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Welcome to the 2009-2010 term!  

Our goal this year is to bring new members 
to our association and have all our current 
members participate of our monthly meet-
ings.  It is time to get everyone’s opinion, 
questions, concerns and new ideas.  If we 
want our association to grow and stay alive 
we need all of our member’s support.   To-
gether we are strong!  

Our first meeting this term is September 28 
at the Blue Ribbon.  Please come. Bring a 
co-worker, a friend, a new suggestion...  

See you then. 

Eva Costa                                                                                                                              
IPSC President 

President’s Message 

SAVE THE 
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Our new NAIW 
year begins! 
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How NOT To Explain Coinsurance To Clients 
By Chris Boggs 

July 20, 2009 

Coinsurance provisions found in property policies exist primarily to assure that the insurance 
carrier receives adequate premium for the risk insured. Without a coinsurance condition, and 
its applicable penalties, insureds might be willing to purchase an amount of coverage some-
what less than the value of the subject property because of the statistically low probability of 
a total loss. The purchase of lower limits lowers the collectable premium which ultimately ne-
cessitates higher rates. 

"Maximum" Losses 
Property is subject to two types of loss "maximums" which can lead to the discrepancy be-
tween insurable value and the insurance carried as alluded to in the first paragraph: 1) Maxi-
mum Possible Loss (MPL); and 2) Probable Maximum Loss (PML). The key terms are 
"possible" and "probable." 
It is "possible" that the entire structure may be destroyed in any one loss; thus the MPL is 
the entire value of the structure - the Total Insurable Value (TIV). However, a partial loss is 
statistically more likely than a total loss, thus the amount of the expected loss is considered 
the structure's "probable" loss. 
A structure's PML is based on several factors; its construction, the occupancy and the pro-
tections against losses employed in the insured structure. These are three of the four COPE 
factors property underwriters use in making coverage and pricing decisions ("exposure" is 
the fourth). 

For example, a match manufacturing operation within a frame building (construction class 1) 
with no sprinkler system and located within a public protection class 9 fire district is far more 
likely to suffer a nearly maximum loss than is a fully sprinklered, modified fire resistive 
(construction class 5) office building in a public protection class 3 community. The PML of 
the match manufacturing operation closely approximates and may even equal its MPL; 
whereas the PML (again, the probable maximum loss) of the office building is likely closer to 
40 or 50 percent of the MPL (maximum possible loss). To clarify, the match manufacturer is 
likely to burn completely to the ground, while the maximum expected fire loss to the de-
scribed office may be limited to only half of the building. 

Insureds with the greatest difference between the PML and MPL, lacking the coinsurance 
provision, might only purchase enough property protection to cover its probable maximum 
loss (PML). In the case of the office building, the insured might only purchase 50 percent of 
the total insurable value (TIV) since that is all they expect to be damaged or destroyed in the 
worst expected loss. A degree in engineering or fire science is not necessary to judge the 
potential fire loss or threat posed by other perils, so insureds can arrive at the same conclu-
sions.  

The insurance industry realized this potential (some carriers may have even been victimized 
by such practices) and in the late 1800's to early 1900's created the now-common additional 
condition coinsurance. Insureds are encouraged to insure a very high percentage of the 
structure's total insurable value. Such requirement allows property insurers to charge ade-
quate yet not excessive rates. 
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What All That Has to do With Clients 
A majority of clients are probably not interested in MPL's, PML's or statistics, so explain-
ing the computations and risks underlying coinsurance may not be necessary (or even 
wanted). But having the necessary background information allows the agent to better re-
late to the client that the coinsurance condition is not, of itself, a penalty; rather it's a 
claims payment and rating provision allowing insurers to keep property rates lower than 
they otherwise could if insureds were allowed to purchase whatever amount of coverage 
they so desired without penalty, regardless of the total insurable value of the structure 
being protected.  

But even this universal coinsurance truth is nebulous to the insured. The insured simply 
wants to know what is required to avoid the coinsurance penalty and how their coverage 
and ultimate loss payment is affected by the requirement. 

Simply Put 
Coinsurance provisions found in property policies require the insured to purchase and 
maintain some percentage of the structures total insurable value (TIV). The most com-
mon requirement is 80 percent of the structure's TIV at the time of the loss; this means 
that if the insured structure's TIV is $100,000 and there is an 80 percent coinsurance re-
quirement, the insured must carry $80,000 of coverage to receive full payment for a par-
tial loss (less any deductible). 

