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Bridging the Property and Casualty Gap
by Richard F. Stolz

You work hard to help clients build up the asset base that will enable them to meet their financial goals. Would it
not be a spectacular financial planning failure to see assets built up over years or decades evaporate overnight
due to lack of appropriate or sufficient property and casualty insurance protection?

Yet due to certain dynamics in the property and casualty (P&C) insurance industry, as well as a reluctance by
many CFP certificants to stray too far into the P&C realm, the chances are high that many or even most of your
clients today lack adequate protection from both common and uncommon hazards, according to P&C experts
and financial planners who pay close attention to their clients’ insurance needs. The results can be financially
devastating.

‘I've seen, over and over, financial planning people completely ignore the property and casualty needs of their
clients,” says Clark D. Randall, CFP®, of Lincoln Financial Advisors, in Dallas, Texas. “They may say, ‘Buy an
umbrella policy,” and that’s pretty much the extent of their recommendations,” says Randall, a 20-year veteran of
the financial services industry who describes himself as a risk manager. Randall also directs the financial
planning academic program at Southern Methodist University and teaches a class on financial planning
fundamentals there.

Meanwhile, Kevin Gahagan, CFP®, of Mosaic Financial Partners Inc. in San Francisco, California, has seen the
effects of this lack of attention to P&C risk exposure. “In the last ten years,” he says, “I don’t think I've seen a new
client where we didn’t recommend some fairly significant revisions in their property-casualty coverage. It's quite
common to find clients who really have not looked at their property and casualty for an extended period of time.”

Why are so many consumers underinsured? What are the gaps in P&C coverage that financial planners need to
be on the lookout for and what coverage is appropriate, both for the average client and the affluent client? How
should planners go about being sure those gaps are being properly filled? How will the client pay for additional
coverage? And what is the planner’s role in all this if they don’t sell P&C coverage?

Planner as Risk Manager

Gahagan shares Randall’s belief that many financial planners steer clear of P&C matters. Why? One reason, he
suggests, may be that most planners, if they moved into planning from the insurance business, typically came
from the life and health side and are somewhat uncomfortable dealing with P&C issues. (For his part, Gahagan
was a corporate human resource executive before entering the financial planning field, a career that may have
heightened his sensitivity to the kinds of personal calamities that many people experience.) Some planners also
may worry about additional liability (see sidebar “Does Advising on P&C Issues Increase Professional Liability?”).
But that’s no reason for them to assume, or simply hope, that their clients have adequate coverage.

Indeed, as noted, Randall considers the nature of his work as a financial planner, at least in part, as a risk
manager. The risk of losses due to “litigation, natural disaster, or theft” may be no less than the risk of losses due
to a bad investment strategy, he says. “And the more wealth they have,” Randall adds, “the greater the likelihood
that they’re going to have some pretty significant gaps” in their insurance coverage.

Moreover, on a practical level, financial planners may be better suited than traditional P&C agents to identify
those gaps (which is not the same thing as filling them, however). That's because by virtue of deciding to work
with a financial planner, clients have decided to bare their financial souls in a way they may not choose to when
talking to a traditional P&C professional.

“Most people would rather have their fingernails pulled out than talk to a property and casualty agent,” says Tod
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Aronson, a seasoned (and third generation) P&C professional with E.R. Munro & Co. in Pittsburgh, Pennsylvania.
Aronson frequently works with financial planners to help arrange appropriate P&C coverage for their clients. That
is, financial planners don’t need to become P&C agents themselves to help clients secure the coverage they
need, but instead, to help pinpoint those needs and make sure they are met.

Aronson is candid about the inadequacy of the service performed by many run-of-the-mill P&C agents. “The
financial planner should not assume that the P&C agent is doing his or her job,” he warns.

He advises planners to ask their clients when they last received an insurance review from their P&C agent. “If the
client says, ‘Review? I’'m supposed to be getting a review?’ you know you need to rock the boat for your client.”

Adds Gahagan: “Even with high-end clients, many property-casualty agents simply do not periodically review the
adequacy of their coverage.”

Why not?

