Earthquake Insurance and Disaster Planning

The recent hurricane disasters have led many of us to think about our own disaster preparedness. According to the Association of Bay Area governments, scientists predict that in the next 30 years, a large quake in our region is about twice as likely to happen as not. The U.S. Geological Survey says that fewer than 10% of homeowners have taken steps to retrofit their homes, and fewer than 50% of households have disaster supply kits. 

You can't prevent an earthquake. But you can protect your home, safety, and net worth if disaster strikes.

Floods and Earthquakes

Standard homeowner's insurance policies do not cover damage from earthquake or floods, so you must purchase a rider to get this additional coverage. The National Flood Insurance program is a federally mandated organization that provides limited benefits and is available through only a few carriers. The maximum flood insurance coverage available is $250,000 per dwelling (regardless of your home's value) and $100,000 for personal property in your home.

Unlike for floods, there is no national insurance program for earthquakes. So, you must purchase earthquake insurance from a private insurance company. Earthquake insurance is expensive, both in annual premiums and deductibles, and coverage is limited. Basic earthquake coverage provides a benefit for the home structure, less a 15% deductible. Separate structures, such as pools and guesthouses, are not included. Contents coverage is limited to $5,000 in most cases. Loss of use, which covers hotel stays and other expenses if your home is not livable, is capped at a lump sum of $1,500. That's it. All payments from an insurance carrier are made only after the deductible is satisfied. However, some high-end carriers offer additional contents coverage and loss of use benefits for up to 12 months.

Earthquake insurance rates vary based upon a home's proximity to an active fault, age of construction (pre or post-1950), number of stories, soil type (bedrock vs. landfill), roof type, and slope. Earthquake risk is determined primarily by a home's location and construction characteristics.

The chart below, provided by Marsh Risk & Insurance Services, details the cost of earthquake riders (only) for three homes in San Francisco's 94115 zip code (Western Addition/Pacific Heights) by three different insurance carriers. Remember, full coverage includes a regular homeowner's policy in addition to a rider. 
	
	Home Value / Annual Earthquake Insurance Rider Premium

	
	$1 million
	$2 million
	$3 million

	Carrier
	
	
	

	California Earthquake Authority (CEA) *
	4,560
	9,120
	13,680

	Chubb
	4,470
	8,940
	13,410

	Fireman's Fund
	2,370
	4,710
	7,050


   Rates are estimates only 

* CEA is pending a 20% rate reduction scheduled for 2006.

The California Earthquake Authority (CEA) is the largest earthquake insurer in the state. State Farm, Farmers, and Allstate provide coverage for their policyholders via the CEA. It is estimated that the CEA has the financial resources to cover a $7 billion dollar loss. If losses exceed this amount, claims will be paid on a pro-rata basis. Note that despite its official-sounding name, an insolvency of the CEA will not be covered by the State of California. To show just how under-protected you could be, the 1994 Northridge Earthquake generated losses of $20 billion, $12.5 billion of which were insured losses. Some experts believe that "The Big One" that could hit San Francisco or Los Angeles could generate $100 billion in insured losses.

Out-of-Pocket Costs

Your out-of-pocket costs for earthquake insurance include an annual premium. In addition, in the event of a loss you will be responsible for the first 15% worth of damage to your home. For example, if you have a loss on a $1.5 million home, the out-of-pocket deductible would be $225,000! Depending upon your contract, earthquake insurance payouts for contents are generally limited to $5,000, with loss-of-use payouts at $1,500. Considering that a 3-bedroom rental in the Bay Area can easily cost $3,000 a month (if such a home can be found after a disaster), that $1,500 evaporates pretty quickly. Remember, all insurance-carrier payments are made only after the deductible is satisfied. 

Some high-end insurance policies, like Chubb and Fireman's Fund, provide a home contents benefit of up to 50%, coverage for other structures such as pools, and a larger monthly loss-of-use benefit. You might consider one of these high-end policies if your home is worth at least $1.5 million, if it has had some upgrades, or if you have expensive furniture or clothing.

Should You Buy Earthquake Insurance?

