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Liability in the age of surveillance
“There's no such thing as too much
surveillance,” says Brian Smith. “I
wouldn’'t want one square inch not
covered.”
That's not surprising to hear, given
that Smith isin the business of providing
surveillance camerasarviceto ... 2

Pricing Incentives

For years, naturd disaster experts
outside the insurance industry have
wondered whether the pricing of property
insurance could be used to give
homeowners incentives to upgrade or
retrofit their structures to mitigate damage
from windstorms.

The logic seems smple: If dwellings
and related structuresare ... 10

Over-Under

Sherry Taylor worked many yearsin
farm insurance sales and underwriting
before becoming AAIS's manager of farm
and agribusinessin 2007.

From her unique perspective, she
knows that farmers often find themselves
underinsured or, more rarely, over-insured
for their farm persond property.

That's because agentsand . .. 14

Articles in Viewpoint provide general discussion about topics in property/casualty insurance and AAIS products and services.
The content of the articles and accompanying exhibits is not intended to provide definitive information regarding use of AAIS
products and services, and in no way alters, supplants, or supersedes what is written in AAIS policy forms, manuals, bulletins, or
other forms of information provided as part of our advisory services. Nor does the content of Viewpoint articles indicate any official
AAIS position on insurance or other issues, unless specifically noted.
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From the editor

y editor's note only appearsin the print edition of Viewpoint, so you

can be confident that your reading of thisis not being tracked or

recorded by electronic means--unless, of course, you are reading this
in a location monitored by surveillance cameras.

As our lead story indicates, we live in an age of surveillance, when our
daily activities are recorded and preserved through a web of ubiquitous
electronic checkpoints.

As citizens, we may be alarmed by the growth in the collection and
storage of personal data, yet we accept the process and enable it by
acquiescing to regular demands for such data.

Whileit's ill unclear what impact "dataveillance" will have on the
exposure of general liability insurers, it is almost certain that the growth in
collection and storage of data will produce legal challenges that will
redefine what congtitutes privacy, and violations thereof.

Part of AAISsroleisto look beyond the immediate impact of recognized
hazards to analyze other developments that could affect risk in our society
and economy. Our Main Event conference is designed to do just that.

Thisyear's Main Event, April 20-22 in Ponte \ledra Beach, Fla., features
one of the nation's most renowned economic commentators, plus expertsin
critical issues for insurers: products liability, e-commerce insurance,
catastrophe modeling, and the devel opment of rating variables.

In response to input from previous attendees, this year's Main Event also
features expanded roundtable discussions and opportunities to share ideas
with AAIS staff members who lead our product development teamsin
personal, commercial, and farmlines.

Of course, welll have to collect some information when you register, and
we can't help the fact that your comings and goings will be recorded by the
airlines, rental car companies, hotel, and restaurants.

But, besides the value of our program content, we can guarantee an
opportunity for plenty of truly private time on the beach.

WS/{/M

Joseph S Harrington, CPCU

AAIS welcomes requests to reproduce
Viewpoint articles in other publications.
For details please contact Joseph Harrington at joeh@AAISonline.com.
For advertising information call Christi Gaido at 800/564-AAlS.
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Liability in the age of survelillance

How much information is too much—or too little?

“Ther€'s no such thing as too much surveil-
lance” says Brian Smith. “I wouldn't want one
sguare inch not covered.”

That's not surprising to hear, given that
Smith isin the business of providing surveil-
lance camera service to retail operations.

What's equally important, however, are the
measures he takes or recommends to protect
himsdlf and his clients from general lighility
arising from his firm’s surveillance activities.

Smith installs independent servers at each
of hisclients stesthat they can control, and he
requires that they sign a statement releasing
him and his firm from liability for use or
misuse of the information gathered.

Furthermore, Smith advises his clients “to
be upfront about what they’re doing.

“Tell [customers] that you're recording,
including audio, but don't tell them specifically
where or how they're being recorded.”

Despite dl that, Smith finds that he's facing
more questions when it's time to renew liability
insurance for his operation, Digital
Surveillance Consultants, Windham, N.H.

Gray area (Presumably it was a generd liahility claim,
as the woman was not an employee of the

gas stetion chain.) “Privacy laws are
In another case, he relates that one not keeping up

According to Smith, the question of when
and whether to conduct surveillance and gather
information on individualsisincreasingly a company opted to toke down its surveillance

lega gray area’” whose boundaries vary from cameras after an individual was attacked in with technological

state to state. developments.”

. : aremote section of aparking lot.
To illustrate, Smith says that he knows of a i ) )
doughnut shop employee who s fully According to Smith, the company faced — Thomas Wkinson,

; i indi cati Cozen O’ Connor
et il oy s aelrce (SO e ptrn
system (not one of Smith’'s) made audio cap '

recordings of her conversations in the space the yvpulql protect itsalf fr_om charges of negligence
doughnut shop shared with a gas station. ifitdid not use surveillance at all.
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“Tell [customers]
that you’re
recording,
including audio,
but don’t tell them
specifically where
or how they’re
being recorded.”
— Brian Smith, president,

Digital Surveillance
Consultants

‘Dataveillance’

For someone like Smith-and, apparently, his
insurance underwriters-it isincreasingly
difficult to know what constitutes an actionable
violation of privacy in our age of surveillance-
or, as some say, “dataveillance”

Oursis an age when our daily activities are
tracked and recorded, perhaps forever, by our
use of credit cards, tollway passes, computers,
cell phones, and other personal conveniences.
Conscioudly or not, willingly or not, we
“consent” to surveillance in public places by
closed circuit television cameras and other
means used by private and public organizations.

To cite one example of how technology has
progressed in this regard, Digital Surveillance
Consultants now provides the capability to
combine video surveillance and data collection
at apoint of sale. Retrievable records are made
of the products being purchased and the prices
paid for them while the customer and clerk are
being recorded.

Thisinformation istypically captured to
help control theft and illega sales of alcohol
and tobacco, as well as employee collusion
in theseillicit activities. But the process
conceivably can capture and preserve infor-
mation on an individual’s medications, reading
habits, and other persona matters.