“This is conjecture,” Gahagan says, “but one reason may be that often insurance agents working on a
commission model are looking to make a sale, and will look for what can be sold. Nobody wants to pay more
than they have to for insurance, so there’s a hesitance, at times, to go back to the client and say, “You really
need more insurance.”

Making the Easy Sale

David Shaffer, a P&C professional based in Walnut Creek, California, concurs: “Maybe the agent on the phone
wants to keep the value as low as possible when they talk to you because they may be worried they’re not going
to make the sale if they recommend a suitably high level of coverage.”

Indeed, often that fear is justified, as Aronson explains. “Too often, someone calls you and has an existing policy.
The first comment out of his mouth is, ‘I'm paying too much for car insurance.” And the agent says, ‘Oh, | can
save you some money.” And the sale is achieved when the agent simply determines how much the client is
willing to pay, then finds a policy that meets the desired premium, regardless of the adequacy of the coverage.

Aronson also notes that “some” P&C agents “are pressured for production; once you're on the agent’s books,
they’re only thinking about getting in another 25 policies by the end of the year, rather than what’s already on the
books and what they should be doing for those people, because if they don’t get those 25 new policies in, they’ll
lose their contract with that company.”

Even without intense production pressures, if an agent is a direct writer, limited to one insurance company, a
client may wind up with an inadequate insurance policy because the agent simply didn’t have the ability to sell a
better policy.

Shaffer illustrates by noting that one of the country’s largest P&C companies, in its homeowners policies, limits
coverage of living expenses when policyholders are forced out of their homes due to fire or storm damage, to 12
months. “If your home was destroyed,” he says, “it's impossible to rebuild in 12 months.”

Thus, even a motivated client and a captive agent with the best of intentions could not sell the “correct” policy to
a homeowner seeking more than standard coverage.

That scenario may illustrate the situation that many financial planning clients unwittingly wind up in: They have
outgrown the ability of their P&C agent to meet their insurance needs. “The agents who just represent one
carrier, to a certain extent, are limited in what they can do for wealthy clients,” says Randall. “People making a
few hundred thousand dollars a year, with a few million in assets, sometimes are still running their property and
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casualty coverage like they’re earning $75,000.”
Common P&C Gaps

What are the common and not-so-common kinds of gaps in P&C coverage that financial planners need to be
alert for—either through their own probing or by relying on the expertise of a properly trained and motivated P&C
professional?

The most pressing risk management issues for the vast majority of clients, say planners and P&C specialists,
revolve around getting the right auto and homeowners policies in place.

“According to the Professional Insurance Agents of Wisconsin, practically two out of three homeowners are
underinsured,” asserts Shaffer.

“One of the classic things we see from clients coming in,” adds Kevin Gahagan, “is they’re underinsured for
catastrophic risks to their home, when you look at the cost of replacement coverage.”

“Most policies provide rising coverage for inflation,” Gahagan adds, but they often fail to keep pace with
construction costs—at least where his clients live.

Naturally, the hazards of home ownership in Gahagan’s home state of California—brush fires, mudslides, and
earthquakes—make him particularly sensitive to the possibility that a house will not merely be damaged, but
destroyed.

That sensitivity is shared by Jon Beyrer, CFP®, with the Blankinship & Foster planning firm in Solana Beach,
California. Some homeowners insurance carriers “have been a little bit shy about covering properties here. They
tend to actually mislead people at times and say, ‘You're fine, you have enough coverage,’ but if you press them,
and say, ‘If my house is gone, how much are you going to pay me to rebuild it?’ it's a different story.”

But the risk of under-insurance is probably far more likely to be the result of lack of attention to the issue by
homeowners and their advisors than deceptive practices on the part of insurance carriers and brokers. For
example, it's common for people to make significant improvements to their homes, but neglect to request a
corresponding increase in insurance coverage, Shaffer says.

Additional caveats and pointers on securing adequate homeowners insurance protection include

. Appraisals. If a home is particularly valuable or has special decorative or architectural features, have it
appraised by an appraiser approved by the insurance company, rather than simply relying on standard
replacement-cost formulas tied to square footage or neighborhood real estate prices. “With a high-end
insurance company,” Gahagan says, “you can request that the insurance company send out an
appraiser.”

