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Risk Management and Insurance: Understanding the Relationship

For many nonprofits, purchasing insurance is an essential component of managing and financing risk.  Purchasing insurance is not, however, synonymous with practicing risk management. Risk management encompasses a wide range of activities related to anticipating, avoiding, controlling, and financing risk. A respected colleague of mine defines insurance as “the act of trading the uncertainty of a large financial loss for the certainty of a fixed premium.” Most nonprofits are unable to maintain a reserve fund adequate to pay for potential claims, therefore insurance provides an affordable and appropriate mechanism for financing covered losses.

Matching Claims and Coverages

The types of coverages appropriate for a nonprofit depend on the exposures facing that organization. It is impossible to say, therefore, that all nonprofits should carry certain coverages.  Each organization should decide what coverages to buy after undertaking a careful review of its exposures. The leadership of a nonprofit, assisted by an agent or broker with nonprofit experience, or a consultant, can conduct this review, sometimes called a “risk assessment” or “exposure analysis.”  

Claims made against nonprofits fall into three general categories:  

(1)
claims and lawsuits filed against the nonprofit and its staff/members, 

(2)
claims by staff/members, and 

(3)
claims for property a nonprofit owns or controls.  

Various types of insurance are available to cover these claims.


Claims and lawsuits filed against the nonprofit and its staff/members—examples of insurance coverage:


commercial general liability


directors’ and officers’ (D&O) liability


improper sexual conduct/sexual abuse


automobile insurance


professional liability


umbrella and excess insurance


employment practices liability


employee benefits liability


watercraft and aircraft (owned and nonowned)


Claims for injuries to members or staff—examples of insurance coverage:


workers’ compensation and employers’ liability


accident and injury coverage (including accidental death)


Claims for property the nonprofit owns or is responsible for—examples of insurance coverage:


general property coverage


crime coverage (including fidelity bonds - employee dishonesty)


boiler and machinery (heating, air conditioning, and ventilating equipment


computer equipment and software

Every organization needs to decide how much, if any, it is willing to retain for each type of loss.  The other side is how much insurance, if any, it needs to purchase for each risk or exposure. One option is to purchase as much insurance coverage as it can obtain and afford.  Most small and medium size nonprofits rely on insurance to pay the first dollar of all insured losses.  Insurance companies often require a deductible or retention.  This is true with various policy types, including building and business personal property, automobile physical damage, computers, directors’ and officers’ liability, and excess liability.  

Another alternative is to use insurance to fund primarily catastrophic exposures and losses.  For example, a nonprofit may decide to retain the first $50,000 (or more) of any general liability loss — it pays for any loss (including defense and investigation costs) for the first $50,000.  When a loss reaches or exceeds the retained limit, the insurer pays the balance up to the policy limit.  The retention level can vary from none to whatever an organization’s financial resources and appetite for risk will allow.  However, if an organization selects this alternative, it also needs to establish a funding mechanism to pay for the losses within the retained limit.  The insurance marketplace and an organization’s culture, goals and financial resources are the only limitations on selecting the balance between retention and insurance or other forms of transfer.  For insurance, one purchasing guideline is for the organization to insure whatever part of a risk that the premium cost makes economically attractive or cost effective.

Ten Coverages Commonly Purchased by Nonprofit Organizations

1. Commercial General Liability (may include miscellaneous professional liability and improper sexual conduct) —
A) What it almost always covers

1. Bodily Injury

2. Property Damage

3. Personal Injury/Advertising Injury

4. Medical Payments

Also: Host Liquor, Products and Completed Operations, Fire Legal Liability, Special Events

B) What it might (rarely?) cover

1. Automobile, aircraft and watercraft

2. Employee injury (including wrongful termination, harassment, etc.)

3. Employee benefits liability (unless purchased separately)

4. Intentional acts (including acts by a board of directors)

5. Pollution
6. Property in your care, custody and control

7. Professional/medical malpractice

8. Publishers’ errors and omissions
2. Professional Liability Insurance (sometimes called errors and omissions or malpractice coverage)
3. Improper Sexual Conduct or Sexual Abuse Coverage

A) Questions to ask regarding this coverage include:

