Wendy Byford

The $10K Run Episode 006 - Why Insurance?
In our last episode of The $10K Run I went over the reasons why you, as a
new entrepreneur, would want to set up a limited liability company or
corporation for your business.
Many of you listening to this episode may already have an LLC or corp., so
kudos to you for getting started.
In this episode, I want to review the role that insurance plays in building your
business foundation.
I understand this isn’t a very exciting topic; but it is an important one, so I
hope you’ll stick with me.
Before we get started I want to remind you that I am not an attorney or CPA,
and I am not an insurance broker. The information I am giving you is for
educational and entertainment purposes only. Please speak with your own
legal, tax and insurance professionals if you need help.
You may remember that in the last episode I explained that the LLC is like a
box, and the walls of that box are there to protect your personal assets, in the
event your business is sued, and to protect your business in the event you
are sued personally.
One of the things to understand is that the walls of your LLC – the walls of
that box - are really your last line of defense.
So, what does that mean?
It means that if your business is sued and you lose … if there is still money
owing after any insurance you have has paid whatever it’s going to pay … and
you’ve sold all the assets in the LLC … then there is nowhere to go to get
more money to pay off the last bit of the award as long as the walls of that
LLC – that box - remain strong.
Even if there is still a few hundred thousand dollars left to pay, those walls
are the last line of defense and are there to protect your personal assets.
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Let’s say that the award from the lawsuit – what you have to pay the people
who win – is $1,000,000.
If you’re a fairly new entrepreneur and your company doesn’t have much
value, the opposing attorney might work really hard trying to break through
the walls of the box to get from your business to your personal assets,
because he or she knows that’s the only way you’re going to be able to pay
any award. There aren’t enough assets in the business to do it; but you have
a home, some investments, and some emergency savings.
If you have good insurance, however, he or she might convince their client to
settle for the amount the insurance is willing to pay rather than searching for
grounds to be allowed to smash through the walls of the LLC to get to your
personal assets.
So, what kind of insurance should you be looking at.
Well, that depends on the kinds of risk you’re facing.
Pretty much everyone should have General Business Liability insurance. This
is the insurance that covers you if someone comes to your of ce, trips on the
doorsill, falls and gets hurt.
Now you may be thinking – hey, I have a home-based business. Doesn’t my
homeowner’s insurance cover that. Well, no, not if the purpose of the visit is
business. In fact, one insurance agent I spoke with told me that if you have
rental properties and you sign the leases in your home of ce, you are only
covered if you have 4 or fewer rentals – and for some insurance companies
that number is as low as 2.
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General business liability insurance also covers situations where an
employee harms someone or damages property – think repair service or
landscaping business - an independent contractor working under your
supervision performs work that is illegal, dangerous or causes harm – think
website building service where your talented offsite programmer adds code
to strip off people’s credit card numbers. Or you subcontract work to another
party who does a really bad job – think remodeling service. Under your
contract with the client, you’re responsible even if you didn’t perform any
negligent acts.
None of us works in a vacuum, so general business liability insurance can be
pretty important.
If you have both an outside and a home of ce, remember to cover both of
these in your policy.
You also want to ensure that you have re and theft coverage for both your
outside and home of ces, and cover the buildings, if you own them, as well
as the business property.
Don’t rely on your homeowner’s insurance to cover your home of ce
business assets. The limit is usually pretty small so you may nd it doesn’t
cover more than the cost of a couple of laptops.
OK – general business liability insurance and re and theft is usually where
you start. And if you think it doesn’t have enough coverage, talk to your
agent about an umbrella policy that will kick in when the other policies are
exhausted. It can add a couple of million dollars more in coverage.
OK, so what else do you need?
If you do something where you are providing personal service – like being a
coach, consultant, realtor, legal document preparer - then you need
professional liability insurance, also called Errors & Omissions or E&O
insurance. If you’re in the medical or legal eld this is called malpractice
insurance.
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This protects you in case you, with your professional hat on, or your staff do
something that causes harm to someone else.
Let’s say that you’re a life coach. You give someone advice that you believe
will help. They later sue you, saying your advice ruined their life. Without
insurance, a lawsuit like that could take down your entire business.
With E&O insurance, the insurance company will ght the lawsuit and pay
any award up to the limits stated in the policy.
If you have rental properties, you’ll want property owner’s insurance and may
want additional loss payee insurance. For example, if your rental property is
in an LLC, the insurance policy will be in the name of the LLC with you and
your partners as “also insured”.