. Contract language. Pay attention to contract language specifying whether a damaged or destroyed
home will be fixed with “similar” or “like-kind” materials. That may mean the difference between having
plaster walls replaced by drywall or plaster (like the original).

. “Extended coverage” provisions. “Every policy makes a provision for what they call ‘extended
coverage,” Gahagan says. It's supposed to provide an additional benefit under extraordinary
circumstances, such as a surge in construction costs that could occur in the wake of a natural disaster in
which the demand for construction services spikes. But policyholders should not underinsure on the basic
policy amount in the hope that extended coverage will bridge the gap. “The consumer is expected to
maintain the appropriate level of core coverage,” he says.

. Personal property replacement. “Some carriers may offer some kind of cash settlement—they’ll just
write you a check for lost property,” says Gahagan. “Others will just reimburse you if you go out and buy
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the lost items. That’s very different.”

. Miscellaneous limits. On high-end homeowners policies, you won't find as many limits on
reimbursement for damage caused by such hazards as backed-up sewer lines, says Tod Aronson. Such
distinctions can make a big difference in some situations, he notes.

In addition, Clark Randall has compiled the following short list of common gaps in clients’ P&C coverage that
result more from taking short-cuts or from simple oversight, than from any technical issues buried in insurance
contract language.

. The general contents of the home are covered as a percentage of the home’s value. “This is arbitrary and
should be reviewed for accuracy; the homeowner should have his contents documented,” Randall says.

. Valuables—jewelry, antiques, and so forth—have not been scheduled and are not adequately covered.

. Improper coverage for a home that has been retitled into a trust.

. Lack of proper coverage for jet skis and ATVs.

. No coverage for flooding. (Flood damage doesn’t only hit homes situated in coastal areas or on
riverbanks, and coverage is more widely available than many believe.)

. Lack of proper coordination between a base auto or homeowners policy and an umbrella policy that
leaves a significant coverage gap.

Nanny Hazards

Although the biggest gaps often exist in coverage for garden-variety auto and homeowner-related liability, a few
other often-overlooked areas stand out for Randall. High on his list: Exposure from liability associated with a
nanny or housekeeper who isn’t properly insured for sickness, injury, or automobile accidents. Clients typically
treat them as independent contractors and not employees—potentially a very costly mistake, Randall says.

Here’s how the discussion goes, according to Randall: “I suggest to the client that they need to get workers comp
insurance for their employees and they say, ‘Hey, I’'m not running a business here.” Then | ask, ‘What happens if
she gets injured at your home?’ They say, ‘She has health insurance.”

“Then | ask, ‘How do you know she has health insurance? And even if she does and files a claim, the first thing
she’s going to be asked [by her insurance company] is, ‘Was it on the job?” (If so, of course, she’s likely to be
denied benefits.)

And what happens if the nanny is driving the client’s car, taking his child to the park, and has an accident? “This
varies by state,” Randall says, “but typically, a nanny wouldn’t be covered by your policy because she’s not
considered a member of the family.” Therefore, he suggests, you need to put her on your policy.”

“Even if the nanny’s driving her own car and has a wreck, if it's determined that she was working for you when
she had the wreck, you as the ‘employer’ are now liable.”

But is the nanny really an employee?
“If she’s there every day, and you’re telling her when to get there, what to do, she reports to you, and you can fire
her, then you need to consider her a W-2 employee,” Randall says. He notes that even in such circumstances,

the “employer” (at least if he lives in Texas) would not be required to buy workers comp insurance. But not buying
that insurance “means you have unlimited liability,” Randall says.

Special Risks
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Of course, the property-casualty industry can plug more esoteric exposure gaps for clients with special needs,
low risk tolerance, or both. For example, one carrier recently began offering a policy that insures against
embezzlement by fiduciaries, including financial advisors.

Other specialized policies of possible interest to high net worth clients cover the risk of having to pay a ransom to
gain release from kidnappers, ancillary losses related to burglaries, damage and personal injuries sustained at
large parties and events, and litigation associated with service as a director on a corporate or charitable
organization board, among others.

