Excess Insurance vs. Umbrella Coverage?

I took a poll at a recent meeting, asking a group of business women how much liability insurance they carried on their auto insurance.  Much to my surprise, one out of the 15 women had an answer for me, although most of them told me they had “full coverage”. While “full coverage” may sound nice, it really means their car is covered for damage and theft.  

If you were to get into a car accident and someone was seriously injured your automobiles liability insurance would pay the injured parties medical bills, lost wages and pain and suffering claim.  Washington State Law requires all drivers to carry a minimum liability limit of $25,000 per person.  I don’t need to tell you how many days of hospitalization that will pay for.  What you should be most concerned about is after the insurance money runs out, their attorney will look for what assets you have and go after them.  This would include your home(s), your apartments, your savings or investments, and whatever other assets they can find for you to liquidate and pay this persons claim.  The good news is, with a “full coverage” policy, you will have enough coverage to get your car fixed.  Unfortunately, you may need to live in it when all the dust settles.  

You may ask, “What does this have to do with my investment properties?” Two things:

1) The above scenario could cause you to be forced to sell some or all of your properties 

2) A similar scenario can play out if someone is injured at one of your rental dwellings.  

Increasing the liability limits on your buildings insurance policy would mean you were adding “excess insurance”.  A simple example of this would be to increase your liability limits from one million to two million dollars.  This would provide you with double coverage, provided the claim was covered and NOT excluded on your existing policy. How do you prepare yourself if the claim is excluded or exceeds the liability coverage of your existing policy?

A commercial umbrella policy will provide coverage for claims that your buildings policy will NOT cover (exclusions), and claims over and above your buildings liability limits.  In other words, an umbrella policy provides much broader coverage than your building policy, in addition to providing additional funds once the limits have been exhausted.  Lastly, most umbrella policies can cover multiple locations.

Many people employ a personal umbrella policy. However, these policies would be inappropriate for someone with any commercial dwellings (over 5 units). This is because a personal umbrella policy only covers your home(s), auto(s), boat and 1-4 unit dwellings.   A typical one million dollar commercial umbrella policy starts around $350 per year and is increased with multiple locations and/or units.  A personal one million dollar umbrella policy starts from $125 per year and is increased with multiple homes, cars and rental units (1-4 units) dwellings.  

How do you decide how much you need?  How much do you have to loose?  This is a great topic to speak with your agent about at your next annual review or better yet today!
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