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A
gents under contract with All-
state are required to maintain 
Errors and Omissions (E&O) 

insurance with a minimum per claim 
and aggregate limit of $1 million.

According to the R3001 EA Manual, 
all R3001 agents – with the exception of 
those in New York State – must obtain 
E&O insurance through broker CalSur-
ance, with coverage provided by Fire-
man’s Fund Insurance Company.

The policy period for the Allstate 
agent group renews each year on Octo-
ber 1st. Agents are required to purchase 
the renewal policy online via the Cal-
Surance website by a specified deadline, 
typically around September 21st. There 
are two payment options: agents can ei-
ther pay in full, or pay in three install-
ments via ACH, the last of which is due 
by November 1st. 

If an agent fails to fulfill his obligation 
to renew the policy by the deadline, Cal-
Surance will notify Allstate and they will 
pay the premium on the agent’s behalf. 
The full premium, plus a 25% “process-
ing fee” will then be deducted from the 
agent’s commission until the premium 
and processing fee are paid in full.

New agents are required to purchase 
the coverage at least 15 days prior to 
their appointment date. The premium is 
prorated and must be paid in full.

Changes in company claims 
handling procedures are 
unconfirmed, but…

Agents have reported a large increase 
in the number and types of E&O claims 
that have been turned over to CalSurance 
in the past two years. Several agents who 
have been involved in recent E&O inci-

dents have been told they are responsible 
for binding unacceptable risks, regardless 
of the fact that the company accepted the 
risk at the time of the transaction and 
upon subsequent renewals. 

According to the agents, Allstate in-
formed CalSurance that it incorporates 
underwriting guidelines into technol-
ogy preventing agents from submitting 
unacceptable risks on new business ap-
plications, but that the same technology 
does not exist in the policy endorsement 
system. One example is the ineligible ve-
hicle list, wherein the new business ap-
plication risk assessment alerts the agent 
and rejects the application, but when an 
agent adds the same vehicle to an exist-
ing policy, it sails right through the sys-
tem. An example of such a scenario was 
detailed in a letter that appeared in the 
last issue of Exclusivefocus.

Another example involved a $20,000 

SPP item on a renters insurance policy. 
The customer had covered the item on 
their homeowners policy for ten years 
and when they sold their home and 
moved to an apartment, the agent trans-
ferred the ring to their renters policy by 
endorsement. 

The company then renewed the rent-
ers policy twice before the insured had a 
loss. It became an E&O claim because 
the amount of coverage on the ring was 
out of proportion to the amount of un-
derlying personal property coverage on 
the base policy. 

Once a claim is turned over to CalSur-
ance, they pay the claim and submit a bill 
to the agent for the deductible. The con-
sent clause in the policy leaves the agent 
with virtually no recourse. 

In its explanation for the 17% rate in-
crease in 2012, CalSurance stated there 
has been a significant increase in claims 
in recent years. They also cited the over-
all decrease in the size of the agency 
force as a factor contributing to the in-
creased rate.

Some agents speculate the increased 
claim activity has not only boosted pre-
miums, but may have also been the im-
petus for prompting Fireman’s Fund to 
implement a sliding deductible schedule 
that became effective with the October, 
2011 policy renewal – a change that 
could indicate the company’s expectation 
that an increasing number of agents will 
suffer multiple losses going forward.

Prior to the October, 2011 policy re-
newal, the deductibles for E&O claims 
were $1,000 on Allstate policies and 
$5,000 on Expanded Markets policies. 
The new sliding deductible schedule 
states that the standard policy deductible 
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will be increased if there are more than 
two paid claims reported during the pri-
or three policy periods. Hence, Allstate 
agents who experience three, four or five 
E&O claims could see their deductibles 
rise to $2,000, $3,000 or $4,000 respec-
tively. The Expanded Markets deduct-
ible is also increased for multiple claims.

Ignorance is no excuse anymore
In order to avoid potential E&O claims, 

it is essential that agents and their staff be 
fully familiar with applicable MMGs and 
binding authority. Review the MMGs 
frequently to stay abreast of changes, and 
be sure to seek underwriting approval pri-
or to endorsing an ineligible risk; then do 
your best to document any details relating 
to the exception. 

Agents must be knowledgeable about 
the products they are selling. This is es-
pecially true of new products, such as 
House & Home, which presents a mul-
titude of potential E&O traps for unsus-
pecting agents. It is crucial that agents 
understand this product so they can fully 
explain the coverage limitations of the 
policy to the customer, especially when 
replacing an existing policy that has more 
comprehensive coverage. It will also be 
important to document those conver-
sations with the customer. In our view, 
policies like House & Home present a 
greater potential for E&O claims than 
traditional homeowner policies. Don’t let 
the customer scream, “But my agent told 
me I was covered.” As always, make sure 
you cover the bases with the customer 
and document, document, document.

Equally as important is the obligation 
for agents and staff to submit complete 
and accurate applications, a task inher-
ently more complex than ever before. 
The new House & Home policy appli-
cation includes information about the 
customer’s automobile ownership, auto 
insurance policies, driving record, roof 
geometry, construction materials, and 
more. Above all, agents and staff must 
be fully aware of the consequences re-
sulting from intentional falsification of 
information in order to obtain a better 
rate or better coverage. If your staff is 
working on commission basis, there may 
be a temptation for them to “cheat” in 
order to make more money. At a mini-

mum, agency owners should spot check 
staff applications and contact customers 
to verify information if something looks 
awry. With good oversight of your em-
ployees, you will have fewer E&O claims 
and you’ll reduce or eliminate any uneth-
ical conduct by your employees. 

agent who wrote and told us about the 
ineligible vehicle that her staff added to 
a policy suddenly realized that there were 
probably many more “claims waiting to 
happen” within her book of business. 
When she tried to get a list of policies 
that had ineligible vehicles insured, All-
state was unable to provide her with an 
accurate accounting, making her efforts 
to fix the problems much more difficult.