Such information has been available for
some time through credit card records, but the
significance of new surveillance and infor-
mation-gathering methods is that control over
the information collected shifts from financia
ingtitutions that are well-schooled in privacy
protection to smaller operations.

“Privacy laws are not keeping up with
technological developments,” says Thomas
Wilkinson, a member (partner) of Cozen
O’ Connor, a Philadel phia-based law firm
prominent in insurance defense.

“Privacy protection isabig topic,”
Wilkinson says,” because companies, including

insurers, can acquire a great deal of infor-
mation about people much more readily thanin
the past, and the consequences are wide-
ranging.”

Most lega sources readily acknowledge
that the careless release or dissemination of
personal information usudly violates a statute
or congtitutes atort. What's becoming less
clear iswhether it can be an offense to collect
information or conduct surveillance at all.

“It's definitely moving in that direction,”
says Larry Ponemon, founder and president of
the Ponemon Indtitute, an organization
dedicated to advancing responsible privacy and
information management practices.

“The greater the public concern, the greater
the risk that [members of] the public and their
advocates will bring a case against an organi-
zation,” he says. “From an insurance point of
view, [information gathering] becomes a higher
risk proposition.”

Stewardship

Wilkinson emphasizes two principles when
advising companies about the collection and
management of personal information.

Firgt, limit your information activities to the
minimum needed to accomplish reasonable
objectives.

“If you don't have alegitimate plan to [use]
the data you receive, then isit wise to collect it
at al?’ heasks. “I think it's best not to secure
information and data you have no purpose for,
and when you have no intention of following
up onit.”

“Once you acquire al this personal infor-
mation about clients, customers, and third
parties, then there's amuch greater chance of
inadvertent disclosures of that information to
people who are anxious to have it for
marketing or identity theft purposes.”

Ponemon agrees. “ The more information
you collect, the more risk you bring into your
organization. You only want to collect the

VIEWPOINT Winter 2008



Demotech, Inc.
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P& C INSURANCE INDUSTRY SiNCE 1985

Demotech, Inc. is an actuarial services and financial analysis firm located in Columbus, Ohio.
For more than twenty years, we have provided innovative solutions to financial analysis issues
in the Property & Casualty and Title insurance industries.
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1989 First to have rating process reviewed and accepted by Fannie Mae. iS independent
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1992 First to issue Financial Stability Ratings® to Title underwriters.
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1996 Worked in conjunction with the State of Florida Office of Insurance Regulation
to develop evaluation procedures for the assignment of FSRs to newly formed

P&C companies.

2005 Celebrated our 20™ anniversary, continuing to grow and serve P&C insurers
and Title underwriters tlnoutrlwut the mdustr},

Rating process approved by HUD for professional liability insurance under
Notice H04-15, Professional Liability Insurance for Section 232 Program.

S
Financial Stability Rating®

the apparent decreased focus on L&LAE reserve adequacy by international
rating agencies. CFOs represent a limited analysis of industry fundamentals for
companies currently without an FSR,

(A
2006 Comparative Financial Observations™ (CFOs) introduced as a response to k{ﬁg
"

|@ Demotech, Inc,j

2007 Designated as the Official Research Partner of Insurance Journal, providing
research, actuarial and statistical support and collaborating on special joint

. . . - : ; 3 H i1; 3 ®
reports pertaining to insurance industry performance and financial results. Financial Stﬂbllll‘y Ratlﬂgs
Expanded into our new, larger facilities and in our capacity to serve the industry A T Eg.lOIl al carrier ’S
and lients. .

T R best alternative

e G @ Demotech, Inc.

Our address has changed but our values remain the

Contact us to learn how a
1e. We belie stability is independent B S 'R ‘ ~®
of size and each financially stable insurer deserves INANC-IA‘L TABILITX. ATING
to compete on a level playing field. can Siltle)’ your CVOIVlﬂg needs
Look to us for creative and proactive solutions

to the challenges faced by your company. Our :
3 ‘-_ 4o o l, ¥ A Ly / - 2
services are designed to help present your company 2715 Tuller Parkway  (614) 761-860

to reinsurers, prospects, producers and other Dublin, OH 43017-2310  (800) 354-7207
interested third-parties. www.demotech.com Fax: (614) 761-0906




“I think we’re going
to see lots of
litigation over
privacy, but that
doesn’t mean we’re
going to see lots of
coverage actions.”

— Charles Kingdollar,
vice president, Gen Re

information that is necessary and nothing more
than that.”

Given that, Wilkinson's second maxim is
that organizations should not collect any infor-
mation on people unless they are committed to
safeguarding it.

“Many companies have well-written
data storage and retention policies, but fewer
companies actualy follow their paliciesin
that regard,” he says. They typically don’t
follow up.

“From an insurance underwriting
standpoint, you want to know to what extent
you have liahility coverage in force against
intentional, improper, or inadvertent disclosure
of persona information.”

Too little?

Given the risks arising from data leaks and
violations of privacy, it might seem advisable
to counsel insureds to simply avoid gathering
information and conducting surveillance. But
it's not that easy, because the possihility exists
that an organization could be found negligent if
it engagesin too little surveillance.

For example, certain types of businesses
could be found negligent if they fail to
implement adequate surveillance of their
premises.

“Convenience stores, fast food restaurants,
any type of entity that has a history or potentia
for robberiesis probably remissif it does not
have a video surveillance system,” Wilkinson
says. “The easier and less expensiveitisto
ingtall a system, the more likely it's going to
be deemed negligent not to have such a system

. in place”

The standard of
care expected when
screening
employees and
applicants will also
test the limits of
“privacy.”

“If you see
through a socid
networking site
that [an employee
or applicant] is
engaged in criminal
conduct, what is
your obligation?’
Wilkinson asks.

“I don't think
that case law has
caught up with that, but there’'s a genera trend
in liability law to do away with old notions of
privity and find potentia for third party
lighility” for injurious acts of employeesto
members of the public.

