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What is a Reservation of Rights Letter

Reporting a claim or potential claim to your professional liability insurance company will trigger a fair amount of return
correspondence that often creates confusion rather than clarity. One document that commonly falls into this category
is the Reservation of Rights Letter.

The Reservation of Rights Letter is a normal part of the insurance claims process. Its purpose is to provide notification
from the insurance company to the policyholder that coverage may or may not apply. While this initially comes as
alarming news, the Reservation of Rights Letter should not be mistaken as an outright denial -- it is usual and custom-
ary to receive a reservation of rights letter and does not automatically mean that coverage is being or will be denied.

This standard correspondence is routinely sent by insurers to comply with state laws and preserve the insurance
company’s legal ability to deny some, or all, of the claim pending further investigation while the claim is ongoing and
being handled by the insurance company. Failure to send the letter could be considered a waiver of their rights at a
later time.

Because information is vague in the early stages of a claim and often is limited to unsubstantiated allegations and a
few facts, the Reservation of Rights Letter protects the insurance company’s interests to later deny coverage in whole
or part based on evidence revealed during claims handling.

INTERPRETING THE LETTER

Most of the time the Reservation of Rights Letter is a generic form letter that states your insurance company is
proceeding with handling your claim but reserves the right to deny coverage later on based upon any information
that reveals reason to deny. Legitimate reasons an insurance company may deny coverage include when the loss
occurred in relation to your retroactive date, specific exclusions in the policy language, prior knowledge of the
incident, and coverage by another policy, among others.

If the insurance company believes there may be reason for denial at the time the Reservation of Rights Letter is sent,
it will be stated in the letter. For example, if the claim alleges breach of warranty, the letter will state that warranties
are specifically excluded by the policy and it will include the policy language to demonstrate the exclusion. Even
when specific reasons for potential coverage denial are cited, it is important to note that this is not a final verdict nor
does it mean complete lack of coverage. Generally the insurance company is obligated to help you if any part of your
claim is covered by your insurance policy — there is a duty to defend. In cases such as the scenario above, circum-
stances of the claim will influence what is covered and what may be subject to exclusion. Based on investigative
conclusions, the insurance company may provide a defense of the matter but may not be obligated to pay the dam-
ages for certain types or aspects of claims.

HOW TO PROCEED

Although the intent of the Reservation of Rights Letter is to protect the insurance company’s interests, it also alerts
the policyholder to the fact that some elements of a claim may not be covered and therefore allows the insured to
take steps to protect its potentially uninsured interests.

However, receiving the Reservation of Rights Letter and even the insurance company’s interpretation of the policy



language or law that they believe points toward coverage declination does not mean that you are automatically
required to accept a denial of coverage.

The best thing to do upon receiving the letter is to contact your broker and work closely with them and the insurance
company claims handling department to ensure the prompt and fair handling of your claim.

ABOUT DEALEY, RENTON & ASSOCIATES
Founded in 1950, Dealey, Renton & Associates (DRA) represents more than 3,000 design professional firms and is a
member of the Professional Liability Agents Network (PLAN) and the Worldwide Broker Network (WBN). Our goal is to
assist our clients in procuring affordable insurance coverage that meets their business needs and in developing risk
management programs to mitigate or even prevent the need for claims against that insurance. Please call on us for
assistance: we stand ready to help you.

This material is provided for informational purposes only and should not be considered legal advice or a contract for
insurance. You should confer with a qualified legal or insurance professional before taking any action on the
information provided in this newsletter that could have important legal consequences.
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