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Homeowners Property Coverage

ISO HOMEOWNERS PROGRAM

Individuals and families have a variety of personal risk management

needs relating to their homes and personal liability. Because of this varia-
tion in need, it would be virtually impossible, as well as impractical, for a
single homeowners coverage form to meet the risk management needs of

all. Therefore, the Insurance Services Office (ISO) Homeowners program
provides a selection of policy forms designed to meet the various risk manage-
ment needs of individuals and families.

A basic homeowners policy provides coverage for an individual’s or family’s
common property and liability loss exposures, with certain conditions and
exclusions attached, in return for the convenience of a single premium paid.
Endorsements are also available that modify the policy in order to meet addi-
tional risk management needs.

Large insurers may elect to develop their own homeowners policy forms to
match their corporate business strategies and target their customers’ common
loss exposures. The American Association of Insurance Services (AAIS), an
insurance advisory organization similar to ISO, also develops policy forms for
insurer use.

The ISO 2000 Homeowners (HO) insurance program offers six policy forms
designed to meet the majority of individuals’ and families’ personal risk man-
agement needs:

e HO-2—Broad Form

e HO-3—Special Form

e HO-4—Contents Broad Form
e HO-5—Comprehensive Form

e HO-6—Unit-Owners Form
e  HO-8—Modified Coverage Form

The ISO Homeowners program’s policy forms typically vary according to the
types of property eligible for the coverage forms and the types of property cover-
age provided. Individuals and families should review the various forms to ensure
that they select one that is most appropriate for their risk management needs.
All of the ISO HO forms provide property coverage designed for the needs of
specific types of insurance buyers. In addition to property coverage, each form
also provides loss of use, personal liability, and medical payments coverages.

»
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5.4  Personal Insurance

Named perils coverage

An insurance policy where the
covered causes of loss are listed
or“named”in the policy.

Special form coverage
Property insurance coverage
covering all causes of loss not
specifically excluded.

Functional replacement
cost basis

The cost of replacing damaged
property with similar property
that performs the same
function but might not be
identical to the damaged
property.

»

The HO-2—Broad Form (HO 00 02), simply known as the HO-2, provides
named perils coverage for dwellings, other structures, and personal property.
The HO-2 is designed to meet the risk management needs of owner-occupants
of dwellings. For example, a young working couple purchasing their first home
faces budget pressures. They are content to have their home and contents
insured, and are more willing to accept named perils coverage (as opposed to
broader homeowners coverage) in exchange for a lower premium.

The HO-3—Special Form (HO 00 03), called the HO-3, provides special
form coverage on dwellings and other structures (rather than the named
perils coverage provided by the HO-2). Special forms coverage, also known
as open perils coverage, protects property against direct physical loss that is
not otherwise excluded by the coverage form. Note that the HO-3 provides
named perils coverage for personal property, as does the HO-2. The HO-3 is
designed to meet the risk management needs of owner-occupants of dwellings
who want broader coverage on their dwellings and other structures.

The HO-4—Contents Broad Form (HO 00 04), or HO-4, provides cover-
age for a tenant’s personal property on a named perils basis. The HO-4 does
not provide coverage for dwellings or other structures. This policy form is
designed to meet the risk management needs of tenants and other occupants
of apartments or dwellings. For example, a young woman who has recently
graduated from college, started a new job, and moved into an apartment
should obtain an HO-4 if she is no longer an official resident of her parents’
insured household and would like her own personal property and liability
insurance protection.

The HO-5—Comprehensive Form (HO 00 05), known as the HO-5, provides
open perils coverage on dwellings, other structures, and personal property.
The HO-5 is designed to meet the risk management needs of owner-occupants
of dwellings who would like the broadest coverage available among [SO’s
forms for their property. For example, a homeowner who desires the broad-

est available coverage for his home and contents, and is willing to pay the
increased premium for it, can select the HO-5.

The HO-6—Unit-Owners Form (HO 00 06), or HO-6, provides coverage
for personal property on a named perils basis, with limited dwelling coverage
(unit improvements and betterments). The HO-6 is designed to meet the
risk management needs of the owners of condominium units and cooperative
apartment shares. The HO-6 is similar to the HO-4, but it includes special
provisions for loss exposures inherent in condominium and cooperative unit
ownership. For example, a couple that purchases a vacation unit in a seaside
condominium community should obtain additional homeowners coverage

under an HO-6.

The HO-8—Modified Coverage Form (HO 00 08), called the HO-8, provides
coverage for a dwelling, other structures, and personal property, on a limited,
named perils basis. A special valuation clause specifies that damage will be
covered on a functional replacement cost basis. The HO-8 is designed to meet
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the risk management needs of owners-occupants of dwellings who may not meet
insurer underwriting standards required for other policy forms (such as when

the replacement cost of a dwelling significantly exceeds the dwelling’s market
value). For example, a couple may own a historic home in a city where local
property values, including the value of the historic home, are far below replace-
ment cost. This couple may opt for homeowners coverage under an HO-8.

How the 1ISO Homeowners Program Policy Forms Address Personal
Risk Management Needs

150 Policy Form Example of Personal Risk Management Need Addressed

HO-2—Broad Form Meets most needs of owner-occupants for dwelling, other
structures and personal property coverage at a lower
premium than the HO-3 or HO-5 coverages.

HO-3—Special Form Meets the needs of owner-occupants of dwellings who
want coverage on their dwellings and other structures that
is broader than the HO-2 offers.

HO-4—Contents Broad Form Meets the needs of tenants and other apartment or
dwelling occupants who do not require coverage on the
dwelling.

HO-5—Comprehensive Form Meets the needs of owner-occupants of dwellings who
want the broadest coverage available among 1S0’s forms for
their dwellings, other structures, and personal property.

HO-6—Unit-Owners Form Meets the needs of owners of condominium units and
cooperative apartment shares.

HO-8—Modified Coverage Form  Meets the needs of owner-occupants of dwellings who may
not meet insurer standards required for other policy forms.

HOMEOWNERS POLICY RATING FACTORS

Insurers charge a premium for the various homeowners insurance policies
they offer that is based on homeowners rating factors and adjustments. These
factors and adjustments may be viewed as an extended “menu” of items whose
inclusion or exclusion in homeowners rating affects the final premium.

Homeowners policy rating factors and adjustments can vary by insurer.
However, they typically use a framework designed by ISO that includes the
development of a base premium and base premium adjustments. Additionally,
insurers may make final adjustments (outside the ISO framework) to the pre-
mium before arriving at final premium.

»
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