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helps regulators fulfill that obligation in a number of different ways. This guide is one example of work done by the
NAIC to assist states in educating and protecting consumers.

Another way the NAIC lends support to state regulators is by providing a forum for the development of uniform public
policy when uniformity is appropriate. It does this through a series of model laws, regulations and guidelines,
developed for the states’ use. States that choose to do so may adopt the models intact or modify them to meet the
needs of their marketplace and consumers.

The NAIC’s mission is to assist state insurance regulators, individually and collectively, in serving the public interest
and achieving the following fundamental insurance regulatory goals in a responsive, efficient and cost effective
manner, consistent with the wishes of its members:

e Protect the public interest;

e  Promote competitive markets;

e  Facilitate the fair and equitable treatment of insurance consumers;

e Promotethereliability, solvency and financial solidity of insurance institutions; and
e  Support and improve state regulation of insurance.
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The NAIC is the authoritative source for insurance industry information. Our expert solutions support the efforts of
regulators, insurers and researchers by providing detailed and comprehensive insurance information. The NAIC
offers a wide range of publications in the following categories:

Accounting & Reporting

Accountants, members of the insurance industry and
educators will find relevant information about statutory
accounting practices and procedures.

Consumer Information

Consumers, educators and members of the insurance
industry will find important answers to common
questions in guides about auto, home, health and life
insurance.

Financial Regulation

Accountants, financial analysts and lawyers will find
handbooks, compliance guides and reports on financial
analysis, state audit requirements and receiverships.

Legal
State laws, regulations and guidelines apply to members
of the legal and insurance industries.

NAIC Activities
Insurance industry members will find directories,
newsletters and reports affecting NAIC members.

Special Studies

Accountants, educators, financial analysts, members
of the insurance industry, lawyers and statisticians will
find relevant products on a variety of special topics.
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Statistical Reports

Insurance industry data directed at
educators, financial analysts,
members, lawyers and statisticians.

regulators,

insurance industry

Supplementary Products

Accountants, educators, financial analysts, insurers,
lawyers and statisticians will find guidelines,
handbooks, surveys and NAIC positions on a wide
variety of issues.

Securities Valuation Office
Provides insurers with portfolio values and procedures
for complying with NAIC reporting requirements.

White Papers

Accountants, members of the insurance industry and
educators will find relevant information on a variety of
insurance topics.

For more information about NAIC publications, view our
online catalog at:

http://store.naic.org
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A CONSUMER'’S GUIDE TO EARTHQUAKE INSURANCE

This guide provides information on how to make decisions when you buy earthquake insurance.
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A CONSUMER’S GUIDE TO EARTHQUAKE INSURANCE: WHY BUY EARTHQUAKE INSURANCE

WHY BUY EARTHQUAKE INSURANCE

Earthquakes can cause a great deal of damage that won’t be covered under your homeowners, renters or
condominium insurance policy. These policies don’t cover damage due to natural disasters such as earthquake, flood
and landslide. Your home is insured for earthquake damage only if you’ve added an endorsement to your policy or
bought a separate earthquake policy. A homeowners policy and earthquake insurance don’t overlap, but work
together to give your home more insurance protection.

What is an endorsement?
An endorsementis a written change to yourinsurance policy. It canbe used to add or remove insurance coverage,
so review any policy endorsements very carefully.

Waiting until after an earthquake to buy insurance is never a good idea. First, you can’t buy insurance to cover damage
that’s already happened. Second, after an earthquake, insurers likely won’t sell coverage for some period of time and
when they do, premiums may be higher.

WHO NEEDS EARTHQUAKE INSURANCE

Whether you should buy earthquake insurance depends on several factors. One is if you live in a quake-prone area.
Earthquakes can happen in all 50 states and U.S. territories. About 90% of us live in areas that have earthquakes.
California has the most frequent damaging earthquakes while Alaska has the largest earthquakes, mostly where no
one lives. Most earthquakes are west of the Rocky Mountains, but some of the most violent earthquakes have been
in the central U.S.