CGL exposure

While rights and responsibilities regarding
surveillance and information gathering have
been well-explored under employment law,
there are more unanswered questions regarding
organizations genera liability toward the
public in this regard.
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Insurers are watching legal developments
carefully to seeif thereisanincreasein
exposure under generd liability policies for
violations of privacy related to the increase
in surveillance and information gathering.

“I think we're going to see lots of litigation
over privecy,” says Charles Kingdollar, vice
president of the emerging issues unit for
General Reinsurance, Stamford, Conn. “ That
doesn’'t mean we're going to see lots of
coverage actions, however.”

“Insurance coverage for thiswill depend on
all the facts, including if the private information
is made public”

Randy Maniloff, an attorney who
specidizesin policy analysis, agrees.

“Any potentid CGL coverage for violation

Winter 2008 VIEWPOINT

Contact Us Today

of theright of privacy typicaly requires ora or
written publication of material,” he says.

It istelling that, for Jewelers Mutual
Insurance Company in Neenah, Wis., concern
for control of first-party property lossesis till
the paramount consideration related to infor-
mation gathering and surveillance.

Jewelers Mutual is aniche writer that
specializesininsuring al types of jewelry
businesses, as well as persona jewelry.

According to Andrew Indermuehle,
product manager, Jewelers Mutual has seen
no litigation concerning violations of privacy
arising from information-gathering and
surveillance, even though its clients necessarily
employ surveillance to protect their valuable

property.

Continued on page 25



Our Conference Program...

Keynote Speaker

Our keynote speaker thisyear isW. Michae Cox, senior vice
president and chief economist of the Federd Reserve Bank of Dallas,
who will spesk on * Ten Important Long-Term Trends in the
Economy:”

Dubbed the “ Prophet of Boom” by Wred magazine, Cox authors
the Ddllas Fed's annua essays on living standards and the expanding
W. Michael Cox globa economy. Cox’s observetions on the progressin Americans
level of materid well-being receive extensive coverage in mgor publications, and he
isafrequent guest on nationd media.

Hazardous Imports and Products Liability

April 20-22, 2008 Products of al kinds have been in the heedlines for hazardous
Ponte Vedra Inn & Club substances that have originated overseas. Where does the chain of
Ponte Vedra Beach, Fla. products liability lead when injury results from these substances?
Josh Greenbaum, amember of the commercid litigation practice
. of Cozen O Connor, will discuss whet the firm has learned as it defends
Where insurance leaders companiesinvolved in imports-related products liability litigation.

come together to explore Josh Greenbaum
product issues, discuss The Growth and Evolution of Rating Variables

. . Insurers are engaged in a high-stakes competition to identify
solutions, eXChang e ideas . . . and develop new veriablesfor determining theleve of risk posed by

different individuas, households, and organizations. Jeff Kucera,
aconsulting actuary from EMB America, will describe whet leading
companies are doing in this regard and what al companies can do
to stay comptitive.

Schedule in brief

Jeff Kucera

Sunday, April 20 o
Opening reception Underwriting E-commerce Insurance
Insurance coverage for eectronic information and business operations

M April 21 . . - -
onday, Apri entails a unique combination of property and liability exposures. No one

Breakfast .
Business Session !mows better hoyv to analyze those exposures, unt_dewrlte them, and_
Golf Outing implement effective loss contral than Robert Paris, Marsh USA's national
) practice leader for network risk, technology and telecommunications.
Boat Cruise _
Reception Robert Parisi

Catastrophe Modeling

It's been more than 15 years since Hurricane Andrew, and the
catastrophe modeling practices embraced after that event have
matured through refinements in data and modeling techniques.

Robert Healy has been with the EQECAT catastrophe modeling
service sinceitsinception in 1994, and played amajor rolein
developing it into one of the leading catastrophe risk modeling
and consulting firms. Healy, now senior vice president of ABS
Consulting, which owns EQECAT, will describe the evolution of
catastrophe modeling and point out the possibilities and challenges that lie ahead.

Tuesday, April 22
Breakfast

Business Session

Spouse/Guest tour of Jacksonville
Business Luncheon

Roundtable Discussions

Beach Party closing event

Robert Healy



AAIS Update

This year's presentation on AAISinitiatives focuses on three themes:

* “New Digtinctionsin Rating and Classifications’ will describe cur-
rent AAIS initiatives to refine its fire protection classifications, devel-
op an experience rating plan in Homeowners, incorporate modeled
datainto property lines, and indtitute ZIP Code-based rating territories.

e “TheNext Wavein Rating Consderations’ will preview changes on
the horizon for AAIS rating plans. These include separate rating by peil
for package policies, particularly Homeowners, and revison of rating
factorsto reflect results of multivariate analysis and predictive modeing.

» “Key Coverage Issues’ will highlight certain exposures being
addressed by changesin AAIS palicy language, such as the definition
of “agritainment” in farm ligbility, refinements to Homeowners provi-
sions addressing water damage, and commercial umbrellalanguage
that will apply independently of the underlying policies.

Roundtable Discussions

Additiond timeis being dlotted to this year’'s roundtable
discussions. Attendees can sdlect from four of them:
e Persona Lines, moderated by Susan L uecke,
AVP of personal lines.
e Commercia Lines, moderated by Tony Lest,
AVP of commercid lines.
e Farm and Agriculture, moderated by Sherry Taylor,
manager of farm and agribusiness.

» Executive, moderated by Paul Baiocchi, AAIS president.

Also participating will be:
e Greg Jaynes, director of actuarid services, and
e Debi Summerlin vice president of insurance lines

Sherry Taylor

CEO Panel

A panel of company CEOs will address politica and
economic issues that impact companies pricing and
underwriting decisons. Among the pandlists will be:

e Darin Kath, president and CEO of

Jewelers Mutua Ins. Co., Neenah, Wisc,;

¢ Robert Restrepo, chairman, president, and CEO of
State Auto Ins. Cos., Columbus, Ohio; and

¢ Robert Wadsworth, chairman and CEO of
Preferred Mutuad Ins. Co., New Berlin, N.Y.

AAIS Chairman James Sullivan, president and CEO
of Co-Operative Ins. Cos., Middlebury, Vt., will moderate
the pandl.

Paul Baiocchi

| .

