will cover small pick-up trucks, even if they are used for farming or ranching, but will not
cover motorcycles, dump trucks or farm implements driven on the highway.
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Flood damage is covered under a PAP, but not on property policies.

A PAP will not provide coverage for a separated spouse, since they no longer reside with the
named insured.

On a PAP, an at-fault driver's injuries would be covered by medical.

'‘Surplus lines' coverage is written by various unauthorized companies, not just Lloyds of
London.

A 'personal umbrella liability' policy will pay on an excess basis, only after a primary policy has
already paid.

An 'excess limits' policy, such as an umbrella, is one written over and above the primary liability
policy's limits of insurance.

Umbrella (excess) policies contain a 'retention requirement' that is like a deductible and must be
paid by the insured in the event of a claim.

Umbrella policies are not written on standardized industry forms.
On a personal umbrella policy, the 'retained limit' is defined as the policy limits of the primary
policies.

A 'claims made liability' policy requires that the claim occur after the retroactive date and be
turned in during the policy period or within the extended reporting period.

An 'occurrence basis liability' policy covers claims that occur in the policy period, even if turned
in after the expiration date.

'‘Burglary' is a crime against property, using forced entry or exit.

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

What You Need to Memorize to Pass on the First Try!
Insurance Terms and Related Concepts
PROPERTY

A peril is a cause of loss.

Wind and fire are examples of perils.
A named peril policy covers the peril if it is listed in the policy.

An all-risk policy covers a peril only if it is not excluded.
Your house burning down is an example of a direct loss.

The additional expenses incurred to live in a rental property after your house burned down is an
example of an indirect loss.

The proximate cause is the beginning of the chain of events that has a resulting loss.

The proximate loss would be the end of the chain of events.

There is a deductible on every property claim.
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The deductible makes insurance more affordable and eliminates small claims.

The most the policy will pay is found in the policy limits of liability.

Cancellation occurs mid-term and will require that a refund be made to the insured.

If the insured cancels the policy, the refund owed is short-rate.

A short-rate refund means that the insurer gets to keep a little extra of the unearned premium as
a penalty.

When the insurer cancels the policy, the refund owed is pro-rata.

If a policy is non-renewed, there is no refund owed.
The coinsurance clause on a personal lines policy is the 80% clause.

The coinsurance clause has to do with having replacement cost coverage and partial losses
paid in full.
If the insured does not carry adequate limits the insurer will impose a coinsurance penalty, or

pay the claim on an actual cash value basis. The insurer has to do whichever of these is better
for the client.

Replacement cost minus depreciation is actual cash value. Another way to say the same thing:
Current value minus depreciation is actual cash value. The test will say it either way. Make sure
you know both definitions. Current value and replacement cost are one and the same.

Contents are always ACV on the test.

Beginning with the DP-2 the dwelling is covered at replacement cost.

If a claim is paid in full the salvage belongs to the insurer.
If the insured chooses to keep the salvage the insurer will pay a lesser claim amount.
If you own an animal you are held strictly liable (absolute liability) for the animal's actions.

To indemnify means “to pay”. The purpose of insurance is to restore you financially to where
you were prior to the loss.

It is the principle of indemnity that says if your $200,000 house bums down you will not collect
more than $200,000.

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

Negligence is a tort, a civil wrong; it is grounds for a lawsuit.

Negligence is the failure to act as a reasonable person would in the same set of circumstances.

A binder may be oral or written.

A binder provides coverage until the policy is issued.

A binder includes all coverages provided by the policy.

An endorsement is added to a policy to modify its terms.

The Extended Coverage Endorsement is added to the Standard Fire Policy to create the DP-1.
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Medical payments coverage is no-fault.

Medical payments coverage is designed to prevent lawsuits.
On a homeowner’s policy medical payments coverage is to others.

A person who takes property into the bathroom of a store and then breaks out after hours has
committed a burglary.

Burglary requires signs of forced entry or exit.

A robbery is the act of stealing from a person under the threat of bodily harm.

Theft is any act of stealing.

Mysterious disappearance is defined as property gone with no apparent explanation; for
example, if your son's bicycle is missing from the garage.

Homeowner’s policies cover mysterious disappearance.

A hazard is something that increases the risk.

Storing an oily rag by the furnace is a physical hazard.

A person with a bad credit score is a moral hazard.

A careless person is a morale hazard.

In order to have coverage on a property policy insurable interest must exist at time of loss.

Risk is uncertainty of loss.

Investing in the stock market is speculative risk meaning you could lose or gain. You cannot
insure speculative risk.

You can insure pure risk.
Pure risk means there is no chance of gain.

Insurance is a transfer of risk from the insured to the insurer.

After 60 days of vacancy, an HO policy will not provide coverage for vandalism.

On a Standard Fire Policy after 60 days of vacancy or unoccupancy, all coverage is suspended.

A scheduled personal property floater provides coverage on an ACV basis.
On a valued policy (stated value) there is no deduction for depreciation.

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

CASUALTY
Negligence is a tort, a civil wrong; it is grounds for a lawsuit.

Negligence is the failure to act as a reasonable person would in the same set of circumstances.

A binder may be oral or written.

A binder provides coverage until the policy is issued.

A binder includes all coverages provided by the policy.
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An occurrence happens over a period of time.

An accident is something that happens due to lack of foresight.

A hazard is something that increases the risk.

Liability covers Bl and PD to others for which an insured is proven to be negligent.

Storing an oily rag by the furnace is a physical hazard.

A person with a bad credit score is a moral hazard.

A careless person is a morale hazard.

The law of large numbers is used to predict the likelihood of loss.

A certificate of insurance does include the named insured, insurer, policy limits, effective date
and time and what the policy coverage is for.

The principle of indemnity governs property and casualty policies. It states that the purpose of
the policy is to restore the insured financially to where they were prior to their loss.

Risk is uncertainty of loss.

Investing in the stock market is speculative risk meaning you could lose or gain. You cannot
insure speculative risk.

You can insure pure risk.
Pure risk means there is no chance of gain.

Insurance is a transfer of risk from the insured to the insurer.

Concealment is an omission of a material fact.

A representation is a substantial truth.

A warranty is a literal truth.

The Fair Credit Reporting Act requires both pre-notification and post-notification.

An endorsement is added to the policy to modify its terms.

Actual cash value is replacement cost minus depreciation.

Insurable interest must exist on a casualty policy at time of loss in order for the policy to provide
coverage.

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

What You Need to Memorize to Pass on the First Try!
Policy Provisions and Contract Law
PROPERTY

The four parts of a policy may be remembered by the acronym D-I-C-E (declarations, insuring
agreement, conditions, and exclusions).

The declarations list the named insured, policy limits, and premium and policy period.
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The insuring agreement describes the coverages provided.

The conditions list the obligations of both parties; the insurer and the insured.
The exclusions list the perils that are not covered.
Dwelling property policies do not cover breakage of glass after 60 days of vacancy.

The limits of liability are found on the declarations page of the policy.

The cancellation provisions are found in the conditions section of the policy.

To have replacement cost coverage on a dwelling broad form policy (DP-2), the dwelling must
be insured at least 80% of replacement cost, not 100%.

Personal injury liability does not cover bodily injury; it covers defamation, libel, and slander.

On an HO policy, an accident that results in bodily injury or property damage is defined as an
occurrence.

The most an HO policy will pay under the liability section is known as the limit of liability.

To determine who is an insured on an HO policy, read the definitions.

On dwelling fire and HO policies, the required coinsurance percentage is 80%.

The definition of an insured under an HO includes residents of your household who are
relatives, or any other person under age 21 who is in your care.

The insurer has the right to sue the negligent third party for damages paid to you under the
concept of subrogation.

The four parts of a legal contract can be remembered with the acronym of C-0-A-L.

Consideration consists of the first premium paid, the answers to the questions on the application
and the applicant's signature.

Consideration is an exchange of values.

If the lender is not sent notice of cancellation, the fire insurance policy lapses, and then the
property bums down, the lender (mortgagee) has protection in the amount owed on the loan.

In an appraisal situation, both parties pay for one and a half persons.

The parties involved in an appraisal are the appraiser, appraiser, and an umpire.

An assignment is never valid unless agreed to by the insurer.

The insured must promptly tell the insurer about a claim (notice of claim).

A person must be at minimum age 18 to enter into a legal contract.

A representation is a substantial truth.

A warranty is a literal truth.

A warranty is something you promise is there today and will be there tomorrow (like a burglar
alarm or sprinkler system in the ceiling).

The Gramm-Leach-Bliley Act requires that a customer be given out a privacy notice at the time
the customer relationship is initially established and thereafter annually.

The failure to disclose a material fact is called concealment, and if discovered will void the
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policy.
The Terrorism Risk Insurance Act (TRIA) applies to commercial policies only.

The insurer has the right to enhance coverage at any time, so long as they do not charge the
client more for the enhancements, under the concept of liberalization.

A stock insurer is owned by the stockholders.

A mutual insurer is owned by the policyholders.

A mutual insurer issues participating policies. You may project a dividend on a participating
policy.

You may project a dividend on a participating policy, since, if one is paid, it is paid to the
policyholder.

Dividends may never be guaranteed.

Dividends may not be projected on a non-participating policy (issued by a stock insurer).

The right to salvage belongs to both parties.

If the applicant misstates a material fact on the application, this will have the effect of voiding the
policy if/when discovered by the insurer.

The insured does not have to disclose all facts, just all material facts.

The Fair Credit Reporting Act requires the insurer to give the insured pre-notification prior to
pulling an applicant's credit report.

If an applicant is denied coverage due in part to their credit report, the applicant must be told
which consumer reporting agency was used.

Anytime a consumer has been denied coverage due in part to credit, they may now get a copy
of their credit report for free from the consumer reporting agency.

CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

CASUALTY

The four parts of a policy may be remembered by the acronym D-I-C-E (declarations, insuring
agreement, conditions, and exclusions).

The declarations list the named insured, policy limits, and premium and policy period.

The insuring agreement describes the coverages provided.

The conditions list the obligations of both parties, the insurer and the insured.

The exclusions list the perils that are not covered.

Dwelling property policies do not cover breakage of glass after 60 days vacancy.

The limits of liability are found on the declaration page of the policy.

The cancellation provisions are found in the conditions section of the policy.

Personal injury liability does not cover bodily injury it covers defamation, libel and slander.
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To determine who is an insured on a PAP policy, read the definitions.

The insurer has the right to sue the negligent third party for damages paid to you under the
concept of subrogation.

The four parts of a contract can be remembered with the acronym of C-0-A-L.

Consideration consists of the first premium paid, the answers to the gquestions on the application

and the applicant's signature.

Consideration is an exchange of values.

In an appraisal situation, both parties pay for one and a half persons.

The parties involved in an appraisal are the appraiser, appraiser, and an umpire.

An assignment is never valid unless agreed to by the insurer.

The insured must promptly tell the insurer about a claim (notice of claim).

A person must be at minimum age 18 to enter into a legal contract.

A representation is a substantial truth.

A warranty is a literal truth.

A warranty is something you promise is there today and will be there tomorrow (like a burglar
alarm or sprinkler system in the ceiling).

A surplus lines company underwrites high risk policies.

A surplus lines company is allowed to do business in this state without a certificate of authority,
we call them non-admitted.

It is perfectly legal to sell insurance for a non-admitted insurer.

A domestic insurer has their home office in this state.

A foreign insurer has their home office in another state.

An alien insurer has their home office in another country.

All insurers (domestic, foreign and alien) must be admitted to do business in this state.

We sometimes call an admitted insurer authorized to do business in this state.

Professional liability policies may not be settled by the insurer without first getting consent from
the insured.

If the insurer does not believe the liability policy provides coverage and the insured believes that

it should then the claim will go to arbitration.

In arbitration each party pays for one and a half persons involved.

In arbitration there are three arbitrators.

The other insurance clause is also known as the pro-rata liability clause.

Pro-rata does not mean equal, it means proportionate.

The failure to disclose a material fact is called concealment, and if discovered will void the
policy.
The Terrorism Risk Insurance Act (TRIA) applies to commercial policies only.
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Supplementary payments on a PAP do not include cost of defense.

On a PAP cost of defense is found in the insuring agreement.

Supplementary payments on a PAP include loss of earnings (up to $200 a day), appeals bonds
and interest, and up to $250 towards bail bonds.

It is in the definitions that you learn who is an insured on a policy.
On a PAP an insured is any permissive user of your car, with the exception of a mechanic.
CLICK HERE TO TEST YOUR UNDERSTANDING OF THE PREVIOUS TOPICS

More Practice Quizzes

Personal Auto Insurance

14 questions on Personal Auto Insurance.

P&C Insurance Practice Exam

22 Questions. Great practice since you will be taking the Personal Lines Agent Exam

Principles of Insurance

This quiz reviews basic principles that provide a foundation for the insurance industry. They
range from the concept of risk, to the idea that individuals and businesses can minimize losses
by transferring and sharing risks, to the application of the law of large numbers. Various
principles also determine why some risks of loss are insurable whereas others are not.

The Insurance Contract

A contract is a legal agreement between two or more competent parties that promises a certain
performance in exchange for a certain consideration. When an insurance company agrees to
pay for an insured's losses in exchange for a certain premium, the two parties have entered into
a contract. Although a contract of insurance can be oral, it is usually written in the form of an
insurance policy.

Insurance Transactions

A number of steps must be taken before an insurance transaction can be completed.
These include making an application for insurance, underwriting the risk, and including all the
steps required for forming a valid contract.

Property and Casualty Insurance License Exam Cram

252 Questions. Great practice. Don’'t worry about correctly answering the ones on commercial
insurance since you will be taking the Personal Lines Agent Exam, but they will come in handy
when you sit for the 40-hour Property & Casualty Exam.

General Insurance Exam Questions and Answers

25 Questions. Great practice. Don’t worry about correctly answering the ones on commercial
insurance since you will be taking the Personal Lines Agent Exam, but they will come in handy
when you sit for the 40-hour Property & Casualty Exam.
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Quizizz Q&A

What type of homeowner’s insurance is specifically designed for renters?
e A)HO-2

« B)HO-3
« C)HO-4
« D)HO-5

Correct Answer: C) HO-4

Which homeowner’s insurance policy is the most common type for single-family
homes in the U.S.?

e A)HO-2
« B)HO-3
« C)HO-5
« D)HO-8

Correct Answer: B) HO-3

What does an HO-6 policy cover?

e A) Mobile homes

o B) Renters' personal property

e C) Condo owners' personal property and interior structure

e D) Older homes with unique architectural features

Correct Answer: C) Condo owners' personal property and interior structure
Which of the following is NOT typically covered by an HO-3 policy?

e A)Fire

e B) Flooding

e C) Theft

e D) Windstorm
Correct Answer: B) Flooding
What is the primary difference between an HO-2 and an HO-3 policy?
e A) HO-2 covers more perils than HO-3

e B) HO-3 covers all perils except those specifically excluded

e (C) HO-2 is more comprehensive than HO-5

e D) HO-3 is specifically for renters

Correct Answer: B) HO-3 covers all perils except those specifically excluded
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Which policy is designed for mobile homes?

« A)HO-5
« B)HO-6
« C)HO-7
« D)HO-8

Correct Answer: C) HO-7

What type of coverage does an HO-5 policy provide?

e A) Basic coverage for named perils

o B) Coverage for personal property on an open-perils basis

o C) Coverage for tenants' personal property

e D) Coverage for older homes

Correct Answer: B) Coverage for personal property on an open-perils basis
Which of the following is a common exclusion in an HO-3 policy?

e A)Fire

o B) Earthquakes

e C) Theft

e D) Vandalism

Correct Answer: B) Earthquakes
What does the "loss of use" coverage in an HO-3 policy typically cover?
e A) Repairs to the dwelling

e B) Temporary living expenses while the home is being repaired

e C) Medical payments to others

o D) Liability for injuries
Correct Answer: B) Temporary living expenses while the home is being repaired

Which policy is specifically designed for older homes where the replacement cost
exceeds the market value?

e A)HO-2
« B)HO-4
« C)HO-6
« D)HO-8

Correct Answer: D) HO-8
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What type of homeowner’s insurance policy is specifically designed for renters?
e A)HO-3

« B)HO-4
« C)HO-5
« D)HO-6

Correct Answer: B) HO-4

Which homeowner’s insurance policy is most common for single-family homes?
e A)HO-2

« B)HO-3
« C)HO-5
« D)HO-8

Correct Answer: B) HO-3

What type of coverage does an HO-5 policy provide for personal belongings?

e A) Named perils

e B) Open perils

e () Limited perils

e D) Excluded perils

Correct Answer: B) Open perils

Which type of homeowner’s insurance is typically the cheapest and most limited?
e A)HO-2

« B)HO-3
« C)HO-5
« D)HO-8

Correct Answer: A) HO-2

What is the primary purpose of ordinance or law coverage in a homeowner’s

insurance policy?

e A) To cover flood damage

e B) To cover the cost of bringing a home up to current building codes
e C) To cover personal property replacement

e D) To cover water backup damage

Correct Answer: B) To cover the cost of bringing a home up to current building codes
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How much does guaranteed replacement cost coverage typically add to your total
policy premium?

e A)1% to 2%

e B)3%1to4%

e C)5%to10%

e D)15% to 20%

Correct Answer: C) 5% to 10%

Which type of homeowner’s insurance policy is designed for condo or co-op units?
e A)HO-3

« B)HO-4
« C)HO-5
« D)HO-6

Correct Answer: D) HO-6

What does inflation guard coverage do in a homeowner’s insurance policy?
e A) It covers flood damage

e B) Itincreases the dwelling coverage limit to reflect current construction costs
e () It covers water backup damage

e D) It covers equipment breakdown

Correct Answer: B) It increases the dwelling coverage limit to reflect current construction
costs

Which homeowner’s insurance policy is preferred for high net-worth homeowner’s
with expensive possessions?

e A)HO-2
« B)HO-3
« C)HO-5
« D)HO-8

Correct Answer: C) HO-5

What type of coverage does water backup coverage provide?
e A) It covers flood damage

e B) It covers water damage from sewer or sump pump backups
e () It covers equipment breakdown

e D) It covers personal property replacement

Correct Answer: B) It covers water damage from sewer or sump pump backups
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What is covered under equipment breakdown coverage in the event of mechanical or
electrical failure?

e A) Pest damage

o B) Boilers and furnaces

e C) Regular wear and tear

e D) Rust corrosion
Correct Answer: B) Boilers and furnaces

How much does equipment breakdown coverage typically cost annually for around
$50,000 in coverage per occurrence?

e A)$10to $20

e B)$25to $50

e C)$75to $100

e D) $100 to $150

Correct Answer: B) $25 to $50
Which of the following is NOT covered by service line coverage?
e A) Sewer pipes

o B) Fiber optics

e C) Regular wear and tear

e D) Maintenance issues
Correct Answer: D) Maintenance issues

What is the typical annual cost for service line coverage for $10,000 in coverage?
e A)$10

. B)$20
« C)$30
e D)$%40

Correct Answer: C) $30

Which type of coverage helps pay for costs associated with recovering your identity
but does not include monetary reimbursement?

e A) Equipment breakdown coverage
o B) Identity theft coverage

e C) Home business coverage

e D) Sinkhole coverage

Correct Answer: B) Identity theft coverage
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What is the maximum payout for home business property in a standard homeowner’s
insurance policy?