The simplified final coinsurance calculation is:  

Did/Should x Loss - Deductible = Payment 
"Did" (also known as Amount Carried) is easy to decipher, that is the amount of cover-
age the insured actually purchased. "Should," the Amount of Coverage Required (ACR), 
is the product of two factors: 1) the TIV of the property at the time of the loss; and 2) the 
coinsurance percentage required by the policy. 

The "Should" calculation is:  

TIV x Coinsurance Percentage = Should 

"Should" for a structure with a TIV of $500,000 and a policy coinsurance requirement of 
80 percent is $400,000 (TIV x 80%). Be careful to not misconstrue the term "should;" it 
does not and cannot be understood to mean the maximum amount of insurance cover-
age that should be carried, it simply indicates the minimum amount that must be carried 
to assure full payment of all partial losses (less any deductible).  

Applying all applicable factors, the initial coinsurance calculation looks like this: 

((Did / (TIV x Coinsurance Percentage)) x Loss) - Deductible = Payment 
Insureds lacking adequate limits of coverage at the time of the loss are subject to the 
penalty prescribed by the condition. In effect, the insured becomes a "co-insurer" of the 
loss because they have chosen to carry less than the contractually-required amount of 
coverage (thus the term, "coinsurance"). Attached is an example highlighting the applica-
tion of this calculation.  

Notice that to be fully insured for partial losses, the insured in the attached example must 
carry at least $400,000. Adequate limits assure that the insured will not participate as a 
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co-insurer in any partial loss. However, this is true only of partial losses. Even if the example 
insured purchases $400,000 in coverage, fully meeting the coinsurance requirements 
spelled out in the policy, it is still underinsured for a total loss. An insured will not be paid 
more than the applicable limits of coverage purchased; so if the entire building is destroyed, 
the maximum the insured in the attached example will receive is $400,000 and is underin-
sured by $100,000.   

 

NASA is launching a mission to Mars and you can be a part of it!   

http://sendyournametomars.jpl.nasa.gov/msl/mission/overview/

  

http://sendyournametomars.jpl.nasa.gov/msl/mission/overview/


The Voice September 2009 5  

Consumer Reports: 73% Happy with Their Home Insurance Com-
pany 
August 4, 2009  

A new Consumer Reports' survey of homeowner insurance customers found some good news, especially for peo-
ple with decent credit and claims history. Lots of consumers are finding lower prices. More than half (53 percent) of 
the respondents who switched companies in the past few years, said they had found a better premium with their 
new carrier. 

Also respondents are reasonably content. Overall, 73 percent are highly satisfied with their current carrier. That 
compares with a satisfaction rate of 77 percent in 2003, the last time Consumer Reports published ratings of home-
owners insurance. Only 5 percent indicated their claims were rejected, and 11 percent said they received too little 
payment for their claims. The remaining 84 percent got what they expected with the settlement of their claims. 

The Consumer Reports' survey asked 10,700 readers about their satisfaction with their homeowners insurance 
claims service in the last few years. 

Respondents rated Amica Mutual Group, USAA Group, and the Chubb Group of Insurance Cos. higher for claims 
satisfaction than most other insurers. USAA homeowners insurance is available only to those with a connection to 
the U.S. military, while Chubb markets itself as a high-end insurer, with premiums to match. Amica says it has 
moved away from its tradition of selling only to those referred by policyholders, the survey said. 

Consumer Reports' survey did find some claims problems with some large insurers. Thirty-five percent of Allstate 
Insurance Group clients reported having problems with that carrier, the nation's second-largest. That contrasts with 
14 percent who reported problems with highly-rated Amica. Allstate and Travelers Insurance Cos., another large 
insurance group, were also among the lower-rated groups overall. 

Delayed payments are common. Twenty-one percent of respondents said they faced delays having claims paid. 
Amica and USAA got better marks than most. 

The Consumer Reports National Research Center surveyed readers about their experience with homeowners in-
surance claims in the last few years. Insurance companies were rated on respondents reports of overall satisfaction 
and claims of reported problems, including dissatisfaction with claim pay out amounts, and payment delays. 

Consumer Reports' home insurance group survey is part of a larger report that found that insurers are scaling back 
coverage, imposing high deductibles on claims for damage from windstorms in many places, and cutting coverage 
for mold and dog bites. The survey reports that some companies are using credit-based insurance scores to reject 
prospective clients and to raise premiums of current ones. In some areas, insurers have abandoned homeowners 
coverage entirely. 