1. Will it cover allegations of improper client vs. client activity?

2. Are volunteers and employees named as insureds at no extra charge?

3. Is defense of the alleged employee or volunteer perpetrator provided until criminal conviction?

4. Is there any reimbursement of wages for employee leave during investigation?
How is this coverage structured?

· As a separate policy

· Under the CGL

· Under the Professional Liability

· Under the EPLI (?!)
4. Directors’ and Officers’ Liability Insurance

A) Key coverages to look for:

1. Advance of defense costs

2. Broad definition of insured including the organization and former, present and future directors, trustees, officers, employees, committee members or volunteers

3. Broad coverage for employment practices liability including coverage for harassment and discrimination

4. Duty to defend
5. Coverage for administrative complaints, as well as lawsuits seeking money damages
B) Common types of claims filed under Directors’ and Officers’ policies include:

1. Wrongful termination (most common)

2. Sexual harassment 

3. Discrimination

4. Breach of fiduciary duty (least common)
C) What behavior can make a nonprofit vulnerable to a lawsuit?

· The nonprofit uses an employee handbook or other written personnel policies that do not comply with current federal or state law.

· Managers (persons who hire, supervise and fire at your organization) are unfamiliar with the Nonprofit’s policies, or choose not to follow established policies.

· Managers who give little regard to actions that will make prospective or current employees angry.

· Managers or board members who believe the law doesn’t or shouldn’t apply to them.

· Boards that do not ask thoughtful questions, particularly when an employment incident has occurred.

· The failure to conduct timely, candid and written performance evaluations.

· The failure to regularly and candidly evaluate the performance of the executive director/CEO.

· The application of employment policies on a “case by case” versus consistent basis.

· The failure to act promptly when special requests are made by employees, when complaints are filed, or when allegations are made.

· Managers and board members who think, “That can’t happen to us” or “The law is stupid.”

· Board members who “take sides” with an employee on an issue against the executive director.

5. Employment Practices Liability Insurance (EPLI)—Most nonprofits purchase EPL coverage as part of a D&O policy or Association Professional Liability Policy. Larger organizations may choose to purchase EPL separately in order to preserve a large limit of liability for this coverage and obtain desired policy features.

6. Workers’ Compensation and Employers’ Liability—States require employers to purchase this coverage based on employee thresholds.
7. Basic Property Coverage—Property coverage protects against the damage to or destruction to property owned by the nonprofit.
8. Automobile

A) Automobile Liability

B) Automobile Physical Damage

C) Non-owned/Hired Auto Liability
9. Accident Insurance—Accident policies are relatively inexpensive policies that finance the cost of medical treatment for individuals (volunteers and/or participants) who are injured while delivering services for or receiving services from an organization.  These policies usually pay the costs of emergency room services and follow-up treatment to pre-determined limits based upon the kind of injury.  For example, a broken leg may have a limit of $2,500, while an eye injury might be limited to $1,500 unless the injury resulted in the loss of sight in the eye, in which case the limit may be $15,000 (these amounts are hypothetical and intended for illustrative purposes only). Usually these policies do not have deductibles. Note: an accident and injury policy does not respond to illness nor does it protect the organization from liability for the injury.
One distinctive feature of an accident policy is that it will pay a claim regardless of who is at fault.  These policies are generally written as “excess insurance,” meaning that they pay only after other available insurance—generally the insured’s personal health insurance—is exhausted. If the volunteer or participant is uninsured, the accident policy would “drop down” and become primary coverage for the injury.

Accident policies provide affordable coverage for an organization concerned about volunteers or participants who may be uninsured or underinsured for injuries sustained while volunteering.

10. Crime Coverage—Crime Coverage generally refers to a package of coverages that includes financing for insider as well as third-party theft.
Fidelity bonds, or employee dishonesty bonds, address a single type of exposure — theft and embezzlement committed by a staff member.  A nonprofit can purchase a fidelity bond separately as a crime policy or as part of a commercial insurance package.  Theft and embezzlement committed by a staff member are the focal point of a fidelity bond.  Thus, if a third party steals from the petty cash, the fidelity bond will not respond.  Likewise, if a burglar steals a laptop computer, there is no coverage under a fidelity bond (however, there may be coverage under the theft portion of the nonprofit’s property policy).  Most nonprofits purchase blanket position bonds rather than list specific persons on the policy.  For example, an insurer writes the bond to cover board members, the executive director and treasurer, and the bookkeeping staff.  The following conditions apply under a fidelity bond:

· The perpetrator must be an employee (most policies do not cover board members or other volunteers unless certain endorsements are purchased).