. A)$1,000
« B)$2,500
. C)$5,000
. D) $10,000

Correct Answer: B) $2,500

Which of the following is automatically included in Florida home insurance policies
due to the common occurrence of sinkholes?

e A) Earthquake coverage

e B) Catastrophic ground collapse coverage

e C) Flood insurance

e D) Windstorm coverage
Correct Answer: B) Catastrophic ground collapse coverage

What type of insurance is typically sold through FEMA’s National Flood Insurance
Program (NFIP)?

e A) Earthquake insurance
e B) Flood insurance

e () Sinkhole insurance

e D) Windstorm insurance

Correct Answer: B) Flood insurance

Which of the following is NOT a property type insured by scheduled personal property
coverage?

e A)Jewelry
e B) Firearms
o C) Boilers
e D) Fine art

Correct Answer: C) Boilers

What is the typical cost for adding $15,000 in identity theft coverage to your policy
annually?

e A)$10to $20
. B)$25to $60
e C)$75t0 $100
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« D) $100 to $150
Correct Answer: B) $25 to $60

What is the primary purpose of loss assessment coverage in a home insurance
policy?

e A) To cover the cost of personal belongings inside your home

e B) To cover your portion of damage to common areas in a shared community
e C) To provide liability coverage for accidents in your home

e D) To cover the cost of rebuilding your home

Correct Answer: B) To cover your portion of damage to common areas in a shared
community

How much does a loss assessment coverage endorsement typically cost annually?
e A)$10to $20
e B)$25to $50
e C)$75to0 $100
e D) $100 to $150
Correct Answer: B) $25 to $50
Which of the following perils is NOT covered under an HO-3 policy?
e A) Fire or lightning
o B) Earth movement
e C) Theft
e D) Windstorm or hail
Correct Answer: B) Earth movement
What type of insurance is HO-4 better known as?
e A) Homeowner’s insurance
e B) Renters insurance
e () Condo insurance
e D) Mobile home insurance
Correct Answer: B) Renters insurance
Which policy provides the highest level of coverage for single-family homes?
e A)HO-2

« B)HO-3
« C)HO-5
« D)HO-8

Correct Answer: C) HO-5
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What is the main difference between HO-3 and HO-5 policies regarding personal
property coverage?

e A) HO-3 covers personal property at replacement cost, while HO-5 covers it at actual
cash value

e B) HO-3 covers personal property at actual cash value, while HO-5 covers it at
replacement cost

e C) HO-3 does not cover personal property, while HO-5 does
e D) HO-3 covers personal property for all risks, while HO-5 covers named perils only

Correct Answer: B) HO-3 covers personal property at actual cash value, while HO-5 covers it
at replacement cost

Which type of insurance is specifically designed for mobile, manufactured, and other
factory-built homes?

e A)HO-4
« B)HO-6
« C)HO-7
« D)HO-8

Correct Answer: C) HO-7

What is a key characteristic of HO-8 insurance policies?

e A) They cover all perils except those specifically excluded

e B) They are designed for high-value properties

e C) They cover older or historic homes with ornate features

o D) They provide coverage for renters
Correct Answer: C) They cover older or historic homes with ornate features

Which of the following is a factor that affects the price of homeowner’s insurance for
older homes?

e A) The number of bedrooms

e B) The age of the roof

e C) The color of the exterior paint

e D) The type of landscaping

Correct Answer: B) The age of the roof
What type of coverage is NOT included in HO-4 policies?
e A) Personal liability coverage

o B)Additional living expenses coverage
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o C) Dwelling coverage for the physical structure

e D) Coverage for personal belongings

Correct Answer: C) Dwelling coverage for the physical structure

Why are older homes generally more expensive to insure than newer homes?
e A) Older homes have a higher market value.

e B) The replacement cost of older homes is typically higher.

e C) Older homes are less likely to have insurance claims.

e D) Newer homes have more advanced security systems.
Correct Answer: B) The replacement cost of older homes is typically higher.

What is a significant factor that can impact homeowner’s insurance rates for older
homes?

e A) The home's proximity to a fire station.

e B) The age of the home's roof and ornate features.

e C) The number of bedrooms in the home.

e D) The home's landscaping design.

Correct Answer: B) The age of the home's roof and ornate features.
What type of wiring in older homes is more likely to cause accidental fires?
e A) Copper wiring

e B)Aluminum wiring

e C) Fiber optic wiring

e D) PVC wiring
Correct Answer: B) Aluminum wiring

If a home is over 100 years old and difficult to insure, which organization can help find
coverage?

e A) National Association of Realtors

e B) National Trust Insurance Services (NTIS)

e () Federal Emergency Management Agency (FEMA)

e D) American Red Cross

Correct Answer: B) National Trust Insurance Services (NTIS)

Which homeowner’s insurance policy is designed for homes where the cost to rebuild
is greater than the market value?

e A) HO-3 homeowner’s insurance policy
e B) HO-8 homeowner’s insurance policy
e C) HO-5 homeowner’s insurance policy

e D) HO-2 homeowner’s insurance policy
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Correct Answer: B) HO-8 homeowner’s insurance policy

What additional coverage can be added to protect against sewer or drain backups in
older homes?

e A) Flood insurance

e B) Water backup coverage

e C) Earthquake insurance

e D) Sinkhole coverage

Correct Answer: B) Water backup coverage

Which type of coverage pays for damage to utility lines that run from your home to the
street?

o A) Extended replacement cost coverage
e B) Service line coverage
e C) Ordinance or law coverage
e D) Scheduled personal property coverage
Correct Answer: B) Service line coverage
What does dwelling coverage, also known as Coverage A, protect?
e A) Personal belongings like furniture and clothing
o B) Detached structures like a fence or pool
e C) The structure of your home, including foundation and walls
o D) Extra living expenses if you need to live elsewhere during repairs
Correct Answer: C) The structure of your home, including foundation and walls
Which of the following is NOT typically covered by standard dwelling insurance?
e A) Fire and smoke damage
e B) Theft
e C) Flooding
e D) Hail and wind damage
Correct Answer: C) Flooding
What is the purpose of ordinance or law coverage in a homeowner’s insurance policy?
e A) To cover the cost of upgrading construction to meet current codes after a loss
e B) To reimburse for the actual cash value of a roof
e () To protect against personal liability lawsuits

e D) To cover medical payments for guests injured on your property
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Correct Answer: A) To cover the cost of upgrading construction to meet current codes after a
loss

What is typically not covered by a traditional homeowner's policy but is covered under
"other structures” coverage?

e A)Attached garages
o B) Detached garages
e C) The main dwelling
e D) Personal belongings

Correct Answer: B) Detached garages

Which of the following factors is NOT considered when determining the replacement
cost of a home?

e A) The cost of construction and labor in your area
e B) The price you paid for the home
e C) The square footage of your home
e D) The style of house
Correct Answer: B) The price you paid for the home
What is the primary purpose of dwelling coverage in a homeowner's insurance policy?
e A) To cover personal belongings
e B) To cover the cost of rebuilding the home
e () To cover liability claims
e D) To cover detached structures
Correct Answer: B) To cover the cost of rebuilding the home

Which of the following is a common endorsement that can be added to a dwelling
insurance policy?

e A) Theft coverage

o B) Earthquake coverage
e () Liability coverage

e D) Auto insurance

Correct Answer: B) Earthquake coverage

What percentage of your total insurance cost does dwelling insurance typically
account for?

e A)50% to 60%
« B)70% to 80%
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C) 95% to 97%
D) 100%

Correct Answer: C) 95% to 97%

Which of the following is NOT typically excluded from a dwelling policy?

A) Earthquakes
B) Flooding

C) Fire damage
D) Sinkholes

Correct Answer: C) Fire damage

What does a Commercial Package Policy (CPP) typically combine?

A) Auto and health insurance
B) Property and liability coverage
C) Life and disability insurance

D) Home and auto insurance

Correct Answer: B) Property and liability coverage

What type of insurance covers lost income and extra expenses when a business
cannot operate due to a covered loss?

A) Equipment breakdown insurance
B) Business income insurance
C) General liability insurance

D) Commercial auto insurance

Correct Answer: B) Business income insurance

What is a Personal Articles Floater (PAF) designed to cover?

A) General liability
B) High-value personal items
C) Auto accidents

D) Health expenses

Correct Answer: B) High-value personal items

Which of the following is an example of a peril that might be covered under a Causes
of Loss Form in commercial property insurance?

A) General wear and tear
B) Fire
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e C) Employee theft
e D) Market fluctuations
Correct Answer: B) Fire

What factors influence the cost of a Personal Articles Floater (PAF)?
e A) The age of the insured items

e B) The overall worth of the insured items, location, chosen coverage options, and
insurance company policies

e C) The color of the insured items
e D) The number of insured items

Correct Answer: B) The overall worth of the insured items, location, chosen coverage
options, and insurance company policies

Which type of coverage pays out the full agreed-upon amount of an item if a total loss
occurs?

e A)All-Risk Coverage

e B)Agreed Value Coverage

e C) Replacement Cost Coverage

e D) Scheduled Items Coverage

Correct Answer: B) Agreed Value Coverage
What is the primary purpose of the National Flood Insurance Program (NFIP)?
e A) To provide earthquake insurance

o B) To offer flood insurance to property owners, renters, and businesses

e C) To insure mobile homes

e D) To provide coverage for theft
Correct Answer: B) To offer flood insurance to property owners, renters, and businesses

Which of the following is NOT typically covered by mobile and manufactured home
insurance?

e A) Fire and smoke
e B) Theft
e () Earthquake
e D) Windstorms and hail
Correct Answer: C) Earthquake
What is a key difference between mobile and modular home insurance?
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e A) Modular homes are built on a permanent foundation and can be insured with a
standard homeowner’s insurance policy

e B) Mobile homes are more expensive to insure than modular homes
e C) Modular homes are not built in factories
e D) Mobile homes are not subject to any building codes

Correct Answer: A) Modular homes are built on a permanent foundation and can be insured
with a standard homeowner’s insurance policy

What is the significance of June 15, 1976, in the context of mobile homes?
e A) It marks the introduction of mobile home insurance

e B) It marks the date when new federal building and safety standards for manufactured
homes were implemented

e () It marks the date when mobile homes were first built
e D) It marks the date when mobile homes were banned

Correct Answer: B) It marks the date when new federal building and safety standards for
manufactured homes were implemented

Which coverage option reimburses you the cost of buying a new item of similar type
and quality without depreciation?

e A)All-Risk Coverage

e B)Agreed Value Coverage

e C) Replacement Cost Coverage

e D) Scheduled Items Coverage

Correct Answer: C) Replacement Cost Coverage
What is a common requirement for insuring a mobile or manufactured home?
e A) It must be painted a specific color

e B) It must be placed on a concrete or cinderblock foundation

e C) It must be located in a high-risk flood area

e D) It must be less than 10 years old
Correct Answer: B) It must be placed on a concrete or cinderblock foundation

Which of the following is a method to complement the financial protection insurance
provides for valuable items?

e A) Ignoring the value of the items

e B) Storing items in a public place

e C) Investing in security measures for your home
e D) Not reassessing the value of items

Correct Answer: C) Investing in security measures for your home
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What should you do to get started with PAF coverage?
e A) Purchase the most expensive policy available

o B) Make a list of your valuable items, assign them a value, and gather appraisals or
receipts

e C) Only insure items that are less than a year old
e D) Avoid comparing quotes from different insurers

Correct Answer: B) Make a list of your valuable items, assign them a value, and gather
appraisals or receipts

What does a standard RV insurance policy cover?

e A) Only collision and theft

o B) Direct and accidental physical damage, including permanently installed accessories
e C) Only fire and smoke damage

e D) Only damage from wild animals

Correct Answer: B) Direct and accidental physical damage, including permanently installed
accessories

Which of the following is NOT typically covered by RV insurance?
e A) Flood damage
o B) Damage from a low-hanging branch
e C) Routine maintenance costs
e D) Vandalism
Correct Answer: C) Routine maintenance costs
What is Total Loss Replacement coverage in RV insurance?
e A) It provides a cash payout for any damage

o B) It replaces a new motor home declared a total loss within the first five years with a
similar kind and quality

e () It covers the cost of emergency lodging
e D) It covers towing and roadside assistance

Correct Answer: B) It replaces a new motor home declared a total loss within the first five
years with a similar kind and quality

What does Campsite/Vacation Liability coverage help with?

e A) Damage to the RV while driving

e B) Liability when the motor home is parked and used as a vacation residence
e C) Theft of personal belongings

e D) Flood damage
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Correct Answer: B) Liability when the motor home is parked and used as a vacation
residence

Which of the following is a type of watercraft insurance?
e A) Homeowner’s insurance

e B) Yacht insurance

e C)Auto insurance

e D) Health insurance

Correct Answer: B) Yacht insurance

What is the dividing line between a boat and a yacht for insurance purposes according
to the National Boat Owners Association?

e A) 20 feet
o B) 27 feet
e ()30 feet

e D) 197 feet
Correct Answer: B) 27 feet
What does Personal Watercraft Insurance typically cover?
e A) Only theft
e B) Bodily injury to another person and property damage
e C) Only towing after an accident
e D) Only damage from marine life
Correct Answer: B) Bodily injury to another person and property damage
What is a common deductible percentage for yacht insurance?

e A)0.5%
. B)1%
e C)5%
« D)10%

Correct Answer: B) 1%

Which of the following is NOT typically included in yacht insurance coverage?
e A) Wear and tear

e B) Hull insurance

e () Protection and indemnity (P&l)

e D) Longshore and harbor workers’ coverage

Correct Answer: A) Wear and tear
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What is the purpose of a lay-up period in boat insurance?

e A) To cover the boat during the off-season when it isn’'t in the water
e B) To provide additional liability coverage

e C) To cover fuel spill liability

e D) To cover theft of personal effects

Correct Answer: A) To cover the boat during the off-season when it isn’'t in the water

What is one reason why boat owners might choose to purchase watercraft insurance
even if it's not mandatory?

e A) To avoid paying taxes on the boat
e B) To obtain a boat loan
e C) Toincrease the resale value of the boat
e D) To reduce maintenance costs
Correct Answer: B) To obtain a boat loan
Which of the following is a reason marinas might require watercraft insurance?
e A) To ensure boats are environmentally friendly
e B) To cover potential damages or liabilities
e () To promote boating safety courses
e D) To increase marina membership fees
Correct Answer: B) To cover potential damages or liabilities
What is a potential financial risk of not having watercraft insurance?
e A) Increased fuel costs
e B) Higher maintenance fees
e () Legal fees from defending against injury claims
e D) Decreased boat speed
Correct Answer: C) Legal fees from defending against injury claims
What should boat owners do before deciding on a watercraft insurance policy?
e A) Purchase the first policy they find
o B) Compare policies from multiple companies
e C) Only consider policies from local insurers
e D) Choose the cheapest policy available

Correct Answer: B) Compare policies from multiple companies
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Which type of insurance covers both personal and commercial risks associated with
farming operations?

e A) Homeowner’s Insurance
e B)Auto Insurance

e C) Farm Insurance

e D) Life Insurance

Correct Answer: C) Farm Insurance

What is a unique risk that farm insurance covers, which is not typically covered by

homeowner’s insurance?

e A) Theft of personal property

e B) Crop failure due to drought

e C) Fire damage to the home

o D) Liability for a guest slipping in the kitchen

Correct Answer: B) Crop failure due to drought

Why might a mortgage lender require windstorm insurance?
e A) To ensure the property is environmentally sustainable

e B) To protect against property damage in high-risk areas

e () To increase the value of the property

e D) To reduce the interest rate on the mortgage

Correct Answer: B) To protect against property damage in high-risk areas
What is typically not covered by windstorm insurance?

e A) Roof damage from a hurricane

e B) Flood damage from storm surges

o C) Damage to personal belongings inside the home

o D) Damage to detached structures like garages
Correct Answer: B) Flood damage from storm surges

What additional coverage must be purchased separately from windstorm insurance to

cover flood damage?

e A)Auto Insurance

e B) Homeowner’s Insurance
e C) Flood Insurance

e D) Life Insurance

Correct Answer: C) Flood Insurance
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What is a key step in filing a windstorm insurance claim?
e A) Waiting for a month before filing

e B) Filing the claim as soon as possible after the event

e C) Notifying the local government first

e D) Repairing the damage before filing

Correct Answer: B) Filing the claim as soon as possible after the event

What is the primary purpose of personal lines insurance?

e A) To increase the wealth of policyholders

e B) To protect individuals from financial ruin by covering significant losses
e () To provide investment opportunities

e D) To ensure policyholders pay the highest premiums possible

Correct Answer: B) To protect individuals from financial ruin by covering significant losses
Which of the following is NOT a type of personal lines insurance?

e A) Homeowner’s Insurance

e B)Auto Insurance

e C) Business Liability Insurance

e D) Renters Insurance

Correct Answer: C) Business Liability Insurance
What does the Law of Large Numbers help insurance companies to do?
e A) Increase the number of policyholders

e B) Predict the number of claims more accurately

e C) Reduce the number of claims

e D) Increase premiums
Correct Answer: B) Predict the number of claims more accurately
In the context of insurance, what does the Law of Large Numbers imply?

e A) The actual loss per event will equal the expected loss per event with a large number
of policyholders

e B) The actual loss per event will always be higher than the expected loss
e C) The actual loss per event will always be lower than the expected loss
e D) The actual loss per event is unrelated to the expected loss
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Correct Answer: A) The actual loss per event will equal the expected loss per event with a
large number of policyholders

What is insurable interest?

e A)Afinancial stake in the insured item or event

e B)Atype of insurance policy

e C) A method to increase insurance premiums

o D)Away to avoid paying insurance claims

Correct Answer: A) A financial stake in the insured item or event

Which of the following is an example of insurable interest?
e A) A person buying insurance for a stranger's car

e B)Ahomeowner insuring their own house

e C) A company insuring a competitor's building

e D) A person insuring a public park

Correct Answer: B) A homeowner insuring their own house
Why is insurable interest important in insurance policies?
e A) It ensures that the policyholder has a financial incentive to cause a loss
e B) It makes the insurance policy legal and valid

e () It allows anyone to purchase insurance for any item

e D) Itincreases the premiums for the policyholder
Correct Answer: B) It makes the insurance policy legal and valid

What is a potential problem with the Law of Large Numbers in health and fire
insurance?

e A) Policyholders are dependent on each other

e B) Policyholders are independent of each other

e C) It always results in higher premiums

e D) It reduces the number of policyholders

Correct Answer: B) Policyholders are independent of each other
Which type of insurance is often required by law?

e A) Life Insurance

e B) Auto Liability Insurance

e C) Health Insurance
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e D) Umbrella Insurance
Correct Answer: B) Auto Liability Insurance

What does the Law of Large Numbers suggest about the average value as the number
of observations increases?

e A) The average value becomes less predictable
e B) The average value gains predictive power

e C) The average value remains constant

e D) The average value decreases

Correct Answer: B) The average value gains predictive power

What is insurable interest?

e A) The ability to profit from an insurance policy.

o B)Areasonable assumption of financial loss if a person or entity is damaged or lost.
e C) The likelihood of an insurance company making a profit.

e D) The process of underwriting an insurance policy.

