
1. Moving Beyond the Premium

For a trade contractor with a fleet of 5+  vehicles, insurance is often viewed as a fixed
overhead cost. However, high-performing firms manage a much broader metric: the Total
Cost of Risk (CoR). Minimizing this cost involves managing "hazard risks"—the potential for
accidental losses like property damage, liability claims, and personnel injuries—to protect
your organizational profitability.

2. The 4 Pillars of Risk Expenses

To reduce your total cost, you must optimize four distinct spending categories:
Transfer Costs: The premiums and fees paid to move risk to an insurance carrier.

Retained Losses: The financial impact of losses you pay out-of-pocket, such as
deductibles or small, predictable claims.

Loss Control Expenses: Your proactive investments in safety training, fleet telematics,
and specialized PPE designed to prevent accidents.

Administrative Expenses: The internal "soft costs" of managing certificates,
compliance, and the claims process.

3. The Profit Strategy: Strategic Risk Retention

The most effective way to lower your CoR is through strategic risk retention. By
implementing robust internal safety measures, you reduce the overall risk of your 5–50
vehicle fleet. This creates a "return" on your risk—the money saved by avoiding expensive
insurance premiums. A strategic cost-benefit analysis allows you to retain manageable
losses when the premium savings outweigh the potential cost of covering smaller claims.
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Strategic Risk Financing & Retention

     The Premium-Retention Balance: Has your agent calculated the exact "break-even" point where a
higher deductible saves more in premium than you are likely to pay in predictable losses?

     Predictable Loss Analysis: Are you paying an insurance company a markup to "swap dollars" on small
fleet claims (under $2,500) that you could afford to pay yourself?

     Retention Feasibility: Has your agent performed a formal analysis to ensure the money you save by
avoiding premiums (your "return") justifies the risk you are keeping?

Professional Oversight & Claims Accuracy

     Experience Mod Audit: Has your agent audited your Experience Modification Factor for clerical errors in
the last 12 months, or are they blindly accepting the Bureau’s number?

     Hazard vs. Speculative Distinction: Does your agent treat "hazard risk" (accidental loss) differently than
your "business risk" (bidding and profit), as each requires a unique financing approach?

     Cost per Unit of Risk: Does your agent track your actual cost per unit of risk transferred, or do they only
talk about the total premium amount?

Impact on Net Income & Profitability

     Direct Income Connection: Has your agent shown you exactly how a reduction in your Cost of Risk will
translate into higher year-end net income?

     Administrative Burden Audit: Have you calculated the true cost of the man-hours your staff spends on
COIs and audits—and has your agent provided a system to reduce that expense?

     Agent Performance Metric: Is your agent’s effectiveness measured by their ability to reduce these total
expenses, or is their value only measured at the time of renewal?
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Is your current insurance program a profit center or a
drain? Use this checklist to identify gaps in your current

coverage strategy.