Greg Jaynes

Debi Summerlin

Monday afternoon, April 21

Golf Outing
The Lagoon Course
Ponte Vedra Inn & Club

Participantsin this year's golf outing won't have to
travel far. Our 12:15 p.m. shotgun start will give par-
ticipants plenty of time to complete afull round and
relax before our Monday evening reception.

Schooner cruise

Attendees who are not A
participating in the golf g —
outing have the option of 2
spending time on their
own, or joining others for
acruise aboard the
schooner Freedom, a
replica of a 19th century blockade runner.

Tuesday, April 22
Guest/spouse tour to Jacksonville

Sites include the Merrill House, Memoria Wall,
and the famous Florida Theatre. Lunch isat Alfred
duPont’s former home, now the Epping Forest
Yacht Club.

Tuesday evening, April 22
Beach Party closing event

In addition to food and drink, our evening will
feature horseshoes, volleybdl, music and dancing,
aong with a classic beach bonfire.

To register:

For copies of the conference
and hotel registration forms,
go to www.AAlSonline.com
or call Joe Harrington at
800-564-2247
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Pricing incentives

Will mandatory discounts and credits
encourage homeowners to invest in
windstorm damage mitigation?

For years, natural disaster experts outside
the insurance industry have wondered whether
the pricing of property insurance could be used
to give homeowners incentives to upgrade or
retrofit their structures to mitigate damage from
windstorms.

The logic seems simple enough: If
dwellings and related structures are reinforced
and secured to withstand wind damage, that
should trandate into fewer losses and lower
cogt insurance.

That logic runs into a stubborn fact,
however: The cost of implementing wind
mitigation festures on a home often far exceeds
the annual cost of homeowners insurance, even
in distressed markets with relatively high rates.

For example, the average homeowners
insurance premium in Floridain 2005 was
about $1,500, according to figures from the
Florida Office of Insurance Regulation. By
most accounts, that cost has risen considerably
since the state was hit by four major hurricanes
that year.

Even so, the cost of installing hurricane
shutters, a basic mitigation measure that
typicaly involves no structural modifications,
“can range from $6,000 to $30,000” in Florida,
says Debbie Wagner, vice president of sales for
e2Vaue, Inc., Stamford, Conn.

E2Value provides automated online
congtruction valuation services available on the
AAISdirect Internet service, as well as directly.

According to Wagner, “$6,000 to $10,000
would be the low end for an average home of

10

about 2,400 sguare feet with no unusual
windows.”

S0, even at the lower end of the cost range,
it would teke severd years of completely free
property insurance to recoup the cost of even
the most basic mitigation measures. Given that,
asmall insurance discount is hardly afactor in
deciding whether to spend thousands of dollars
on mitigation measures.

Mandates

For that and other reasons, the devel opment
of insurance pricing incentives for retrofitting
exigting structures have apparently not met the
expectations of certain public officidsin
hurricane-prone states.

“[Insurance pricing incentives] weren't
developing on their own,” says Florida State
Sen. Steven Geller, former president of the
National Council of Insurance Legidators and
aprominent proponent of publicly mandated
premium discounts for windstorm damage
mitigation measures.

“I’'m as much of afree market guy asthe
next guy,” he says, “but people were putting up
shutters and getting a 2% discount when it
should have been much, much more.

“We gave insurers a chance to [provide
discounts] voluntarily, but people will never go
out and spend $10,000 on shutters if they only
get a$100 a year discount.”

Led by Geller and others, Florida enacted
alaw severa years ago requiring insurers
to provide premium credits to residential

VIEWPOINT Winter 2008



policyholders who had structural featuresin
place deemed to mitigate loss from hurricanes.
For example, the discounts must be offered for
protecting windows and securing a roof.

(The credits are inter-related and not
entirely cumulative. A policyholder that
protects his’her windows and secures higher
roof could get a discount greater than either of
those measures alone, but not necessarily equal
to the sum of both.)

The size of the credits was later increased
as part of the package of insurance measures
enacted by the Florida legidature in January
2007.

Since FHoridatook action, Connecticut,
Louisiana, and South Carolina have followed
suit.

In Connecticut, insurers must offer credits
on the standard rate of insurance for homes
that have storm shutters and/or building glass
ingtalled.

Winter 2008 VIEWPOINT

Louisianarequires dl
homeowners rate filings
submitted after March 31, 2008
to include premium discounts
when adwelling is built or retro-
fitted to comply with require-
ments of the state's uniform
construction code, has damage
mitigation festures ingtalled, or
is retrofitted to utilize
construction techniques demon-
strated to reduce windstorm loss.

Quadlifying mitigation

X ) “People will never
mesasures include roof bracings P

go out and spend

and secondary water barriers,

among others. $10,000 on shutters
South Carolinarequires if they only get a

insurers to develop separate $100 a year

rating factors for building discount.”

features that affect propensity

i —Fl . I
for wind damage. In that state, a. State Sen. Seven Geller

insurers must offer credit factors

for roof shape, storm shutters,
roof-to-wall attachments, and other features
that affect propensity for wind damage.

South Carolina also mandates a premium
debit for having an unrestrained wall-to-
foundation connection.

AAISistaking filing action to fulfill these
mandates on behdf of its affiliates in affected
lines and states. To date, AAIS has received
approvals from Connecticut, Florida, and South
Carolina

Activism

Apart from these initiatives, other states are
enacting measures to regulate insurance pricing
for windstorm loss.

North Carolina has joined those states that
allow wind and hail coverage to be excluded
from homeowners policies covering properties
eligible for the state’'s wind pool. Premium
credits must be provided to reflect removal of
that coverage.

11



“We are not in
favor of mandatory
discounts.”

— Julie Rochman, president,

Institute for Business
and Home Safety

In Rhode Idand, separate, higher
deductibles are now permitted for hurricane
losses, but not for other types of windstorm
loss. However, the hurricane deductible cannot
exceed 5% of the dwelling limit, and must be
waived when property is protected by certain
windstorm loss mitigation measures.