You will want to cover the property for re and theft, and perhaps add ood,
hurricane and earthquake.
And if you think you need added coverage, you may want to get a
commercial umbrella policy to cover your rental LLCs.
If you have company vehicles you’ll want commercial insurance for those as
well. And you’ll want insurance for personal vehicles used on company
business such as driving clients or having employees run errands in your
personal car. Be sure to check as your personal auto insurance may not cover
those circumstances.
Ok, what else? In addition to these basic insurance policies, there are others
that are more specialized.
If you have a website where you publish information, you may need
publisher’s insurance. Generally, this isn’t necessary if you post a few blogs or
have a postcard site for your business; but it becomes more important when
you’re making money from the information you create and post.
It’s easy for some people to view you as their next meal ticket if they think
you’re making six gures or more, and they can claim copyright
infringement or anything else they think they can get away with.
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So you might want to talk to an insurance broker about that.
If you have employees, you may need workers compensation insurance. In
some states you are required to carry this insurance even if all you have is
one part-time employee.
Workers’ Compensation is designed to help workers who are injured on the
job. Let’s say you have an Assistant who works in your home of ce part-time.
She tries to move a tall ling cabinet to get to some papers that have
dropped behind, and the cabinet falls on her. That’s a workers’ comp claim.
She was injured in the performance of her job.
There are other specialized insurances for employees and non-employees to
cover things like sexual harassment and other crimes, so have a discussion
with your insurance broker about the work your employees and nonemployees do and what the possible risks might be.
Ok – other types of insurance cover what happens to the business and you as
the primary person in that business.
Business interruption insurance covers on-going costs and the costs of
getting your business back on its feet in the event your business location is
damaged.
Let’s say you have a business in an outside of ce and there is a ood. Your
business interruption insurance will cover the cost of renting and relocating
to a temporary of ce space, getting a phone system back up and computers
back online, moving furniture if necessary etc.
It will pay the ongoing costs in your old location until you can return and it
will replace the pro ts that are lost when you can’t operate the business at
all owing to property damage.
If you run your business by yourself from your cell phone, you probably don’t
need this; but if you have a business with employees, PCs, a VOIP phone
system etc. then this insurance is something you might want to look into.
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Another type of insurance that is important when you have traction and are
running a multiple 6- gure or 7- gure business is business overhead
insurance.
Most of us are familiar with disability insurance. When we have a medical
problem that keeps us from working, disability insurance pays us a
percentage of our regular income so we can pay our personal expenses like
the mortgage.
However, if you run a business, you may have overhead expenses that need
to be paid; and if you are not able to work, those expenses just accumulate if
you don’t have overhead insurance.
And while disability insurance is paid by you personally since you personally
get the bene t, business overhead insurance is paid by your business as a
business expense.
Another insurance you may want to investigate if you have a 7- gure
business is key man insurance. If you are the primary person in your
business, it is possible that the business would not recover easily if you died.
Key man insurance helps cover the cost of bringing in new people, training
them, and getting the business back on its feet in the event something
happens to you. If you have partners or a
board of directors for your company, they may insist on this coverage so the
business can continue operating even if you have been killed.
Another type of business insurance I want to point out today is insurance
that is purchased to fund a speci c event. The most common one is funding
to buy out a partner’s share of the company in the event he or she is
disabled or dies.
Let’s say that there are 4 partners, each owning 25% of an LLC. The company
has just hit 7 gures. One of the partners is dying and his heirs are de nitely
people you don’t want to work with. Let’s say the operating agreement
states that the company has the right to buy that partner’s share using a
speci c formula – let’s say 5 x annual income. At an annual income of
$1,000,000 the value of the partner’s share is $1,250,000.
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The company doesn’t have that amount lying around in cash. However, they
may have an insurance policy that has kept up with the company’s growing
income, that can fund the buyout.
OK –health insurance. Whether you have group health insurance for your
company and its employees, a bonus payment you make to each employee
each month to help them buy individual health insurance, or you cover just
yourself – speak with your CPA.
Health insurance is a complicated topic and you want to make sure you
understand how you can claim those medical insurance premiums properly.
In additional to health insurance, your company can provide life insurance
and long-term care. So, make sure you speak with your CPA about those as
well.
Ok – that’s it.
Insurance is an important foundational element for your business, even
when you’re just starting out. So speak with your business insurance broker
and your CPA.
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