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Property and Casualty Insurance: The Basics
By Associate Director, Michelle Epstein

What is Property and Casualty/Liability Insurance?

Insurance is the primary method to manage risk when defined as the potential for financial and property loss.
Property and Casualty Insurance are types of coverage that help protect your property and those covered by
the policy in case of an accident.

Property Insurance protects the assets you own. The most common types of property insurance policies are:

e Homeowners

e Auto
e Renters
e (Condo

e Power Sports (to cover property such as boats and golf carts)
These policies are used to help mitigate against the risk of loss to the respective property.

Casualty Insurance protects you or a family member covered under the policy against financial loss resulting
from legal action. More specifically, casualty insurance will cover an accident that may result in bodily harm
to someone on or using your property or if someone's property is damaged due to something you did or did
not do. Due to property and casualty insurance being bundled together, a homeowner’s policy will include a
property/dwelling section. Additionally, it will include a liability coverage section that will help cover any
legal costs for an accident up to a specified maximum amount per occurrence.

Ensuring Proper Coverage - What do | need to know?

Property insurance is broken up into two main categories: Homeowners and Automobile. Let us start with
Homeowners and break down the main sections of coverage:

- Main Dwelling
- Personal Property

Main Dwelling Coverage

Main Dwelling coverage protects the actual home and will pay for repairs to the home or replace any
damaged sections to the home. The general rule of thumb for coverage should equal the replacement cost.
This equals the amount necessary to repair or replace the home with materials of the same or similar quality
at current prices without any deduction for depreciation.

Insurance carriers typically require the insured (homeowner) to hold insurance of at least 80% of the
replacement cost of their home; otherwise, a coinsurance amount will be shared between the insured and
the carrier if a claim is submitted. The coinsurance amount is in addition to any deductible set in the policy.

For example, a home’s replacement cost is $400,000, but the insured only purchased $200,000 worth of
coverage. If the insured experiences a $50,000 loss, the insurance company will only pay a portion of the
$50,000, in this case, $31,250. Therefore, the homeowner will need to pay $18,750 plus any deductible, and
the insurance carrier will pay $31,250 to cover the $50,000 claim. This is an example of not having enough
insurance or being underinsured. Having the minimum requirement of 80% of the replacement cost can save
dollars.
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How do | choose the right deductible?

A deductible is the amount of the loss the insured is responsible for paying before benefits from the carrier
are payable. Deductible amounts will vary but can start as low as $250. The reason for setting deductibles is
to help limit the number of small claims against the insurance provider since the insured will have to pay at
least that amount when submitting a claim. A general guideline to help think about deductibles is the lower
the deductible, the higher the premium paid for the policy. The premium is the cost of the policy paid on at
least an annual basis.

Selecting the right deductible can be an overwhelming thought process. How do you find something that
works for you? It is important to consider both the deductible amount you are comfortable paying upfront for
a claim and in tandem, the premium for the policy. A general rule of thumb for selecting the right
combination of deductible and premium is to set as high of a deductible as you can afford up until an
increase in the premium does not save you enough money to make it worthwhile. For example, if the change
from $2,500 to $5,000 deductible only saves you $100 in premiums, it would take 25 years of no claims for
that to be a good idea. If it saves you $800 in premiums, then it is less than three years without a claim to
break even.
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Automobile Insurance

Automobile insurance is required in every state, making this one of the most common types of insurance.
Similar to homeowners’ insurance, there are two main coverage points: Liability Coverage and Property
Coverage. However, there are two additional topics to cover - Medical Payments and Uninsured Motorists.

Liability and Property coverage under an auto policy resembles our earlier discussion regarding a
Homeowner’s policy. Liability insurance provides protection for bodily injuries and property damage caused
by a car accident. Property coverage provides protection for damage to another’s property caused by the
insured’s vehicle. It should be noted that this section covers you, any family member, as well as anyone that
has permission to use your vehicle. Claims are limited to each occurrence, usually stated in a split limit, for
example, 100/300/50. ALl numbers are stated in the thousands. The first number is the per-person bodily
injury limit, the second number is the per-occurrence bodily injury limit, and the third number is the property
damage liability per occurrence limit.

Medical Payments coverage helps in the event that you or any passenger in your vehicle are injured in a car
accident while driving a car. It also assists if you or any family member are struck by another car if a
pedestrian.

Uninsured Motorist coverage is optional coverage that will cover the insured in the event of a car accident
with someone who is uninsured or whose coverage may be less than the state limit.

Disclosure

This communication and its content are for informational and educational purposes only and should not be used as the
basis for any investment decision. The information contained herein is based on publicly available sources believed to be
reliable but is not a representation, expressed or implied, as to its accuracy, completeness or correctness. No information
available through this communication is intended or should be construed as any advice, recommendation or
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endorsement from us as to any legal, tax, investment or other matters, nor shall be considered a solicitation or offer to
buy or sell any security, future, option or other financial instrument or to offer or provide any investment advice or
service to any person in any jurisdiction. Nothing contained in this communication constitutes investment advice or
offers any opinion with respect to the suitability of any security, and this communication has no regard to the specific
investment objectives, financial situation and particular needs of any specific recipient. Past performance is no guarantee
of future results.

Additional information and disclosure on Pathstone is available via our Form ADV, Part 2A, which is available upon

request or at www.adviserinfo.sec.gov.
Any tax advice contained herein, including attachments, is not intended or written to be used, and cannot be used, by a

taxpayer for the purpose of (i) avoiding tax penalties that may be imposed on the taxpayer or (ii) promoting, marketing or
recommending to another party any transaction or matter addressed herein.