For many public officials, mandated
premium discounts serve to convey a message
more important than the dollars at stake for
homeowners or insurers. In their estimation,
anything that encourages people to implement
mitigation measures will ensure that more
homes remain habitable in the aftermath of a
disaster, thus reducing the severity and cost of a
public emergency.

This state activism gets, at best, alukewarm
reception from insurance groups, including
those whose mission it is to encourage citizens
and communities to prepare better for hurri-
canes and other natural disasters.

“We are not in favor of mandatory
discounts,” says Julie Rochman, president and
CEO of the Ingtitute for Business and Home
Safety, an organization created by property
insurers to promote construction and land use
practices that will reduce disaster losses.

“By mandating, you don’t allow people to
be creative,” she says. “It ought not aways be
up to the insurer to tell people to protect their
property. It benefits others besides insurers”

Given the relatively low cost of residentia
property insurance compared to mitigation
measures, “the financia incentiveis just not
there” says Robert Detlefsen, vice president for
public policy at the National Association of
Mutua Insurance Companies.

According to Detlefsen, premium
discounts, whether mandated or voluntary, will
have little impact on homeowners decisions
until insurers have more flexibility to structure
and price policies in hurricane-prone states.
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For example, he says, restrictions on
writing multi-year policies suppress a
technique that might alow some insurersto
provide long-term coverage discounts that can
show policyholders areturn on their mitigation
investment.

Level

Whether they provide effective incentives
or not, the implementation of mandated
discounts and credits may not prove to be too
onerous for the insurance industry.

“Publicly, insurers say they don't like
mandates,” says Robert Klein, a professor or
insurance and risk management at Georgia
State University. “ Privately, however, some will
say, ‘Well, if we're al mandated to do the same
thing, it'sless of aproblem. At least they're
maintaining alevel playing field”

Geller, the Florida state sentator, argues that
the mandates will improve conditions for
insurers.

“If we get older structures [retrofitted], it
will help individuals and reduce the demand
for reinsurance,” he says. “If we reduce the
demand for reinsurance, the cost of reinsurance
will go down.” H
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Enterprise Risk Management is:

= Simply good business

« Becoming required by rating agencies and regulators

» Analyzing and understanding your business and your risks

* The basis from which good corporate management should spring

* A process that needs to be understood by all corporate functions
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At Risk Lighthouse, we believe that Enterprise Risk Management should be an integral
part of your business operation, not just an expensive and complicated model. We can help
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An excellent starfing point can be our economic capital model which alows for quantification
of entarprise risk capital requirements. Contact Risk Lighthouse today to begin the process
ol EAM In an affordable and understandable manner.
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Over-Under

Common pitfalls of insuring

farm personal property

Sherry Taylor worked many yearsin farm
insurance sales and underwriting before
becoming AAIS's manager of farm and
agribusiness in 2007.

From her unique perspective, she knows
that farmers may find themselves underinsured
or, more rarely, over-insured for their farm
personal property.

That's because agents and underwriters
sometimes have misconceptions about the
provisions of standard farm property forms,
and commit oversights or take shortcutsin the
heat of competition that can come back to
haunt them at the time of aloss.

14

Blanket

Many of the misconceptions, she says, are
rooted in the casua and mideading use of the
term “blanket” to describe the coverage
provided under a standard farm property form,
particularly asit applies to unscheduled farm
personal property.

“The idea of ablanket is often misunder-
stood,” she says. “The insured may think that
all persond property is covered, but several
items of property are excluded under afarm
persona property form.”

Generally speaking, the term “blanket”
comes from commercial insurance, and refers
to coverage for one type of property in multiple
locations, or multiple types of property in one
or more locations. Blanket coverage contrasts
with “specific” insurance, coverage for
onetype of property & one location.

In fact, the word “ blanket”
israrely used in standard farm
property forms, and not at al in :
AAISforms. Sherry Taylor

While “blanket” may serve as convenient
shorthand for describing the variety of property
covered under afarm property form, those
forms are more properly understood as a
combination of blanket and specific coverage,
with severa particular restrictions added.

(For those not familiar with farm coverage,
standard farm property forms typically cover
scheduled barns and other structures at
described insured locations, plus scheduled and
unscheduled personal property at insured
locations, with limited coverage for persona
property away from insured locations.)
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Confusion about the “blanket” nature of excluded from standard coverage for
farm property coverage leads to common errors unscheduled farm personal property.
in writing coverage, according to Taylor. Other types of ineligible property include

irrigation equipment, non-farm vehicles (such

Inventory as dl-terrain vehicles), and animals other than

Prablems start when agents and under- livestock (such as exatic animals like al pacas,
writersfail to scrutinize “inventories’ of Ilamas, and €k). “If an item is shown
unscheduled property for itemsthat are “If anitem of property is shown on the on the inventory, but
excluded or _ineligiblefor coverage. ?nventory,.but isnot digible for coverage, w,ho not eligible for

Inventories are commonly used lists of is responsible, the agent or the underwriter? coverage, who is
farm personal property and values, but they Taylor asks. L
are not standardized. Unlike schedules of As apractica matter, the underwriter could responsible: the
certain types of insured property, inventories be the one on the hook, if the carrier decides agent or the
are not part of a policy. not to risk the ill will and regulatory sanction underwriter?”’

For example, an inventory submitted by a that could result from balking at paying aclaim — Sherry Taylor, AAIS
farmer and hig’her agent may include the value for which premium was collected (even if it manager of farm
of harvested fruits and vegetables stored in an offers to refund the premium). and agribusiness

outbuilding, but fruits and vegetables are
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“Over time, farm
personal property
loss costs can rise
higher than they
should because the
premium being
collected is not a
true reflection of the

value insured.”
— Sherry Taylor, AAIS

manager of farm
and agribusiness

To the extent that claims for ineligible
property are paid, a company’s loss cost
information is distorted.

“Assuming that the lossis paid because the
premium is paid,” Taylor says, “that loss goes
against the company’s future loss cost calcula
tions”

Taylor's advice: Don't smply assume that
the total at the bottom of afarm property
inventory is an appropriate valuation of the
insured property. Examine the inventory for
eligible and ineligible property.

