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Harry P. Mirjjanian

r  ast month we discussed the impor-
tance of understanding the differ-
ence between deductible and self-in-

sured retention options. This month we

review the impact deductibles have on
insurance premjums.

Premium versus Deductibles

Insurance companies view deductibles
as a means of eliminating small, nui-
sance claims that can be expensive to
handle. As a rule, insureds pay lower
premiums for higher deductibles. But
be careful: A $1000 deductible may
reduce the premium by 10 percent and
a $10,000 deductible may lower the
premium by 12 percent. Be sure you
are getting value for the higher de-
ductibles, Have the carrier quote your
program at different deductible levels
to note your best cheice. Further, do
not assume that if you file a claim
your premjum will increase. Depend-
ing on your class of business and a
number of other variables, you may be
paying the same premium as a compa-
ny with hundreds of claims, Though
remaining loss-free will often entitle
you to a premium discount, a high
number of claims does not usually dri-
ve up premiums. Rather, if a carmier
notes a high frequency of claims, it
will typically accelerate its decision
not to quote your policy in the future
and to get off the account.

General Coverage

Clearly, coverage will vary with poli-
cies, but in general all policies cover
three basic exposures.

Bodily injury losses are those sus-
tained by an individual that result in an
injury to a person’s physical or emo-
tional well-being.

Property damage losses include
damages or losses to physical or tangi-
ble property.

Personal injury losses include loss-

es 1o an individual’s or a business enti-
ty’s reputation or rights.

Also usually covered in the policy
are medical expenses for those persons
injured as a result of your negligence.

Court Awarded Damages
Regrettably, more and more claims are
resoived in the courtroom,

In the past, claimants and adjustors
worked out arrangements, and few
claims went to court for resolution.
Once the claims go to court, one of
three types of damage awards can be
rendered.

Compensatory damages are awards
for the actual losses sustained by the
claimant, as well as any additional loss
amounts that may be incurred in the
future as a result of your action.

General damages awards are of-
fered to an injured party for non-finan-
cial losses; “pain and suffering” is a
fairly common example. Althouogh it is
difficult to quantify the dollar value of
pain and suffering, a figure is nonethe-
less determined by the courts.

Punitive damages are the most dif-
ficult to quantify. These amounts are
added to the settlement figures as a
form of punishment for your actions or
behavior. Legislators realize that since
these awards are intended to punish or
reprimand a party, allowing them to be
covered under an insurance policy
would lessen their impact. As a result,
insurance companies are prohibited by
law in several states from covering
punitive damage amounts; the insured
is responsible for their satisfaction.

Legal Costs/Policy Limits

Most policies obligate the insurance
company to pay for legal costs when
the claim is covered under the policy.
Since this is not always the case, it is
important to understand the provi-
sions in your policy. Further, legal ex-
penses may or may not be part of the
policy limits. Policy limits indicate

the maximum amount the carrier will
pay during the policy term. Policies
usually include different “sub-limits”
that limit the amount the carrier will
pay under certain situations. For ex~
ample, if your policy has a $1 million
“per occurrence” limit, and defense
costs are part of that limit, that means
the carrier will never pay more than
$1 million in seitlement and defense
costs for any single oceurrence during
the policy pertod. Thus, if there is a
%1 million award and associated legal
expenses are $200,000, if the legal
expenses are part of the limit you
would have to pay the $200,000 since
your policy is obligated never to pay
more than $1 million for a single oc-
currence. If legal expenses are not
part of the limit, the insurance compa-
ny pays both the $1 million award and
the $200,000 in legal expenses.

As noted above, sub-limits are com-
mon in policies, and a “per-occurrence”
sub-limit is quite common. If 100 peo-
ple are injured as a result of a single ac-
cident, the most the carrier will pay is
the sub-limit established, regardless of
the policy limit. That means for a $50
million policy with a $1 million per-oc-
currence sub-limit, the most paid for
any one occurrence will be $1 million,
not $50 million. The $50 million is the
most the policy will pay during the
term of the policy (usually cne year).
Be certain whether the legal defense
costs are part of your limits, and exam-
ine what effects sub-limits have on
your coverage, since these costs can be
considerable.

We will continue policy review in
next month's column.

Harry P. Mirijanian is president of Ap-
plied Risk, an independent risk man-
agement services firm established to
assist the business community in re-
ducing exposure to loss and insurance
costs. He is a frequent speaker at AMA
seminars,

. Americon Management Associafion 2 Management Review supplement for members of AM
e e e -_Fmance;undlnsumnceund Risk Mandgement Div