As the 2008 United States Geological Survey’s (USGS) National Seismic Hazard Map shows on the following page,
every state has some risk of earthquake damage. The areas in red and orange have the highest risk.
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2008 United States National Seismic Hazard Map?

Highest hazard

Colors on this map show the levels of horizontal shaking that have a 2-in-100 chance of being
exceeded in a 50-year period. Shaking is expressed as a percentage of g (g is the acceleration
of a falling object due to gravity).

Also, think about how you would manage the costs to recover from an earthquake. Withoutinsurance, how would
you pay to repair or rebuild your home? How would you pay the costs to live somewhere else while your home is being
repaired or rebuilt? How much would you owe a lender, who will expect you to repay the mortgage or home equity
loan even if your home is destroyed? How much would you lose if your home were damaged or destroyed by an
earthquake and you couldn’t afford to repair it? Earthquake insurance can help with all of these costs.

Finally, how likely is it that your home will be damaged in a quake? Brick homes, wood frame homes with crawl spaces,
and multi-story homes are more likely to be damaged in an earthquake. A qualified contractor or engineer can help
you assess your home’s risk for earthquake damage

! Source: U.S. Department of the Interior and U.S. Geological Survey Fact Sheet 2008-3018, April, 2008. http.//pubs.usgs.gov/fs/2008/3018/pdf/FS08-3018_508.pdf
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WHAT EARTHQUAKE INSURANCE COVERS

Earthquake insurance covers repairs needed because of earthquake damage to your dwelling and may cover other
structures not attached to your house, like a garage. It insures your personal property against damage from an
earthquake. It may cover increased costs to meet current building codes and costs to stabilize the land under your
home. Earthquake insurance covers the cost to remove debris. It also pays for extra living expenses you may have
while your home is being rebuilt or repaired.

While insurance for earthquake damage isn’t part of your homeowners insurance, you may be able to add it by
buying an endorsement (a written change to your coverage) and payingan extra premium. Or, you may buy aseparate
earthquake insurance policy. Either way, it’s likely there will be important differences between your earthquake
insurance and your homeowners insurance policy. Ask your insurance agent to explain those differences.

WHAT ISN’T COVERED

What your earthquake insurance doesn’t cover (the exclusions) varies by insurance company. Review your
earthquake coverage and declarations page to learn what the exclusions are.

Some of the most common exclusions in earthquake insurance are:

e Fire. Earthquake insurance usually won’t cover anything your home- owners insurance policy already
covers. It won't, for instance, cover fire damage to your home—even if the fire started because an earth-
guake ruptured a gas line. Your homeowners policy would cover losses from a fire.

e Land. Typically, earthquake insurance doesn’t cover damage to your land, such as sinkholes from erosion or
other hidden openings under your land. Earthquake insurance wouldn’t pay to fill in large cracks or holes
that appear in the middle of your yard after an earthquake. If your insurance includes Engineering Costs
coverage, it will pay at least part of the cost to stabilize the land that supports your home.

e Vehicles. Earthquake insurance doesn’t cover damage to your vehicles, even if an earthquake damaged cars
in your garage. Your automobile insurance policy may cover that damage.

e  Pre-Existing Damage. Earthquake insurance won’t cover damage to your home that was there before the
earthquake.

o External Water Damage. Earthquake insurance doesn’t cover water damage from external sources—such
as from sewer or drain backup or flood. For example, if you live near a lake that floods your home after an
earthquake, earthquake insurance won’t pay to repair the damage. A flood insurance policy will cover your
property for that damage.

e Masonry (Brick) Veneer. Some earthquake insurance doesn’t cover masonry veneer—the brick, rock or
stone that covers your home’s outside instead of stucco or siding. If masonry veneer isn’t covered, the
insurer usually deducts its value from the total cost of your loss before applying the deductible. That means
the cost to repair a home damaged in an earthquake would be based on using siding materials that cost
less than masonry veneer. If you have any masonry veneer on your home, ask your insurance agent if it
would be covered.

What is a declarations page?

