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Don’t Be Blown Away By Your Hurricane
Deductible

Insurance Quotes

Hurricane season is fast approaching, but don’t be too focused on the official June 1 start date. This year,
late April saw Arlene, the first named tropical storm of the season. Coastal storms are always
unpredictable so it's smart to get your homeowners insurance in order before a named storm hits.

Many homeowners don’t realize that a hurricane, tropical storm or even a windstorm can bump up your
standard home insurance deductible by thousands of dollars. It can be a shock at claims time.

“Hurricane deductibles help lower the cost of what people pay for property insurance on a year-to-year
basis because they assume more of the risk,” says Lynne McChristian, Florida representative and
catastrophe response director for the nonprofit Insurance Information Institute Ill). “In other words you
pay less today but more in out-of-pocket costs if a hurricane hits.”

According to the lll, hurricanes and tropical storms have caused $158.6 billion in insured losses between
1996 and 2015. In order to “limit their exposure to these losses,” insurers in 19 states and the District of
Columbia now sell homeowners policies that include a percentage deductible that kicks in whenever a
property experiences damage from a hurricane. It's a separate deductible from all other potential perils
like fire or vandalism and it has its own unique quirks and nuances.

If you live in a coastal region — or you're thinking about buying property in a coastal state — here’s what
you need to know about this unique and potentially expensive deductible.

History of hurricane and windstorm deductibles

The origins of hurricane deductibles can be traced back to Hurricane Andrew, which ravaged southern
Florida in 1992 and left $15.5 billion in losses in its wake. It was the costliest hurricane in U.S. history
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until 2005, when Hurricane Katrina hit several Gulf States and cost insurers more than $41 billion in
losses.

“Insured claims were so significant after Andrew that it prompted property insurers in coastal states to
reassess how much damage a serious hurricane could actually do to their books of business,” says Il
spokesman Michael Barry. “It became clear that property owners had to assume more of the risk.”

As a result hurricane deductibles are now written into many coastal homeowner policies in the following
19 states: Alabama, Connecticut, Delaware, Florida, Georgia, Hawaii, Louisiana, Maine, Maryland,
Massachusetts, Mississippi, New Jersey, New York, North Carolina, Pennsylvania, Rhode Island, South
Carolina, Texas, Virginia and Washington, D.C.

“The bottom line is that property insurers feel like they need these deductibles in order to write policies
in hurricane-prone states,” Barry says.

How hurricane deductibles work

Some specifics will vary depending on the state you call home, but Barry says most hurricane deductibles
function the same way.

If your policy has a hurricane deductible and a named storm makes landfall in and sometimes around)
your state, you will have to pay anywhere between 1 and 5 percent of your home’s insured value before
coverage for any damage kicks in. This is more costly than a standard $500 or $1,000 homeowners’
deductible, which kicks in for all other property losses.

For example, if your home is insured for $300,000 with a 2 percent hurricane deductible, you’'d be
responsible for the first $6,000 in repair costs for any damage caused by the storm.

It's important to note, Barry says, that a hurricane deductible can only take affect if the home’s damage
results from a storm officially named by the National Weather Service. The distinction, he says, is critical.

For example, when Superstorm Sandy hit the East Coast in 2012, the National Weather Service never
officially designated it a hurricane because it lacked the sustained 75 mph winds necessary for that
classification. As a result, homeowners in Sandy-hit states were not saddled with the additional financial
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burden of a hurricane deductible.

“The criteria for triggering a hurricane deductible is pretty specific,” Barry says. “So they don’t come into
play all that often.”

States regulate rules for storm deductibles

Whether or not you'll have to pay a hurricane deductible after a devastating storm is going to depend
largely on the state you call home and the specific policy terms of your insurer.

“In other words,” Barry says, “not all hurricane deductible triggers are the same.”

For instance, New York’s Department of Financial Services has determined that a hurricane deductible
which is only applicable in eight of the state’s 62 counties) can be triggered either when a storm makes
landfall as a Category 1 or higher anywhere in the state, or a hurricane makes landfall outside the state
but causes losses to nearby New York properties.

What's more, the state allows for a degree of trigger flexibility, which means some New York insurers
trigger the deductible for a Category 1 storm while others use Category 2 as the threshold.

Florida, on the other hand, handles things a differently. For starters, hurricane deductibles and their
requisite triggers are set by state law, which means all insurers must use the same trigger criteria.

What's more, hurricane deductibles in Florida apply to any damage that occurs from the time a hurricane
watch or warning is issued until 72 hours after the watch or warning ends. Importantly, the deductible
can only be applied once each hurricane season, which falls between June and November.

Finally, not all homeowners living in hurricane deductible states will shoulder the financial burden of this
provision. For instance, mandatory hurricane deductibles in New Jersey can only be applied to ZIP codes
specified by state law and areas approved by the New Jersey Department of Banking and Insurance.

“All of these variables are based on what's needed to maintain a healthy insurance market in hurricane-
prone areas of the country,” McChristian says. “Insurers need to be able to price a policy that is
affordable, and that’s going to look different in coastal Florida than, say, inland New Jersey.”
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For a comprehensive breakdown of state-by-state hurricane deductible rules and regulations check out
this extensive page from the lIl.

Are hurricane deductibles fair?

While the insurance industry touts hurricane deductibles as a financial necessity for policies written in
hurricane-prone regions, some consumer advocates say the practice is unfair.

“Insurers will say that you're living closer to harms way and therefore you should bear a greater share of
the risk, but | don’t see these deductibles as a fair way of doing that,” says Amy Bach, executive director
of United Policyholders, a San Francisco-based nonprofit that advocates for insurance consumers in all 50
states. “Homeowners in these coastal areas are already paying higher insurance rates for living there,
which means hurricane deductibles are like a double penalty.”

Indeed, hurricane-prone coastal states are traditionally some of the most expensive for homeowners
insurance.

For instance, according the National Association of Insurance Commissioners NAIC), Florida residents pay,
on average, $2,055 per year for home insurance, making it the most expensive home insurance state in
the country. Second and third on the list are Texas and Louisiana, which are also hurricane-deductible
states.

“I don’t like insurers using deductibles this way. The reason people buy insurance is so they have access
to funds for repairs when something bad happens. All a hurricane deducible does it make it harder to do
that,” Bach says. “In my opinion, having these high hurricane deductibles undermines the value of the
product to the consumer. And it doesn’t bring prices down as much as it should. The consumer just
doesn’t see a sufficient benefit.”

Know your storm deductible and be prepared

Hurricane season is fast approaching, which means that if you live in any of these 19 states you need to
know the specifics of your hurricane deductible and understand the financial implications of filing a claim
should a storm hit.
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The good news is that in most states it's easy to find out if you have a hurricane deductible and how it
might be applied. For instance, insurers in Delaware are required to provide “clear and prominent notice
concerning all hurricane and wind/hail deductibles and must include information on the trigger, how the
deductible is applied, and if it is stated as a percentage or dollar amount.”

In Florida, state law dictates that hurricane deductibles be identified with the following statement written
in bold, 18-point type on the policy’s declarations page: “This policy contains a separate deductible for
hurricane losses, which may result in high out-of-pocket expenses to you.”

Once you determine if this deductible applies to your home, McChristian suggests making a financial plan
well in advance of a potentially devastating storm.

“Don’t be caught off guard. People should take this hurricane season to understand the specific dollar
amount of their deductible if they ever file a claim after a hurricane,” McChristian says. “They’re saving
money on their premium every year, so take those savings and set some money aside in a deductible
fund that you can tap into if need be.”
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