The survey is featured in the September issue of Consumer Reports, available August 4. The complete report is 
also available online
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Metal Fabricating 
Machinery 

Sales and Service 
800-838-6570 

New & Used Machinery 
Repairs  Parts Maintenance 

www.rp-machine.com 

R.P. Machine is proud to sponsor the  
Insurance Professionals of  

Sussex County & their  
Education Scholarship Program 

  

http://www.rp-machine.com
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Declare Your Personal War on Time Poverty 

By Scott Simmonds

 
September 10, 2009  

Insurance professionals suffer from a particularly virulent form of time poverty.  

We are terrible at managing our time. We don't set priorities well. We react to immediate issues that may not be 
very important. We waste time on the "thick of thin things." We are terrible at delegating tasks. 

Our industry's collective failure to manage time costs us money and client respect. The waste of resources hurts us 
all. Our clients suffer too. 

Many insurance people take on their day with the frantic style of a puppy in a débutante's closet; never knowing 
which way to turn or which shoe is more appetizing. "Oh, this one. No, that one! Oh look, glitter!" The only differ-
ence is that most insurance people don't slobber.  

Policy renewals are a great example of what results from our poor time-mastery skills. For 364 days we know a pol-
icy is expiring. Yet, we still can't get most commercial renewals out on time. How can that be? 

Build a System for Building Systems 

The problem goes beyond procrastination. My observation is that insurance organizations don't build effective work 
systems. 

Consider the quote process as managed by almost any agency. The wheel gets reinvented every time. Mary does it 
her way. Jill prefers her way. Sam thinks his way is best. There are more ways of delivering proposals in most 
agencies than there are people in the agency. 

Call LL Bean and place an order. Buy anything. Socks, underwear, anything. The service rep has a single way of 
doing everything. She has been trained in the LL Bean Way of answering the phone, asking for orders, and re-
sponding to questions. Every possible situation has a specific set of procedures that is the LL Bean Best Way.  

You will see the same in any organization where you admire the service you get. Specific processes make life eas-
ier. 

Set specific procedures for every part of the insurance transaction. You'll see productivity skyrocket. 

We Love Our Meetings! 

We have a love affair with meetings. We even have meetings devoted to when to have meetings. There are man-
agement meetings, sales meetings, organizational meetings, staff meetings, and my favorite, planning meetings.  

Most meetings go on twice as long as they need to. Half the meetings I encounter can be handled with a voice mail 
or an e-mail. Eliminate half the meetings and cut short those you have. Boom! You have just saved at least 50 per-
cent of the time you were spending in meetings. 

I hate meetings. In my insurance career I have spent 20 percent of my time in meetings. No more! Now I rarely 
meet with anyone — in person, at least. The phone and e-mail is my way of getting information in and out. Repeat 
after me, "Voice mail, e-mail, and conference calls!" 

Here are some meeting busting strategies: 

Meetings are for discussion and conversation. E-mails are for giving information. 
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A face-to-face meeting is a last resort. 

Consider your return on investment. Without a 300 percent return on your time, don't hold the meeting. 

Start on time. Latecomers pay $10. 

End on time. When a meeting runs long, walk out. 

No food. No drinks. Meet now, eat later. No bathroom breaks. Meet standing up. 

Require a prioritized agenda with a time allotment for each item. 

Invite only those who will provide input. 

Simple Strategies to Master Your Time 

Here are some things you can do to gain better value from your time: 

Keep a clean desk. Nothing on your desk but what you are working on right now. 

Prioritize your work. Leave less important items for later. Never do something unimportant just because you can fin-
ish it quickly. Do "A" tasks before "B" tasks, and "B" tasks before "C" tasks. 

Check your e-mail inbox no more than every 90 minutes. Take one of three actions with every new e-mail you get: 
read and delete, read and reply, read and file for later work. Your inbox should be emptied out every time you check e-
mail. Always keep a clear e-mail inbox. 

Connect two monitors to your computer. Duel monitors allows for work in two full windows at the same time. Your 
effectiveness goes up 50 percent when you can view an e-mail and your client account screen at the same time. 

Do not allow others to dump their work on you. Learn to say no with a smile. Memorize the phrase, "I'm sorry. I am not 
able to do that for you." When asked to pitch in remember that you can say no. Do so when appropriate. 

Time is the only asset we cannot buy more of. Invest time. Don't spend it. 

Simmonds, CPCU, is a consultant and insurance career mentor. He can be found at www.ScottSimmonds.com. Join 
Simmonds for a free time-mastery teleseminar. Visit: www.ScottSimmonds.com/time. 

http://www.ScottSimmonds.com
http://www.ScottSimmonds.com/time
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