A declarations page is a summary that’s usually attached to the front of a policy. Your insurer mails you one each
time you renew your policy. It states your name, address, policy number, categories of coverage, coverage limits,
endorsement(s), and the name of your lender. You need to have the most current, up- to-date copy to know
exactly what your coverages are.
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HOW MUCH COVERAGE DO YOU NEED

How much coverage is right for you will depend on your situation. Insurance policies have “limits of coverage” that
tell you the largest dollar amount covered for different types of losses. A policy may even have sublimits. For
example, a policy could have a $50,000 limit for personal property and a $5,000 sublimit for computers. That sublimit
would mean that the insurer would pay no more than $5,000 to repair or replace your computers.

Insuring your home for its appraisal or loan value likely means you’ll only have enough coverage to repay your lender.
It may not be enough to repair or rebuild your home, especially if it’s a total loss. Usually the dwelling coverage limit
will be the same on your homeowners insurance policy and your earthquake insurance. If you don’t have enough
homeowners insurance coverage, you probably won’t have enough earthquake insurance either. You should
review your dwelling coverage from time to time to be sure it doesn’t drop below the cost to replace your home. If
it drops below 80% of the full replacement cost of your home, your insurance company may reduce the amount
that it will pay on a claim.

The following are questions that may help you decide how much coverage you need:

For dwelling coverage to repair or rebuild your house:

e  How much would it cost to repair or rebuild your home? How much of that cost could you personally pay?

For contents coverage:

e How much would it cost to replace your household items (such as furniture, appliances, electronics and
clothing)? Couldyou affordit? Ask whatyou needto do to be sure the insurance will cover all of your personal
property, especially valuable or breakable items such as artwork or porcelain.

For additional living expense coverage:

* How much would it cost to find a temporary place to live because you couldn’t live in your home after an
earthquake? You could be out of your house for many months if there’s major damage to your home. This
coverage pays the extra costs you have to pay because you aren’t able to live in your home. For example, it
would pay rent for temporary housing while you continue to pay your home mortgage. This coverage does
not pay your regular costs of living—for example, your groceries or your car payment.

UNDERSTANDING EARTHQUAKE DEDUCTIBLES

Adeductible is the amount you (the homeowner) are responsible for on each claim. The insurer is responsible for the
amount greater than the deductible, up to the coverage limit.

The deductible for earthquake insurance usually is 10%—20% of the coverage limit. Depending on the policy, there
may be separate deductibles for the dwelling, outside structures (such as outbuildings, detached garages and yard
fences), and personal contents. This is different from a homeowners policy where there usually is only one flat
amount deductible, like $500 or $1,000. You may not be responsible for a deductible for additional living expenses
coverage.
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As coverage and terms of insurance can vary from company to company, ask your agent how the deductibles will be
calculated under your policy.

Assume that an earthquake totally destroys your home and you have earthquake insurance that covers all the
damage. The following table explains how one type of earthquake deductible may work.

One Example of an Earthquake Deductible

Some policies may pay up to the total of one or more of the coverage limits if the damage is more than the coverage
limits. The following table gives an example of how the deductible may workinthattype of arrangement. Always check
with your agent for an explanation of how the deductible may work for your earthquake coverage.
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) Outside Personal Total

Dwelling Structures Contents Amount
Coverage Limits $100,000 $10,000 $50,000 $160,000
Deductible 20% 20% 20 -
Your Property Damage $110,000 $8,500 $62,000 $180,500

[$20,000] [$2,000] [$10,000]
Deductible Amount (Your $32,000
Responsibility) (5100,000 x (510,000 x ($50,000 x

20%) 20%) 20%)
Total Amount Insurer May Pay

$90,000 $6,500 $50,000 $146,500
The greater of: (covered loss —
deductible) or policy limits

In the table above, the deductible is 20% for each type of coverage. You would be responsible for the deductible for
the dwelling, or $20,000 in this case. You also would be responsible for the $2,000 deductible on outside structures
and the $10,000 deductible on personal property.