Coinsurance

Onewould think that including ineligible
property in insured values would at least avoid
coinsurance pendties, but that's not always
the case.

(Standard coverage for unscheduled farm
personal property carries an 80% coinsurance
requirement. There is typically no coinsurance
requirement for coverage of specificaly
scheduled items of farm property.)

According to Taylor, farmers commonly
purchase alimit for unscheduled farm persona
property coverage equa to 80% of the value
indicated on an inventory. After that, however,
the actual cash value of the insured property is
generaly not valued until the time of aloss.

“Total insured values are generally not
questioned until the time of aloss, unlessan
inspection isdone” she says. “As aresult, two
things happen.

“Firgt, the limit will come into question at
the worst time--when the farmer has alarge,
debilitating loss.

“If the valuation of insured itemsistoo low,
then the limit is generally 80% of too low a
vaue. In that case, the farmer may be assessed
a coinsurance penalty.

“Secondly, over time, your unscheduled
farm persona property 10ss costs can increase
more than they should because the premium
being collected is not a true reflection of the
value insured.”
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Conditions

There is another commonly overlooked
condition that can leave afarmer vulnerable to
a coinsurance penalty.

If the insured does not want to insure
certain items of unscheduled property that are
eligible for coverage, they must be explicitly
excluded on the policy declarations. Otherwise,
they are included in the coinsurance calcula-
tions.

“Standard farm property policiestypicaly
have a provision under the ‘ property not
covered' section allowing for the exclusion of
otherwise covered property, but the exclusion
must be shown on the declarations,” she notes.

One thing working in the farmer’s favor, is
that the vaue of farm property recently
acquired (within the previous 30 days) is not
included in the determination of insured vaues
for coinsurance requirements provided the
property is not acquired in replacement of
insured property.

However, the acquisition of new equipment
does nat, in itsalf, increase the overall limit for
unscheduled persond property. In the event of
alargeloss, the acquired property will tend to
dilute the limit.

Another potential underwriting pitfal isthe
handling of mid-term endorsements.

“Often, in the haste to keep processing
times to a minimum, changes to the
unscheduled farm persond property limits are
not closely reviewed,” says Taylor. “In fact,
endorsement requests often just ask for an
increase or decrease without indicating why a
change is being made.

“Again, the only time the total limit comes
into question is at the time of loss, but is that
really when one wants to be asking what's
included in the running limit--especiadly if the
item damaged is a category of farm property
not previously shown on the inventory list?’
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Surprise

Beyond that, there are other conditions that
could result in afarmer being unpleasantly
surprised by his recovery for farm personal
property following aloss.

By and large, says Taylor, agents and
underwriters need to be more aware of
additional policy limitations and restrictions,
among them:

» Coverage for livestock is subject to the
lesser of aseries of sublimits.

» The 10% coverage extension for cropsin
the open falls within, not in addition to, the
overall limit for unscheduled personal
property. Also, this coverage extension
does not apply to al types of crops.

» Thefollowing are not dligible for coverage
as unscheduled farm personal property:

Winter 2008 VIEWPOINT

- Race horses, show horses,
and show ponies;

- Certain types of building contents,
such as heated chicken fryer or
broiler houses, and

- Portable building or structures.

Then, of course, there can be shortcomings
in the coverage for scheduled farm personal
property, if the items on the scheduled are not
adequately valued at time of renewal.

Inal, afarm persona property formisa
complex document reflecting the unique
challenge of insuring diverse riskson a
standardized basis.

The measure of afarm insurance profes-
sional will be how well he or she understands
the complexities, explains them to agents and
insureds, and avoids unpleasant surprises at
clamtime. W
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i Thisisthe latest in a series of guest essays by
associate members of AAIS. To learn more about associate
membership, contact Rick Maka, director of marketing,

A l'i\-_.! n at rickm@AAI Sonline.com, or by calling 800-564-AAIS
By Rebecca Sukharey, : In 1992, the financia fallout from Hurricane Andrew
Manager of content production, made it clear to the insurance industry and insurance

Insurance Solutions Group, regulators that natural disasters have a significant impact

on the industry’s ability to diversify and contain
catastrophic risk. With 790,000 insurance claims and $26
billion in damage, Andrew became the costliest catas-
trophein U.S. history.

GUEST ESSAY Although catastrophe models are now used in prepa-
ration of spreading the risk associated with catastrophes of
that magnitude, there is still room for improvement.

H u r r i C an e S = According to the National Conference of Insurance
= Guaranty Funds, the insurance company insolvencies
resulting from Andrew led to nearly 25,000 unpaid claims

A Lesson In totaling $500 million.

g Shortly thereafter, insurers began using catastrophe
C atast ro p h e R IS k models to better predict the risk associated with natural
disasters, as regulators were forced to begin evaluating
varying methods to ensure economic stability of insurers
and the availability and affordability of property coverage.

The challenge for insurersis that catastrophic events,
by their very definition, are unexpected occurrences that
offer very little predictability.

Seven of the top 10 most costly hurricanesin U.S.
history occurred during the 2004-05 season, according to
the National Oceanic and Atmospheric Administration
(NOAA). When Hurricane Katrina hit in 2005, it resulted
in an astronomical $80 hillion loss to an already costly
two-year season.

The 2004-05 season had already produced approxi-
mately $70 billion in combined damage from Hurricanes
Charley, Wilma, lvan, Rita, Frances, Jeanne and Dennis.
Since catastrophe models are largely based upon historical
data, it is unlikely that the models used prior to 2004-05
would have predicted the season’s heightened hurricane
activity.

Unsurprisingly, catastrophe models and weather
experts began to call for significant hurricane activity in
2006 and 2007. Fortunately, the 2006 season was

Wolters Kluwer Financial Services
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relatively uneventful, and projections for 2007 were gradually
downgraded.

Despite predictability and reliability challenges with
catastrophe models, it is likely that the cost associated with
catastrophic events will continue to rise.

Regardless of whether global warming is a contributing
factor, population growth and inflation will require additional
risk management remediation. According to areport from the
International Consortium of Insurers, damages resulting from
natural disasters are expected to double every 12 years.

