"Insurance-What Agents Should Know"
(MD Course #046-2634-F)

Dias Real Estate Academy
8222 Schultz Road, Suite #206
Clinton, Maryland 20735
contact@diastraining.net
www.diastraining.net
(240) 429-9842

A CONSUMER

GUIDE

TO HOMEOWNERS

INSURANCE

BASIC COVERAGES
INCLUDED
IN A
HOMEOWNERS
INSURANCE
POLICY
A homeowners insurance policy is a package policy that combines more than one
type of insurance coverage into a single policy. The cost of the package policy is
usually cheaper than if all of the coverages were to be purchased separately. There
are four types of coverages contained within the standard homeowners insurance
policy:

•

Property damage coverage protects your home or belongings if they
are damaged or destroyed by certain causes of loss. Some examples are
lightning, hail or a tornado.

•

Liability coverage will pay if you unintentionally

cause an injury to

another person or cause damage to another person's property.

•

Medical payments coverage will pay up to a specified amount for medical
expenses incurred by people injured in an accident in your home and
certain situations away from your home, regardless of whether you were at
fault. This coverage does not apply to you or a member of your household.

•

Additional

living expenses coverage will pay for the additional expenses

you incur when you cannot live in your home because of damage or loss
that is covered by your policy. For example, if you are required to move
into a motel or apartment while your home is being repaired, your insurer
will pay the cost of this temporary housing.
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A. Property Damage Coverage
Many years ago, most people bought insurance that would protect against damage
to their home only if it was damaged as a result of fire. Over the years, insurers
began to offer protection for property damage or loss resulting from other causes
such as windstorm, hail, vandalism and theft.
Today, named-peril policies provide coverage for damage to property that arises
from multiple causes, as set forth earlier in this guide, that are specifically identified
in the policy. Open-peril or all-risk policies provide coverage for all causes of damage
to property unless the cause of loss is specifically excluded by the policy language.
B. Liability Coverage
When you or a member of your family are legally responsible for injury to others
or damage to the property of others, the liability coverage under your homeowners
policy requires your insurer to pay, on your behalf, for the damage you caused
(up to the policy limits) and for a lawyer to defend you in the event that a lawsuit
is filed against you. Liability coverage in a homeowners policy is not limited to
accidents that occur at your home. It may provide protection to you and your
family wherever an accident may occur.
However, the liability coverage is subject to limitations. Liability coverage will
not protect you if you are sued for something you did as part of your job or
for something you did intentionally to harm someone else. In addition, your
homeowners policy will not pay for your liability arising out of the use of an
aircraft, an automobile, or most motorized land vehicles, including mopeds, while
in use away from the insured property. You will require a different kind of insurance
policy for those types of liability coverages.
C. Medical Payments Coverage
Medical payments coverage is usually contained in the liability section of your
homeowners policy. Unlike liability coverage, which provides protection only if you are
at fault (see paragraph B above), medical payments coverage pays if someone is injured
in your home regardless of fault. For example, if a neighbor's child chips a tooth while
playing in your home, the medical payments portion of your homeowners policy will
pay for necessary dental work up to the amount specified in the policy.
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At a minimum, this part of your policy will pay, up to a specified limit, for
reasonable and necessary medical expenses incurred within three years from the
date of injury or accident in your home. This coverage does not apply to you and
members of your household.
Medical payments coverage limits generally are applicable to each person, as
opposed to each accident. You may request higher limits for your medical payments
coverage, but this will result in a higher premium.
D. Additional Living Expenses
If it is necessary for you to move into a temporary residence (such as a motel or
apartment) as a result of damage caused by a peril covered by your policy, your
insurer will pay reasonable and necessary additional living expenses you incur.
However, your insurer may not pay for all the living expenses that you incur. It
typically pays only for those expenses that are beyond your normal and customary
expenses, not any expenses you would pay regardless of whether you are living in
your home. A homeowners insurance policy issued, sold or delivered in the State
of Maryland that provides coverage for additional living expenses must provide
coverage for at least 12 months. Please note that this coverage is usually subject to
a monetary limit, so be sure you are aware of this limit before incurring any such
expenses. Depending on the extent of property damage, your particular claim may
not be eligible for coverage for 12 months.
An example of normal and customary expenses is food costs. If you are in a hotel,
eating out for meals would not be a usual expense for you and would be reimbursed
at a reasonable amount. However, if you are placed in housing with kitchen
facilities, then eating out would not be covered as additional expense, as you would
have to buy food and eat regardless of the damage or loss to your home.
E. Other Coverages
The homeowners insurance policy also provides limited coverage for other
structures on your property, your personal property if it is away from your home,
trees and shrubbery and debris removal.
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on Your Property - In this part of your homeowners policy,