Correct Answer: B) A reasonable assumption of financial loss if a person or entity is damaged
or lost.

Why is insurable interest required for insurance policies?

e A) To ensure that the policyholder can profit from the insurance.

e B) To prove that the policyholder would experience financial hardship from a loss.
e () To allow anyone to take out insurance on any person or property.

e D) To increase the premiums for the insurance company.

Correct Answer: B) To prove that the policyholder would experience financial hardship from a
loss.

What is a moral hazard in the context of insurance?

e A) The risk of an insurance company going bankrupt.

e B) The incentive for a policyholder to cause a loss to collect insurance.

e C) The process of evaluating insurable interest.

e D) The likelihood of a natural disaster occurring.

Correct Answer: B) The incentive for a policyholder to cause a loss to collect insurance.
Which of the following is an example of pure risk?

e A) Investing in the stock market.

e B) Starting a new business.
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e C) The risk of a house fire.
e D) Buying a lottery ticket.
Correct Answer: C) The risk of a house fire.
What distinguishes pure risk from speculative risk?

e A) Pure risk involves only the possibility of loss, while speculative risk involves the
possibility of loss or gain.

e B) Purerisk is always profitable, while speculative risk is not.
e C) Speculative risk is insurable, while pure risk is not.
e D) Purerisk is a type of investment, while speculative risk is not.

Correct Answer: A) Pure risk involves only the possibility of loss, while speculative risk
involves the possibility of loss or gain.

Which of the following is NOT a category of pure risk?
e A) Personal risk
e B) Property risk
e () Liability risk
e D) Investment risk
Correct Answer: D) Investment risk
Why can't you take out a life insurance policy on just anybody?
e A)Because it would be too expensive.
e B) Because you need to have an insurable interest in the person.
e () Because life insurance is only for family members.
e D) Because it is illegal to insure strangers.
Correct Answer: B) Because you need to have an insurable interest in the person.
What is the principle of indemnity in insurance?
e A) Insurance should provide a profit to the policyholder.

o B) Insurance should compensate for a loss without rewarding or penalizing the
policyholder.

e C) Insurance should cover all possible risks.
e D) Insurance should be mandatory for all individuals.

Correct Answer: B) Insurance should compensate for a loss without rewarding or penalizing
the policyholder.

Which of the following is an example of a moral hazard?
e A) Ahomeowner buying insurance for their own home.
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e B) A person taking out life insurance on a terminally ill acquaintance without their
knowledge.

e C)Abusiness insuring its key employees.
e D) Adriver purchasing car insurance.

Correct Answer: B) A person taking out life insurance on a terminally ill acquaintance without
their knowledge.

How can pure risk be mitigated?

e A) By investing in speculative ventures.

o B) By transferring the risk to an insurance company.
e C) By ignoring the risk.

o D) By increasing the potential for gain.

Correct Answer: B) By transferring the risk to an insurance company.

What is the definition of a hazard in the context of insurance?

e A) A specific cause of loss or damage covered by an insurance policy.

e B) A condition that increases the likelihood or severity of a loss.

e C)An event for which insurance coverage is not available.

e D) The cost to replace an item minus depreciation.

Correct Answer: B) A condition that increases the likelihood or severity of a loss.

Which of the following is an example of a moral hazard?

e A) Storing flammable materials in a home.

e B)Abusiness owner ignoring health and safety concerns in the workplace.

e C) Smoking, which increases the chance of a fire.

o D) Arockslide threatening people standing underneath a cliff.

Correct Answer: B) A business owner ignoring health and safety concerns in the workplace.
What is the primary difference between a peril and a hazard in the insurance industry?
e A)Aperil is a condition, while a hazard is an event.

e B)Anperil is a potential adverse event, while a hazard makes that event more likely.

o C)Aperilis a factor that increases the likelihood of a loss, while a hazard is a specific
cause of loss.

o D) A peril is a type of insurance coverage, while a hazard is a type of insurance policy.

Correct Answer: B) A peril is a potential adverse event, while a hazard makes that event
more likely.

Which of the following is considered an uninsurable peril?
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e A)Fire

e B) Theft

e C) Political risk

e D) Windstorm

Correct Answer: C) Political risk
What is an example of a direct loss?

e A) Loss of rental income due to fire damage to a rental property.
e B) Fire damage to a building.

e C) A hacker stealing key computer code.

e D)ACEO involved in a scandal damaging a company's reputation.
Correct Answer: B) Fire damage to a building.

What does Actual Cash Value (ACV) represent in loss valuation?

e A) The original purchase price of an item.

e B) The cost to replace an item minus depreciation.

e C) The full insured value of a property.

e D) The maximum settlement possible according to the insurance policy.
Correct Answer: B) The cost to replace an item minus depreciation.
Which of the following is an example of a physical hazard?

e A) Afailure to regularly have the brakes of a car checked.

e B)Alegal system encouraging people to sue for monetary gain.

o C) Frayed electrical wiring.

o D)Abusiness owner ignoring health and safety concerns.
Correct Answer: C) Frayed electrical wiring.
What is the definition of an actual total loss?

e A)Aloss that occurs when an insured property is damaged but can be repaired.

e B)Aloss that occurs when an insured property is destroyed or damaged to such an
extent that it cannot be recovered or repaired.

e C)Aloss that occurs when an insured property is partially damaged.
e D)Aloss that occurs when an insured property is stolen.

Correct Answer: B) A loss that occurs when an insured property is destroyed or damaged to

such an extent that it cannot be recovered or repaired.
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Which of the following is an example of a morale hazard?

e A) Smoking, which increases the chance of a fire.

e B)Abusiness owner ignoring health and safety concerns.

e C)An individual being less careful about avoiding injury because they have insurance.
e D) Ahacker stealing trade secrets.

Correct Answer: C) An individual being less careful about avoiding injury because they have
insurance.

What is an example of an indirect loss?

e A) Fire damage to a building.

e B) Loss of rental income due to fire damage to a rental property.

e C)Arockslide threatening people standing underneath a cliff.

e D)ACEO involved in a scandal damaging a company's reputation.

Correct Answer: B) Loss of rental income due to fire damage to a rental property.

What is the definition of "Actual Total Loss" in the context of insurance?

e A)Asituation where the property is partly damaged but repairable.

o B)Asituation where the property is destroyed or damaged beyond use or salvage.
e () Asituation where the property is damaged but can be used with some repairs.
o D) Asituation where the property is stolen but can be recovered.

Correct Answer: B) A situation where the property is destroyed or damaged beyond use or
salvage.

Which of the following best describes "Constructive Total Loss"?

e A) The property is completely destroyed with no chance of recovery.

o B) The property is partly damaged, but further damage is inevitable, making it unusable.
e C) The property is stolen and cannot be recovered.

e D) The property is damaged but can be repaired at a cost less than its value.

Correct Answer: B) The property is partly damaged, but further damage is inevitable, making
it unusable.

What is "Actual Cash Value" (ACV) in insurance terms?

e A) The original purchase price of the property.

o B) The depreciated value of the property at the time of loss.
e C) The cost to replace the property with a new one.

e D) The market value of the property when it was new.

Correct Answer: B) The depreciated value of the property at the time of loss.
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What does "Replacement Cost" insurance cover?

e A) The depreciated value of the property.

e B) The cost to replace the item with a new one.

e C) The cost to repair the damaged property.

e D) The original purchase price of the property.

Correct Answer: B) The cost to replace the item with a new one.

In the context of car insurance, what does it mean when a car is "totaled"?
e A) The car is slightly damaged but still drivable.

e B) The cost to repair the car is more than its actual cash value.
e C) The car is stolen and not recovered.

e D) The car is damaged but can be repaired at a low cost.

Correct Answer: B) The cost to repair the car is more than its actual cash value.

What is the first step to take after your car is declared a total loss?

e A) Purchase a new car immediately.

e B) File a claim with your insurance company.

e C) Negotiate with the car dealer for a new car.

e D) Sell the damaged car for parts.

Correct Answer: B) File a claim with your insurance company.

How can you negotiate a better settlement for a totaled car?

e A) Accept the first offer from the insurance company.

e B) Provide the claims adjuster with the sticker details of your car.

e C) Ignore the insurance company's offer and buy a new car.

o D) Wait for the insurance company to increase their offer.

Correct Answer: B) Provide the claims adjuster with the sticker details of your car.
What is a "total loss threshold" in the context of car insurance?

e A) The maximum amount an insurance company will pay for a claim.

e B) The percentage of damage at which a car is declared a total loss.

e C) The minimum amount an insurance company will pay for a claim.

o D) The percentage of the car's value that is covered by insurance.
Correct Answer: B) The percentage of damage at which a car is declared a total loss.

What is the role of an insurance adjuster in the case of a total loss?
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e A) To sell the damaged property.

e B) To determine the actual cash value of the damaged property.

e () To repair the damaged property.

e D) To purchase a new property for the insured.

Correct Answer: B) To determine the actual cash value of the damaged property.
What should you do if you want to get more from your total loss vehicle settlement?
e A)Accept the initial offer from the insurance company.

e B) Prepare a counteroffer based on research of your car's retail value.

e C) Wait for the insurance company to increase their offer.

e D) Sell the damaged car for parts.

Correct Answer: B) Prepare a counteroffer based on research of your car's retail value.

What is the first step you should take if you are unhappy with your auto insurance
company's payout for a total loss vehicle?

e A) Hire a lawyer

e B)Appeal the total loss

e C) Meet with an independent adjuster

e D) File a complaint with the insurance regulator

Correct Answer: B) Appeal the total loss
Which of the following best describes the replacement cost?

e A) The cost to replace an item with a new one of similar kind and quality
e B) The current market value of an item

e C) The original purchase price of an item

e D) The depreciated value of an item
Correct Answer: A) The cost to replace an item with a new one of similar kind and quality
How is the actual cash value (ACV) of an item calculated?

e A) By adding depreciation to the replacement cost

e B) By subtracting depreciation from the replacement cost

o C) By multiplying the replacement cost by the item's age

o D) By dividing the replacement cost by the item's useful life

Correct Answer: B) By subtracting depreciation from the replacement cost
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In the example provided, what is the actual cash value of a television set purchased
for $3,000 five years ago, with a replacement cost of $3,500 and a useful life of 10 years?

e A)$1,500

. B)$1,750
. C)$2,000
« D) $2,500

Correct Answer: B) $1,750

Which of the following is NOT a condition for determining fair market value?
e A) Both buyer and seller are reasonably knowledgeable about the asset

e B) Both parties are under pressure to complete the transaction quickly

e C) Buyer and seller are acting in their own best interests

o D) Each party has a reasonable period to complete the transaction

Correct Answer: B) Both parties are under pressure to complete the transaction quickly

What is the primary difference between fair market value and market value?

e A) Fair market value is always higher than market value

e B) Fair market value considers economic principles of free and open market activity
e C) Market value is used in legal settings, while fair market value is not

e D) Market value is determined by a single appraiser's opinion

Correct Answer: B) Fair market value considers economic principles of free and open market
activity

Which of the following is a practical use of fair market value?
e A) Determining the original purchase price of an asset

e B) Calculating municipal property taxes

e () Estimating the sentimental value of an item

e D) Setting the retail price of a new product

Correct Answer: B) Calculating municipal property taxes

How can you determine the fair market value of your car?

e A) By checking the original purchase receipt

e B) By consulting the Kelley Blue Book

e () By asking a friend for their opinion

o D) By calculating the car's depreciation
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Correct Answer: B) By consulting the Kelley Blue Book
In a divorce, how are liquid assets like stocks and bonds typically valued?
e A)According to their fair market value
o B) Based on their original purchase price
e C)According to current market prices
e D) By an independent appraiser's opinion
Correct Answer: C) According to current market prices
What is a recoverable depreciation clause in an insurance policy?
e A) It allows the owner to claim only the depreciated value of an item

o B) It allows the owner to claim both the depreciated value and the replacement actual
cash value

e () It prevents the owner from claiming any depreciation
e D) It requires the owner to pay for depreciation out of pocket

Correct Answer: B) It allows the owner to claim both the depreciated value and the
replacement actual cash value

What is the definition of "stated/agreed value" in the context of insurance?
e A) The estimated resale value of an asset at the end of its useful life.

e B) The value of an insured item as stated by the policyholder, agreed upon by the
insurer.

e C) The amount an insurance company pays for a totaled car.
e D) The cost to repair a damaged vehicle.

Correct Answer: B) The value of an insured item as stated by the policyholder, agreed upon
by the insurer.

Which of the following best describes "salvage value"?

e A) The value of a car before an accident.

e B) The cost to repair a damaged vehicle.

e () The estimated resale value of an asset at the end of its useful life.

e D) The amount an insurance company pays for a totaled car.

Correct Answer: C) The estimated resale value of an asset at the end of its useful life.
What is a "total loss" in car insurance terms?

e A) When the cost to repair a car is less than its actual cash value.

e B) When the cost to repair a car exceeds its actual cash value.

e C) When a car is stolen and not recovered.
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e D) When a car is damaged but still drivable.
Correct Answer: B) When the cost to repair a car exceeds its actual cash value.
What is the "total loss threshold" in New York?

e A)50%
« B)60%
. C)75%
« D)80%

Correct Answer: C) 75%

Which type of insurance covers damage to your car in an accident with another
vehicle or an object?

e A) Liability insurance

e B) Comprehensive insurance
e () Collision insurance

e D) Gap insurance

Correct Answer: C) Collision insurance

What is "proximate cause” in the context of insurance claims?
e A) The estimated resale value of an asset.

e B) The primary cause of an injury or damage.

e C) The cost to repair a damaged vehicle.

e D) The value of an insured item as stated by the policyholder.
Correct Answer: B) The primary cause of an injury or damage.

If another driver was at fault in an accident, which type of insurance should cover a
totaled car?

e A) Collision insurance

e B) Comprehensive insurance

e C) Property damage liability insurance

e D) Gapinsurance

Correct Answer: C) Property damage liability insurance
What is the purpose of gap insurance?

e A) To cover the cost of repairs for a damaged vehicle.

e B) To cover the gap between what the insurance company pays and what you owe on a
loan or lease.

o C) To provide liability coverage for accidents.
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e D) To insure the resale value of a vehicle.

Correct Answer: B) To cover the gap between what the insurance company pays and what
you owe on a loan or lease.

Which of the following is NOT a factor in determining a car's actual cash value?
e A) Year, make, and model

o B) Mileage

e C) Color of the car

e D) Overall condition

Correct Answer: C) Color of the car

What must be proven to show a defendant should be held accountable for a personal
injury?

e A) The defendant had a legal duty, failed to fulfill it, caused the injury, and the injury
caused compensable damage.

e B) The defendant had a legal duty and fulfilled it.

e C) The defendant caused the injury but did not have a legal duty.

e D) The injury was caused by an unavoidable accident.

Correct Answer: A) The defendant had a legal duty, failed to fulfill it, caused the injury, and
the injury caused compensable damage.