According to the Insurance Information Institute,
insurance companies have been inundated by well over 1.7
million claims for damage following the devastation of
Katrina.

LAWS
AFFECTED

TOPIC

Joint underwriting/Risk sharing/

Reinsurance/FAIRPlans . .......... ..., 116

SOIVENCY . .
Financial requirements . . . ...t
Adjustersand agents . . ...
Assessments and taxes .. ...... ..o
Claims settlement/Alternative dispute resolution ...........
Premium and rating procedures . ..............oiiiiii...
Policies/Cancellation/Underwriting . ......................
Windstorm coverage and hurricane loss ..................
Suspension or transfer of business ......................
Examinations (@uditS) ... ...

Miscellaneous . . ... ot 160

The double-edged sword for regulatorsis to ensure the
financial solvency of insurers and yet provide some guarantee
of affordable coverage.

An evaluation of the 2004-07 regulatory actions for the
southern coastd states of North Carolina, South Carolina,
Georgia, Florida, Alabama, Mississippi, Louisiana and Texas,
reflects 4,300 regulatory changes that pertain to property
insurance, of which 86 percent contain a reference to flood,
wind or hurricanes.
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In addition, approximately 800, or roughly 90 percent, of
all new or amended regulatory property-related actions issued
for those states in 2007, also specificaly reference flood,
wind or hurricanes.

A topica analysis of the regulatory actions in 2007
indicates regulators realize that hurricane damage may still
jeopardize the solvency of insurers and could cause a subse-
guent financial burden for those who suffered loss.

The following breakdown of the 2007 activity shows a
substantial focus on insurer solvency, financia requirements,
aswell asrisk sharing/residua market mechanisms.

Bearing in mind that the availability of property coverage
for coastal areas from the private sector is dwindling, or in
some cases nonexistent, and the wind versus flood
conundrum is still tying up Katrina claimsin court,
it is no surprise that regulators are focusing on risk
sharing/residual market mechanisms.

Each state mentioned in this article has a FAIR
Plan, Beach Plan or Wind Pool, designed to provide
coverage to those who have been denied insurance
in the private sector.

According to the Insurance Information Institute,
the number of policiesissued under state FAIR
Plans from 1990 to 2005 have doubled and loss
exposure has increased ten-fold. This transfer of risk
will not ultimately solve the problem however, as
the Insurance Information Institute also reported,
that in 2005, state FAIR Plans were operating under
a$1.9 billion deficit.

Additional sources of coverage are under consid-
eration on afedera level, asthe U.S. House of
Representatives passed the Flood Insurance Reform
and Modernization Act of 2007 (FIRM), which
proposes to add windstorm coverage under the
National Flood Insurance Program (NFIP).

Opponents of FIRM state that this initiative will place a
significant burden on taxpayers. This premiseiis further
supported by the fact that the NFIP had to borrow from the
U.S. treasury to pay Katrina claims totaling $16.3 hillion,
eventually expected reach a payout of $22 hillion.

Another argument against the provision of windstorm
coverage under the NFIP is the potential decrease of compe-
tition in the free market, which, if left alone, should be able

Continued on page 25



AAIS invites participation
in personal injury
data call

Property/casudlty insurers are
invited to participate in a specia
AAIS research study regarding the
frequency and severity of claims for
personal injury, such aslibel, dander,
and violation of privacy.

Carriers that provide persona
injury claims data for the study will
receive areport with the aggregate
results, including actuarid analysis.
Participation isopento al PIC
insurers, whether they are AAIS
members or not.

The study seeksto determine how
the frequency and severity of persona
injury claims have been affected by
the growing use of e-mail, blogs,
networking sites, and other forms of
€electronic communication; aswell as
by the growing incidence of “cyber-
bullying” and other offensive
behaviors.

Because of advancesin electronic
communications, harmful comments
can now be transmitted instante-
neoudly to worldwide audiences.
Some multi-million dollar judgments
have been reported for offenses
involving transmissions over the
Internet.

“As an industry, we know thereis
more exposure for personal injury
today than in years past,” says Greg
Jaynes, AAIS director of actuaria
services. “We would like to
determine how much.

“This study of
personal injury claims
experienceis part of our

Greg Jaynes

larger ongoing efforts to monitor
emerging exposures that have an
impact on P/C coverage”

Any carrier that writes persona
injury coverage can respond to the
AAIS datacdl, whether itisa
member of AAIS or not. Companies
that provide data will receive areport
with the aggregate results, plus
anayss.

For information on participating
in the study, contact Greg at
gregj @AAI Sonline.com, or by caling
800-564-AAIS.

AAIS revises its
simplified fire protection
classifications

AAIS s updating the classifica-
tions it provides insurers for
assigning fire protection rating
factors. Sinceitsintroduction in the
late 1970s, the AAIS method has
alowed insurersto place arisk in one
of threefire protection classifications:

Protected, which refersto
buildings located within 1,000 feet of
afire hydrant and within five road
miles of aresponding fire
department;

Partialy Protected, which refers
to buildings located more than 1,000

feet from afire hydrant but within
five road miles of aresponding fire
department; and

Unprotected, which refersto
buildings that are not classified as
protected or partialy protected.

With the revision now being filed
countrywide under the AAIS
Commercia Properties Program, the
“Protected” classification is being
replaced with five separate tiers
(Protected 1, Protected 2, and so on)
that correspond to the distance of a
risk from aresponding fire
department (but al till within five
miles).

The Commercia Properties
filings have a proposed effective date
of Sept. 1, 2008. Revised fire
protection classifications will be filed
over coming months under other
AAIS insurance line programs that
provide property coverage.

“The AAIS smplified fire
protection classification system was
developed to help users assign fire
protection classifications using
readily available information,” says
Haoying Ewing, AAIS senior product
development specidist for
commercid lines.