your insurer promises to pay if a structure not attached to your home, such as
a detached garage, tool shed, swimming pool, fence or other building on your
property, is damaged by a peril covered by your policy. More coverage is available
for an additional premium. This coverage may not be included in certain types of
homeowners policies such as a renters insurance policy.
Personal Property - The amount of insurance protection for the contents of your
home is usually reflected on the Declaration Page of the policy. Your homeowners
policy also provides more limited coverage for personal property if it is stolen
or damaged away from your home, such as when you are on vacation and your
suitcase is stolen with your personal property in it.
Coverage is limited to very small amounts for certain types of property that are
particularly susceptible to loss such as cash, securities, jewelry, furs, manuscripts,
and stamp or coin collections. You may receive a total of only $1,500 for all furs
or jewelry stolen in a single theft. A $500 limit usually applies to all securities,
receivables, travel tickets, and stamp collections. A coverage limit of only $100
is typical for all money, coins, or bank notes regardless of the actual amount lost.
Additional amounts of insurance can be purchased separately. You should ask your
producer or insurer for information about scheduling valuable items separately
and the cost of such additional coverage.
Trees, Shrubs, and Plants - This part of your policy provides protection against
damage to greenery on your property. The coverage on trees, shrubs, and plants is
provided only against certain perils. For example, damage to greenery caused by
windstorm or ice is not usually covered, even if you buy an all-risk policy. The total
amount your policy will cover for damage to trees, shrubs, and plants usually is
limited to 5% of the policy limit on your dwelling with a $500 maximum per loss.
You should check your policy to see what your limit is for this coverage.
Debris Removal - This part of your policy traditionally pays to remove debris
from damaged property if the damage that caused the debris is covered by your
policy. Your policy also may pay to remove fallen trees that cause damage to your
covered property. This coverage is subject to a dollar limitation, which is provided
on the Declaration Page of your policy.
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Mold Coverage - Not all insurance policies provide coverage for mold damage,
but some do. Some policies exclude coverage for any type of mold damage, some
insurers provide coverage to the insured if the mold arises out of a covered cause
ofloss (such as a broken pipe), and some insurers exclude coverage for any liability
claims arising out of mold. As coverage for mold and mold-related claims vary by
insurer, you should read your policy and ask your producer or insurer if you have
coverage for mold claims and, if so, under what circumstances and in what amount
you would have coverage.

SPECIAL NOTICES ABOUT YOUR COVERAGE
•

Annual Summary of Coverages and Exclusions: When you first purchase
a homeowners insurance policy and at each renewal, you will receive an
Annual Statement that summarizes the coverage and exclusions under your
policy. This Annual Statement may help you understand your policy, but
it is not a substitute for your policy, as all rights, duties and obligations are
controlled by your insurance policy and contract of insurance.

•

Notice Regarding Flood Insurance and Statement of Additional
Optional Coverages: Remember, most standard homeowners insurance
policies do NOT cover losses resulting from floods. When you first
purchase your homeowners insurance policy, you will receive a written
notice advising you that the standard homeowners insurance policy does
not cover flood, and it will advise you how to purchase flood insurance.

In addition, at the time you apply for homeowners insurance, you will receive a
list of optional additional coverages that your insurer sells, which you may choose
to purchase to supplement your homeowners insurance policy. If you have any
questions about optional coverages or their cost, you can ask the insurance producer
or the insurer when you purchase the insurance policy.
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The New Reality of Property Insurance
What You Should Know

Q. How can insurance availability/affordability

affect the real estate transaction?

A. The affordability and availability of insurance affects both buyers and sellers. Buyers
will typically be obtaining mortgage financing to pay the purchase price of the property.
The lender will require that there be property insurance to cover their interest in the
property. If proof of insurance is not available at closing the lender will likely refuse to
release the funds and therefore delay or even derail the transaction, either of which can
impose both inconvenience and cost to both the buyer and seller. Even in a "cash"
transaction the buyer may be hesitant to complete a transaction where insurance is not
available to cover the buyer's equity in the property.
Q. When should a buyer apply to obtain an insurance policy to cover the property being
purchased?
A. The interest of both buyers and the sellers now suggests that the buyers should begin
their search for insurance no later than the time of the contract to purchase is signed.
This helps to assure a firm commitment for the issuance of a policy well in advance of the
settlement of the transaction. Waiting until the last days or even weeks before the closing
can limit the opportunities of the buyers and sellers to address the affordability and
availability issue and, if needed, to find alternatives for difficult to insure properties. There
have been many examples of transactions, which have been adversely affected in some
manner because of problems associated with insurance availability/affordability.
Q. What kinds of eventslrecords can affect the ability to obtain insurance on a property being
purchased?
A. A number of factors can affect the availability and cost of homeowner insurance on a
property being purchased. For example, they include:
a. past claims filed on the property (up to previous
five years)
b. poor insurance score of the prospective
purchaser
c. past claims filed by the property purchaser on
other properties
d. physical characteristics of property (e.g., leaky roof, historical)
e. characteristics of the property's location (e.g., proximity to fire station, regional weather
conditions)

