INSURANCE

In this article:

As a small business owner, what is the minimum insurance I need?

What is “key personnel” insurance?  When and why would I want it or need it?

How much business insurance is enough? Can I over-buy insurance?

Can changing deductibles drastically alter my insurance rates? 

What is “errors and omissions” insurance and do I need it?

My standard policy covers flood damage, right?

By state law, independent contractors, while working at my business site, are required to have their own insurance---or do they?

Who can I talk to locally about my business insurance needs and questions?

…and much more!

The concept of a small business usually means an owner who does not have a lot of spare cash.  Further, small business owners, in general, are risk takers.  Both attributes are problematic when it comes to purchasing insurance. It goes against the general maxim of such businesspersons: “If I don’t really need it right now, don’t buy it.”  On the other hand, insurance is like a parachute: when you need it, you need it!

Granted, insurance is not the typical investment you make in your business.  It is like a side bet you make to minimize the effects of occurrences that you have no control over. It is a pure cost that adds nothing to your bottom line – unless something happens.

It is a good idea to periodically review your insurance package to make sure you are paying the lowest price for your optimal coverage (i.e., getting the best coverage for your outlay). 

For starters, make sure you have covered all of the things that the law requires you insure.  Look carefully at your business and make sure that you have covered at least the aspects that would be devastated if something happened to them.  
Balance the cost of insurance with the size of the deductible you are willing to absorb. A higher deductible can radically reduce your premium costs. 

Every business situation is going to be unique and is best handled by talking to an agent. Some things to insure are obvious. For example, if you are operating your business from your home, then your homeowner’s policy will not likely be adequate to cover the risks of the business. 
Other aspects of your business insurance needs may not be so obvious. Write down “worst case scenarios” for your business and explore how the unexpected could be insured against.

WHAT KIND OF INSURANCE?
You are already in business and have some experience under your belt.  Now is as good a time as ever to check up on your insurance coverage. Because you have been in business for a while now, you can look at insurance with more educated eyes. 

There are many forms of insurance and many can be structured specifically to cover the needs of your particular business.  Listed below are some of the areas that are covered by standard insurance packages. 

Property  Insurance
If you have a loan on your business you likely have this form of insurance required by your lender.  The insurance on the property per se is likely to be held by the owner of the property. 

The insurance on the personal property, on the other hand, is your responsibility.  Are you comfortable with the risk you have chosen to assume should this property be destroyed or defaced?  A properly written policy can cover the loss of income that might occur if your business is broken down.

Liability Insurance 

This form of insurance attempts to protect you against all of the types of situations that occur because of an injury to a third party.  It can come in the form of a general liability insurance that arise from claims of negligence and covers the legal, medical, and physical damage from such incidents. It also covers product liability from safety or property damage.  

Liability claims can also come in the form of safety or malpractice claims due to negligence (particularly for those businesses held to higher standards of care, such as physicians, lawyers, accountants, and so forth). 

Errors and Omissions 

Mostly service businesses and protects against your bad advice or recommendations (not that you would ever intentionally give any, but things happen). The policies usually are structured to cover legal defense costs.

Key Personnel Insurance
This insurance will protect you from the loss of any ‘key’ people within your business, including those with special knowledge or skills that you may have a very hard time replacing, if lost. If such an individual is disabled or gone from your business, at least you will have some financial support until you find a suitable replacement. Usually partners in a small business should both be covered. Depending on the nature of your business, this type of coverage purchase could range anywhere from senseless to absolutely essential.

Automobile Insurance 

If you use a car in your business, whether it is a private vehicle that is reimbursed through mileage charges or a company car, an auto policy is obviously essential.

Workers Compensation
This form of insurance is required by law and kicks in whenever you have employees. It is in the form of a contract between the employer and the employee as to what and how much will be covered in case of a worker’s illness or accident. It also covers liability due to employee’s negligence.

All businesses that hire help are required to have workmen’s compensation. The insurance covers the cost of the employee’s work-related injury and their lost wages. Some employment situations are not covered (independent contractors for example). The costs and standards for coverage are dependent on the size of your business.

Business Interruption Insurance 

This is special insurance to cover losses from such things as fire, natural disasters, or other catastrophes that cause the business to cease operations for a considerable period of time. 

Crime Insurance 

Protects against both external robberies and employee embezzlement.  As an example, Internet businesses may want to insure against business interruption due to hackers and viruses as well as lawsuits from misuse of Internet advertising.

Group Life Insurance; Group Health Insurance; or Disability Insurance 

Most small businesses do not offer these types of insurance for their employees; however, as you grow they become an option to attract and keep good staff. 

Flood and Earthquake Insurance 

Unless you are located on the beach in Solana Beach or in a flood plain (such as La Colonia), flood insurance is probably not necessary. But beware: Water damage is a terrible thing and costly to repair. Flood insurance also tends to be quite expensive, compared to other types of insurance. Ditto for earthquake insurance. Read the fine print in your existing policies, as flood and earthquake damage are almost never part of a standard insurance policy.

Excess Liability

Finally, you can look into a policy that extends any and all of your insurance plans above the limits the plans in the individual policy offers. This may be something to think about in today’s litigious environment.

Contractors Working for You

Always look into what insurance an independent contractors carries before they do work for you. Are they licensed? Do they have a State-issued identification number? Have you seen their dated Statement of Insurance? You do not want to become liable for whatever happens on your job site that is attributable to their work or negligence.
BE SURE TO INSURE!

Do not ‘do without’ insurance altogether.   On the other hand, do not over insure.  In short, although you will have to take on some risk (after all, you are an entrepreneur), don’t go overboard.

Whatever policies you investigate, be sure to discuss them with a reputable insurance agent. There are numerous insurance companies and agents. Do not be afraid to shop around and get other opinions as to your coverage needs and cost. Getting all your insurance from a single agent often permits both of you to discuss the complete insurance package that makes sense for your business and economic circumstances; and further, often makes it more possible to reduce your total insurance costs. Don’t just “renew” existing policies without a second thought—this can be a costly and repetitive error. Take your time and shop business insurance carefully and make wise choices: don’t over-insure yet don’t under-insure.

ADDITIONAL SOURCES OF INFORMATION

· Stuart Schreiber; Small Business Co. Inc
· Insurance matters are addressed in two SBA publica​tions: MP​20​ Insurance Options for Business Con​tinuation Planning, and MP​28​ Small Business Insurance and Risk Management Guide. 

· http://www.businessgrowthinsurance.co
· http://www.myownbusiness.org/s5/

· http://www.sba.gov/smallbusinessplanner/manage/getinsurance/SERV_INSURANCE.html

PROFESSIONAL HELP FROM SOLANA BEACH BUSINESSES 
& OTHER CHAMBER MEMBERS

· The Solana Business Forum (click on “Business Services”, then on “Accountants”) Chamber Members are noted as are those who give discounts to other chamber members.

· David A. Cain Insurance, (858) 481- 4882
· State Farm Insurance, (858) 755-2106
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