The earthquake damage to the dwelling and personal property is more than the coverage limit for both of these
types of property. For example, there is $110,000 in damages to the dwelling versus a $100,000 coverage limit. But
the damage to outside structures is less ($8,500) than the $10,000 coverage limit.

Total reimbursement to you would be based on the difference between your property damage and the deductible,
up to the coverage limit. In this example, the insurer would pay $90,000 ($110,000 — $20,000) for the dwelling and
$6,500 (58,500 — $2,000) for outside structures. In each of these, the net loss was less than the coverage limit.

The insurer’s payment for personal property would be calculated the same way— property damage ($62,000) minus
deductible ($10,000). Your net loss would be $52,000. But your policy limit is $50,000 for personal contents, so the
totalamount you would be paid for your personal property loss would be capped at the coverage limit, or $50,000.

In this example, your total loss is $180,500. You would be responsible for $32,000 in deductibles plus $2,000 in
unreimbursed or non-covered damage to your personal property. The insurer’s total payment for this claim would
be $146,500.

When you shop for insurance, you may be asked what deductible you want. Remember that earthquake
deductibles are already much larger than a typical homeowners insurance deductible. If your deductible is too
high, you may never be able to use your earthquake insurance because the damage will never be greater than
the deductible.

The deductible you pay is considered an uninsured loss. You’re entitled to federal disaster loans to help cover
uninsured losses. Remember that you’re expected to repay a loan.
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Another unique feature of earthquake insurance is time limits. Typically, all earthquake events in a 72-hour (3-day)
period are considered one event—with one claim and one set of deductibles. Damage caused by aftershocks more
than 72 hours after the first quake could mean a second claim with a second set of deductibles. The period of time
may not be 72 hours in all policies. Ask your insurance agent.

HOW INSURERS DETERMINE YOUR EARTHQUAKE PREMIUM

Premiums for earthquake insurance vary by your home’s characteristics. Some common characteristics

are:

1. Your home’s location. Is your home in an earthquake-prone area? If the area where you live is likely to
have earthquake activity, your premiums will be higher.

2. The age of your home. The premium can be higher for older homes.

3. The construction of your home. How large is your home and how many stories does it have? Is it a wood
frame home or masonry (brick) home? Does it have a masonry (brick) veneer? Does your home have a
basement or is it on a concrete slab block foundation?

4. The cost to rebuild your home. You can choose to insure your home and its contents for either replacement
cost or actual cash value. Replacement cost is the cost to rebuild your home or repair damages using
materials of similar kind and quality. Actual cash value is the value of your home consideringits age and wear
and tear. Actual cash value coverage pays you for your loss, but often doesn’t pay enough to fully repair or
replace the property.

5. The deductible(s). As with homeowners insurance, a larger deductible means you’ll be responsible for more

of the loss. It also means a lower premium for you. Insurance premiums are lower when insurers pay
less in claims.
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SMART SHOPPING

You can find insurance companies and agents through the phonebook, on the Internet and television, and by asking
friends and neighbors. The state insurance department also may have a list of insurers licensed to sell earthquake
coverage in your state.

If you already have homeowners insurance, you can begin your search for earthquake insurance by contacting your
current agent or company. You may be able to buy earthquake insurance as an endorsement (a written change to
your coverage) to an existing homeowners policy. If earthquake coverage isn’t available as an endorsement to your
homeowners policy, your insurer may connect you with another company to buy a stand-alone policy.

If you can’t buy earthquake insurance from your current agent or company, you still may be able to get earthquake
insurance from a “surplus lines” company by contacting an agent in your state. These companies have permission to
sell insurance in the state and are willing to sell insurance to cover risks when other insurers aren’t. However, as a
buyer you don’t have the same consumer protections when you buy from a surplus lines company as when you buy
from an “admitted” carrier. The state insurance department can tell you what you need to know when you buy
insurance from a surplus lines company.

If there’s been a recent earthquake, most insurers won’t sell any new earthquake insurance for 30 to 60 days. The
time to buy the coverage is before there’s an earthquake.