Q. How does the insurance company know what claims have been filed in connection with
the property?
A. Approximately 90% of all insurance companies contribute information regarding
claims to an insurance industry database. When underwriting a new policy the insurance
company may obtain a report from this system from one of a couple different sources to
determine the property's claims history. This report is most often identified as a
comprehensive loss underwriting exchange report or a "CLUE Report." The report
contains information regarding property claims filed in connection with a particular property
and claims filed by a particular insured person. For a fee the current owner of the property
may obtain a copy of this report. A copy of the report is available to the property owner
through companies such as ChoicePoint, Inc, either by writing to ChoicePoint, Inc. located
in Alpharetta, Georgia, or by going to their website, choicetrust.com, and A-Plus, either by
writing to A-Plus located in Jersey City, New Jersey or calling 800/709-8842.
Q. Should I get a copy of the CLUE Report?
A. While this decision is up to the property owner, it is important to understand the
limitations of the report. The report contains only raw information and how that information
will affect the insurability of a property isn't explained as a part of the report. Moreover, not
all insurance companies use the report and those that do use it don't all use the
information in the same way. As a result having the report may not enable you to predict
whether a particular company will insure the property. If you want information on how a
CLUE Report or other similar report may affect your ability to obtain insurance contact your
insurance agent.
Q. Are there factors unique to a buyer that can affect their ability to obtain insurance?
A. Yes, although not used by all insurance companies in determining eligibility for
insurance, some companies do review the claims filed by the buyer on properties owned
by the buyer during the preceding five years. This is another aspect of the CLUE Report
database that focuses upon the insured individual rather than the insured property.
Another more controversial factor is the use of Insurance Scores. Insurance Scores,
which are formulas developed by insurance companies in an effort to predict the likelihood
of an individual filing claims, are sometimes used to determine to whom or at what price an
insurance policy will be issued.
Insurance scores are not standardized within the insurance industry and both how they are
calculated and how they are used is generally not known outside of individual insurance
companies. If you want additional information on how insurance scoring may affect your
ability to obtain insurance contact your insurance agent.
Q. Can an insurer rate my insurance risk based on my credit score?
A. No. In Maryland, insurance companies are prohibited from using credit scores to
determine a property owner's insurance risk.
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Q. If I have questions about insurance practices or the law, who should I contact?

A. The Maryland Insurance Administration has a consumer complaint line for all forms of
insurance. In the case of homeowner's insurance, you would contact the Consumer
Complaints Department for Property and Casualty at 410-468-2341.

Transaction Checklist - Insurance Issues
~

Discuss current insurance market conditions with your insurance agent and any
problems you may have in obtaining insurance on the home you are purchasing

~

Review offer to purchase to identify insurance issues.

~ Contact one or more insurance agents immediately following acceptance of purchase
contract by both parties to begin process of obtaining necessary insurance.
~ Obtain commitments to issue an insurance policy from an insurance company in
writing and carefully review it with your attorney or insurance agent to determine scope
of that commitment.
~
•
•
•
•

Be aware of alternative insurance sources that may be available if a problem
develops:
Know available sources of insurance (i.e., what other insurance companies are in
market by calling different insurance agencies in the community)
Check with Seller's current insurer to determine if that insurer will continue to insure
property with new owner
Check with Buyer's current insurer to determine if that insurer will continue to insure
buyer in a new property
Alternative forms of coverage that may allow the transaction to proceed may be
obtained by contacting the Maryland Joint Insurance Association 410-539-6808.
Prepared in part by the Risk Management Committee of the National Association of REAL TORS @.
Reprinted with permission by the National Association of REAL TORS <SO.
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THINGS TO CONSIDER

• Mortgage Life Insurance Policy - Pays mortgage
off in case of premature death.

• Mortgage Disability Policy - Pays for the mortgage
for three years.

• Understand Your Retirement Plan - How will you
pay your mortgage when you stop working?
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DISCOUNTS TO LOOK FOR

~
~
~
~
~
~
~

Home & Auto Policy Discount
Security System
Smoke Detectors
Dead Bolts
Sprinkler System in the house
New Home Discount
Claims Free Discount
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