How Protected Are You?

by Christopher Rivers, CFP®, CRPCM

For most investors, risk
management means proper
asset allocation, balanced
investment strategies and
competent financial planning.
But while these steps help
to protect against market
v volatility, overspending, and

individual investment risk, they are only a piece of
the puzzle when it comes to true risk management.

While it may not seem as dynamic or intellectually
stimulating as investing, property, casualty, and life
insurance planning are critical to protect your assets
and livelihood. When we sit down with new clients
for an initial review, it is all too common to see a set of
insurance policies that are not coordinated, are out of
date, and are not sufficient to do the job that they're
paid to do. It is all too easy to set up homeowners and
automobile insurance, and then fall into the habit of
paying the premiums and assuming the coverage is
offering adequate protection.

HOMEOWNERS INSURANCE

Over the past five years, homes values, as well as
the costs of home improvements, have risen sharply.
As aresult, it's a good time to make sure you have
adequate coverage. This brings us to two key aspects
of homeowners insurance: Insurance-to-Value (ITV)
and guaranteed replacement cost (GRC).

Homes are typically insured based on replacement
cost rather than the full market value of your home.
Most insurers have a formula they apply, accounting
for factors like square footage, age of the home, zip
code, materials, features of the home and more.

ITV is the ratio of your current coverage to replace-
ment cost. If your home would cost $600,000 to
replace, and you have $500,000 worth of coverage, your
ITV is 83%. Typically, carriers require a minimum ITV of
80%, but 100% is recommended.

This brings us back to GRC. Although many policies
provide a cushion above the dwelling amount listed on
the policy, this still may be insufficient. For medium to
highly valued homes, it's important to secure a policy
that provides GRC, meaning you're covered in full even
if the amount to rebuild far exceeds the amount stated
on the policy. To provide such coverage, insurers will
likely complete a comprehensive on-site inspection
to better approximate the cost to rebuild. In so doing,
they’ll also offer advice on loss control and mitigation
techniques (alarms, water-flow control systems and
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so on) and comment on reasonable levels of contents
coverage to make certain your personal property is
fully insured.

Ifyou live in a condo, it is important to understand
what your association’s master policy covers versus
what your responsibility as a unit owner is. Ask your
association for a copy of the master policy and have
your agent review it to determine whether you're
covered adequately.

VALUABLE ARTICLES
If you own highly valued items like jewelry, fine art, or
other collectibles that carry not only intrinsic but also
real market value, a separate valuable articles rider can
adequately protect these items. You can certainly look
to rely on the contents coverage on your homeowners
policy, but more than likely there are special sub-limits
for certain categories of valuables.

Valuables can be insured either with an identified
limit for specific items or under blanket coverage
that provides an aggregate amount for a particular
category with a per item limit. Either way, you have
broader coverage with fewer exclusions and “first
dollar coverage,” meaning no deductible applies.
If your valuables make up a significant portion of
your contents, you may be able to offset some of the
premium by reducing the contents limit on your
homeowners policy.

AUTO INSURANCE

Whether a high-performance luxury car, a fuel-effi-
cient hybrid or something in between, proper auto
coverage is key. Several elements of your auto cover-
age are worth considering.



The first is maintaining proper physical damage
coverage for your vehicles at reasonable deductibles.
As with any other line of coverage, your auto policy
should be there to protect against significant or
catastrophic loss. Depending on your situation, you
may want to set your deductible to $500 or even
$1,000 or more for highly valued vehicles, saving
premium charges and deterring you from filing a
minimal claim that can be paid for out-of-pocket.

Additionally, you might consider “agreed value”
coverage for your vehicles. Agreed value locks in
the value of your vehicle for the full policy period,
guaranteeing you a specified amount in the event of
a total loss from a covered peril. Most personal auto
policies provide only the depreciated value of the
vehicle at the time of loss. Agreed value can mean
a difference of thousands of dollars come claims
time if you own a classic or modified vehicle. Some
carriers who provide agreed value will also waive your
deductible in the event of a total loss, another cash
flow positive.

Even more critical than physical damage coverage
to your vehicle is proper liability coverage for personal
injury and property damage to others.

Although states regulate the minimum liability
limits required by law, such limits are inadequate
to cover a significant claim. Even modestly higher
limits can be insufficient. With typical bodily injury
limits of $100,000 per person and property damage
limits of $50,000, you are still exposed if held liable
for more significant injury or damage. With an
increasing number of highly valued vehicles on the
road today, $50,000 simply may not be enough to
cover a total loss.