What is another term for "actual cause"” in legal terminology?

e A)Legal cause

e B) Cause in fact

e C) Foreseeable cause

e D) Substantial cause
Correct Answer: B) Cause in fact
In the context of causation, what does the "but for" test determine?

e A) Whether the defendant's actions were the sole cause of the injury

e B) Whether the injury would have occurred without the defendant's negligence
e C) Whether the defendant could have foreseen the injury

e D) Whether the defendant's actions were a substantial factor in causing the injury

Correct Answer: B) Whether the injury would have occurred without the defendant's
negligence

Which test examines if the defendant's actions played a significant role in causing an
injury, even if not the sole cause?

e A)"But for" test

o B) Foreseeability test
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e C) Substantial factor test

e D) Direct causation test

Correct Answer: C) Substantial factor test
What does "proximate cause" refer to in legal terms?

e A) The immediate and direct cause of an accident

e B) The primary cause that set everything in motion

e C) The sole cause of an injury

e D) The cause that is most foreseeable

Correct Answer: B) The primary cause that set everything in motion

In the example where a car is rear-ended by a truck, causing it to hit a pedestrian, what
is the proximate cause of the accident?

e A) The pedestrian's actions

e B) The car's movement into the intersection
e C) The truck's failure to stop

e D) The pedestrian's failure to look both ways
Correct Answer: C) The truck's failure to stop

What is the role of foreseeability in determining proximate cause?

e A) It determines if the defendant's actions were the sole cause of the injury

o B) It assesses whether the consequences of the defendant's actions were predictable
o () It evaluates if the defendant's actions were a substantial factor in causing the injury
e D) It identifies the immediate cause of the injury

Correct Answer: B) It assesses whether the consequences of the defendant's actions were
predictable

Which of the following is an example of an intervening cause that might break the
direct causal chain?

e A)Adriver speeding and hitting another car

e B) A contractor improperly installing a gas stove

e C)Ahouse being hit by lightning and catching fire

e D) A pedestrian crossing the street without looking

Correct Answer: C) A house being hit by lightning and catching fire

In the Palsgraf v. Long Island Railroad Company case, why was the woman unable to
recover damages?

e A) She was not a foreseeable victim of the employees' negligence
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e B) The employees' actions were not negligent

e C) The harm was not directly caused by the employees

e D) The harm was not substantial enough

Correct Answer: A) She was not a foreseeable victim of the employees' negligence
What is the significance of "harm within the risk" in determining liability?

e A) It limits liability to foreseeable plaintiffs only

e B) It restricts liability to the risks associated with ordinary use

e () It allows liability for any harm caused by the defendant

e D) It expands liability to all possible consequences of the defendant's actions
Correct Answer: B) It restricts liability to the risks associated with ordinary use

In car accident cases, what often determines the party responsible for a plaintiff's
damages?

e A) The severity of the injuries

e B) The number of vehicles involved

e C) The establishment of proximate cause

e D) The speed of the vehicles at the time of the accident

Correct Answer: C) The establishment of proximate cause

What is proximate cause in legal terms?

e A) The actual cause of an event

e B)Alegal theory that establishes fault and legal liability

e C) The immediate cause of an event

e D) The cause that is most obvious

Correct Answer: B) A legal theory that establishes fault and legal liability

In a product liability case, what must a plaintiff prove to recover compensation?
e A) That the product was expensive

e B) That the product was defective or dangerous and caused their injuries

e C) That the product was popular

e D) That the product was new
Correct Answer: B) That the product was defective or dangerous and caused their injuries

Which of the following is an example of a situation where proximate cause might not
be established?

e A)Adriver speeding in clear weather

Page 234 of 297



P&C AGENT PRELICENSING COURSE

e B)Adeerrunning in front of a car causing a collision

e C) A pedestrian jaywalking

e D) Adriver stopping at a red light
Correct Answer: B) A deer running in front of a car causing a collision

In the context of insurance, what does a deductible refer to?

e A) The total amount an insurance company will pay

e B) The amount the insured must pay out of pocket before insurance covers the loss
e C) The premium paid for the insurance policy

e D) The amount paid by the insurance company for any claim

Correct Answer: B) The amount the insured must pay out of pocket before insurance covers
the loss

What is the formula to determine if the coinsurance requirement is met?

e A)Value of the propertyxCoinsurance percentage=Minimum insurance amount requiredV
alue of the propertyxCoinsurance percentage=Minimum insurance amount required

o B)Deductiblet+Repair cost=Total insurance coverageDeductible+Repair cost=Total insura
nce coverage

e C)lInsurance premiumxPolicy term=Total costinsurance premiumxPolicy term=Total cost

e D)Repair cost-Deductible=Amount payableRepair cost-Deductible=Amount payable

Correct

Answer: A) Value of the propertyxCoinsurance percentage=Minimum insurance amount require
dValue of the propertyxCoinsurance percentage=Minimum insurance amount required

In a personal injury case, what must a plaintiff prove to establish proximate cause?
e A) The defendant's actions were a substantial factor in causing the injury

e B) The defendant was present at the scene

e C) The plaintiff was not at fault

e D) The injury was severe
Correct Answer: A) The defendant's actions were a substantial factor in causing the injury

What is the primary challenge in proving proximate cause in toxic tort claims?
e A) The cost of legal fees

o B) Establishing a pattern of similar injuries

e C) The time it takes for illnesses to develop

e D) The popularity of the product

Correct Answer: C) The time it takes for illnesses to develop
What does indemnity insurance cover?

e A) The full market value of a property
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e B) Losses or damages up to a certain limit

e C)Only legal fees

e D)AIl possible future losses

Correct Answer: B) Losses or damages up to a certain limit

Question 169

In the context of insurance, what are limits of liability?

e A) The minimum amount an insurance company will pay

e B) The maximum amounts an insurance company will pay for a covered loss
e C) The total amount of premiums paid

e D) The deductible amount
Correct Answer: B) The maximum amounts an insurance company will pay for a covered loss
In a multi-car accident, who can be held liable?

e A) Only the driver who caused the initial collision

e B)Any party whose actions were a proximate cause of the accident

e C) Only the driver with the most expensive car

e D) The driver with the least insurance coverage

Correct Answer: B) Any party whose actions were a proximate cause of the accident

What is an occurrence policy in insurance?
e A)Anpolicy that covers claims only if they are filed while the policy is active.

e B)Apolicy that covers claims for incidents that occurred during the policy period,
regardless of when the claim is filed.

o C)A policy that provides coverage for a fixed period and cannot be renewed.
o D) A policy that offers coverage only for specific types of damages.

Correct Answer: B) A policy that covers claims for incidents that occurred during the policy
period, regardless of when the claim is filed.

Which of the following is a key advantage of an occurrence policy?

e A) ltis generally cheaper than claims-made policies.

o B) It offers long-term protection for incidents that occurred during the policy period.
e () It allows for unlimited coverage without any caps.

e D) It requires claims to be filed within the policy period.

Correct Answer: B) It offers long-term protection for incidents that occurred during the policy
period.
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What is the primary difference between occurrence policies and claims-made
policies?

e A) Occurrence policies cover claims filed only during the policy period, while claims-
made policies cover claims filed at any time.

e B) Occurrence policies cover incidents that happened during the policy period, while
claims-made policies cover claims filed during the policy period.

e C) Occurrence policies are only for personal insurance, while claims-made policies are
for business insurance.

e D) Occurrence policies are more expensive than claims-made policies.

Correct Answer: B) Occurrence policies cover incidents that happened during the policy
period, while claims-made policies cover claims filed during the policy period.

What is a common reason for the non-renewal of a car insurance policy?

e A) The policyholder has not filed any claims.

e B) The insurance company decides to reduce the number of policies in a specific area.
e C) The policyholder has a perfect driving record.

e D) The insurance company is expanding its business in the state.

Correct Answer: B) The insurance company decides to reduce the number of policies in a
specific area.

What does cancellation of an insurance policy mean?

e A) The policy is automatically renewed at the end of its term.

e B) The policy is terminated before its expiration date.

e C) The policyholder receives additional benefits.

e D) The policy is upgraded to a higher coverage level.

Correct Answer: B) The policy is terminated before its expiration date.
Which of the following is NOT a method of cancellation in insurance?
e A) Pro-rata cancellation

e B) Short-rate cancellation

e C) Flat cancellation

e D) Extended cancellation
Correct Answer: D) Extended cancellation

What is the main disadvantage of an occurrence policy?
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e A) ltis generally more expensive than claims-made policies.

e B) It does not cover incidents that occurred during the policy period.

e () It requires claims to be filed within the policy period.

o D) It offers no long-term protection.

Correct Answer: A) It is generally more expensive than claims-made policies.
What happens in a pro-rata cancellation of an insurance policy?

e A) The policyholder receives no refund of premiums.

e B) The unearned premium is returned without any penalty.

e C) The policyholder is charged a penalty for early termination.

e D) The policy is canceled on or before the start date without any charges.
Correct Answer: B) The unearned premium is returned without any penalty.
Which of the following is a reason for the cancellation of a car insurance policy?

e A) The policyholder has a clean driving record.

e B) The policyholder commits insurance fraud.

e C) The policyholder pays premiums on time.

e D) The policyholder has no moving violations.

Correct Answer: B) The policyholder commits insurance fraud.

What is the definition of nonrenewal in the context of insurance?

e A) The policy is automatically renewed at the end of its term.

e B) The insurance company decides not to renew a policy at the end of its term.
e C) The policyholder cancels the policy before its expiration date.

e D) The policy is upgraded to a higher coverage level.

Correct Answer: B) The insurance company decides not to renew a policy at the end of its
term.

What is a more serious consequence than non-renewal in car insurance?
e A) Policy expiration

e B) Policy cancellation

e C) Policy adjustment

e D) Policy extension

Correct Answer: B) Policy cancellation
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Which of the following is NOT a reason for car insurance cancellation?
e A) Late payments

e B) Too many accidents

e C) Providing fraudulent information

e D) Suspended driver's license

Correct Answer: B) Too many accidents

What is the primary difference between a vacant house and an unoccupied house
according to insurance companies?

e A) The presence of utilities

e B) The presence of personal belongings

e C) The homeowner's intention to return

e D) The duration of absence

Correct Answer: C) The homeowner's intention to return
What is a common consequence of driving uninsured?
e A) Reduced insurance premiums

e B) Increased insurance premiums

e C) No legal consequences

o D) Automatic policy renewal

Correct Answer: B) Increased insurance premiums

What should you do if your car insurance policy is canceled or non-renewed?
e A) Wait until the policy expires

e B) Immediately seek new coverage

e C) Ignore the notice

e D) Drive without insurance

Correct Answer: B) Immediately seek new coverage
What is a vacancy clause in homeowner’s insurance?
e A)Aclause that increases coverage during vacancy
e B)Aclause that limits coverage during vacancy

e C)Aclause that has no effect on coverage

e D) Aclause that extends coverage indefinitely

Correct Answer: B) A clause that limits coverage during vacancy
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Which of the following is a recommended action to mitigate risks during a home
vacancy?

e A) Leave all utilities on

e B) Install video surveillance

e C) Remove all furniture

e D) Ignore plumbing systems

Correct Answer: B) Install video surveillance

What happens if a house is vacant beyond the period specified in the insurance
policy?

e A) The policy provides full coverage

e B) The policy provides partial coverage

e C) The policy does not cover damages

e D) The policy coverage is doubled

Correct Answer: C) The policy does not cover damages
What is a potential consequence of a lapse in car insurance coverage?
e A) Lower insurance rates

e B) Higher insurance rates

e C) No change in insurance rates

e D) Automatic reinstatement of the policy

Correct Answer: B) Higher insurance rates

What is the primary purpose of liability insurance?
e A) To cover the policyholder's own injuries and property damage

o B) To protect against claims resulting from injuries and damage to other people or
property

e C) To provide coverage for intentional acts
e D) To insure against natural disasters

Correct Answer: B) To protect against claims resulting from injuries and damage to other
people or property

Which type of liability insurance extends the coverage limits of homeowner’s and auto
liability policies?

e A) Bodily injury liability insurance

e B) Property damage liability insurance
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C) Umbrella insurance

D) Personal injury protection

Correct Answer: C) Umbrella insurance

What is the definition of strict liability?

A) Liability imposed without regard to fault or negligence

B) Liability that holds a party responsible for damages or injuries regardless of fault or
intent

C) Liability for the actions of another party

D) Liability for failing to exercise reasonable care

Correct Answer: B) Liability that holds a party responsible for damages or injuries regardless
of fault or intent

Which of the following is NOT typically covered by liability insurance?

A) Third-party bodily injury

B) Third-party property damage

C) The policyholder's own medical expenses in an at-fault accident
D) Legal defense costs for covered claims

Correct Answer: C) The policyholder's own medical expenses in an at-fault accident
What is a binder in the context of insurance?

A) A permanent insurance contract
B) A temporary insurance contract providing coverage until a permanent policy is issued
C) An addition or change to an existing insurance policy

D) A document that provides evidence of insurance coverage

Correct Answer: B) A temporary insurance contract providing coverage until a permanent
policy is issued

Which of the following is an example of vicarious liability?

hours

A) A manufacturer being held liable for a defective product

B) An employer being held liable for the actions of an employee during work hours
C) A homeowner being liable for injuries on their property

D) A driver being liable for running a red light

Correct Answer: B) An employer being held liable for the actions of an employee during work

What is the purpose of punitive damages?

A) To compensate for actual losses
B) To compensate for non-monetary losses

C) To reimburse specific monetary losses
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e D) To punish the wrongdoer and deter future misconduct

Correct Answer: D) To punish the wrongdoer and deter future misconduct
Which of the following is a requirement under the Fair Credit Reporting Act (FCRA)?
e A) Consumers must pay for access to their credit report

o B) Consumer reporting agencies must ensure the accuracy and fairness of information
e C) Information can be used for any purpose without restriction

e D) Consumers cannot dispute inaccurate information

Correct Answer: B) Consumer reporting agencies must ensure the accuracy and fairness of
information

What is the difference between blanket insurance and specific insurance?

A) Blanket insurance covers a single item, while specific insurance covers multiple items

o B) Blanket insurance covers multiple items or locations under a single policy, while
specific insurance covers a particular item or location

o C) Blanket insurance is temporary, while specific insurance is permanent
o D) Blanket insurance is more expensive than specific insurance

Correct Answer: B) Blanket insurance covers multiple items or locations under a single policy,
while specific insurance covers a particular item or location

What is the role of a certificate of insurance?

e A) To provide temporary coverage until a permanent policy is issued
e B) To serve as a promise that certain conditions will be met

e C) To provide evidence of insurance coverage

e D) To adjust the premium based on actual records

Correct Answer: C) To provide evidence of insurance coverage

What is the primary purpose of the declarations page in an insurance policy?
e A) To provide detailed legal definitions of terms used in the policy

e B) To summarize the key details of the policy, including coverage limits and premium
amount

e () To list all possible exclusions in the policy
e D) To outline the duties and responsibilities of the insured

Correct Answer: B) To summarize the key details of the policy, including coverage limits and
premium amount

Which of the following is NOT typically included on an auto insurance declarations
page?

Page 242 of 297



P&C AGENT PRELICENSING COURSE

e A) Coverage limits
o B) Deductibles
e () Detailed policy exclusions
e D) Premium amount
Correct Answer: C) Detailed policy exclusions
In an insurance policy, what is the insuring agreement?
e A) Asummary of the policy's key details
e B) The section that outlines the insurer’s promise to pay for covered losses
o C)Alist of specific situations not covered by the policy
e D) The responsibilities of the insured after a loss
Correct Answer: B) The section that outlines the insurer’s promise to pay for covered losses
What are exclusions in an insurance policy?
e A) Situations or perils that are not covered by the policy
e B) The duties and responsibilities of the insured
e C) The insurer’s promise to pay for covered losses
e D) The summary of the policy's key details
Correct Answer: A) Situations or perils that are not covered by the policy
Who is considered the insured in an insurance policy?
e A) Only the person whose name is on the policy
e B) The person or entity covered by the policy, including unnamed family members
e C) The insurance company providing the coverage
e D) The broker who sold the policy

Correct Answer: B) The person or entity covered by the policy, including unnamed family
members

What is the role of the insurer in an insurance policy?
e A) To sell the policy to the insured
e B) To underwrite the policy and pay claims
e C) To provide legal advice to the insured
e D) To manage the insured's financial investments
Correct Answer: B) To underwrite the policy and pay claims
Which of the following is a duty of the insured after experiencing a loss?

e A) Conceal material information from the insurer
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o B) Promptly notify the insurer and protect the property from further damage

e () Delay reporting the loss to the authorities

e D) Ignore the insurer's requests for documentation

Correct Answer: B) Promptly notify the insurer and protect the property from further damage

What is the main difference between renters’ insurance and homeowner’s' insurance
declarations pages?

e A) Renters' insurance includes mortgage details

e B) Homeowner’s' insurance covers personal property limits

e () Renters' insurance lacks mortgage details and covers personal property

e D) Homeowner’s' insurance does not include any discounts

Correct Answer: C) Renters' insurance lacks mortgage details and covers personal property
Which of the following is NOT a typical duty of the insured?

e A) Disclose material information

e B) Provide proof of loss to the insurer

e () Conceal information from the insurer

e D) Report loss or damage to the authorities

Correct Answer: C) Conceal information from the insurer
What information is typically found on a homeowner’s insurance declarations page?
e A) The insurer's detailed financial statements

e B) The insured's name, property address, coverage limits, and premium

e C)Alist of all possible natural disasters

e D) The insured's credit score

Correct Answer: B) The insured's name, property address, coverage limits, and premium

What is the primary obligation of an insurance company under an insurance contract?
e A) To maximize profits

e B) To investigate claims and pay covered losses

e C) To provide loans to policyholders

e D) To offer discounts on premiums

Correct Answer: B) To investigate claims and pay covered losses

What does the duty of good faith and fair dealing require from an insurance company?
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e A)To act in the client's best interest

e B) To prioritize the company's financial interests

e C) To delay claim processing

e D) To increase premiums annually

Correct Answer: A) To act in the client's best interest
What is a mortgagee clause in a property insurance policy?

e A)Aclause that reduces the premium for the homeowner

o B)Aclause that protects the mortgage lender from losses due to property damage
e C)Aclause that allows the homeowner to cancel the policy at any time

o D) Aclause that increases the coverage limit for the homeowner

Correct Answer: B) A clause that protects the mortgage lender from losses due to property
damage

Who is the mortgagee in a mortgage transaction?

e A) The borrower

e B) The lender

e C) The insurance company

e D) The real estate agent

Correct Answer: B) The lender
What is a proof of loss in the context of insurance claims?

e A)Adocument that provides evidence of insurance coverage

o B)Aformal statement made by the insured detailing the extent of the loss and the
amount being claimed

e C)Areceipt for premium payment
o D) A certificate of policy renewal

Correct Answer: B) A formal statement made by the insured detailing the extent of the loss
and the amount being claimed

Which of the following is NOT typically required to file a proof of loss?
e A) General liability insurance

e B) Business owner's policy

e C) Workers' compensation insurance

e D) Personal savings account

Correct Answer: D) Personal savings account
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What happens if an insurance company breaches its duty of good faith and fair
dealing?

e A) The policyholder can sue for damages

e B) The policyholder must pay a penalty

e C) The insurance company receives a bonus

e D) The policyholder's coverage is automatically doubled

Correct Answer: A) The policyholder can sue for damages
What is the purpose of a mortgagee clause in a homeowner’s insurance policy?
e A) To ensure the homeowner receives a payout before the lender

e B) To protect the lender's financial interest in the property

e () To allow the homeowner to refinance the mortgage

e D) To provide additional coverage for natural disasters
Correct Answer: B) To protect the lender's financial interest in the property

In the event of a property damage claim, who is typically paid first under a mortgagee
clause?

e A) The homeowner

e B) The insurance agent

e C) The mortgage lender
e D) The local government

Correct Answer: C) The mortgage lender

What is the role of an insurance company in defending a policyholder under certain
circumstances?

e A) To provide legal representation if the policyholder is sued
e B) To increase the policyholder's premium

e C) To sell the policyholder's assets

e D) To cancel the policyholder's coverage

Correct Answer: A) To provide legal representation if the policyholder is sued

What is a key element that must be included in a proof of loss form?
e A) The name of the insurance agent

e B) A complete description of the loss

e C) The weather forecast on the date of the incident

e D) The insured's favorite color

Correct Answer: B) A complete description of the loss
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When should you file your proof of loss with your insurer?