Different insurance companies charge different rates for the same coverage. Not all insurance companies provide
the same level of claims service. Customer service is important to most consumers, particularly when they have a
claim. So, it makes sense to shop around for the best insurance company for your needs. You can get a sense of how
well aninsurer serves its customers from a complaint index. Some state insurance departments post complaint index
information on their websites. A complaint index measures how many complaints your state insurance department
receives relative to the size of the company.

It’s illegal for unlicensed insurance companies or agents to sell insurance. Business cards and websites aren’t proof
an agent is licensed. If you buy from an unlicensed agent or insurance company, the insurance company may not pay
your claims; or, if you cancel your policy, the insurance company may not refund your premiums. To find out if an agent

or company is licensed, check with your state insurance department.

Buy insurance from a company that’s financially sound. To check the financial health of an insurance company, use
ratings from independent ratings agencies such as Standard and Poor’s, A.M. Best, and Moody’s.

As you compare premiums, be sure the quotes are for the same or very similar coverage. A worksheet to
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help you compare coverage is available at www.uhelp.org. Be sure to get rate quotes and coverage information in
writing.

YOUR RESPONSIBILITIES

An insurance policy is a legal contract. Read your policy and contact your insurance agent or company if you have
questions. If they can’t answer your questions, contact your state insurance department.

When you buy earthquake insurance, you’ll receive a policy—not a photocopy. If you don't receive a policy within 30
days, contact the insurance company. If you need a company’s toll-free number, check their website, call your agent
or contact your state insurance department.

Keep your policy in your home files. Know the name of your insurer.
Other helpful tips for earthquake insurance—and any other types of insurance—are:

*  Paythe premium on time. Some insurers don’t accept late payments. If an insurer accepts your payment late,
it may increase your premium at renewal.

» Keep a file of all paperwork you completed online or received in the mail and signed, including the policy,
changes to your policy, renewal notices, correspondence, copies of advertisements, premium payment
receipts, notes of conversations and any claims submitted. It's a good idea to keep a second copy outside
your home, such as at your workplace.

= Make a household inventory.

v Go through each room; write down and take pictures or videos of everything in the room. Don’t forget
valuable items such as antiques, electronics, jewelry, collectibles and guns.

v Store your home inventory in a secure place at another location, such as your workplace, a safe deposit
box, a relative’s house or online. Keep a copy at home.

v Review and update your home inventory, including your pictures/videos each year. Also update your
inventory when you buy new items and make repairs. Keep receipts with your home inventory.

Helpful Hint
Enter your insurance agent’s phone number or your insurer’s toll- free phone number into your
cell phone’s memory.
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AFTER AN EARTHQUAKE

If there’s been an earthquake in your area, there are several things that you should do as soon as possible:

e Find a radio, television or Internet connection to learn about emergency instructions from your local
officials.

e  Expect aftershocks, which can cause more damage in the hours, weeks, days or even months after the
quake.

e  Check utility lines and appliances for damage. If you smell gas, open windows and turn off the main gas
valve. If your home’s electric power goes on and off, turn off your home’s main circuit breaker to
prevent power surges.

e  Checkchimneys for cracks or other damage before making a fire.

e Ifyourhome has been damaged, do whatever you need to prevent more damage or property loss. This could
include boarding up windows to prevent theft.

e Call your agent or the insurance company. Ask about your coverage for earthquake damage and what to
expect next. Most important, ask when and how a claims adjuster will contact you.

e Keep notes about your contacts with the insurer, your agent and any other insurance company personnel
about your claim. Include dates, times and names. Keep copies of correspondence.

e Check your own documents to find your policy and declarations page. Both will tell you more about your
coverage.

e  Findyour household inventory.

FILING A CLAIM

Each state has its own laws about the claims process, and both you and your insurer will need to follow those rules.

The insurance company will assign a claims adjuster to assess the damages and determine the payment. These
adjusters may be employees of the company or independent contractors. You should cooperate with the adjuster’s
investigation of your claim. The adjuster probably will want to meet with you to inspect the damage.