Equally as important on the liability front is
uninsured/underinsured motorist (UM/UIM) liability
coverage. Despite state laws, many motorists operate
without insurance or with very minimal limits. If

you're struck by a driver with insufficient insurance,
you become reliant on the UM/UIM coverage on your
own policy. Unfortunately, too many of us don’t bother
to review the UM/UIM limits we carry, and in many
cases, they're far lower than the primary liability
limits discussed above. Check your policy and make
certain your UM/UIM limits match your primary
liability limits. Additionally, as we'll discuss in a
moment, consider excess UM/UIM coverage as part of
an umbrella liability policy.

UMBRELLA & LIABILITY INSURANCE

We've already talked a bit about having appropriate
liability limits in place on your homeowners and
automobile policies. But even these limits may not be
adequate to protect you from a major liability claim.
The most cost-effective means of protecting you from
third party personal injury claims is by securing a
personal umbrella liability policy. Liability coverage
of $1 million can typically be purchased for an annual
premium of about $150 to $300.

Thus, for a modest premium, often reallocated
from the savings reaped from a higher deductible
on your homeowners policy, you can protect yourself
against claims from a severe auto accident, injury
to a house guest, or other issue. Furthermore, your
insurer has a duty to defend you even if the claim
is baseless, with legal defense costs picked up by your
insurance carrier.

An important element of an umbrella liability
policy is the definition of personal injury. Liability
claims aren’t limited to bodily injury and property
damage. A broad definition of personal injury that
includes libel, slander, defamation of character and so
on is important to maintain, especially in this era of
social media in which disparaging words can lead to
legal action very quickly.

Review your policy language with your agent and
make sure the contract either includes this broad
definition by default or can be added by endorsement.

There’s no set answer to how much coverage to
secure. An open dialogue with your agent and your
financial planner should include issues such as price,
risk tolerance and exposure to potential loss. One
rule of thumb often used is to obtain coverage equal
to your net worth, but other factors often also need
to be considered. Whether it be $2 million, $5 million
or more, we think the premium associated with such
coverage is arguably the best-allocated money in your
entire risk management portfolio.

Lastly, it is important that your umbrella policy is
coordinated with your other policy limits to ensure
there are no gaps in coverage.

LIFE INSURANCE
Of all the forms of insurance, life insurance is the
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most complex. We'll do a deep dive on the financial
planning implications of the various forms of life
insurance in future columns. At a high level, life in-
surance falls into two categories: term and permanent.
Term life insurance covers a specified period of time,
usually 10 to 30 years, and there is no residual value

at expiration. Term insurance is often used to cover a
liability with a specific end date. Married couples will
often buy term insurance that covers them through
the time when their children have finished college and
the mortgage has been paid off, or to cover potential
lost income until retirement age.

Term insurance is typically the least expensive form
of life insurance, as there is no value if the policy has
not paid out before the term expires.

Permanent insurance, true to its name, does not
expire, and pays a death benefit regardless how
long you live. Depending on the type of permanent
insurance, this payout may be guaranteed or variable.
Permanent insurance can have a cash value that may
be accessed, via a policy loan, while you are still alive.
In addition to the death benefit protection, permanent
insurance also provides a mechanism for savings and
tax-deferred growth, along with a vehicle to address a
variety of estate planning needs.

SOUND PROGRAM, SOUND SLEEP

While we've covered a lot here, each situation is
unique. You may have watercraft, rental properties,
young drivers, assets owned in trust/limited liability
company, domestic help, collectibles or other items
that should be incorporated into your protection plan.

In managing risk, it's critical to have a sound prop-
erty and casualty insurance program in place to help
you sleep at night.

In many cases, maintaining continuity with a
single agent and carrier not only solidifies a program
and simplifies its administration, but also can often
lead to premium savings as well. Ask your agent the
questions that matter in determining whether your
existing program is right for you and how it can be
enhanced to better protect you, your family and the
assets you've worked so hard to obtain.

Christopher Rivers, a CERTIFIED FINANCIAL
PLANNER® professional and Chartered Retirement
Planning Counselors™ and author of this article is a
principal of Armstrong, Fleming & Moore, Inc., Located
at 1800 M St. NW, Suite 1010-S, Washington, D.C.
20036-5813, 202/887-8135.

This material has been provided for general
informational purposes only and doesn’t constitute
either tax or legal advice. Investors should consult
a tax or legal professional regarding their individual
situation.

Securities offered through Commonwealth Financial
Network®, member FINRA/SIPC. Advisory services
offered through Armstrong, Fleming & Moore Inc.,

a Registered Investment Adviser, are separate and
unrelated to Commonwealth. Fixed insurance products
and services are separate from and not offered
through Commonwealth Financial Network.

Is your investment club
looking for new members?

Or are you looking to join an existing club?

Whether you're a club seeking fresh faces or an

individual wanting the right fit, we've got you covered.

Investment Club Connect is a free and exclusive

service provided to Betterlnvesting clubs and members.

Investment
Club

Learn more at
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