· There must be a dishonest act (for example, theft or forgery) to recover under a bond, and many bonds require that the nonprofit report the loss to the police (bonds do not compensate for poor business decisions, failure to follow expense account rules, inventory shortfalls, or sloppy record-keeping).

· A fidelity bond will only provide coverage if the staff member intends to (a) cause a loss to the nonprofit, even though temporary, and (b) confer a financial benefit to himself or a third party.
· The dishonesty must occur, be discovered, and the claim reported, during the bond period.
Other coverages commonly purchased by nonprofits include:

· Electronic Property

· Equipment Breakdown

· International Policies

· Media or Cyber Liability

· Fiduciary Liability

· Health, Life and Disability Insurance 

What to Do and What Not to Do

Although nonprofits have been purchasing commercial insurance for decades, the process has become only marginally simpler. The insurance world remains a strange and daunting environment for most nonprofit managers. 

During this presentation we will discuss some important do’s and don’ts about purchasing insurance for your nonprofit. A brief outline of some of these key points is presented below:

Do:

· Find a competent insurance professional (broker or agent) whom you trust to advocate for your nonprofit.

· Take the time to read your insurance policies.

· Investigate the financial stability of your insurers.

· Ask your broker/agent to respond in writing to your questions.

· Seek multiple bids for your insurance coverage at least every three-five years.

· Give thoughtful consideration to how much risk your nonprofit can afford to retain.

· Provide your board of directors with a copy of your directors’ and officers’ liability policy.

· Discuss risk management and insurance issues at the board level.

Don’t:

· Delegate responsibility for your insurance program to a junior staff member.

· Simply renew your coverages each year without considering whether your needs have changed.

· Wait until the last minute to submit completed applications.

· Be evasive about your operations/exposures on your application.

· By shy about asking questions concerning your coverage or the process.

· Regard your insurance coverage as your risk management program.

What’s Appropriate Insurance Coverage?

Nonprofit managers and executives cope with many complex challenges on a regular basis. But one of the perennial questions is whether the nonprofit’s insurance program (the collection of coverages you purchase) is adequate. Unfortunately, there are no easy answers to what seems like a simple question. Every nonprofit must evaluate its exposures, risk-taking appetite and budget constraints in order to determine how much insurance it can and should buy. Some experts urge nonprofits to purchase as much insurance as they can afford. Yet insurance is probably most economically efficient when it is an organization’s risk-financing method for unexpected or catastrophic exposures. Costs that can be readily predicted based on past experience should be financed internally. During hard market conditions, the limits available to your nonprofit may be declining or the broadly worded coverage you purchased during the 1990s may be restricted through wording changes and new exclusions.

Surviving Insurance Market Cycles

· Understand your coverage. There is no time like the present to understand the scope of your insurance program. Are the risks you are most concerned about insured under your current coverages? Are you aware of the areas where you have an exposure but no coverage? Understanding your program requires taking time to read your policies.  Reviewing your policy wording is unlikely to be an enjoyable task, but in the process you may discover some vitally important information, such as key policy conditions that were overlooked, exclusions or endorsements that conflict with what you thought you were buying, or an error on your declarations page that needs to be corrected.

· Identify a competent insurance partner.  Your nonprofit needs to identify a competent, trustworthy, independent insurance professional who can advise your organization about insurance matters. Make it a top priority to find an agent or broker who is willing to learn about your organization and who demonstrates that he or she is an effective advocate for your insurance interests. There are two times when the mettle of an agent or broker is tested: during the purchasing process and following the filing of a claim. If your agent’s performance during the buying or renewal process has been less than stellar, then you may be in trouble if you wind up in a fight with your insurer about whether your claim is covered. Regard your insurance professional as a partner with whom you work for the benefit of your nonprofit. Like the consultant you hire to improve any aspect of your operations, an insurance professional should be a trusted source for information and eager to understand your nonprofit’s unique circumstances and needs.  

· Find out if you are protected. Most states have laws that require insurers to give commercial policyholders advance notice of nonrenewal or a change in coverage terms. Companies may also issue what is called an alternative notice, which indicates the company’s intent to either nonrenew or renew the coverage conditioned on a change in terms, conditions or rates.  A second notice must be sent indicating the company’s final decision.  The notice period varies based on state law and may differ based on policy type.  For example, New York policyholders are entitled to 60 days’ notice, while in New Jersey 30 days’ notice of nonrenewal or change in contract terms is required.  In Connecticut 60 days’ notice is required for nonrenewal of most commercial coverages, although 90 days’ notice is required for professional liability policies. One agent based in New Jersey reports that he was recently able to obtain a policy renewal for a nonprofit client due to an insurer’s failure to give timely notice.