Cheap Protection

Indeed, the economic impact associated with litigation—perhaps associated with injuries caused in an auto
accident—could dwarf the economic damage caused by a flood or house fire. But because the chances of
sustaining such a loss are small, so, too, is the typical premium cost on the kind of personal umbrella policy that
shields policyholders from claims exceeding the limits of their basic auto policies.

For example, the annual premium on a $5 million policy might range from $500 to $750. Yet a client’s exposure
to litigation may increase not with his or her odds of being involved in an accident, but by how wealthy they are
perceived to be, warns Aronson.

“You may be on the verge of bankruptcy, but if you drive a nice car and live in a nice neighborhood, people still
perceive you as having a lot of money. So, if there’s an auto accident, a slip and fall, whatever, they’re going to
go after you,” he warns.

And if they do, it’s best to have an umbrella policy written by the same underwriter as that of the auto policy and
homeowners, he adds. “At a time of loss, you have only one company to deal with.”

As with homeowners policies, there are distinctions between umbrella policies offered by mass-market carriers
and those that specialize in higher-end markets. Kevin Gahagan points to one carrier’s policy, for example, with a
$2 million nominal limit that also would cover up to that same figure in legal defense cost. There’s no “free lunch,”
however. “You pay for this,” he says.

The issue of how much coverage clients should buy is never clear-cut, advisors say. It's not enough, of course,
merely to match coverage to a client’s assets, because any claims exceeding that level, to the extent of the
excess, would need to be financed out of the client’s pocket.

Looking at statistics on jury awards for, say, personal injury cases doesn’t necessarily answer the question,
according to Aronson. “Let’s say that 95 percent fall under $1 million,” he says. “Do you want your client to be
that unlucky person whose case is in that 5 percent?”

In the end, one simply needs to present the choices to clients, and let them make the decision. But what is the
role of the financial planner, and that of the P&C professional, not only in deciding how much coverage is
appropriate, but in the overall process of helping clients determine and meet their insurance needs?

The Planner’s Role

Financial planners who do consider clients’ P&C coverage a key element of their overall financial picture stress
the limits of their own knowledge on the finer points of this kind of insurance. “We don’t purport to be experts, but
we do understand the dynamics sufficiently well to advise clients to work with a licensed agent,” explains
Gahagan. “Often we will review a policy, but we do not have the requisite level of expertise to advise a client in
detail with respect to insurance contracts. From a process standpoint, we typically look at property-casualty every
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two years. Our first cut is the high-level issues.”

When that review leads to the conclusion that a client may be underinsured in some area, or lacks coverage
entirely for a particular risk, “if the client is working with an agent with whom they are satisfied, we will have the
client talk to their agent about changing coverage,” Gahagan says. “I have yet to find a P&C agent who differed
with us when it came to increasing coverage.”

But if the client's P&C agent is a direct writer for a carrier whose products are geared to people with average
needs, and that agent cannot accommodate the insurance requirements of a high net worth client, Gahagan and
his colleagues will bring in an independent P&C broker. “We’ll have them do an analysis and put together a
proposal with comparative pricing with two or three carriers, and have that presented to the client as part of a
follow-up to our initial reviews,” he says.

Clark Randall tends to use one particular P&C expert as an integral part of preparing a financial plan. Randall
gives the P&C broker all the relevant insurance contracts and other financial information to incorporate into the
analysis of the adequacy of the client’s coverage. When the analysis is done, the broker, Randall, and the client
meet together to go over recommendations. “Some of the things he finds are new to me,” Randall admits.

A Drain on Investments?

One might worry that the ultimate upshot of a comprehensive P&C review is clients dramatically increasing their
coverage and dedicating a lot more of their income to insurance premiums—funds that might otherwise be
directed to investments. But that is generally not the case, planners say.

Why not?

“In most instances, we find clients carrying a $500 or sometimes a $1,000 deductible,” notes Gahagan. “But the
purpose of insurance is really to protect against catastrophic loss.” Therefore, he generally recommends that
clients raise their deductibles.