A) Within 30 days of the incident

B) As soon as possible, but no later than the date specified in your policy
C) Only after receiving a police report

D) After consulting with a lawyer

Correct Answer: B) As soon as possible, but no later than the date specified in your policy

Which of the following is NOT a reason an insurer might refuse to accept your proof of
loss form?

A) You didn’t answer all the questions
B) You failed to include supporting documentation
C) You requested a higher amount of benefits than expected

D) You didn’t have your signature notarized

Correct Answer: C) You requested a higher amount of benefits than expected

What is the purpose of a Notice of Insurance Claim?

A) To inform the insurer about your intention to file an insurance claim
B) To request a loan from the insurance company
C) To cancel your insurance policy

D) To change the beneficiary of your policy

Correct Answer: A) To inform the insurer about your intention to file an insurance claim

Which of the following is a key element of a Notice of Insurance Claim?

A) The claimant's favorite hobby
B) A brief description of the accident
C) The weather conditions on the day of the accident

D) The claimant's social security number

Correct Answer: B) A brief description of the accident

What is an appraisal?

A) A legal document transferring property ownership
B) A professional assessment of the value of property
C) A type of insurance policy

D) A method of calculating insurance premiums
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Correct Answer: B) A professional assessment of the value of property
Why are appraisals important in real estate transactions?
e A) They determine the color of the house
e B) They help banks avoid losses on a loan
e C) They set the interest rate for a mortgage
e D) They determine the number of bedrooms in a house
Correct Answer: B) They help banks avoid losses on a loan
What is the difference between a home appraisal and a home inspection?

e A)An appraisal assesses the home's value, while an inspection checks the home's
condition

e B)An appraisal is done by the homeowner, while an inspection is done by the buyer
e C)An appraisal is optional, while an inspection is mandatory
e D) An appraisal is cheaper than an inspection

Correct Answer: A) An appraisal assesses the home's value, while an inspection checks the
home's condition

What happens after you file your proof of loss?

e A) The insurer immediately pays the claim

e B) The insurer reviews the proof of loss and determines coverage

e C) The insurer cancels your policy

e D) The insurer increases your premium

Correct Answer: B) The insurer reviews the proof of loss and determines coverage
What should you do if you don't accept your insurer's settlement offer?
e A) Cancel your insurance policy

e B) Negotiate with the insurer for a larger settlement

e C) File a lawsuit immediately

e D) Accept the offer without question

Correct Answer: B) Negotiate with the insurer for a larger settlement

What is the primary purpose of obtaining a professional appraisal for collectibles or
antiques?

e A) To ensure the item is sold quickly
e B) To get a fair and unbiased valuation
e C) Toincrease the item's market value

e D) To avoid paying taxes
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Correct Answer: B) To get a fair and unbiased valuation
Which organization is recommended for finding an accredited professional appraiser?
e A) National Appraisers Association
e B)American Society of Appraisers
e C) International Valuation Group
e D) Global Appraisal Network
Why might a homeowner need an appraisal for insurance purposes?
e A) To reduce insurance premiums
e B) To establish the value of personal property for coverage
e () To avoid paying insurance altogether
e D) To increase the insurance policy limit automatically
Correct Answer: B) To establish the value of personal property for coverage
What is the typical cost range for a home appraisal for a single-family property?
e A)$100 to $200
e B)$200 to $300
e C)$300 to $450
« D) $450 to $600
Correct Answer: C) $300 to $450
What can a buyer do if they disagree with the appraisal report?
e A) Accept the report without question
o B) Request a reconsideration or a second appraisal
e C) Sue the appraiser
e D) Ignore the appraisal and proceed with the purchase

Correct Answer: B) Request a reconsideration or a second appraisal

Which of the following is NOT a recommended way to improve your home's appraisal
value?

e A) Clean and declutter rooms
e B) Make minor cosmetic improvements
e () Point out major improvements to the appraiser

e D) Undertake large, expensive renovations
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Correct Answer: D) Undertake large, expensive renovations

In what scenario is a home appraisal almost always required?

e A) When purchasing a home with a mortgage

e B) When buying a home with cash

e C) When selling a home without an agent

e D) When renting a property

Correct Answer: A) When purchasing a home with a mortgage
What is the role of an appraisal clause in an insurance contract?
e A) To automatically increase the value of insured items

e B) To specify that the owner agrees to obtain an appraisal in case of a dispute
e C) To eliminate the need for appraisals

e D) To reduce the insurance premium

Correct Answer: B) To specify that the owner agrees to obtain an appraisal in case of a
dispute

What is the main reason appraisers look at comparable homes in the area during a
home appraisal?

e A) To determine the neighborhood's popularity

o B) To estimate the home's value based on similar properties

e C) To find potential buyers for the home

e D) To assess the local crime rate
Correct Answer: B) To estimate the home's value based on similar properties

What is a potential consequence if a home appraisal comes in too low compared to
the agreed purchase price?

e A) The buyer must cancel the purchase

e B) The seller is required to lower the price

e C) The buyer may need to pay the difference out of pocket

e D) The appraisal is automatically adjusted to match the purchase price

Correct Answer: C) The buyer may need to pay the difference out of pocket

What is the primary purpose of an other insurance provision in an insurance policy?
e A) To increase the total coverage amount

o B) To specify how coverage will be apportioned if multiple policies cover the same risk
e C) To reduce the premium cost

e D) To eliminate the need for a deductible
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Correct Answer: B) To specify how coverage will be apportioned if multiple policies cover the
same risk

Which of the following best describes subrogation in the context of insurance?

e A) The process of an insurer paying a claim and then seeking reimbursement from the
insured

e B) The legal right of insurers to pursue a third party that caused an insurance loss to the
insured

e C) The act of an insured party waiving their right to sue a third party
e D) The method by which insurers determine the primary policy in a claim

Correct Answer: B) The legal right of insurers to pursue a third party that caused an
insurance loss to the insured

What is the role of primary insurance in the context of an other insurance clause?
e A) ltis the last coverage to come into effect

e B) ltis the first coverage that will come into effect when the policyholder suffers an
insured loss

e () ltis the coverage that only applies if other policies are exhausted
e D) Itis the coverage that applies only to minor claims

Correct Answer: B) It is the first coverage that will come into effect when the policyholder
suffers an insured loss

How does subrogation benefit the insured party?

e A) It allows the insured to receive payments more quickly

e B) Itincreases the insured's premium rates

e C) It requires the insured to participate actively in legal proceedings
e D) It limits the insured's coverage options

Correct Answer: A) It allows the insured to receive payments more quickly

What is a waiver of subrogation?
e A)Aclause that allows insurers to pursue any party for reimbursement

e B) A contractual provision where an insured waives the right of their insurance carrier to
seek compensation from a negligent third party

e C)Apolicy that increases the insured's deductible
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e D) A clause that mandates the insured to pursue legal action against a third party

Correct Answer: B) A contractual provision where an insured waives the right of their
insurance carrier to seek compensation from a negligent third party

In which type of insurance policy is subrogation most commonly found?
e A) Life insurance
e B)Auto insurance
e C) Travel insurance
e D) Petinsurance
Correct Answer: B) Auto insurance
What happens if a settlement occurs outside of the normal subrogation process?
e A) The insurer can still pursue subrogation against the at-fault party

o B) Itis often legally impossible for the insurer to pursue subrogation against the at-fault
party

e C) The insured must pay back the settlement amount to the insurer
e D) The insurer automatically increases the insured's premium

Correct Answer: B) It is often legally impossible for the insurer to pursue subrogation against
the at-fault party

What is the main risk associated with overinsurance?

e A) The insured may have to pay higher premiums

e B) The insured could earn a profit from their insurance policies

e C) The insured might not receive any coverage

e D) The insured will have to deal with multiple insurers

Correct Answer: B) The insured could earn a profit from their insurance policies
Which of the following is a benefit of subrogation for insurance companies?
e A) It allows them to increase the insured's deductible

e B) Itimproves loss ratios, profits, and underwriting revenue

e () It reduces the need for legal proceedings

e D) It eliminates the need for other insurance provisions

Correct Answer: B) It improves loss ratios, profits, and underwriting revenue

What does the subrogation process allow the insurer to do after paying a claim?
e A) Increase the insured's premium rates
e B) Recover the claim amount from the parties who are at fault for the loss

e C) Cancel the insured's policy
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D) Reduce the coverage amount for future claims

Correct Answer: B) Recover the claim amount from the parties who are at fault for the loss

What is the first essential element of a contract?

A) Acceptance
B) Offer

C) Consideration
D) Legality

Correct Answer: B) Offer

Which of the following is NOT considered valid consideration in a contract?

A) A promise to perform a service.

B) A gift given voluntarily without any request.
C) Payment of money.

D) Exchange of goods.

Correct Answer: B) A gift given voluntarily without any request.

What is the legal principle that allows a promise to be enforced even without
consideration, if a party relied on it to their detriment?

A) Statute of Frauds
B) Promissory Estoppel
C) Invitation to Treat

D) Mirror Image Rule

Correct Answer: B) Promissory Estoppel

Which of the following contracts must be in writing to be enforceable under the
Statute of Frauds?

A) A contract for the sale of a car.

B) A contract for the sale of real property.

C) A contract for a service to be completed in one month.
D) A contract for a gift.

Correct Answer: B) A contract for the sale of real property.

What is the difference between a bilateral and a unilateral contract?

A) A bilateral contract involves one party, while a unilateral contract involves two parties.
B) A bilateral contract requires acceptance, while a unilateral contract does not.
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o C)Abilateral contract involves mutual promises, while a unilateral contract involves a
promise in exchange for performance.

e D) Abilateral contract is always written, while a unilateral contract is always oral.

Correct Answer: C) A bilateral contract involves mutual promises, while a unilateral contract
involves a promise in exchange for performance.

Which of the following is true about a minor's capacity to enter into a contract?
e A) Minors cannot enter into any contracts.

e B) Contracts with minors are always enforceable.

e () Contracts with minors are voidable at the minor's discretion.

e D) Minors can only enter into contracts for luxury items.

Correct Answer: C) Contracts with minors are voidable at the minor's discretion.
What is required for acceptance in a contract to be valid?

e A)Acceptance must be communicated and be a mirror image of the offer.

o B) Acceptance can be implied through silence.

e C)Acceptance must include a counter-offer.

e D) Acceptance can be vague and ambiguous.

Correct Answer: A) Acceptance must be communicated and be a mirror image of the offer.
What is a warranty in the context of insurance?

e A) A promise made by the insurer to pay claims promptly.

e B) A promise made by the insured that certain conditions will be met.

o C)Astatement made by the insured that is believed to be true.

e D) The intentional withholding of information by the insured.
Correct Answer: B) A promise made by the insured that certain conditions will be met.
Which of the following best describes concealment in insurance terms?

e A) Providing false information on an insurance application.

e B) Intentionally withholding material information by the insured.

e C) Making a promise to maintain certain conditions.

o D) A statement believed to be true by the insured.

Correct Answer: B) Intentionally withholding material information by the insured.

What is the primary purpose of the Fair Credit Reporting Act (FCRA)?
e A) To regulate the insurance industry.
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o B) To promote the accuracy, fairness, and privacy of consumer credit reports.
e C) To provide a government backstop for terrorism-related insurance claims.
e D) To define the geographic area where insurance coverage applies.

Correct Answer: B) To promote the accuracy, fairness, and privacy of consumer credit
reports.

What does the Gramm-Leach-Bliley Act require financial institutions to do?
e A) Provide a government backstop for terrorism-related insurance claims.

e B) Explain their information-sharing practices and protect consumers' private
information.

e C) Promote the accuracy of consumer credit reports.
o D) Define the geographic area where insurance coverage applies.

Correct Answer: B) Explain their information-sharing practices and protect consumers' private
information.

What is the main function of underwriting in the insurance industry?

e A) To provide legal advice to policyholders.

e B) To assess and price the risk of insuring a person or entity.

e () To investigate fraudulent claims.

e D) To promote consumer rights in credit reporting.

Correct Answer: B) To assess and price the risk of insuring a person or entity.
Which of the following is an example of a source of underwriting information?
e A)Awarranty in an insurance policy.

e B)A consumer's credit report.

e C) A policy application form.

e D) A privacy notice from a bank.
Correct Answer: B) A consumer's credit report.
What does the Terrorism Risk Insurance Act (TRIA) provide?

e A) A system for promoting the accuracy of credit reports.

e B) A government backstop for insurance claims related to acts of terrorism.
o C)Arequirement for financial institutions to protect consumer information.
o D) A definition of the geographic area where insurance coverage applies.

Correct Answer: B) A government backstop for insurance claims related to acts of terrorism.

What is the purpose of a policy application in insurance?

e A) To request insurance coverage.
Page 255 of 297



P&C AGENT PRELICENSING COURSE

e B) To provide a privacy notice to consumers.

e () To assess the risk of insuring a person or entity.

o D) To define the geographic area where coverage applies.
Correct Answer: A) To request insurance coverage.

Which type of liability is covered under Commercial General Liability (CGL) insurance
for bodily injury or property damage occurring on the insured's premises?

e A) Products and Completed Operations Liability

e B) Premises and Operations Liability

e () Contractual Liability

e D) Personal and Advertising Liability

Correct Answer: B) Premises and Operations Liability

What does the territory provision in an insurance policy define?

e A) The types of risks covered by the policy.

e B) The geographic area where coverage applies.

e C) The conditions under which a claim can be made.

e D) The privacy practices of the insurer.

Correct Answer: B) The geographic area where coverage applies.
What does Commercial General Liability (CGL) insurance primarily cover?
e A) Claims for which businesses may become legally liable

e B) Damage to the insured's own property

o C) Employee health benefits

e D) Losses due to market fluctuations
Correct Answer: A) Claims for which businesses may become legally liable
Which of the following is NOT a basic hazard covered by CGL insurance?
e A) Premises and Operations liability

e B) Products and Completed Operations liability

e C) Cybersecurity liability

e D) Independent Contractors liability
Correct Answer: C) Cybersecurity liability

What is the basis for calculating the premium for Premises liability under CGL
insurance?
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e A) Gross annual sales

e B) Size of the premises and public accessibility

e C) Number of employees

e D) Type of products sold
Correct Answer: B) Size of the premises and public accessibility

Which coverage form under CGL insurance provides protection against personal
injury and advertising injury liability?

e A)Coverage A

e B)Coverage B

e () Coverage C

e D) Coverage D
Correct Answer: B) Coverage B

What type of liability is covered under the "Insured Contracts" provision of CGL
insurance?

e A) Liability for pollution cleanup
o B) Liability assumed under specific contracts
o () Liability for product recalls
o D) Liability for intentional injuries
Correct Answer: B) Liability assumed under specific contracts
Which of the following is an exclusion under Coverage A of CGL insurance?
e A) Bodily injury due to negligence
o B) Liability arising out of expected or intentional injury
e C) Property damage on the insured's premises
e D) Medical payments to others
Correct Answer: B) Liability arising out of expected or intentional injury

What is the primary factor for determining the premium for Products liability under
CGL insurance?

e A) Number of employees

e B) Gross annual sales

e () Size of the premises

e D) Type of operations conducted

Correct Answer: B) Gross annual sales

Which of the following is covered under Completed Operations liability?
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e A) Damage to the insured's own product

e B) Bodily injury due to faulty construction after work completion

e () Pollution cleanup costs

e D) Employee injuries covered by workers' compensation
Correct Answer: B) Bodily injury due to faulty construction after work completion

What type of liability is provided by Owners and Contractors Protective insurance
under CGL?

e A) Direct liability
e B) Contingent liability
e C) Cyber liability
e D) Environmental liability
Correct Answer: B) Contingent liability
Which of the following is NOT covered by CGL insurance under the Products liability?
e A) Bodily injury caused by a faulty product
e B) Property damage caused by a faulty product
e () Cost of a product recall
o D) Liability after the product has left the premises
Correct Answer: C) Cost of a product recall
What is the primary purpose of Fire Legal Liability in a commercial lease agreement?
e A) To cover all types of property damage
o B) To cover property damage caused by fire due to the tenant's negligence
e C) To cover pollution-related damages
e D) To cover personal injury claims
Correct Answer: B) To cover property damage caused by fire due to the tenant's negligence

Which of the following is NOT covered under the Pollution Liability Coverage
Extension Endorsement?

e A) Bodily injury due to pollution

e B) Property damage due to pollution

e () Cost of pollutant clean-up

e D) Emissions of pollutants into the atmosphere
Correct Answer: C) Cost of pollutant clean-up

What type of coverage is provided by Coverage B in a Commercial General Liability
policy?
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A) Fire damage liability

B) Personal Injury and Advertising Injury
C) Pollution liability

D) Medical payments

Correct Answer: B) Personal Injury and Advertising Injury

Which of the following is an exclusion under Coverage B for Personal Injury and
Advertising Injury?

