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How Third-Party Vendors Create Outsized Risk Exposure

Vendor and subcontractor relationships have become indispensable across industries. From cloud service
providers to third-party logistics partners, companies now depend on complex ecosystems to deliver products
and services efficiently. Yet each new partner introduces potential points of failure, from data breaches to

business interruption to reputational harm.

According to recent claims data highlighted by Advisen, a significant portion of cyber and operational losses
stem from third-party failures rather than the insured’s own systems. In many cases, breaches originated from
vendors with privileged access, weak controls, or inadequate contractual obligations.

As the report notes, “Organizations are only as strong as their least secure vendor.”

Insurers Are Paying Attention

Underwriters are increasingly scrutinizing vendor
management as a key indicator of operational maturity.
When insurers assess cyber, E&O, or supply chain
coverage, they now expect to see formal onboarding
procedures, due diligence documentation, and ongoing

monitoring programs.

Absent these controls, organizations face:
e Higher premiums or reduced limits;
e Broader exclusions for third-party acts or
dependent business interruption; and
e Delays or outright declinations during

underwriting.

Conversely, companies that can demonstrate
disciplined vendor governance through structured
onboarding, continuous risk assessment, and clear
contractual risk allocation are consistently achieving

more favorable terms.

Why Onboarding Procedures Matter

A robust vendor onboarding process ensures that new
partners meet your organization’s standards for security,
compliance, financial stability, and operational reliability

before access or engagement begins.

Without it, companies expose themselves to three core

categories of risk:

1. Data Security & Privacy Breach
Third-party vendors often handle sensitive information,
such as client data, trade secrets, or proprietary
algorithms. Weak security practices can lead to
unauthorized access or breaches that, legally and

reputationally, fall back on your organization.

2. Contractual & Regulatory Non-Compliance
Many organizations fail to verify that vendors adhere to
applicable laws, certifications, or insurance
requirements. Non-compliance can trigger fines,

breach of contract claims, or regulatory penalties.

3. Operational & Reputational Impact
Service interruptions, fraudulent activities, or negative
publicity from a vendor’s actions can disrupt
operations and damage trust, even when the

company itself is not directly at fault.



Hiring Is a Top Trade Secret Risk Vector

Effective onboarding should be structured, documented, 6. Incident Response Coordination: Ensure

and scalable. Core components typically include: vendors understand and align with your

1.  Pre-Engagement Due Diligence: Conduct risk- breach notification timelines, reporting

based reviews of each vendor’s financials, legal structures, and escalation procedures.

standing, data handling practices, and insurance

coverage. From Compliance to Competitive Advantage
2. Security & Compliance Verification: Confirm Insurers increasingly view vendor governance as d
compliance with relevant frameworks (ISO 2700, signal of strong enterprise risk management. Much
SOC 2, GDPR, etc.) and internal policies before like ISO certification or Al governance frameworks, a
granting system or data access. documented onboarding process reduces
3. Contractual Risk Allocation: Require written uncertainty and demonstrates control, factors that
agreements with clear indemnification, liability directly influence underwriting decisions.
limits, and insurance obligations tailored to the Beyond insurance, robust vendor onboarding delivers
vendor’s function and exposure. strategic value:

4. Access Control & Data Segmentation: Limit . . .
1. Improved resilience against supply chain

access to the minimum required systems and . X
disruptions;
data, with clear protocols for onboarding and . .
Reduced audit and compliance costs;

offboarding credentials. . .
Enhanced client trust through visible

5. Ongoing Monitoring: Implement periodic reviews, - .
diligence and accountability; and

incident reporting requirements, and automated . o
4. Faster recovery when third-party incidents

tools to track compliance throughout the vendor
occur.

lifecycle.

A Risk Too Often Overlooked

Many organizations focus heavily on internal cybersecurity or operational controls while neglecting the external

entities that support them. Yet third-party risk remains one of the most common sources of loss across industries.

Developing and enforcing a clear vendor and subcontractor onboarding procedure is no longer optional; it's a
business imperative that strengthens resilience, improves insurability, and demonstrates governance to clients

and regulators alike.

Takeaway

Your risk doesn’t end at your firewall. Formalizing vendor and subcontractor onboarding is one of the most
effective steps a company can take to prevent third-party losses, improve coverage outcomes, and show insurers

that you're managing exposure proactively.

Contact us for expert guidance on developing vendor onboarding procedures or aligning your

third-party risk controls with insurance market expectations.
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