Insurance protects a

business against risk. We
- : will look at fire insurance.
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Fire Insurance (section 13.3)

Companies take out fire insurance to protect them against the unlikcly but sometimes
devastating loss due to a fire. Lenders require that fire insurance be purchascd on a building or
‘Thome. Other insurance plans (homeowrler s, car, life, dlsabxhnt"y,uhablllty, long term health
health, renter’s, and other s) protect individuals h‘om possible risk and may be mandatory by law

“We will focus here on ﬁre insurance.
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Definitions: The contract between an insurance company and the owner of a building is called
an insurance policy. A basic fire policy provides coverage or protection for the owner and
mortgage holder of the building. The owner can also purchase coverage on the contents of the
building. Llablllty insurance covers them when someone gets hurt on the property. A claim is~
ﬁleixikﬁr_@_lpggﬂ occurs and the insured requests payment from the insurance company.

» The face value of a policy is the dollar amount of the insurance coverage. The annual cost of the
mls the > premium. The plermum is based on things like the age of the building, construc‘flon
‘materials, location, local crime rate, safety features like sprinkler systems, history of insurance
on the p10perly, etc.

/ Finding annual pmg;uums
T We Wlll factor in locatlon (termorlal ratmg) and the age, constructlon material, and general

Real-life insurance compames use underwriters and take more into account.
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Replacement cost refers to the cost to replace (rebuild) a bulldmg in the event it’s completely
Eés_n oyed. e

An older building is often more
expensive to replace than its fair
market value because new
construction costs can be higher.
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Here is the table we will use to ﬁgure annual premiums. Notice that the bu1ldmg and contents are

i T ——

deal with separtely.
Annual Rates for Each $100 of Insurance
Building Classification jﬁ\
A B (€ )
Territorial ——=="
Rating Building Contents Building | Contents Building Contents
1 $0.25 $0.32 $0.36 $0.49 $0.45 $0.60
2 $0.30 $0.44 $0.45 $0.55 $0.54 $0.75
3 $0.37 $0.46 $0.54 $0.60 |
______;.____-;;___,_-ﬁ = $0.50 $0.52 $0.75 $0.77 1 $0.84 $0.90
Z 5 $0.62 $0.58 g $0.92 $0.99 . $1.14
The table entries will Bie multiplied by the replacement ¢dst divided by $100.

( expl 1: Find the total annual premium for the following customer.
ob’s Hardware has a territorial rating of 4 and a buﬂdmg classification of C. The building value
w S e
is set at $2,325,000 with contents valued at $111, gﬁ
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First, divide the values by $100. Then, multiply those
numbers by the appropriate table entry. Premiums for the
building and contents are figured separately and then added.
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Coinsurance:-
I )

Q/Iost fires do not destroy the entire b

u@ and contents. For that reason, comeames are
allowed 10 save money by buymg insurance foronly a portlon of the bu11d1ng and contents

/ﬁ
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“Most fire Insurance policies have a coinsurance clause Effectwely, the business assumes some
of the risk.

‘value. )
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Most contracts on commercial bmldmcrs have ve an
g b

80% coinsurance clause. The business needs to
hz_i__v_oi_-}mhcﬂlth a face value of at least 80%

"Mmm
of the bullémo S reEIacemeg cost.
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If the policy has a face value of at least 80% of the replacement cost, the insurance company will.

pay for all losses. If the policy has.a face, Value that is less than 80% of the replacement cost, the
msurance company will only pay a portlon of the loss as found with this formula.

Flndmg Insurance Company Payout (if face valu@m% of replacement cost)
_ Amount insurance company paJD Amount of loss

Amount of policy
el 0% of replacement cost
Let’s see how that works.
} ind the amount that the insurance company w1ll | pay:
~CTause is in place. N

ssume an 80% coinsurance
a.) Replacement cost of building: $780,000

Face value of policy: $700,000

O
O
@Jﬁt of loss: $10,4000
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What is 80% of

the replacement
cost? Is their face
e

value enough?

10,400
eplacemeént cost of building: $780,000 -““‘”"""Wo ) O For how much
Face value of policy: $585,000
Amount of loss: $10,400

will the owne
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Multiple-carrier Insurance:
A business may have insurance policies with more than one insurance company. When this
happens, the insurance c0mpm1?§ﬁme the 10ad of paymg for the Toss in n prc opomon to the

amount of coverage ’the busmess  has. W1th each comnany —_—

expl 3NThe loss here is 111sured by muluple carmels Fmd the amount paid by each insurance

B s e
g

Insmance Loss: $360,000
Company 1 Coverage: $1,200,000 &, O é)@
Company 2 Coverage: $800,0QO 0, 4o ( 1{_‘9

= |, 200,000
o et iy

PRI
£ *2,000, 000

Find the total coverage.
“What percent of the
co—{f'g;;lge is held by each

C(fn-p_a:ly? They will pay this

—_percentage of the loss.

C@‘wpa«? / P“% 0% “ 360
- & ﬂ/é/ 000

What if the 80% coinsurance requirement is nof met?

Each insurance company w will pay th their plopomon of the total amount of payout as | figured by the
formula on page 3. You are not resp0n51ble for thls scenario but you L will see an example in the
book. =