A) Invasion of privacy

B) Libel

C) Knowingly violating another’s rights
D) Malicious prosecution

Correct Answer: C) Knowingly violating another’s rights

What is the main purpose of Coverage C: Medical Payments in a Commercial General
Liability policy?

A) To cover legal liability due to negligence
B) To cover necessary medical expenses regardless of fault
C) To cover property damage

D) To cover pollution-related incidents

Correct Answer: B) To cover necessary medical expenses regardless of fault

Which of the following is NOT a supplementary payment covered under a Commercial
General Liability policy?

A) Expenses the insurance company incurs
B) Cost of bonds to release attachments

C) Medical expenses for the insured

D) Prejudgment interest

Correct Answer: C) Medical expenses for the insured

In an Occurrence Form policy, when is coverage triggered?

A) When a claim is filed during the policy period

B) When an occurrence takes place during the policy period
C) When the policy is renewed

D) When the policy is canceled

Correct Answer: B) When an occurrence takes place during the policy period

What is the purpose of a Retroactive Date in a Claims-Made Form policy?
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e A) To extend the policy period indefinitely

o B) To specify a date before which losses are not covered

e () To provide coverage for future claims

e D) To determine the premium amount

Correct Answer: B) To specify a date before which losses are not covered

Which of the following is NOT a condition for Medical Payments coverage under
Coverage C?

e A) The accident must occur in the coverage territory

e B) Medical expenses must be reported within one year

e C) The insured must be found legally liable

o D) Coverage is on a per person basis

Correct Answer: C) The insured must be found legally liable

Which of the following is an example of an Advertising Injury under Coverage B?
e A) False arrest

e B) Copyright infringement

e C) Malicious prosecution

e D) Invasion of privacy

Correct Answer: B) Copyright infringement
What is the purpose of the Extended Reporting Period (ERP) in an insurance policy?
e A) To extend the policy period itself

e B) To extend the time in which a claim can be reported to the insurer

e () To increase the coverage limits

e D) To reduce the premium costs
Correct Answer: B) To extend the time in which a claim can be reported to the insurer
Which of the following is true about the Basic Extended Reporting Period?

e A) It requires an additional premium

e B) It provides an indefinite extension for reporting claims

o () It starts at the end of the policy period and provides an additional 60 days for
reporting claims

e D) It can be cancelled at any time

Correct Answer: C) It starts at the end of the policy period and provides an additional 60 days
for reporting claims
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What is the maximum additional premium that may be charged for a Supplemental
Extended Reporting Period?

e A) 100% of the annual Commercial General Liability policy premium

e B) 150% of the annual Commercial General Liability policy premium

e C) 200% of the annual Commercial General Liability policy premium

e D) 250% of the annual Commercial General Liability policy premium
Correct Answer: C) 200% of the annual Commercial General Liability policy premium

Who is considered an insured under a Commercial General Liability policy for a
limited liability company?

e A) Only the named insured

e B) Members and managers, but only in connection with their duties

e C) Only the executive officers

e D) Only the stockholders

Correct Answer: B) Members and managers, but only in connection with their duties
What happens if a claims-made policy is replaced with an occurrence form policy?

e A) There is no change in coverage

e B) There may be a gap in coverage for incidents not reported within the policy period of
the claims-made form

e C) The retroactive date is automatically advanced

e D) The policy limits are doubled

Correct Answer: B) There may be a gap in coverage for incidents not reported within the
policy period of the claims-made form

What is the role of the first named insured in an insurance policy?
e A) To pay the premiums only

o B) To have the authority to make changes, file claims, and receive communications from
the insurer

e C) To act as a legal representative of the insurer
e D) To manage the insurer's investments

Correct Answer: B) To have the authority to make changes, file claims, and receive
communications from the insurer

Which limit is reset at the start of a new policy period in a Commercial General
Liability policy?

e A) Per Occurrence limit
e B) Medical Expense limit
e C) General Aggregate limit

e D) Personal and Advertising Injury limit
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Correct Answer: C) General Aggregate limit

What is the Personal and Advertising Injury limit subject to?
e A) The Products and Completed Operations Aggregate limit
e B) The General Aggregate limit

e C) The Per Occurrence limit

e D) The Medical Expense limit

Correct Answer: B) The General Aggregate limit

Under what condition is automatic coverage provided for newly acquired or formed
organizations?

e A) The organization must be a partnership

e B) The named insured must maintain ownership or a majority interest in the new
organization

e C) The organization must have similar insurance available
e D) The organization must be a joint venture

Correct Answer: B) The named insured must maintain ownership or a majority interest in the
new organization

What is the maximum amount the insurer will pay for fire damage to premises rented
to the insured?

e A) The General Aggregate limit

e B) The Products and Completed Operations Aggregate limit

e C) The Damage to Premises Rented to the Insured limit

e D) The Medical Expense limit
Correct Answer: C) The Damage to Premises Rented to the Insured limit

What is the primary purpose of the "Damage to Property of Others Conditions" in an
insurance policy?

e A) To outline the insurer's responsibilities and the insured's obligations when damage
occurs to property owned by others.

o B) To provide a list of all possible damages that can occur to the insured's property.
e () To determine the value of the insured's property.
e D) To specify the premium amount for the insurance policy.

Correct Answer: A) To outline the insurer's responsibilities and the insured's obligations when
damage occurs to property owned by others.

Which of the following is NOT included in the definition of "Mobile Equipment"?
e A) Bulldozers and farm machinery

e B) Vehicles designed for travel on public roads

e () Vehicles that travel on crawler treads
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e D) Vehicles providing mobility to permanently mounted power cranes
Correct Answer: B) Vehicles designed for travel on public roads
What does "Split Limits" in automotive insurance refer to?

e A)Asingle limit that covers both bodily injury and property damage.

o B) Separate coverage limits for bodily injury per person, per accident, and property
damage per accident.

e C) Coverage for damages if you're hit by a driver without insurance.
o D) Coverage for medical expenses for you and your passengers, regardless of fault.

Correct Answer: B) Separate coverage limits for bodily injury per person, per accident, and
property damage per accident.

In the context of insurance, what is "Subrogation"?
e A) The insurer's right to audit the insured’s books and records.

e B) The insured's agreement to transfer any rights to recover payments made by the
insurer.

e C) The process of renewing an insurance policy.
e D) The method of calculating insurance premiums.

Correct Answer: B) The insured's agreement to transfer any rights to recover payments made
by the insurer.

Which of the following is considered "Impaired Property"?

e A) Tangible property that is less useful because it incorporates the insured’s defective
product.

e B)Any property owned by the insured.
e C) Property that is permanently damaged and cannot be restored.
o D) Property that is not covered by any insurance policy.

Correct Answer: A) Tangible property that is less useful because it incorporates the insured’s
defective product.

What is covered under "Uninsured Motorists" coverage?

o A) Damages if you're hit by a driver with insufficient insurance.

o B) Damages if you're hit by a driver without insurance.

e C) Medical expenses for you and your passengers, regardless of fault.
o D) Damage to your vehicle from a collision, regardless of fault.
Correct Answer: B) Damages if you're hit by a driver without insurance.
Which of the following is NOT considered "Mobile Equipment"?

e A) Forklifts

e B) Vehicles maintained for use solely on or next to premises the insured owns or rents
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C) Personal cars used for daily commuting

D) Vehicles that provide mobility to permanently mounted power cranes

Correct Answer: C) Personal cars used for daily commuting

What does "Combined Single Limit" mean in automotive insurance?

A) Alimit that covers only bodily injury.

B) A limit that covers only property damage.

C) Assingle limit that covers both bodily injury and property damage.
D) A limit that covers medical expenses for you and your passengers.

Correct Answer: C) A single limit that covers both bodily injury and property damage.

What is the definition of "Pollutants” in the context of insurance?

A) Any solid, liquid, gaseous, or thermal irritant or contaminant.
B) Only liquid contaminants.

C) Only gaseous irritants.

D) Only thermal irritants.

Correct Answer: A) Any solid, liquid, gaseous, or thermal irritant or contaminant.

What is the coverage territory usually defined as in a Commercial General Liability
policy?

A) Only the United States of America.

B) The United States of America, including its territories or possessions, Puerto Rico,
and Canada.

C) Only international waters.

D) Only the state where the insured resides.

Correct Answer: B) The United States of America, including its territories or possessions,
Puerto Rico, and Canada.

What type of coverage does the Auto Dealers Coverage Form provide for auto
dealerships?

A) Liability and physical damage
B) Medical payments
C) Uninsured motorists

D) Mobile equipment

Correct Answer: A) Liability and physical damage

Which of the following is an example of a situation covered by Garagekeepers
Insurance?

A) A dealership is sued for selling a defective car.

B) A customer's car is damaged while being serviced at the dealership.
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e C) Damage from normal wear and tear.

o D) Aforklift in a warehouse is damaged.

Correct Answer: B) A customer's car is damaged while being serviced at the dealership.

What does the Drive Other Car (DOC) coverage extend to the named insured?
e A) Coverage for vehicles primarily used on public roads

o B) Liability coverage when driving a vehicle not owned or listed on their policy
e C) Coverage for damage to the insured's own vehicle

e D) Coverage for uninsured motorists

Correct Answer: B) Liability coverage when driving a vehicle not owned or listed on their
policy

Which of the following is typically excluded from coverage under the Auto Dealers
Coverage Form?

e A) Damage from a collision
o B) Damage from normal wear and tear

C) Damage to a customer's vehicle while in the dealership's care
e D) Damage from theft

Correct Answer: B) Damage from normal wear and tear

What is the purpose of the Lease Gap coverage?

A) To cover the difference between the actual cash value of a leased vehicle and the
remaining balance on the lease in the event of a total loss

B) To provide coverage for vehicles not owned by the insured but used for business
purposes

C) To cover medical payments for injuries sustained in an auto accident
e D) To provide liability coverage for vehicles used for delivery

Correct Answer: A) To cover the difference between the actual cash value of a leased vehicle
and the remaining balance on the lease in the event of a total loss

Which part of the Personal Auto Policy provides coverage for damage to the insured's
own automobile?

e A) Part A— Liability coverage

o B) Part B — Medical payments coverage

e C) Part C — Uninsured motorists coverage

e D) Part D — Coverage for damage to your auto

Correct Answer: D) Part D — Coverage for damage to your auto
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What is the purpose of the Named Non-Owner Coverage endorsement?
e A) To provide coverage for individuals who own a car

e B) To provide coverage for individuals who do not own a car but drive borrowed or
rented cars

e C) To provide coverage for snowmobiles
e D) To provide coverage for vehicles used for commercial purposes

Correct Answer: B) To provide coverage for individuals who do not own a car but drive
borrowed or rented cars

Which of the following is NOT considered a covered auto under the Personal Auto
Policy?

e A)Avehicle listed in the Declarations page

e B)Atrailer owned by the named insured

e C)Avehicle used for delivery or commercial purposes

o D) A private passenger vehicle acquired during the policy period

Correct Answer: C) A vehicle used for delivery or commercial purposes
What does the Extended Non-Owned Coverage endorsement provide?
e A) Coverage for owned vehicles only

e B) Coverage for non-owned autos furnished for the insured’s regular use
e C) Coverage for snowmobiles

o D) Coverage for temporary substitute vehicles
Correct Answer: B) Coverage for non-owned autos furnished for the insured’s regular use

Under the Part A — Liability Insuring Agreement, what is the insurer's duty regarding
defense costs?

e A) The insurer will pay defense costs only up to the limits of liability.

e B) The insurer will pay defense costs in addition to the limits of liability.

e C) The insurer will not pay any defense costs.

e D) The insurer will pay defense costs only if the insured is found liable.
Correct Answer: B) The insurer will pay defense costs in addition to the limits of liability.
Who is included in the definition of the "Insured" under the policy?

e A) Only the named insured
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e B) The named insured and family members using any auto
e C) Only the named insured and their spouse
e D) Only the named insured and their children

Correct Answer: B) The named insured and family members using any auto

Which of the following is covered under Part A — Liability's Supplementary Payments?
e A) Up to $500 for bail bonds

e B) Up to $250 for bail bonds

e C) Up to $100 for bail bonds

e D) Up to $300 for bail bonds

Correct Answer: B) Up to $250 for bail bonds

Which of the following is an exclusion under Part A — Liability coverage?

e A) Damage to a neighbor's property

e B) Intentional bodily injury by the insured

e C) Bodily injury to a pedestrian

e D) Damage to a rental car

Correct Answer: B) Intentional bodily injury by the insured
What is the per person limit for bodily injury if the limits of liability are 25/50/257?

e A)$50,000

» B)$25,000

« C)$75,000

« D) $100,000
Correct Answer: B) $25,000
Under Part B — Medical Payments, who is covered for injuries received in an accident?
e A) Only the named insured

e B) The named insured, family members, and passengers in the named insured’s auto
e C) Only passengers in the named insured’s auto

e D) Only family members

Correct Answer: B) The named insured, family members, and passengers in the named

insured’s auto

Which of the following is NOT covered under Part B — Medical Payments?
e A) Injuries sustained while occupying a vehicle used in racing

e B) Injuries sustained while walking

Page 267 of 297



P&C AGENT PRELICENSING COURSE

e () Injuries sustained while cycling
e D) Injuries sustained while occupying a covered auto

Correct Answer: A) Injuries sustained while occupying a vehicle used in racing

What happens if there is more than one auto liability insurance policy in place at the
time of a loss?

e A) Each insurer pays the full amount of the loss
e B) Each insurer pays their share of the loss in proportion to their limit of liability
e C) Only the primary insurer pays
e D) The insured pays the loss out of pocket
Correct Answer: B) Each insurer pays their share of the loss in proportion to their limit of
liability
Which of the following scenarios would be covered under Part A — Liability?
e A) The insured's car is used as a taxi
e B) The insured's car is used in a share-the-cost car pool
e C) The insured's car is used in a racing contest
e D) The insured's car is used for commercial delivery
Correct Answer: B) The insured's car is used in a share-the-cost car pool
What is the role of the Part A Financial Responsibility provision?
e A) To provide coverage for medical expenses
e B) To certify the policy as proof of future financial responsibility
e C) To exclude coverage for intentional damage
e D) To provide coverage for property damage
Correct Answer: B) To certify the policy as proof of future financial responsibility
Which of the following is a specific exclusion under Part B — Medical Payments?
e A) Injuries sustained while occupying a covered auto
e B) Injuries sustained while using a vehicle as a residence
e () Injuries sustained while walking
e D) Injuries sustained while cycling
Correct Answer: B) Injuries sustained while using a vehicle as a residence
What is the primary insurer in the case of a vehicle not owned by the insured?
e A) The driver's policy
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e B) The owner's policy
e C) The insured's health plan
e D) The excess insurer

Correct Answer: B) The owner's policy

Which of the following is NOT covered under Part D — Physical Damage Insuring
Agreement?

e A) Collision

e B) Comprehensive

e C) Personal property in the vehicle

e D) Transportation expenses

Correct Answer: C) Personal property in the vehicle
What is the maximum amount Part D will pay for the loss of a nonowned trailer?
e A)$1,000

« B)$1,500
. C)$2,000
. D) $2,500

Correct Answer: B) $1,500

Which of the following is considered a collision under Part D coverage?
e A) Hitting a deer

e B) A vehicle hitting a rock in the middle of the road

e C) Theft of the vehicle

e D) Vandalism

Correct Answer: B) A vehicle hitting a rock in the middle of the road

What is the waiting period for transportation expenses coverage for losses arising out
of total theft of the auto?

e A)12 hours
e B) 24 hours
e ()48 hours
e D) 72hours
Correct Answer: C) 48 hours
Which of the following is NOT considered an uninsured motor vehicle?

e A) A vehicle with no liability coverage at the time of the accident
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e B) A vehicle operated by a hit-and-run driver

e C)Avehicle owned by a government unit

e D) Avehicle with insufficient liability coverage to meet state requirements
Correct Answer: C) A vehicle owned by a government unit

What is the purpose of medical payments coverage under Part B?
e A) To cover physical damage to the insured's car

e B) To pay for medical expenses for the insured and family members in case of an auto
accident

e C) To cover liability for damages to other vehicles
e D) To provide coverage for uninsured motorists

Correct Answer: B) To pay for medical expenses for the insured and family members in case
of an auto accident

Which of the following is excluded from Part D coverage?
e A) Collision with another vehicle

e B) Theft of the vehicle

e C) Damage due to wear and tear

e D) Contact with a bird or animal

Correct Answer: C) Damage due to wear and tear

What is the maximum daily amount paid for transportation expenses under Part D?
« A)$10

. B)$15
. C)$20
e D)$25

Correct Answer: C) $20

Which of the following is NOT a peril covered under comprehensive coverage?
e A)Fire

o B) Earthquake

e C) Collision with another vehicle

e D) Vandalism

Correct Answer: C) Collision with another vehicle

What does Symbol 1 cover in the Business Auto Coverage?
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e A) Only owned autos

e B)Any auto the insured uses, whether owned or not
e C) Only non-owned autos

e D) Only hired autos

Correct Answer: B) Any auto the insured uses, whether owned or not

Which of the following is NOT covered under the Business Auto Liability coverage?
e A) Temporary substitute vehicles

e B) Trailers with a load capacity of 2,000 pounds or less

e C) Mobile equipment while it is being towed

e D) Sound reproducing equipment
Correct Answer: D) Sound reproducing equipment

What is the maximum amount covered for bail bonds under Business Auto
supplementary payments?

