SEVEN COMMON RISK MANAGEMENT & INSURANCE PITFALLS:





1. FAILING TO PURCHASE ADEQUATE INSURANCE LIMITS





An Automobile policy with $ 5,000,000 Combined Single Limit of Liability for Bodily Injury or Property Damage to third parties might cost $ 30,000 annually for a fleet of twenty vans. An Excess Liability policy with $ 5,000,000 Limits of Liability in excess of the primary $ 5,000,000 should cost less than $ 5,000 annually. The point is that excess limits layers are progressively cheaper. Buying $5MM too much in limits is a five thousand�dollar mistake; not buying it is a $ 5,000,000 error.





	NOTE: Punitive Damages





	Our most recent research indicates that Punitive Damages are insurable in Idaho pursuant to twenty�year�old ruling (Abbie Uriguen Olds v. United States Fire Ins. Co., 511 P.2d 782 (1977); vicarious liability held insurable in same case). A Washington state ruling holds that punitive damages are not insurable (Walker v. Gilman, 171 P2d 797, 1946). In Montana punitive damages are insurable (First Bank�Billings v. Transamerica Ins. Co., 679 P.2d 1217, 1984), but statute prohibits punitive damages against government entities.





2. COVERAGE GAPS





Failing to recognize loss exposures is another frequent mistake. One way this can occur is by exclusively following "canned" exposure survey programs as the sole means of risk identification. The problem with prefabricated checklists is that they are not that helpful on an ongoing basis. As a result, there is a danger that loss exposures which develop with operational or organizational changes, new medical or scientific discoveries, legislative changes, new product or service introductions, mergers, acquisitions, and similar events will be overlooked until the next time the survey is updated. This often creates a recognition "lag time" that delays proper evaluation and control.





3. INERTIA IN SELECTING SERVICE PROVIDERS





Tradition can sometimes substitute for thought. This can create situations where the same broker, actuary, insurer, and third�party administrator are used year after year, their performance notwithstanding. Complacent vendors may feel they have an institutional right to your account. The most common reasons for using the same service provider are because it takes too much time or involves too many hassles to change vendors. There are a variety of reasons for staying with the same provider: he or she is a personal friend or relative of a key person in the organization, or there may be considerable prestige associated with using a particular vendor.





An evaluation of the service providers used may be as simple as asking, "Is my organization deriving full value from the gamut of service providers we use?" The answer may be, "Yes." You may think you are receiving adequate or even superior service from your broker, safety engineer, actuary, or risk management consultant. But without testing the market periodically, how will you really know? Newer, more innovative service providers may be able to a better job, and more cheaply. 








This is not to say that risk managers should continuously shop around their business or service needs. It does, however, imply that risk managers should periodically "stir the pot" regarding outside vendors, evaluating each on the criteria of (1) results, (2) service, and (3) cost.





The bid process is not entirely without positive aspects, for in the course of interviewing prospective vendors a manager can address in advance and avoid many of these related pitfalls:





Not understanding the worst�case scenario of loss�sensitive rating plans or deductible plans or failing to communicate it to top management.


Not fully understanding the difference between deposit and earned premiums or failing to determine how final premiums will be determined.


Not understanding the entire insurance policy, particularly the application of the exclusions.


Trusting blindly a broker's understanding or representation as to what is and is not covered.


Thinking that a broker will reverse an insurer's coverage denial of a gray area loss. 


Being afraid to use a consultant to validate your program.


Not realizing the extent of the insured’s loss reporting duties under a self�insured retention.


Not responding to an action plan or proposal from an outside service vendor.





4. FAILURE TO DOCUMENT





One precept of medical malpractice risk management is to document everything; as the saying goes, "if it was not charted, it did not happen." This axiom applies to non�medical settings as well. Managers need to remember that failure to document may get them into a bind from which they cannot recover. This can include situations involving a side�deal or understanding with an insurer regarding claims�handling prerogatives an understanding with the broker regarding annual compensation, or proof in an E&O dispute that a particular coverage or endorsement was requested.





It is always better to have this documentation and not need it than to need it and not have it. Insurance is no longer done on a handshake. When a loss strikes, the broker or underwriter may be long gone, transferred to some faraway branch office or with another company altogether. If you have any side�deals or understandings with your broker or underwriter regarding coverage, get them in writing. Better still, explore having them incorporated as manuscript endorsements to the insurance policy or at least incorporated by reference.





A related mistake is not documenting management's approval of self�insurance or large retentions. Management loves to hear about the premium savings that higher retentions will capture, but institutional memories can be notoriously short. If a big loss occurs, collective amnesia may arise. Indeed, top management may be shocked to find out how much loss the organization has retained, and demand to know who arranged the scheme.





Discarding old insurance policies in the belief that they will never be needed again is another common documentation�related mistake. Companies should keep their insurance policies forever (especially liability policies), and the risk manager should keep track of them.





5. INSUFFICIENT ATTENTION TO LOSS CONTROL / PREVENTION





There is no question that skimping on safety and loss prevention expenses can result in higher, not lower, costs. This is especially true of the Automobile and Workers Compensation lines of coverage that are very sensitive to historical loss performance. Investments in training programs, ergonomic studies of job duties, safety rewards, and modified duty job programs usually pay off in the long run. The best way to manage risk is to prevent a loss so that risk-financing issues become moot.





The more risk managers invest in loss control, the less time and money they will need to devote to risk financing. It is the risk manager's role to support safety in a visible way. A good rule of thumb: risk managers should spend at least half their time on loss control and safety.





6. FAILURE TO COMMUNICATE WITH THE BOARD





Risk Managers use many methods to skillfully communicate their risk management goals, challenges, and accomplishments to a Board of Directors. These may take the form of formal presentations, written reports, copies business correspondence or even informal 5�minute hallway chats regarding a tough insurance renewal.





7. FAILURE TO KNOW YOUR LOSS HISTORY





Prior loss information in the form of insurance company or internally�generated claims reports is one of the most important determinants in determining how much an insurance program will cost and the best manner in which to finance the associated costs. Yet many brokers and insurers are lax about supplying these documents to their clients. Request these at least quarterly from your broker and/or insurer and ask that the information contain sufficient detail for you to keep track of open claims and pending reserves.





For purposes of renewal negotiations, a multi�year summary is a very useful tool for setting the parameters of a successful quote in advance.
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