· Keep your ear to the ground. One of the best sources for information about insurance is your existing network of nonprofit professionals. Where do similar nonprofits in your community or in your national federation or umbrella organization go for coverage? What are they hearing about the movement of carriers in and out of your particular area? While speaking to members of your professional network about these issues, you may glean some valuable insurance insights. For example, you may learn about an effort to band together to create a new insurance program for nonprofits with common exposures, or about the decision of an insurance pool to expand to new states or new client categories.

· Know your insurance company.  Obtain an agreement in writing with your insurance agent or broker that he or she will, not may, inform you, again in writing, within 48 hours of any change in the ratings for your insurance companies, such as the ratings issued by A.M. Best & Co., Standard & Poor’s, or Moody’s. Your insurance companies are like banks: they hold your funds in anticipation of future payment under specific contingencies. You should be as careful about their financial security as you are with a bank or mutual fund.

· Take risk management to heart.  Many of the risk management strategies suitable for your nonprofit cost little to nothing to implement. There is no time like the present to address nagging concerns, the fears that keep you up at night, or losses that have occurred on more than one occasion or for which the total loss was substantial. Do not wait to thoroughly examine what happened and why in your effort to prevent a loss from recurring. And engage a group of creative people in both your risk identification and strategy development processes. Never limit the discussion to senior managers—it is critically important to involve those who understand your nonprofit’s operations. For example, if you own a building, the individual responsible for maintenance could be a critical member of your risk management committee. If you rely principally on volunteer resources, your director of volunteers, as well as a longtime volunteer, should be tapped to help with the process. If client participation in your nonprofit is key, invite a client to participate on the risk management task force.  

What Services Should I Expect? Insurance Professional Services/Responsibilities

The following list indicates some of the services an insurance professional might provide to a nonprofit client. Every nonprofit must decide which services it requires or views as desirable. This list is adapted from materials originally developed by the Nonprofits’ Insurance Alliance of California.

· Provide complete and accurate information to insurance carrier on behalf of the insured.  This includes signed applications and updated information at renewal.

· Remit down payments and balance payments to insurance carrier in a timely fashion.

· Arrange financing if requested by insured.

· Help insured with compliance with safety recommendations.

· Complete Certificates of Insurance and request Additional Insured endorsements as required by funding sources, landlords, etc.

· Review all contracts for the insured in respect to insurance requirements. Forward unusual contractual obligations to insurance carrier for review and comment.

· Be available to answer questions regarding the insurance contract.

· Report claims and coordinate claim adjusting with insurance carrier.

· Be available to participate in the insured’s risk management committee, if requested.

· Be available to attend at least one of the insured’s board meetings per year, if requested.

· Present an appropriate insurance package to the insured for its review and decision.

· Serve as a source of information for his/her clients in regards to insurance questions.

· Maintain a complete insurance file for the insured nonprofit. (As the insured, you should keep a copy as well.)

· Maintain continuing education and proper licensing status at all times.

Tips on Working with Your Insurance Professional

· Provide prompt, clear, concise answers to questions.

· Expect your quote in a timely manner.

· Ask questions and expect understandable answers.

· Give your broker at least 30 days’ notice if possible regarding any and all policy changes.

· Get important answers in writing.

· Don’t withhold information from your broker.

· Report claims to your broker immediately and be prepared to give detailed information regarding the claim.

Questions to Consider in Selecting an Insurance Professional

· Ask other nonprofits in your area about their brokers.

· Ask prospective brokers about their experience with other nonprofits. What about nonprofits that offer services similar to yours?

· Ask about commission and fee structure. Does the compensation fit their level of service?

· Is their office automated? Are you confident that they will make timely payment to the insurance carrier?

· Are they willing and able to arrange financing for you?

· Are they courteous, and do they return phone calls promptly?

· Are they willing to work with a loss control representative?

· Do they have errors and omissions insurance?

· What assistance will they provide in completing various insurance applications?

· Are they willing to investigate new options for you?