High premiums, huge deductibles, limited coverage for loss of use and contents, and the possibility your insurance provider (especially the California Earthquake Authority) will have only limited assets if you ever do make a claim are just a few of the downsides of earthquake insurance. However, if you know you can pay the deductible in the event of a loss, you may consider earthquake coverage. 

If you have significant liquid assets, you may want to self-insure for earthquake losses. Self-insuring means that you don't buy coverage, but in the event of a loss, you plan to pay for all expenses out of pocket. In actuality, anyone who has earthquake insurance and suffers a loss will have large out of pocket costs anyway, since a deductible of 15% of the home's value must be paid before any benefits begin.

Planning for an Earthquake May Be Your Best Insurance Policy 

Seismically retrofitting your home is where your first earthquake preparedness dollars should be spent. Whether you have earthquake insurance or not, if there is damage to your home from an earthquake, you will have out-of-pocket costs. As an alternative or addition to earthquake insurance, a few smart structural steps can help protect your family and prepare your home. Most earthquake damage is caused by shaking. For structural safety, address the following:

· Make sure your home is properly bolted to the foundation. 

· Brace cripple walls (walls between the foundation and the first floor) with plywood sheathing, and bolt them to the foundation.

· Install braces on the perimeter walls of basements and crawl spaces.

· Secure your water heater with wide steel straps to adjacent wall studs. You can buy state certified strap kits or bracing kits at most hardware stores.

· Bolt tall bookcases to a wall. 

· Check out www.quakehold.com for earthquake safety products.

General contractors and structural engineers can provide you with cost estimates for any essential work your home may need. Given the high cost of earthquake insurance and the minimal coverage in the event of a loss, earthquake preparedness upgrades are cost-effective expenditures. Plus, retrofitting steps are generally one-time expenses. 

Be Prepared for a Disaster in Your Home

Beyond structural upgrades, here are a few areas you and your family can discuss, plan and prepare for, in the event of a disaster.

· All teenagers and adults living in your home should learn and rehearse how and when to turn off your utilities. 

· Prepare at least three emergency kits: One big kit at home should contain at least three days' worth of food, water, and supplies. Smaller kits at the office and in your car should contain the same items but in smaller quantities. 

· Store important documents like insurance policies, deeds, property records, and birth certificates in a bank safe-deposit box.

· Make a family emergency plan, including where to meet and how you will communicate should you become separated.

· Prepare a Disaster Checklist with what you'll do, the items you'll want/need to gather, and any other action steps in the event of a disaster.

· Keep enough cash on hand to last at least two weeks in the event that banks and ATM machines are not working.

Summary

The most important thing you can do to protect your home, family, and net worth in the event of an earthquake is to make the seismic improvements detailed in this article, or those recommended by a licensed contractor. Earthquake insurance is expensive, and the benefits are minimal. Spend your earthquake preparedness dollars on structural upgrades. If you feel you've made all the upgrades you can, you may then want to consider an annual outlay for earthquake insurance or flood insurance, if you know that you can satisfy the deductible. It's important to weigh the costs versus the benefits of earthquake insurance in your unique situation.

Further Resources

The sites below provide more information about earthquake safety.

Association of Bay Area Governments

http://quake.abag.ca.gov/fixit/
or

www.abag.ca.gov 

This site includes instructions for securing your furniture and other items in your home, plus a list of engineers, contractors, and city building officials who are experts on seismic retrofitting.

Federal Emergency Management Agency

www.fema.gov/areyouready/

Information includes useful emergency planning tips and checklists. Especially helpful are the Basic Preparedness and Natural Hazards sections.

Handbook for the San Francisco Bay Region

http://pubs.usgs.gov/gip/2005/15/ 

This supplement to the San Francisco Chronicle on September 18, 2005, is a helpful publication of the Southern California Earthquake Center in partnership with the U.S. Geological Survey.  

California Seismic Safety Commission

"A Homeowner’s Guide to Earthquake Safety" can be found at http://www.seismic.ca.gov/pub/CSSC_2005-01_HOG.pdf
Thanks to Gary Buckner of Marsh Risk & Insurance Services for assistance with this article.
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