e A)$500

« B)$1,000
« C)$2,000
« D) $5,000

Correct Answer: C) $2,000

Which of the following is considered a "non-owned" auto?

e A)Avehicle owned by the business

e B) A vehicle rented by the insured

e C)An employee's personal vehicle used for business purposes

e D) A vehicle temporarily substituted for a covered auto
Correct Answer: C) An employee's personal vehicle used for business purposes

What is the standard deductible for comprehensive coverage per covered auto per
loss?

e A)$250
e B)$500
e C)$750
. D)$1,000

Correct Answer: B) $500
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Which of the following is NOT a type of physical damage coverage?
e A) Comprehensive

e B) Collision

e () Liability

o D) Specified causes of loss
Correct Answer: C) Liability

What is the maximum coverage for transportation expenses due to theft of a covered
vehicle?

e A) $10 per day, $300 total
e B) $15 per day, $450 total
e C) $20 per day, $600 total
e D) $25 per day, $750 total
Correct Answer: C) $20 per day, $600 total
Which of the following is specifically excluded from liability coverage?
e A) The named insured
e B)Aperson working in an auto-related business
e () Other drivers using a covered vehicle with permission
e D) Those liable for the conduct of an insured
Correct Answer: B) A person working in an auto-related business
What type of coverage does the Garage Coverage form NOT provide?
e A) Liability coverage
o B) Garagekeepers coverage
e C) Physical damage coverage
e D) Health insurance coverage
Correct Answer: D) Health insurance coverage

Which of the following is considered "mobile equipment" under the Business Auto
Coverage?

e A) Passenger cars
e B) Trucks

e C) Bulldozers

e D) Motorcycles

Correct Answer: C) Bulldozers
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What is Symbol 30 in the Garage Coverage form used for?

e A) Physical damage coverage for dealer's autos

o B) Customers’ autos left with the insured for service, repair, storage, or safekeeping
o () Liability coverage for garage operations

e D) Trailer interchange coverage

Correct Answer: B) Customers’ autos left with the insured for service, repair, storage, or
safekeeping

Which of the following is NOT covered under the Garage Coverage form's liability
coverage?

e A)An employee taking a customer's car on a test drive

e B) A customer injured on the premises

o C) Damage to the property of others in the insured’s care, custody, or control
e D) Product liability related to a bad repair

Correct Answer: C) Damage to the property of others in the insured’s care, custody, or
control

What does the Garagekeepers coverage under the Garage Coverage form include?
e A) Liability for damage to the insured's own vehicles

o B) Liability for damage to the customer’s property in the insured’s care

e C) Coverage for owned private passenger autos

e D) Coverage for product recalls
Correct Answer: B) Liability for damage to the customer’s property in the insured’s care
What is the purpose of the MCS-90 Endorsement?

e A) To provide coverage for mobile equipment

e B) To extend coverage to non-owned autos

e C) To provide public liability coverage for bodily injury, property damage, and
environmental restoration

e D) To cover employees using their own vehicles for business use

Correct Answer: C) To provide public liability coverage for bodily injury, property damage, and
environmental restoration

Which symbol is used in the Truckers Coverage form for trailers borrowed or leased
by the named insured?

« A) Symbol 30
« B) Symbol 31
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e C) Symbol 48
e D) Symbol 49
Correct Answer: C) Symbol 48

What is the minimum liability limit required by the Motor Carrier Act for vehicles
transporting non-hazardous material interstate?

« A)$750,000

« B)$1,000,000

« C)$5,000,000

e D) $10,000,000
Correct Answer: A) $750,000

Which endorsement provides personal auto coverage for immediate family members
of the named insured?

e A) Drive Other Car Coverage Endorsement

e B) Individual Named Insured

e C) Employees as Additional Insureds

e D) Mobile Equipment Endorsement

Correct Answer: B) Individual Named Insured
What type of coverage does the Truckers Coverage form NOT provide?
e A) Liability

e B) Trailer interchange

e () Physical damage

e D) Owned private passenger autos
Correct Answer: D) Owned private passenger autos

Which of the following is a unique feature of the Motor Carrier Coverage form
compared to the Truckers Coverage form?

e A) It covers private passenger autos
e B) Itincludes trailer interchange coverage
e () It excludes liability coverage

e D) It provides coverage for non-owned autos
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Correct Answer: A) It covers private passenger autos
What is excluded from the Garagekeepers coverage under the Garage Coverage form?
e A) Collision coverage for customer vehicles

o B) Comprehensive coverage for customer vehicles

e C) Theft of a car by an employee

e D) Direct damage coverage on a primary basis
Correct Answer: C) Theft of a car by an employee

What is the primary purpose of workers' compensation insurance?

e A) To provide health insurance for employees

o B) To offer benefits to employees injured or ill due to work-related activities

e () To cover unemployment benefits

e D) To provide retirement benefits

Correct Answer: B) To offer benefits to employees injured or ill due to work-related activities
Which of the following is NOT considered a work-related injury?

e A)An employee slips and falls at a construction site

e B)An employee injures their ankle while playing soccer on the weekend

e C) An employee develops carpal tunnel syndrome from typing

e D) An employee is injured while lifting heavy boxes at work
Correct Answer: B) An employee injures their ankle while playing soccer on the weekend
What is the "exclusive remedy" principle in workers' compensation?

e A) It allows employees to choose between workers' compensation and suing their
employer

o B) It states that workers' compensation is the sole remedy for work-related injuries

e () It provides additional benefits beyond workers' compensation

e D) It allows employers to deny workers' compensation claims

Correct Answer: B) It states that workers' compensation is the sole remedy for work-related

injuries

Which of the following benefits is NOT covered under workers' compensation?

e A) Disability income

e B) Medical expenses

e () Retirement benefits

o D) Rehabilitation costs
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Correct Answer: C) Retirement benefits
What is the role of employers liability insurance?

e A) To cover health insurance for employees

o B) To provide coverage for legal fees and settlements when employees sue for damages
beyond workers' compensation

e () To offer unemployment benefits

e D) To provide retirement benefits

Correct Answer: B) To provide coverage for legal fees and settlements when employees sue
for damages beyond workers' compensation

Which of the following is a factor in determining workers' compensation insurance
premiums?

e A) The employee's age

e B) The type of business and historical claims data

e C) The employee's marital status

e D) The employer's credit score
Correct Answer: B) The type of business and historical claims data

What is the maximum weekly benefit for death/survivor benefits under workers'
compensation?

« A)$300.00
« B)$525.00
« C)$750.00

« D) $1,000.00

Correct Answer: B) $525.00

Which of the following is NOT a category of disability under workers' compensation?
e A) Permanent total disability

e B) Temporary partial disability

e C) Permanent partial disability

e D) Temporary full disability
Correct Answer: D) Temporary full disability

Which federal act allows interstate railroad workers to sue their employers for
negligence?

e A) The Longshore and Harbor Workers Compensation Act

e B) The Federal Employers Liability Act (FELA)
e C) The Jones Act
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e D) The Social Security Act
Correct Answer: B) The Federal Employers Liability Act (FELA)

What is the purpose of the NCCI Experience Modifications in workers' compensation
insurance?

e A) To adjust premiums based on a business's claims history and safety record
e B) To provide health insurance for employees
o C) To offer retirement benefits

e D) To determine unemployment benefits

Correct Answer: A) To adjust premiums based on a business's claims history and safety
record

What type of workers' compensation insurance is available only through the state
fund?

e A) Competitive
e B) Monopolistic
e C) Private
e D) Self-insured
Correct Answer: B) Monopolistic
What is the purpose of the Secondary Injury Fund?
e A) To provide insurance for self-insured employers
e B) To encourage employers to hire disabled workers by limiting liability
e C) To cover injuries during lunch breaks
e D) To provide coverage for mysterious disappearances
Correct Answer: B) To encourage employers to hire disabled workers by limiting liability

Which part of the standard workers' compensation policy provides liability insurance
for work-related injuries not covered by workers' compensation insurance?

e A) Part One — Workers’ Compensation

e B) Part Two — Employers Liability

e C) Part Three — Other States Insurance

e D) Part Four — Your Duties if Injury Occurs
Correct Answer: B) Part Two — Employers Liability

What is the minimum policy limit per accident for employers' liability under the
standard workers' compensation policy?

« A)$50,000
« B)$75,000
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e C)$100,000

« D) $150,000

Correct Answer: C) $100,000
Which of the following is NOT covered by workers' compensation insurance?
e A) Injuries sustained while performing assigned duties

e B) Injuries during lunch or break times

e C) Injuries on the employer’s premises

e D) Injuries while performing assigned duties off-premises
Correct Answer: B) Injuries during lunch or break times

What type of crime coverage protects businesses from financial losses due to
fraudulent acts committed by employees?

e A) Theft coverage
o B) Employee dishonesty coverage
e C) Robbery coverage
e D) Burglary coverage
Correct Answer: B) Employee dishonesty coverage

Which coverage protects against losses resulting from the use of force or threat of
force to steal money or property?

e A) Theft coverage
e B) Burglary coverage
e C) Robbery coverage
o D) Mysterious disappearance coverage
Correct Answer: C) Robbery coverage
What is the role of fidelity bonds in crime coverage?
e A) To cover losses from mysterious disappearances
o B) To protect against employee dishonesty, including theft and fraud
e C) To provide coverage for robbery and safe burglary
e D) To insure against natural disasters
Correct Answer: B) To protect against employee dishonesty, including theft and fraud

Which part of the standard workers' compensation policy covers the procedures to be
followed in the case of an employee’s injury?

e A) Part One — Workers’ Compensation

e B) Part Two — Employers Liability
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e C) Part Four — Your Duties if Injury Occurs

e D) Part Six — Conditions
Correct Answer: C) Part Four — Your Duties if Injury Occurs
What is the primary purpose of commercial crime insurance?
e A) To protect businesses from natural disasters

e B) To protect businesses and government entities from property losses due to crimes
such as burglary, robbery, theft, and employee dishonesty

e C) To provide health insurance for employees

e D) To cover legal expenses in all lawsuits

Correct Answer: B) To protect businesses and government entities from property losses due
to crimes such as burglary, robbery, theft, and employee dishonesty

Which of the following is NOT covered under the definition of "theft" in crime
coverage?

e A)Burglary
e B) Robbery
e C) Extortion
e D) Larceny

Correct Answer: C) Extortion

What is the difference between the Loss Sustained Form and the Discovery Form in
crime coverage?

e A) The Loss Sustained Form covers losses discovered during the policy period, while
the Discovery Form covers losses that occur during the policy period

e B) The Loss Sustained Form covers losses that occur during the policy period, while the
Discovery Form covers losses discovered during the policy period

o C) Both forms cover losses discovered and occurring during the policy period
e D) Neither form covers losses discovered or occurring during the policy period

Correct Answer: B) The Loss Sustained Form covers losses that occur during the policy
period, while the Discovery Form covers losses discovered during the policy period

Which of the following is defined as the taking of property from inside the premises by

a person unlawfully entering or leaving the premises with evidence of forcible entry or
exit?

e A) Robbery
e B)Burglary
o C) Safe burglary
o D) Extortion

Correct Answer: B) Burglary
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What is a fidelity bond used for in crime coverage?
e A) To cover losses from natural disasters
e B) To cover losses from employee theft or dishonesty

e C) To cover losses from unauthorized disclosure of confidential information
e D) To cover losses from nuclear hazards

Correct Answer: B) To cover losses from employee theft or dishonesty

Which of the following is NOT considered a "custodian™ under crime coverage forms?

e A)An employee having care and custody of covered property inside the premises
e B)Awatchperson

e C)Theinsured
e D) A partner of the insured
Correct Answer: B) A watchperson

What type of loss is covered under "Inside the premises — theft of money and
securities"?

e A) Loss of property from a safe or vault

o B) Theft, disappearance, or destruction of money while inside the insured premises or a
banking premise

o C) Loss of property by actual or attempted robbery while outside the premises
e D) Losses resulting from forgery or alteration of checks

Correct Answer: B) Theft, disappearance, or destruction of money while inside the insured
premises or a banking premise

Which of the following is an exclusion under crime coverage?
e A) Theft committed by an employee

e B) Losses due to pollution

e C) Losses from computer fraud

e D) Losses from funds transfer fraud
Correct Answer: B) Losses due to pollution

What is covered under "Computer fraud" in crime coverage?

Page 280 of 297



P&C AGENT PRELICENSING COURSE

e A) Theft of property directly related to the use of a computer to fraudulently cause a
transfer from inside the premises to a person or place outside the premises

e B) Losses from unauthorized disclosure of confidential information
e C) Losses from nuclear hazards
e D) Losses from employee theft

Correct Answer: A) Theft of property directly related to the use of a computer to fraudulently
cause a transfer from inside the premises to a person or place outside the premises

What is the limit of liability and deductible applied to in crime coverage?
e A) Per employee

e B) Per occurrence

e C) Per policy period

e D) Perclaim
Correct Answer: B) Per occurrence

What is the maximum amount an insurer will pay for loss or damage to property other
than money and securities under crime coverage?

e A) The property's market value

e B) The property's replacement cost or the limit of insurance, whichever is less
e C) The property's original purchase price

e D) Twice the property's replacement cost

Correct Answer: B) The property's replacement cost or the limit of insurance, whichever is
less

How are losses to securities valued under crime coverage?

e A)Atface value

e B) At market value at close of business on the day the loss was discovered

e C)Atreplacement cost

o D) At the original purchase price

Correct Answer: B) At market value at close of business on the day the loss was discovered
What is the coverage territory for crime coverage?

e A) Worldwide

e B) United States, its territories and possessions, Puerto Rico, and Canada

e C) North America only

e D) United States only
Correct Answer: B) United States, its territories and possessions, Puerto Rico, and Canada
Which of the following is NOT automatically covered for 90 days under crime

coverage?

Page 281 of 297



P&C AGENT PRELICENSING COURSE

e A) New employees

o B) Additional premises obtained through a merger

e C) New equipment purchases

o D) Additional premises obtained through an acquisition
Correct Answer: C) New equipment purchases

What is the primary difference between the Loss Sustained Form and the Discovery
Form in crime coverage?

e A) The type of property covered

e B) The trigger for coverage

e C) The geographical coverage area
e D) The amount of deductible

Correct Answer: B) The trigger for coverage

Which of the following is NOT covered by a Fidelity bond?

e A) Loss of cash due to employee theft

o B) Losses based solely on inventory shortages

e C) Loss of merchandise due to employee theft

e D) Loss of autos due to employee theft

Correct Answer: B) Losses based solely on inventory shortages
What is the role of the Surety in a Fidelity bond?

e A) The employee who is required to perform duties honestly

e B) The party who guarantees that the Principal will perform as agreed
e C) The employer who will be paid if the Principal fails to perform

e D) The party who initiates the bond
Correct Answer: B) The party who guarantees that the Principal will perform as agreed

Which type of professional liability insurance covers claims of negligence or
inadequate work by professionals?

e A) Medical Malpractice

e B) Errors and Omissions (E&QO)

e C) Directors and Officers (D&O)

o D) Employment Practices Liability (EPLI)
Correct Answer: B) Errors and Omissions (E&O)

What does Cyber Liability insurance cover?
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e A) Losses due to data breaches and cyberattacks

e B) Losses due to employee theft

e () Losses due to natural disasters

e D) Losses due to equipment failure

Correct Answer: A) Losses due to data breaches and cyberattacks

Which of the following is an example of a situation where Liquor Liability insurance
would be applicable?

e A)Abar is sued after a patron causes a car accident while intoxicated
e B)Arestaurant is sued for food poisoning

e C)Ahotel is sued for a slip and fall accident

e D) Aretail store is sued for false advertising

Correct Answer: A) A bar is sued after a patron causes a car accident while intoxicated

What does Professional Liability Insurance cover?

e A) Claims of theft or fraud in professional services

o B) Claims of negligence or errors in professional services

e () Claims of property damage

e D) Claims of personal injury

Correct Answer: B) Claims of negligence or errors in professional services

Which professionals are particularly in need of Professional Liability Insurance?
e A) Retail workers

e B) Consultants, accountants, and lawyers

e C) Construction laborers

e D) Sales representatives

Correct Answer: B) Consultants, accountants, and lawyers

Why is Professional Liability Insurance important for business professionals?
e A) It covers personal expenses

e B) It provides protection against lawsuits and financial security

e () It guarantees business profits

o D) It covers travel expenses

Correct Answer: B) It provides protection against lawsuits and financial security
What does Directors and Officers Liability Insurance cover?
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e A) Claims against company executives for decisions made while managing the business
e B) Claims of product defects

e () Claims of environmental damage

o D) Claims of workplace injuries

Correct Answer: A) Claims against company executives for decisions made while managing
the business

How can Directors and Officers Liability Insurance benefit a company?
e A) By reducing employee salaries

e B) By attracting and retaining top talent

e () By increasing product sales

o D) By lowering utility costs

Correct Answer: B) By attracting and retaining top talent

What type of claims does Employment Practices Liability Insurance cover?
e A) Claims of product liability
e B) Claims of discrimination, harassment, or wrongful termination
e () Claims of copyright infringement
o D) Claims of breach of contract
Correct Answer: B) Claims of discrimination, harassment, or wrongful termination
Which industries are more susceptible to employment-related claims?
e A) Healthcare, hospitality, and retail
e B) Agriculture, mining, and fishing
e C) Manufacturing, construction, and transportation
e D) Education, arts, and entertainment
Correct Answer: A) Healthcare, hospitality, and retail
Why is Employment Practices Liability Insurance important for businesses?
e A) It covers the cost of office supplies

o B) It helps cover legal fees, settlements, and damages from employment-related
lawsuits

e () It guarantees employee promotions

e D) It covers the cost of employee training
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Correct Answer: B) It helps cover legal fees, settlements, and damages from employment-
related lawsuits

What is a potential benefit of having Employment Practices Liability Insurance?
e A) It ensures higher employee turnover

B) It provides coverage for public relations expenses to mitigate reputational damage
e () It guarantees higher sales revenue

e D) It reduces the need for employee evaluations

Correct Answer: B) It provides coverage for public relations expenses to mitigate reputational
damage

