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Your Company’s Auto Liability — What’s Covered? What’s Not?

by Barbara Sable, Assistant Vice President for RLI’s Professional Services Group

If you own a small to midsized design firm, at insurance renewal time, your broker usually
discusses various options with you and you often come to the conclusion that a standard
BOP (Business Owner’s Policy) is sufficient to meet your firm’s property and casualty
coverage needs. A BOP combines the basic coverage requirements a small to medium
sized business owner would need in a package. If your firm does not own any autos, the
BOP can usually include “Hired and Non-Owned” auto liability coverage. This would pay
for damages to a third party, on behalf of your company, if an employee causes an
accident while using a rented car or the employee’s own car while on company business.
This addresses liability to others, but what about damage to the rented car? Some but not
all insurers will provide this protection in a BOP; it's usually referred to as Hired Physical
Damage coverage.

So what happens when one of your star employees requests your permission to attend a
conference that is being hosted by your state professional society? The conference is
about 200 miles away, but you and your employee agree that exposure for your firm at
this event is a good idea. Public transportation isn’t an option; therefore, with an eye
toward keeping expenses down, your employee decides to rent a car to drive to and from
the event in one day. He asks you about taking out the rental car company’s insurance
coverage. You mean to call your insurance broker, but, pressed for time, you decide that
the BOP must cover this and you know that the extra insurance from the rental company
would cost anywhere between $15 and $50 for the day.

Tragically, on the way home, your employee swerves to avoid some large debris in the
roadway and inadvertently hits an oncoming car with a young adult driver and three co-
workers who were headed home from a client’s golf outing. No one is killed, and
fortunately your employee walks away unharmed. The other four, however, are not as
lucky. All four are hospitalized, miss time from work, and require significant rehabilitation.
Both vehicles suffer total loss.

Other than a professional liability claim, this is, for most design firms, the largest
exposure you face.

This information is provided as a service of a/e ProNet, an international association of independent insurance brokers
dedicated to serving the design profession since 1988. We are dedicated to representing the best interests of our design
clients as a trusted and impartial source of information on professional liability insurance, risk management, loss
prevention and continuing education. Please visit our website www.aepronet.org for additional information.
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In the aftermath of the crash, damages and injuries are assessed. The rental car
company elects to sell the damaged car at auction instead of repairing it. The car was

valued at $23,700 beforehand and they recover $11,300 from the sale. Assuming that RLI
Hired and Non-Owned Auto Physical Damage coverage is in place, your BOP insurer
pays $8,2OO to cover: RLI DESIGN PROFESSIONALS

» what it would have cost to repair the vehicle,
» some of the loss of income suffered by the rental company, and
+ the cost of the appraisal.

That leaves you with a $4,200 gap in coverage that the rental car company expects you,
your firm, or your employee to pay. And we haven’t even begun yet to address coverage L "J-“
for the injuries to the four passengers in the other car. TRAVELERS

How could that gap in coverage happen? And aren’t there other sources for you to
recover that money?

One way for you to help avoid this gap is to accept the Loss Damage Waiver (LDW) or
Collision Damage Waiver (CDW) offered by the rental company. It's important to know
that many BOPs don’t cover diminution in value or the loss of rental income on “hired and Gold Sponsors
non-owned autos,” which includes rental cars. Some basic BOPs don’t cover hired and

non-owned autos at all. Yet many rental car agreements stipulate that the renter is
responsible for these costs should they occur. After an accident, the $7 to $25 that you
could have spent for the LDW or CDW pales in comparison with the costs typically not

covered elsewhere. A))Hanover
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Another coverage that might come into play in this “doomsday scenario” is supplemental

liability protection. Without this additional coverage, what does the rental company

provide to the injured parties in the other car? Often, it’s only the minimum limits required

by the state in which the vehicles are registered and/or driven. So, in this case, if the £
state-mandated limits are $25,000 per person/$50,000 per accident (a common threshold Liberty
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for state requirements), that would be likely be insufficient to cover the injuries suffered
by the four passengers in the other car.

Since your employee didn’t suffer any injuries nor lose any personal effects, the personal
accident insurance and personal effects coverage typically offered by rental companies

don’t come into play. ”
avigators Pro

So, other than taking out the LDW or CDW and the supplemental liability protection from
the rental company, how could the outcome of this situation be a little less gloomy?

+ Check out the options available from property and casualty insurers. Can
coverage be structured to include the physical damage described here? Can this
coverage be primary coverage? If your employee rents the car in his or her own '
name, is there coverage? Some insurers offer primary hired auto physical
damage coverage in varying limits as an optional endorsement to the BOP policy;
others may not offer it on the BOP. It’'s a good idea to make certain that the
available limits are sufficient to cover the value of vehicles typically rented by
your firm.
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+ Know what your employees carry in the way of personal auto coverage. If you live .
in a city, it may be the case that some of your employees don't carry it at all. Or, if Silver Sponsors

they are trying to save money and are driving older vehicles, they may carry only
the minimum required coverages and may have dropped physical damage
coverage altogether.

» See what the various credit card companies offer. Keep in mind, though, that the
credit card companies often limit the coverage available. For example, many credit
card companies only reimburse you for your deductible after your other insurance
pays. Some have limits on the rental term during which coverage applies or on the
types of vehicles that are covered. And most don’t cover liability claims for people
who are injured in an accident.
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Many design firms pay a lot of attention to their professional liability insurance renewals

because professional liability insurance tends to be a “big ticket item.” BOP insurance, on

the other hand—which may cost as little as $500 annually—is often renewed with little

discussion or fanfare. That approach typically works—until an accident occurs, and then, OneBeacon
too often, it doesn’t work. Talk to your broker, do your homework, and establish a policy for
your firm that incorporates in a cost effective manner the coverage that’s available from:

« commercial lines insurers,
» personal lines insurers,
+ credit card companies, and
* rental car companies.
Bronze Sponsors
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Moore Insurance Services - www.mooreinsuranceservices.com is a member of a/e ProNet -
www.aepronet.org; a national association of insurance agents/brokers that specialize in providing risk
management and insurance services to design professionals. These services included risk
management publications, contract language review tools, seminar materials and other useful
information to help design professionals manage their risks.

Moore Insurance Services offers many professional liability and property & casualty insurance
programs. Many of these programs are endorsed or commended by the professional associations and
organizations that we support including: The American Institute of Architects (AlA), National Society of
Professional Engineers (NSPE), American Council of Engineering Companies (ACEC), Michigan
Association of Environmental Professionals (MAEP).