· Are they familiar with the insurance options available to nonprofits?

· Are they willing to investigate the financial stability of insurance alternatives that may be available to you?

Determining Your Insurance Needs

(excerpted from Coverage, Claims & Consequences)

The process of evaluating your insurance needs typically begins with a blank slate for first-time buyers, or a summary of the nonprofit’s current insurance program. Not surprisingly, many nonprofits make only minor changes to their insurance program on a year-to-year basis (for example, changing the self-insured retention or updating the list of covered properties). Yet it is not unusual for an organization’s insurance needs to change over a one-year period. For example, the nonprofit’s senior staff may be attending a series of international meetings in the months ahead; volunteers may be using their personal vehicles to transport clients, a practice that was prohibited in the past; or the nonprofit may have purchased or leased a new facility. Changing needs and stagnant coverage may result in an unintended coverage gap. It is an understandable outcome of a process that begins with what exists currently, rather than beginning with a nonprofit’s exposures and risk financing needs and opportunities.

Some of the questions that can help determine the scope of a nonprofit’s coverage needs include:

· What property is subject to loss? Property subject to loss includes money, inventory, expensive tools and equipment, mailing lists and valuable operational data, intangible property such as copyrights or trademarks, and income stream.

· What is the nonprofit’s exposure to lawsuits? For example, if the nonprofit has paid staff, it is subject to employment practices claims. If the nonprofit sponsors a Web site or publishes a newsletter or magazine, it is exposed to claims alleging libel or violation of copyright. If a nonprofit sponsors an accreditation program, it may be exposed to claims alleging discrimination in standard setting activities or antitrust claims. If a nonprofit enters into contracts for the purchase of goods and services, it is exposed to breach of contract claims. If a nonprofit delivers such professional services as counseling, legal or medical services, it is exposed to professional liability claims.

· What is the likelihood that the nonprofit will be financially able to continue operations after loss? What provisions have been made to pay for the cost of defending claims and/or replacing lost or damaged property? (Note: the insurance needs of an organization that has established a reserve fund for legal expenses may differ from those of a nonprofit that operates without any monies in reserve. The latter nonprofit must rely on an outside source to cover potential legal defense costs, thereby increasing its need for insurance protection.)

· What is the maximum number of people (paid and volunteer staff, clients, and members of the general public) who have access to valuable property?

How much confidence does the nonprofit have in its ability to control access to valuable property and in the effectiveness of its internal controls?

What are other possible alternatives to safeguard the nonprofit’s property and to finance a loss should one occur? Is another alternative more cost-effective than the purchase of insurance?


Does the nonprofit have a grant agreement or contract that obligates it to purchase a specific type of insurance at specified limits of liability?


Is the nonprofit subject to any laws that require it to maintain insurance? (For example, workers’ compensation coverage is mandated by state law based on organization size.) Or does the nonprofit seek to take advantage of any laws that require insurance coverage? (Note: some state volunteer protection laws only afford immunity protection to volunteers if the nonprofit the volunteer serves maintains liability insurance at a specified level.)

· Does the nonprofit belong to an association or parent organization offering a group insurance program that may afford specialized coverage at group rates? If so, this program should be explored as a potential source for coverage.

· Is the nonprofit required to follow a specific purchasing process, such as obtaining competitive bids from three providers? 


Has the board mandated that the nonprofit purchase certain coverages, such as directors’ and officers’ liability coverage? Is the nonprofit having difficulty recruiting desirable board members without certain insurance in place? 

In consultation with its insurance advisor, your nonprofit should:

· identify property subject to loss, exposure to lawsuits; 

· evaluate the likelihood of the nonprofit’s ability to continue operations after a loss;

· consider a range of risk management tools that can be used to prevent, reduce and/or finance the loss;

· explore whether insurance is required by law, grant or contract;

· determine what type and how much insurance should be considered;

· determine how many competitive quotations to obtain;

· start the buying process early to ensure sufficient time to provide information to the underwriter and to evaluate different coverage proposals;

· complete the required insurance applications and compile all requested information; 

· set a deadline to receive coverage proposals;

· review each competing quotation on the basis of policy, terms, conditions, final price, financial stability of the insurance company and the suitability for the nonprofit’s needs; and

· review each insurance policy. Look for misspellings, incorrect locations, and unexpected exclusions.
How to Read an Insurance Policy

(This document was adapted from Coverage, Claims & Consequences: 
An Insurance Handbook for Nonprofits, available at www.nonprofitrisk.org.)