Worse yet, errors made on policies 
outside your own book of business are 
virtually impossible to find. This is a big 
problem. And with the increased expec-
tation for agents to provide service to or-
phaned policyholders, the agent’s E&O 
exposure escalates significantly. 

So Now What?
Once identified, how are past errors 

corrected? Obviously, Allstate has no 
incentive to “clean up” its book of busi-
ness because they actually benefit from 
leaving things the way they are. First, 
turning over claims to CalSurance saves 
time and money. Once a claim is deemed 
to be an E&O, they have little more to 
do with it, saving additional claims han-
dling. Then, by not identifying problems 
that need correcting, they can continue 
to renew the affected policies for years 
on end – collecting premiums on risks 
for which they will never pay a loss. It’s 
like free money. Last, they save the time 
and expense it would take to identify the 
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“All agency 

owners should take 

proactive steps to 

ensure that they 

and their employees 

fully understand the 

MMG guidelines 

and binding 

authority.”

“

“

Agents who have not been diligent 
in adhering to MMGs in the past also 
face another dilemma – how to mitigate 
exposures that still remain in their book 
of business from previous underwrit-
ing transgressions. As an example, the 
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problem policies. 
Fixing problem policies is not all that 

simple either. Many states have laws that 
prohibit insurers from canceling or non-
renewing policies once they have insured 
a risk for a certain amount of time. This 
problem could be further compounded if 
state insurance commissioners uncover 
that Allstate is collecting premiums on 
risks with no intent to cover future losses. 
This leaves it up the agents to ferret out 
the tainted policies, and then what? Should 
they approach each customer and ask them 
to voluntarily drop their policies? 

In our view, the company has some, if 
not most of the culpability here. Their 
primary emphasis has traditionally 
been on new business underwriting, as 
evidenced by the lack of technology for 
screening policy endorsements. Renewal 
underwriting has typically been con-
fined to property reinspections, loss his-
tory, credit and MVR history and driver 
and use classification. Rarely have SPP 
items, add cars or replacement cars ever 
been questioned, which leads us to ask, 
“Where is the oversight?” 

Indeed, it is unprecedented for a com-
pany the size of Allstate not to have a 
state-of-the-art system in place to iden-
tify problem renewal risks. And by sim-
ply turning a blind eye to this massive el-
ephant in the room, Allstate could feign 
ignorance and continue to collect pre-
miums on risks they really don’t insure, 
thereby saddling the agency force with 
mounting E&O losses that can only lead 
to ever-higher E&O deductibles and 
premiums. 

Certainly, the agents aren’t without 
fault here. There are some who intention-
ally disregard the guidelines because the 
system allows them to do so. And there 
are repeat offenders who scam the system 
time and again. With a good oversight 
system in place, smart management could 
readily identify the offenders and take ap-
propriate action. But, as we’ve seen in the 
past, regional and local leaders are often 
reluctant to take action, especially when 
the culprit is a top producer.

Going Forward
In our opinion, the company needs to 

take the high road here. First, they need 
to recognize that they bear some culpa-

bility for this E&O mess. Second, they 
should institute a claims amnesty pro-
gram which pays for losses resulting from 
endorsement changes – occurring before 
2013 – that they failed to underwrite. 
And finally, they should immediately in-
corporate policy endorsement technology 
that warns agents of MMG violations. 

Responsible agency owners take great 
pride in app completion and adherence 
to company standards, but like anything 
else, nobody is perfect. That’s why com-
puters come with spell check and gram-
mar correctors. Likewise, there needs to 
be need a system that alerts agents and 
staff of possible underwriting infractions 
before an endorsement is submitted to 
Allstate. 

Only time will tell if Allstate will 
adopt these suggestions. In the mean-
time, all agency owners should take pro-
active steps to ensure that they and their 
employees fully understand the MMG 
guidelines and binding authority. Clear-
ly, higher E&O rates are driven by those 
who are ill-prepared and uninformed.

We suggest agents establish an in-
house system to monitor new business 
and endorsement activity, which is some-
thing they can either do themselves or 
assign to their most fastidious employee. 
Obviously, if yours is a busy agency, it 
may not be practical or possible to check 
every app and endorsement, but you 
should be sure to spot check as many as 
you can and let your staff know you’re 
doing it. They will soon understand that 
you mean business and will pay more 
attention to detail. Stay on top of every 
process in your agency and expect per-
fection. Raising staff awareness is essen-
tial for reducing or eliminating needless 
errors in your agency. 

Other Resources
CalSurance provides several loss pre-

vention resources that can help prevent 
E&O claims; it would be wise for agents 
and staff to review them. Hopefully, 
heightened awareness by all agents of 
their responsibility to be knowledgeable 
about the products they offer, diligence 
in their disclosures to consumers, adher-
ence to binding authority, and making 
sure that everyone in their agencies takes 
time to document conversations with 

customers will result in more stability of 
the E&O group insurance program. For 
more information, please visit www.
calsurance.com/allstateagent. Ef
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