


The Bottom Line

Fidelity Coverage — Do I Need It?

We are frequently asked “Should I carry Fi-
delity coverage?” and “Exactly what is it’? In
answering these questions, we need to explain
exactly what this coverage provides and who
should have this type of coverage.

What is Fidelity Coverage?

Fidelity coverage is also known as Employee
Dishonesty Coverage. This coverage can be
provided as part of 4 Combination Crime Pol:cy
or requested monoline under Coverage A of the
Crime Policy. The employee dishonesty blan-
ket form covers dishonest acts of all
“employees” (as defined) unless specifically
excluded. The employer is protected for loss of
or damaged to covered property resulting di-
rectly from dishonest acts committed by an em-
ployee with 1) manifest intent to cause vou, as
the employer, to sustain a loss; and 2) who ob-
tains a financial benefit. Both elements must be
present for coverage to apply. For example,
damaged caused by a disgruntled employee who
sets fire to his employer’s property would not
be covered because the employee did not realize
any financial benefit. However, losses caused
by an employee who diverted company funds to
his own personal account would be covered.
This coverage covers loss of money and securi-
ties as well as property other than money and
securities.

The Combination Crime Policy, besides
Coverage Form A, contains several coverage
forms that provide protection from other type of
criminal acts. These include such things as:

» Forgery or Alteration Coverage

¢  Theft, Disappearance and De

struction Coverage
¢ Robbery and Safe Burglary
Coverage
e Premises Burglary Coverage
*  Premises Theft and Robbery Qutside the
Premises Coverage
Computer Fraud Coverage
Extortion Coverage
Money Orders and Counterfeit Paper
Currency Coverage

While you may not need all of these cover-
ages, you can pick and choose the ones that are
appropriate for your business.

As in any insurance policy there are exclu-
sions. Some exclusions apply to a specific cov-
erage and are too numerous to cover in this arti-
cle. The General Exclusions, however include:

s Acts committed by you or your part-

" ner — the premise here is that you can’t
steal from yourself

Governmental Action
Indirect Loss
Legal Expenses
Nuclear
War and Similar Actions
Who should carry this coverage?

In our opinion, any business that has em-
ployees, even long-term trusted employees,
should have Fidelity Coverage in place. You
may say, “My employees are responsible people
of the highest moral fiber” or “My key employ-
ees have been with me for many years.” The
majority of losses are caused by those employ-
ees who have full access to the company’s as-
sets, are trusted by management and are consid-_
ered the ones least expected to cause a loss.
You may consider these employees to be above
reproach and always have the best interest of
your company at heart. However, it’s not un-
common for these employees to run into some
personal financial difficulty with nowhere else
to twrn. What might start out as “temporarily
borrowing” of small amounts can turn into a
full-blown catastrophe for the company.

It’s not just money and security you need to
be concerned about. Do you have a large inven-
tory of merchandise, machinery or other equip-
ment and supplies? Employees’ theft of these
items can cause a firm thousands of dollars to
replace.

Proper controls are always the first line of
defense. For this reason, all Fidelity Coverage
is written with a deductible. These deductibles
will range from as low as $500 to tens of thou-
sands of dollars depending on the amount of
coverage and the adequacy of the controls. The
general rule that most insurers follow is a de-
ductible in the amount of 10% of the coverage.

Dual responsibility of job functions provides |
a check and balance system that will usually
catch many types of losses. There are times,
however, when even the best controls fail.

Your system or accountant may not immedi-
ately catch any discrepancies that can result in a
loss. That’s when it’s comforting to know that
there is a safety net in place in the form of in-
surance to protect the assets of the business that
you worked so hard to build.

The rating factors used to determine the pre-
mium is based on the amount of coverage, num-
ber of employees, number of locations and type
of business. Credits are given for deductibles
and debits and/or credits may be given depend-
ing on the adequacy of the company’s controls,
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construction firms in business today will be out of
busiriess six years from now. It is not just the new
businesses that fail, Mote than haif of the failures
were contractors who had been in business for
more than five years! Plus, no contractor ever sets
out to fail. They all believe that they will succeed
and successfully complete a particular project.

" Bonding Companies are very sensitive to those
things that in the past have been characteristic of
contractor failures. There are certain characteris-
tics that, over the vears, seem to be common to
certain firms that have failed. A review of 86 con-
tractor failure cases submitted by Surety Associa-
tion of America member companies in 1998 indi-
cated that the top five factors related to contractor
failures were:

Indicator Percentage of cases that
Include this Indicator
Unrealistic Growth 37%
Performance Issues 36%
Character / Personal Issues 29%

Indicator Percentage of cases that
Include this Indicator
Accounting Issues 29%
Management Issues 29%

In our next issue, we will explore some of
these red flags in greater detail.

To summarize, many contractors making de-
cisions concerning the firm’s success do not see
their actions as being dangerous. With proper
planning and a complete understanding of the
risks, they are not. Our recommendation is to
listen to your bonding company. They have re-
sources at their disposal and they have a view of
the “big picture”. They want you to succeed, to
reach your financial goals. During these stress-
ful and uncertain times, a contractor would be
wise to carefully listen to his/her bonding com-
pany. Remember, business is a marathon, not a
sprint.
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A policy may be written for a one or three year pe-
rigd. Premiums can be prepaid for the full three
years or on annual installments. A contractor with
10 employees, one location and adequate controls
¢an expect to pay around $400 a year for $25,000

of Employee Dishonesty Coverage.

If you feel that any of the above mentioned
coverages are appropriate for your business and
you would like more information, please contact
us.

" The Reasoning Behind Ce

rtificates Of Insurance

Several contractors have recently asked us why
the bonding companies are asking for a copy of their
company’s Certificate of Insurance. Hopefully, this
article will help you to better understand the reason
for this requirement and why this small piece of in-
formation is vital to underwriting a surety risk.

Certificates of Insurance are a list of all of your
company’s insurances. It will show the name of the
writing company, type and amount of coverage, and
effective and expiration dates of each line of cover-
age. Bonding companies are always looking to
make sure the contractor is carrying adequate insur-
ance as required by any contract they may enter
into.

All public and most private contracts have a sec-
tion devoted specifically to insurance. This section
of the contract outlines what coverages are required
to be in force prior to starting the project, and con-
tinue throughout the project. Since the bonding
company is bonding the entire contract, it is ex-
tremely important for them to verify that the con-
tractor has the insurance required by the contract in
place. If the contractor does not have adequate in-
surance in force throughout the length of the con-
tract, they are in breach of their contract. This
might expose the bonding company to a claim.

With the cost of insurance for contractors in-
creasing and markets withdrawing from many
classes of business, it is even more important for
the bonding company to verify that their contrac-
tors have the proper insurance coverages in
place. ‘

Your insurance agent is the professional to
help you in this area. They are equipped to make
sure you are properly protected. They will re-
view your contract (at least the portion outlining
the insurance requirements) and look for any
unusual requirements. They should make sure
all your coverages are sufficient and in compli-
ance with the contract provisions. If unusual or
larger than normal limits are being requested,
they may contact the contracting officer or the
person at the owner who reviews the insurance
requirements to get a better understanding or
explanation of the requirements.

We hope this article will help answer your
questions on why the bonding companies want a
copy of your Certificate of Insurance. If we can
be of assistance with locating an Insurance pro-
fessional for you or in answering any questions,
please let us know.