Doing so, while simultaneously raising the coverage amount, can result in a wash on premiums. An illustration
offered by David Shaffer, the P&C broker in Walnut Creek, makes the point: Raising the deductible on a
particular $500,000 homeowners policy from $500 to $1,000 essentially buys an additional $100,000 in coverage.
Similarly, raising the deductible from $500 to $5,000 results in a 5 percent drop in premium, and a 40 percent
increase in maximum coverage, to $700,000.

Or, assuming the client already has a high enough coverage limit but has a low deductible, raising that deductible
can free up cash for other purposes. In Shaffer’s illustration, raising the deductible on a $700,000 policy from
$500 to $5,000 would shave about $800 in annual premium cost.

The case for raising deductibles is fortified by the reality that, in a tight insurance market, it may be imprudent to
file relatively small claims, even if they would be covered. “If your claim history is problematic, you will be
canceled,” Gahagan warns clients. “Problematic” is in the eye of the beholder, but candid P&C brokers will
discourage policyholders from filing small claims, Gahagan says.

One client who filed three claims, totaling $5,000 over an 18-month period, had his policy yanked, Gahagan
recalls. “We ultimately got him covered again, but set a $5,000 deductible.”

“If a baseball goes through your window,” he adds, “you should self-insure. But if you’re going to pay those
claims yourself anyway, then don’t pay the higher premium for a low-deductible policy.”
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What Does the Planner Get from This?

Clark Randall points out that he gets no additional fees from a client review of P&C coverage. But his P&C
broker, who also doesn’t charge a fee for a review, often does wind up getting some business. “More often than
not,” Randall says, “my clients will use my guy because their own agent is captive and may not have the
capability to provide the coverage.”

But is a “premium” placed on financial planners who help clients address their property-and-casualty exposures
and insurance needs? Don’t count on lots of referral business from P&C brokers brought in to assess financial
planning clients’ insurance needs, says Randall. “The way it ends up working,” he explains, “is this P&C guy gets
the majority of his referrals from financial planners, so he doesn’t run into situations where he has a client who
doesn’t already have a financial planner.” (That’'s also been Randall’'s experience with attorneys.)

But of course, that’s not the purpose of the exercise, says Randall. “I just want to make sure my client is covered.”

Richard F. Stolz is founder of Publishing Services & Strategies, a communications consulting and marketing
services provider based in Rockville, Maryland. He has been writing about personal and corporate finance topics
for 25 years.

Sidebar

Does Advising on P&C Issues Increase Professional Liability?

Does trying to help minimize clients’ risk exposure by advising them on property and casualty matters open up
more professional liability for the planners themselves? It's not an unreasonable question to consider in the
context of risk minimization.

But planners who do make a point of delving into the P&C realm turn the question around. “I'm relying on the
idea that I'm doing a better service to my clients and therefore minimizing the risk of being sued by providing this
service, than by ignoring the need,” says Clark D. Randall, CFP®.

Adds Jon Beyrer, CFP®, “It's the same way we look at taxes or estate planning. We’re not lawyers and we’re not
accountants, but we’re always talking to people about tax and estate planning issues. We draw the line at holding
ourselves out as experts and giving direct advice on these issues.

“We let our clients know we’re educating them about the issues we see, helping them come up with thoughts and
guestions for the true experts”—whether it's an attorney, accountant, or property and casualty broker.

The issue boils down to being clear about the limits of one’s expertise, Beyrer says. “It falls back to the Certified
Financial Planner code of conduct: If you don’t feel you have enough expertise in an area, you disclose that to
the client and bring in an expert, or refer the client to that expert. If we sold insurance, that would be a different
story.”

And the advice from David Shaffer, someone who sells P&C insurance and gets a lot of business from financial
planners, revolves around procedures. “You need to document your conversations with clients about your
recommendations,” he says.

If you recommend that they obtain or increase coverage for a particular risk, but they elect not to follow that

recommendation, having the client document that decision in writing can “almost bullet-proof” advisors against
litigation, he says.

2007_lssues/jfp1107 (7 of 8)



FPA Journal - Bridging the Property and Casualty Gap

2007_Issues/jfp1107 (8 of 8)



	fpanet.org
	FPA Journal - Bridging the Property and Casualty Gap