An insurance policy is a contract that defines the obligations of both the insured and the insurer. Most insurance policies contain terms that are hard to understand and policies are often written in a confusing manner. Taking the time to understand your policies is well worth the effort. Besides providing coverage, policies also assign certain responsibilities to the insured. Your failure to meet these obligations may impair the coverage your nonprofit relies on for protection.

Every insurance policy has five parts: declarations, insuring agreements, definitions, exclusions and conditions. Many policies contain a sixth part: endorsements. Use these sections as guideposts in reviewing the policies. Examine each part to identify its key provisions and requirements. 


Declarations

The Declarations or dec page is usually the first page of the policy. It summarizes key information specific to the policy. The dec page shows the insured’s name and address, the policy dates, a brief description of the business, coverages provided, coverage limits, premiums, and the forms applicable to the policy. The declarations section also contains various schedules that identify the location(s) of the insured’s operations (including values or limits), the various assigned rating classifications, the rates and rating basis, and any special property covered (cameras, fine arts, construction equipment). If the policy is on a claims-made liability form, the dec page will identify it as such, and will show the retroactive date.


Insuring agreements

The insuring agreements specify what the insurance company has agreed to pay for or to provide in exchange for the premium. Often a policy contains a section clearly marked insuring agreements, although there may be additional agreements buried in the policy. Also, the policy may call an insuring agreement a coverage and many policies include more than one coverage. For example, a commercial general liability policy may provide Coverage A - Bodily Injury and Property Damage, Coverage B - Personal and Advertising Injury, and Coverage C - Medical Payments. Some policies, such as commercial general liability, contain separate insurance agreements for each coverage area. Policies also call insuring agreements supplemental, additional, or extended coverages.

An insurance policy begins by declaring what it covers and then proceeds to restrict, limit, and exclude coverages. For example, under a directors’ and officers’ liability policy, the insuring agreement may state that “the company will pay on behalf of the insured all loss that the insured becomes legally obligated to pay due to a claim first made against the insured during the policy period because of a wrongful act.” As you read the policy, you must research the definitions of insured, loss, claim, policy period, and wrongful act to determine if the policy will cover the incident and for whom. You cannot simply read the insuring agreements to understand the coverage. Read the entire policy and refer back to the various insuring agreements and other provisions to understand the coverages and limitations.


Definitions

Insurance policies contain many common words that have special meaning within the context of insurance. The policy identifies these words usually by bold print or quotation marks. Most policies contain a section entitled definitions where they explain the special meaning of the designated words. Since definitions may restrict or limit coverage, it is essential that policyholders read definitions carefully and seek clarification whenever a definition is unclear. 


Exclusions

Every insurance policy has exclusions or policy provisions that eliminate coverage for specified exposures. Exclusions serve as a way to clarify the coverages granted by the policy. Most policies have a section entitled Exclusions. However, an exclusionary provision can be anywhere in the policy. Furthermore, an exclusion may also contain a broadening provision. In the commercial general liability policy, the Aircraft, Auto, or Watercraft Exclusions eliminate coverage for the ownership, maintenance, use, or entrustment of these vehicles or vessels. However, the exclusion has five exceptions where the policy covers watercraft, such as while ashore on the insured’s premises and for certain nonowned watercraft. Or under a directors’ and officers’ liability policy a contractual exclusion may also be a broadening provision when it indicates that the exclusion does not apply to an employment practices claim. Always read the policy carefully and note the provisions that apply to your operations.


Conditions

Conditions within an insurance policy qualify the various promises made by the insurance company. The insurer does not promise to cover all losses. The company will impose certain requirements or conditions on the insured, such as premium payment or duties to follow after a loss. Another example is that the insurer promises to pay and provide other services only if the insured event occurs and if the insured has fulfilled its contractual obligations. Review the policy to identify the conditions that the organization must follow. Failure to meet your obligations can void the policy or otherwise restrict coverage.


Endorsements

Most policies also contain endorsements. Endorsements are policy forms that modify the main coverage form. Endorsements can add coverage (adding employment practices liability) or they can modify the coverage by revising a definition (providing coverage for nonmonetary claims). Lastly, an endorsement can restrict or exclude coverage, such as an endorsement that excludes claims from pending and prior litigation.