Even if you don’t think the damage to your home is greater than your deductible, let your insurance company know
that your home has been damaged. A qualified professional should inspect your home for both structural (hidden)
and cosmetic damage. You or your insurer can hire this professional, who can be an engineer or an experienced and
licensed contractor. The inspection should include the attic, basement, walls, foundation and chimney. After an
inspection, you also may want to get other independent estimates of what repairs are needed and how much they
will cost.

If you, the insurer and the claims adjuster disagree, first try to resolve the differences with yourinsurer. Your agent
may be helpful. It also might help to have your contractor meet with you and the insurance adjuster.

Don’t feel rushed or pushed to agree with something you aren’t comfortable with; your insurer doesn’t have the last
word. Ask questions and ask the adjuster for a written explanation of his decisions.

If you and the insurer still disagree about the claim handling or settlement, you may ask for help from the consumer
services personnel in your state insurance department. If you disagree about the value of the claim, check your policy
for an appraisal clause.
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Another choice is to hire an attorney or a public adjuster. A public adjuster isn’t an attorney or a government
employee. States that allow public adjusters require them to be licensed and to follow certain guidelines. If you have
questions about the use of public adjusters in your state, call your state insurance department.

STEPS TO PROTECT YOU AND YOUR HOME

A homeowner can take steps to lower the risk of earthquake damage. Some of these steps also can mean a lower
earthquake insurance premium. Retrofitting (changes to your home to reduce damage) may be an easy and
inexpensive way to protect some homes. However, changes to the structure and to some types of homes could be
very expensive. A qualified contractor or engineer can advise if retrofitting is practical for your home.

Some inexpensive ways to retrofit your home are:

= Bolt down items such as bookcases, dressers and televisions. Securing heavy items not only can reduce
property damage but also can mean fewer injuries.

= Secure and brace the water heater to the dwelling frame.

* Install automatic gas shut-off valves.

More expensive, structural retrofit measures are:

* Anchor a house to its foundation through seismic bolting.
e Install bracing; one approach is to cover cripple walls (in the space between the foundation and the floor
where the crawl space is) with plywood.

The Earthquake Country Alliance, based in California, gives specific instructions on how to secure furniture and
other items in your home to prevent both injuries and damages in your home. Instructions can be found at the
following Web address: www.daretoprepare.orq/secure_your_stuff.htmi.

You’ll find advice from the United States Geological Survey on preparing for an earthquake and what to do during
and after one at www.earthquake.usgs.qgov/prepare.

Another source on how to prepare for earthquakes is the Institute for Building and Home Safety’s website,
www.disastersafety.org (click on Get Prepared, then Earthquakes).

Emergency experts advise you to always have basic supplies (such as water, food and flashlights) on hand in case
there’s an emergency. The Federal Emergency Management Agency (FEMA—www.fema.org) and your state or local
emergency services offices have more information on preparing for an emergency.

FOR MORE INFORMATION
e  For information about your consumer rights or filing a complaint, or if you can’t find insurance, visit your

state insurance department’s website. To find the website address of your state department, visit the
National Association of Insurance Commissioners (NAIC) website at www.naic.org/state_web_map.htm

and select your state on the map.
e  Visit the NAIC Insure U consumer education website at www.InsureUonline.org.
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A CONSUMER’S GUIDE TO EARTHQUAKE INSURANCE: FOR MORE INFORMATION

e Learn more about the National Flood Insurance Program at www.floodsmart.qgov.
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The NAIC is the U.S. standard-setting and
regulatory support organization created
and governed by the chief insurance
regulators from the 50 states, the District
of Columbia and five U.S. territories.
Through the NAIC, state insurance
regulators establish standards and best
practices, conduct peer review, and
coordinate their regulatory oversight.
NAIC staff supports these efforts and
represents the collective views of state
regulators domestically and internationally.
NAIC members, together with the central
resources of the NAIC, form the national

system of state-based insurance regulation
in the U.S.

For more information, visit naic.org.
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