What is a common misconception about company indemnification provisions?
e A) They provide comprehensive coverage in the event of a lawsuit

e B) They are unnecessary for small businesses

e C) They are only applicable to large corporations

e D) They are more expensive than D&O insurance

Correct Answer: A) They provide comprehensive coverage in the event of a lawsuit

What is the primary purpose of umbrella/excess liability insurance?

e A) To provide coverage for property damage

o B) To offer additional coverage beyond the limits of an underlying policy

e () To replace primary liability policies

e D) To cover intentional acts
Correct Answer: B) To offer additional coverage beyond the limits of an underlying policy

Which type of insurance typically follows the same terms and conditions as the
underlying primary policy?

e A) Commercial umbrella insurance

e B) Commercial excess liability insurance

e C) Personal umbrella insurance

e D) Business Owners Policy (BOP)
Correct Answer: B) Commercial excess liability insurance

What is a key difference between commercial umbrella insurance and commercial
excess liability insurance?

e A) Umbrella insurance is only for personal use
e B) Excess liability insurance offers broader coverage

e C) Umbrella insurance may offer broader coverage
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o D) Excess liability insurance is cheaper

Correct Answer: C) Umbrella insurance may offer broader coverage
Which of the following is NOT typically covered by a personal umbrella policy?
e A) Personal injury insurance

o B) Coverage for small watercraft

e C) Intentional acts

o D) Liability for a teenage driver

Correct Answer: C) Intentional acts
What is the principle of indemnity in insurance?

e A) To ensure the insured profits from a claim

o B) To restore the insured to their financial position before the loss
e () To provide unlimited coverage

e D) To cover all types of losses

Correct Answer: B) To restore the insured to their financial position before the loss

Which of the following best describes a moral hazard?

e A)Atangible condition increasing loss probability

o B) Indifference to loss due to insurance presence

e () Reckless behavior due to having insurance

o D) Alegal principle requiring financial interest

Correct Answer: C) Reckless behavior due to having insurance
What is the Actual Cash Value (ACV) in loss valuation?

e A) The cost to replace an item without depreciation

e B) The market value of an item

e C) The value of an item considering depreciation

e D) The agreed value between insurer and insured

Correct Answer: C) The value of an item considering depreciation
Which of the following is an example of a physical hazard?
e A)An employee's indifference to loss

e B)An old, faulty electrical system

o C)Adriver engaging in risky behavior

e D) Ahomeowner's financial interest in their house
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Correct Answer: B) An old, faulty electrical system
What is the purpose of a Business Owners Policy (BOP)?
e A) To provide coverage for large corporations

e B) To combine various coverages into a single policy for small to medium-sized
businesses

o () To offer unlimited liability coverage
e D) To cover only property damage

Correct Answer: B) To combine various coverages into a single policy for small to medium-
sized businesses

What is insurable interest in the context of insurance?

e A) The chance of a loss occurring

e B) A condition increasing the likelihood of a loss

e C)Alegal principle requiring a financial interest in the insured item
e D) The estimated resale value of an item after a total loss

Correct Answer: C) A legal principle requiring a financial interest in the insured item

What is the definition of negligence in the context of insurance?
e A) The legal responsibility for damages caused to another party.
e B) The failure to exercise reasonable care, resulting in damage or injury to another party.
e C)An event or series of events that result in a loss or damage.

e D) Atemporary insurance contract that provides coverage until a formal policy is issued.

Correct Answer: B) The failure to exercise reasonable care, resulting in damage or injury to
another party.

Which of the following best describes a binder in insurance terms?
e A)Adocument that provides evidence of insurance coverage.
o B)Atemporary insurance contract that provides coverage until a formal policy is issued.

o () A statistical principle that states that the larger the number of exposure units, the
more predictable the losses become.

e D) A condition or promise in an insurance contract that must be met for coverage to be
valid.

Correct Answer: B) A temporary insurance contract that provides coverage until a formal
policy is issued.

What is the primary purpose of a certificate of insurance?
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e A) To provide a summary of the key details of the policy.

e B) To outline the duties and responsibilities of both the insured and the insurer.
e C) To provide evidence of insurance coverage.

e D) To list specific situations or perils that are not covered by an insurance policy.
Correct Answer: C) To provide evidence of insurance coverage.

Which of the following is an example of pure risk?

e A) Investing in the stock market.

e B) The risk of a house fire.

e () Starting a new business.

e D) Buying a lottery ticket.
Correct Answer: B) The risk of a house fire.
What is the role of the declarations page in an insurance policy?

e A) It outlines the insurer’s promise to pay for covered losses.

o B) It provides a summary of the key details of the policy.

o () It lists specific situations or perils that are not covered.

e D) It details the duties and responsibilities of both the insured and the insurer.

Correct Answer: B) It provides a summary of the key details of the policy.

What is the main difference between general and special damages?

e A) General damages compensate for specific monetary losses, while special damages
compensate for non-monetary losses.

e B) General damages are awarded to punish the defendant, while special damages are
for specific monetary losses.

e C) General damages compensate for non-monetary losses, while special damages
compensate for specific monetary losses.

e D) General damages are temporary, while special damages are permanent.

Correct Answer: C) General damages compensate for non-monetary losses, while special
damages compensate for specific monetary losses.

What does the Law of Large Numbers state in the context of insurance?

e A) The larger the number of exposure units, the more unpredictable the losses become.

e B) The larger the number of exposure units, the more predictable the losses become.

e C) The smaller the number of exposure units, the more predictable the losses become.

e D) The smaller the number of exposure units, the more unpredictable the losses
become.

Page 288 of 297



P&C AGENT PRELICENSING COURSE

Correct Answer: B) The larger the number of exposure units, the more predictable the losses
become.

What is the purpose of punitive damages?

e A) To compensate for non-monetary losses such as pain and suffering.

e B) To compensate for specific monetary losses such as medical bills and lost wages.
e () To punish the defendant for egregious conduct and deter future misconduct.

e D) To provide temporary insurance coverage until a formal policy is issued.

Correct Answer: C) To punish the defendant for egregious conduct and deter future
misconduct.

What is concealment in the context of insurance?

e A) The intentional withholding of material information crucial for underwriting an
insurance policy.

o B) A statement made by the insured during the application process that is believed to be
true.

e C) A condition or promise in an insurance contract that must be met for coverage to be
valid.

e D) Atemporary insurance contract that provides coverage until a formal policy is issued.

Correct Answer: A) The intentional withholding of material information crucial for underwriting
an insurance policy.

What is an endorsement in an insurance policy?
e A)Adocument that provides evidence of insurance coverage.
e B) An addition or modification to an insurance policy that alters the coverage.

o () A statistical principle that states that the larger the number of exposure units, the
more predictable the losses become.

o D) Atemporary insurance contract that provides coverage until a formal policy is issued.

Correct Answer: B) An addition or modification to an insurance policy that alters the
coverage.

What is the definition of the "insured" in an insurance policy?

e A) The person or entity that sells the insurance policy.

e B) The person or entity covered by an insurance policy.

e C) The company that underwrites the insurance policy.

o D) The broker who facilitates the purchase of the insurance policy.

Correct Answer: B) The person or entity covered by an insurance policy.
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In a homeowner's insurance policy, who is typically included as the insured?

Correct Answer: B) The policyholder and their family members living in the same household.
Which of the following is NOT typically considered a duty of the insured after a loss?
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A) Only the policyholder.

B) The policyholder and their family members living in the same household.

C) Only the policyholder's children.
D) Only the policyholder's spouse.

A) Disclose material information.
B) Avoid concealment and misrepresentation.
C) Investigate the claim.

D) Provide proof of loss to the insurer.

Correct Answer: C) Investigate the claim.

What is the primary role of the insurer in an insurance policy?

A) To sell the insurance policy.
B) To cover the insured's claims under the policy.
C) To act as a broker for the insured.

D) To provide legal advice to the insured.

Correct Answer: B) To cover the insured's claims under the policy.

Which of the following is a responsibility of an insurance company?

A) To conceal information from the insured.
B) To act in bad faith when handling claims.
C) To fully investigate the insured's claim.

D) To ignore communications from the insured.

Correct Answer: C) To fully investigate the insured's claim.

What does a mortgagee clause in a property insurance policy do?

Correct Answer: B) Ensures the insurance company pays the mortgage lender for losses.

A) Protects the homeowner from all types of damage.

B) Ensures the insurance company pays the mortgage lender for losses.

C) Allows the homeowner to cancel the insurance policy at any time.

D) Provides additional coverage for personal belongings.

Who is considered a named insured in an insurance policy?
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e A)Anyone living in the same household as the policyholder.

e B) The person whose name specifically appears on the policy.

e C) Any domestic employees of the policyholder.

e D) Any students dependent on the policyholder.
Correct Answer: B) The person whose name specifically appears on the policy.

Which of the following is NOT typically included in the definition of an insured living in

the same household?

e A) The named insured's partner.

e B) Relatives of the named insured or their partner.

e C)Any domestic employees.

e D) Neighbors of the named insured.

Correct Answer: D) Neighbors of the named insured.
What is the consequence if the insured fails to fulfill their duties after a loss?
e A) The policy is automatically renewed.

e B) The insured receives a bonus payment.

e C) The policy may be canceled, and premiums forfeited.

e D) The insurer must pay double the claim amount.

Correct Answer: C) The policy may be canceled, and premiums forfeited.

What is the duty to defend in an insurance policy?

e A) The insurer's obligation to provide legal representation if the insured is sued.
e B) The insured's responsibility to defend the insurer in court.

e C) The broker's duty to defend the policy terms.

e D) The insured's obligation to defend their own claims.

Correct Answer: A) The insurer's obligation to provide legal representation if the insured is

sued.

What is the role of a mortgagor in a mortgage transaction?
e A)Lender

e B) Borrower

e C) Insurance provider

e D) Real estate agent
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Correct Answer: B) Borrower
Which of the following best describes a mortgagee clause?
e A)Aclause that protects the borrower from foreclosure
e B)Aclause that indemnifies the lender against property damage
e C)Aclause that reduces the interest rate on a mortgage
o D) Aclause that extends the mortgage term
Correct Answer: B) A clause that indemnifies the lender against property damage

What is an example of a situation where a mortgagee clause would be beneficial to the
lender?

e A) The borrower pays off the mortgage early

e B) The property is damaged by a natural disaster

e C) The borrower refinances the mortgage

e D) The property value increases

Correct Answer: B) The property is damaged by a natural disaster
What is the primary purpose of a proof of loss form?

e A) To apply for a new insurance policy

e B) To formally notify the insurer of a claim

e C) To cancel an existing insurance policy

e D) To negotiate a lower insurance premium

Correct Answer: B) To formally notify the insurer of a claim

Which of the following is NOT typically included in a proof of loss form?
e A) Date and time of the incident

e B) Evidence of the loss

e C) The insured's credit score

e D) Current property replacement value

Correct Answer: C) The insured's credit score
What is a notice of claim?

e A)Arequest to increase insurance coverage

e B) Aformal notification to the insurer that a loss has occurred

e C) Adocument that cancels an insurance policy

o D) A statement of the insured's financial status
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Correct Answer: B) A formal notification to the insurer that a loss has occurred
In a mortgage transaction, who is the mortgagee?

e A) The borrower

e B) The lender

e C) The insurance company

e D) The real estate agent

Correct Answer: B) The lender
What happens if a proof of loss form is incomplete?
e A) The insurer automatically approves the claim

e B) The insurer may refuse to process the form

e C) The claim is settled for a lower amount

e D) The insurer increases the premium

Correct Answer: B) The insurer may refuse to process the form

Which of the following is an example of a supplementary payment in an insurance
policy?

e A) Premium refund

o B) Defense attorney fees
e C) Deductible waiver

e D) Policy renewal discount

Correct Answer: B) Defense attorney fees

What is the difference between cancellation and nonrenewal of an insurance policy?

e A) Cancellation occurs at the end of the policy term, while nonrenewal can happen

anytime

e B) Cancellation ends the policy before expiration, while nonrenewal is the decision not to

renew at term end

e () Cancellation is initiated by the insured, while nonrenewal is initiated by the insurer

e D) Cancellation increases the premium, while nonrenewal decreases it

Correct Answer: B) Cancellation ends the policy before expiration, while nonrenewal is the
decision not to renew at term end

When is a Notice of Insurance Claim appropriate?

e A)Only in cases of natural disasters
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e B) In almost any case where someone else was at fault for your injuries
e C) Only for car accidents

e D) Only when the insurance company requests it
Correct Answer: B) In almost any case where someone else was at fault for your injuries

What is the primary reason for sending a Notice of Insurance Claim as soon as
possible after an injury?

e A) To ensure the insurance company has enough time to process the claim

o B) To make sure the incident details are fresh in your mind and correct

e C) To avoid paying higher premiums

e D) To receive immediate compensation
Correct Answer: B) To make sure the incident details are fresh in your mind and correct

Which of the following is NOT a key element to include in a Notice of Insurance Claim?
e A) Your contact information

e B)Adetailed account of your financial status

o C) The date of the accident

e D) A brief description of the injuries sustained
Correct Answer: B) A detailed account of your financial status
What does the "Other Insurance Clause” in an insurance policy specify?
e A) The total amount of coverage available for a single policy

o B) How coverage will be apportioned if multiple insurance policies cover the same risk
e C) The deductible amount for each claim

e D) The premium payment schedule

Correct Answer: B) How coverage will be apportioned if multiple insurance policies cover the
same risk

What is subrogation in the context of insurance?
e A) The process of an insurer paying out a claim

e B) The legal right held by insurers to pursue a third party that caused an insurance loss
to the insured

e C) The method of calculating insurance premiums
e D) The act of canceling an insurance policy

Correct Answer: B) The legal right held by insurers to pursue a third party that caused an
insurance loss to the insured

Which of the following is an example of a loss settlement provision?
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e A) Subrogation

e B)Actual Cash Value

e () Other Insurance Clause

e D) Terrorism Risk Insurance Act

Correct Answer: B) Actual Cash Value
What does the Terrorism Risk Insurance Act (TRIA) provide?

e A) Amethod for calculating insurance premiums

e B) A government backstop for insurance claims related to acts of terrorism
e C)Aguideline for subrogation processes

e D) A standard for loss settlement provisions
Correct Answer: B) A government backstop for insurance claims related to acts of terrorism
How are insurance companies classified based on their origin of incorporation?
e A) Primary, Secondary, and Tertiary

e B) Local, National, and International

e C) Domestic, Foreign, and Alien

e D) Public, Private, and Government

Correct Answer: C) Domestic, Foreign, and Alien

What is the difference between a stock insurance company and a mutual insurance
company?

e A) Stock insurance companies are owned by policyholders, while mutual insurance
companies are owned by shareholders

e B) Stock insurance companies are owned by shareholders, while mutual insurance
companies are owned by policyholders

e C) Stock insurance companies are government-owned, while mutual insurance
companies are privately owned

e D) Stock insurance companies only offer life insurance, while mutual insurance
companies offer all types of insurance
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Correct Answer: B) Stock insurance companies are owned by shareholders, while mutual
insurance companies are owned by policyholders

What is the primary responsibility of an insurance agent?
e A) Investigating and settling insurance claims

e B) Selling insurance products and assisting consumers with applications and
enroliments

e C) Providing advice and information about insurance products without selling

e D) Arranging insurance coverage for risks that cannot be insured through standard
markets

Correct Answer: B) Selling insurance products and assisting consumers with applications
and enrollments

Which of the following is a reason for license revocation for an insurance agent?
e A) Completing continuing education requirements

e B) Engaging in fraudulent practices

e C) Holding a nonresident license

e D) Selling insurance in multiple states

Correct Answer: B) Engaging in fraudulent practices
What is the purpose of a temporary insurance license?

e A) To allow agents to sell insurance in multiple states

e B) To provide coverage for high-risk properties

e C) To continue business operations while waiting for a permanent license
o D) To offer discounts on insurance premiums

Correct Answer: C) To continue business operations while waiting for a permanent license

What does rebating in the insurance industry involve?

o A) Offering something of value to induce the purchase or renewal of an insurance policy
e B) Making false statements about an individual or entity

e C) Charging unauthorized or hidden fees to policyholders

e D) Mixing an insured's funds with the agent's or insurer's funds

Correct Answer: A) Offering something of value to induce the purchase or renewal of an
insurance policy

Which of the following is an example of unfair discrimination in insurance?
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e A) Charging higher premiums based on actuarial justification

o B) Offering discounts for completing a defensive driving course

e () Charging higher premiums to policyholders of a certain ethnicity without justification
o D) Providing coverage through the FAIR Plan

Correct Answer: C) Charging higher premiums to policyholders of a certain ethnicity without
justification

What is the role of a surplus lines broker?
e A) Investigating and settling insurance claims
e B) Selling insurance products and assisting consumers

e C)Arranging insurance coverage for risks that cannot be insured through standard
markets

e D) Providing advice and information about insurance products

Correct Answer: C) Arranging insurance coverage for risks that cannot be insured through
standard markets

What is the FAIR Plan designed to do?
e A) Provide auto insurance to high-risk drivers

o B) Offer property insurance to those who cannot obtain coverage in the standard market
e C) Ensure insurers remain solvent

e D) Provide temporary insurance contracts

Correct Answer: B) Offer property insurance to those who cannot obtain coverage in the
standard market

What is the purpose of uninsured motorist coverage?
e A) To provide discounts for completing a defensive driving course

o B) To protect policyholders in the event of an accident with an uninsured driver
e C) To ensure insurers remain solvent

e D) To offer property insurance to high-risk properties

Correct Answer: B) To protect policyholders in the event of an accident with an uninsured
driver

What does the Financial Responsibility Law require from drivers?
e A) To complete a defensive driving course

e B) To have insurance or other financial responsibility to cover damages in case of an
accident

e C) To provide coverage through the FAIR Plan
e D) To obtain a nonresident license

Correct Answer: B) To have insurance or other financial responsibility to cover damages in
case of an accident
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