Steps in Reviewing an Insurance Policy

Review the organization’s insurance policies upon receipt. Before buying any new coverage, an organization can request and review sample policies. However, many people find it difficult to fully understand the scope of coverages without considering a specific loss. One approach is to identify the risks or types of losses an organization expects to experience—an office fire, windstorm, injury (suffered by an employee, volunteer or client), auto accident, theft, or other risks. Then, determine if the policies will cover these expected losses. Ask your insurance advisor to assist with the review process. Here are the steps:

1.
Check for accuracy. Insurance companies are notorious for issuing incorrect policies. The policy may contain spelling errors, the wrong named insured, incorrect additional insureds, the wrong forms, or not include a purchased coverage. Refer any errors to the appropriate insurance agent or broker immediately. Remember that this is a contract. If an organization does not address an error, it can become a problem if a loss related to the error occurs. 

2.
Review the rating classifications and other schedules. Check to see what rating classifications the company assigned to your organization. The company calculates the premium charge based on certain rating classifications. There can be substantial differences in the rates among the classifications. One insurance company assigned a circus rating classification to a workers’ compensation policy for a nonprofit sports organization. The circus rates were much higher than the appropriate classification of outside sales and did not reflect the insured’s exposures. Ask your insurance advisor to explain any classifications that do not seem to describe the organization’s operations.

3.
Read the policy and answer these questions.

q
Does the insuring agreement cover each expected claim? 

q
Is there any exclusion or other provision that eliminates or restricts coverage?

q
Are there any exclusion exceptions that restore coverage?

q
What policy conditions must the organization comply with?

q
Are the people or operations affected by the conditions aware of them? For example, if the policy requires that a burglar alarm always be operational, have you informed the office manager, maintenance staff, or other appropriate personnel? 

q
If the loss is covered, is there a deductible? How much is it?

q
How much will the policy pay for each loss?

An insurance contract is a complex contract with conflicting and confusing provisions. You must read the entire contract to fully understand the coverages, the insurance company’s responsibilities, and your obligations. Some insurance advisors recommend that buyers review the endorsements first to identify those sections of the main policy form altered by the endorsements. This makes the process of reading the main form easier by alerting the reader in advance to sections deleted or altered via endorsement.

During litigation based on disputes over whether coverage applies, the courts have scrutinized a wide range of policies. Unfortunately, various courts have rendered conflicting interpretations. In contrast, most losses do not involve complex policy interpretations — the insurance company and insured quickly agree that the policy covers the loss. However, you must know your duties and responsibilities to qualify for coverage. Take the time to understand your policies. Your insurance advisor can help you with this task.

About the Nonprofit Risk Management Center

The Center is a national nonprofit resource organization that provides free technical assistance to religious and secular nonprofits on a wide range of risk management, insurance and liability topics. To access our technical assistance program, visit the ADVICE tab at www.nonprofitrisk.org or call (202) 785-3891. 

Fabulous Free Resources on Insurance for Nonprofits

All of these materials are accessible at www.nonprofitrisk.org
Glossary of Risk Management and Insurance Terms
http://nonprofitrisk.org/about/glossary.htm
Increasing Your Liability Protection: Excess vs. umbrella limits

www.nonprofitrisk.org or http://nonprofitrisk.org/nwsltr/archive/liability071105.htm#continue
Abuse Coverage Isn't as Elusive as a Needle in a Haystack, but It Will Cost You
http://nonprofitrisk.org/nwsltr/archive/insurance03112003-w.htm
Better Knowledge Enhances the Insurance-Purchasing Decision
What Nonprofits Can Learn from Recent Headlines
http://nonprofitrisk.org/nwsltr/archive/inspurchase-w.htm

“Everything’s Fine—We’ve Got Insurance!”
http://nonprofitrisk.org/nwsltr/archive/insurance012004-p.htm
Insurance for Volunteer Programs

http://nonprofitrisk.org/nwsltr/archive/insurance052004-p.htm
Is a BOP Right for Me?

http://nonprofitrisk.org/nwsltr/archive/insurance02142003-w.htm
Who Needs an Insurance Broker?

http://nonprofitrisk.org/nwsltr/archive/insurance11132002-w.htm
Who’s Afraid of Claims-Made?

http://nonprofitrisk.org/nwsltr/archive/insurance05002003-p.htm
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