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Basics of Nonprofit Insurance

Just like any corporation, your nonprofit needs insurance protection.
First, find an experienced, trustworthy insurance agent or broker who
understands and specializes in serving nonprofit organizations.
Nonprofits are different from commercial businesses and public agencies
and are best served by an insurance professional who appreciates those
differences and has dedicated resources to helping a nonprofit's leaders
secure appropriate coverage that meets the organization’s needs. A
referral to a nonprofit insurance company is at the end of this guide.

The following is a short overview of the most common insurance needs for
your nonprofit.

Liability Insurance
At a minimum, your nonprofit needs liability insurance to protect
the organization from claims alleging negligent conduct by the
nonprofit, or its employees, volunteers, or agents. Negligence is
failing to do what an ordinarily prudent person would do under the
circumstances or doing something an ordinarily prudent person would not do
under the circumstances. Another way to think of negligence is that a plaintiff
alleging negligence claims that the nonprofit failed to use the proper standard
of care in providing services and that this failure led to the injury, death, or
other harm at the heart of the lawsuit.

The most common liability policy purchased by nonprofits is the commercial
general liability policy. CGL covers against claims for:
e bodily injury (someone suffered an injury),
e property damage (someone’s property was damaged),
e personal injury (offences for libel, slander, defamation, or malicious
prosecution), and
e advertising injury (libel, slander, or copyright infringement due to
advertising activities).
The policy may also include medical expense that provides a low limit (usually
$5,000 or $10,000 per person) for “no-fault” bodily injury. This limit is useful
because its use does not require a finding of negligence on the part of the
nonprofit.
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In today’s legal climate, a $S1 million per claim and $1 million in the
aggregate limit is the most commonly purchased entry-level limit for a
CGL policy. Larger organizations often purchase policies with higher
limits.
INSURANCE
Directors’ & Officers’ Liability POLICY
Another liability policy to consider is a Directors’ & Officers’
liability policy (commonly known as D&O). The D&O policy
protects the organization, its directors, officers, employees,
and volunteers for their “wrongful acts” in governing and managing the
organization. The actual people insured depends on which policy the

=0

organization purchases. Wrongful acts are allegations of breach of duty,
errors and omissions, and other acts that cause harm to the organization
or its stakeholders. The D&O policy doesn’t cover loss for bodily injury or
property damage; that’s covered under the general liability policy or
perhaps another liability policy.

If the nonprofit publishes a newsletter, marketing materials etc. you
should consider a D&O policy that includes publishers’ liability and
personal injury. This provides broader coverage for libel, defamation,
copyright, or trademark infringement than the general liability policy.

The main argument for the D&O policy is that even with state and federal
volunteer protection laws, Board members may be targeted in lawsuits
alleging wrongful management decisions and required to defend
themselves. The nonprofit’s promise to indemnify its board members
(found in the vast majority of nonprofit Bylaws) is often a hollow promise
in the absence of a large litigation defense fund or an appropriate D&O

policy.

As for limits, the recommendation is that the base limit should be $1
Million per claim /S1 Million in the aggregate unless the organization is
very small. Higher limits are appropriate when a nonprofit’s leaders
believe its exposure is greater than average, or when generous board
members are uncomfortable serving as leaders in the absence of a policy
with higher limits.
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Business Auto

Another policy to consider is a business auto policy. If your nonprofit
owns any vehicles, you need a BAP to cover the vehicles for auto liability
and physical damage. If the nonprofit doesn’t own any vehicles, then you
want to purchase hired and non-owned auto liability coverage. Often you
can purchase this coverage as part of a package policy that includes
commercial general liability, assuming the nonprofit doesn’t own any

vehicles.
This coverage protects the organization (not the driver or

& vehicle owner) when the person is acting on behalf of the
\v organization and has an auto accident. Thus, if a volunteer

is driving her own car on behalf of the nonprofit (such as

going to the bank or attending a special event) and has an accident, her

personal auto insurance will pay for the claim first. If the volunteer’s
personal insurance is inadequate to cover the amount of the loss (the

member doesn’t have auto insurance, has very low policy limits or causes
a catastrophic loss), the non-owned auto policy would protect the
nonprofit for its extent of the loss. Without this coverage, if such a claim
occurs, the organization wouldn’t have any insurance protection.

Worker’s Compensation

If you have any full-time or part-time employees, your state law likely
requires that your nonprofit will need a workers’ compensation policy. If
you have employees, you'll also want to make certain that your D&O
policy includes employment practices liability (EPLI) coverage. Most
nonprofit D&O policies include EPLI coverage. Employment-related
claims are the most common type of D&O claims filed against nonprofits.

Nonprofit Insurance Alliance (NIA)

The NIA is a nonprofit 501(c)(3) insurance company with a mission
to help nonprofits find affordable insurance. They are also an
insurer themselves. You can use their handy-dandy tool to find a
qualified broker to advise you. They operate in 32 states.

https: //insurancefornonprofits.org

Source: The Nonprofit Risk Management Center. https: //nonprofitrisk.org
for more information
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