“The latest revision continues to
rely on information that is readily
available, either through the use of
geographical information systems or
through standard application entries.”
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AAIS develops
Homeowners manual
implementation tools

Insurers that use the AAIS
Homeowners Program and the
AAlSdirect Internet service have
access to new automated Manual
Implementetion Tools to help them
adopt the latest revision to the

program. F

AAIS

recently _ =5

released new
tools over
AAIirect to
facilitate the
rating of ==

policies under the revised AAIS
Homeowners Program:

A Homeowners Reting
Worksheet, developed using
Microsoft Excel, incorporates
countrywide manual rules, formulas,
and factors to help verify premium
calculations by company systems
during implementation of the new
program. Homeowners rating
examples demongtrate how the
worksheets operate using
hypothetical cases.

The new Manual Implementation
Toolswill expand on existing
Homeowners rating information data
sets provided in Excel and XML
format. In addition to the existing
state-specific data sets for basic
Homeowners rating information,
AAISwill aso provide state-specific
data sets for optiona coverage loss
costs, rating factors, and territorial
definitions.

The new Manua Implementation
Tools arise from an initiative led by
Janice Nieman, alongtime AAIS staff
member who is now serving as
director of technical product support.

“These tools will alow
companies to upload the latest rating
information into their systems,”
Nieman says. “They can help
companies rate policies and perform
comparative rating between the new
revision and the version they are
using.”

Nieman adds that, “The rating
worksheet automates the rating
formula so companies can quickly
rate apolicy or pull the formula apart
to program aformulainto their own
systems”

alow carriers to exclude losses at
selected locations caused by named
hurricanes or tropical windstorms,
and another schedule isfiled that
would alow coverage under a blanket
policy to be excluded for specified
locations.

A fifth schedule is revised to
include a new provision addressing a
premium reporting requirement under
Statutory Accounting Principles.

New COP endorsements
and schedules filed

Several new or revised endorse-
ments and schedules are being filed
under the AAIS Commercia Output
Program (COP) with a proposed
effective date of May 1, 2008.

Three of the endorsements and
accompanying schedules would
allow COP users to implement the
following:

Separate deductibles for loss
caused by windstorm or hail (flat
deductible or percentage deductible
options are available);

Deductibles that vary by peril and
scheduled location; and

Separate income coverage limits
for domestic and foreign dependent
locations (locations operated by
others that the insured’s business
depends upon).

Another endorsement would

Latest Inland Marine
Cause of Loss Report
posted on AAISdirect

The latest version of AAIS's
annua Inland Marine Cause of Loss
Report has been posted on the
AAISdirect Internet service, where it
isavailable free of chargeto AAIS
inland marine affiliates that use
AAISdirect.

The report provides premium and
loss data for nearly 50 filed and
nonfiled classes of inland marine
insurance. The latest version provides
data on about $2 billion in premium
and more than $725 million in
reported losses for the period
2002-2006, broken down into
these categories:

Yearly written premium and paid
losses for each class, and the ratio of
paid losses to written premium;

Yearly earned premium and
incurred losses for each class, and the
ratio of incurred losses to earned
premium; and

The amount and percentage of
paid losses, dlong with average loss
severity, categorized by nine different
causes of loss.
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Those causes of loss arefire,
extended perils, collision, burglary
and robbery, theft and disappearance,
breakage/collapse/landdide, water
damage and flood, marine perils, and
all other.

Companies not affiliated with
AAIS for inland marine can purchase
acopy of the report for $250. To
order acopy, or to sign up for
AAISdirect service, contact Rick
Maka, director of marketing, at
rickm@AAI Sonline.com or by calling
800-564-AAIS.

AAIS Factbook
revision released

AAIS recently released the latest
revision to the AAI'S Factbook, the
“user guide’ for getting the most
from an AAIS ffiliation.

Written to anticipate and respond
to commonly asked questions, the
Factbook provides lists of dl
programs and services, plus summary
descriptions of support services for
customizing, pricing, automating, and
filing AAIS programs.

Among other things, the latest
revision of the Factbook describes the
expanded compliance services
available from AAIS, the expanded
access to reports and risk evaluation
information through the AAI Sdirect
Internet service, and updated contact
information for AAIS staff.

For more information on the
Factbook and on how to utilize
the services described in it,
contact Petricia Peters, AAIS
director of member relations, at
patp@AAIl Sonline.com, or by
caling 800/564-AAlS.

Inland Marine Guide
tornado table
reissued with
updated NOAA data

The Tornado Table provided in
the Radio and Television Towers
section of the AAIS Inland Marine
Guide has been updated with new
federal data. Using data collected by
the National Oceanic Atmospheric
Administration/National Climatic
Data Center, the updated Tornado
Table shows the annua average
number of tornadoes per 10,000
sguare miles for individual states.

Some states show an overdl
increase in the reported number of
tornadoes compared to the previous
edition of thetable. That increaseis
attributed to stepped-up observation of
tornadoes by enlarged populations,
and does not necessarily indicate an
increase in the frequency of tornadoes.

The updated Tornado Table will
be released as an attachment to a
bulletin issued Friday, Nov. 2. Guide
users are instructed to refer to the
updated table when executing one of
the suggested rating steps for radio
and television towers.
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AAIS releases revised
and expanded
Compliance Guide

AAIS recently received anewly
revised and expanded guide to state
compliance requirements related to
policy forms and rating information.

For 18 years, AAIS has provided
its members with a free annual guide
to state filing requirements. This
year's edition is renamed the AAIS
Compliance Guide to reflect the
expanded scope of information
provided in it. In addition to updated
information in existing sections, the
Compliance Guide includes the
following additions:

* A new section with tableslisting
requirements regarding the use of
“SERFF" the System for
Electronic Rate and Form Filing
developed under the auspices of
the National Association of
Insurance Commissioners. The
tables indicate which jurisdictions
have adopted the SERFF policy
coding matrix, which ones are
accepting electronic fund trans-
fersvia SERFF, and what other
requirements jurisdictions may
have.

* A new section with information
on filing requirements for
umbrella policy forms, endorse-
ments, rules, and rates. This
includes a table with citations
from state laws governing
umbrella policy filings, plus
state-by-state information on how
to adopt and/or modify AAIS
Personal, Commercial, and Farm
Umbrella products.
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» New “company action” sections
within existing sections with
instructions for companies seek-
ing to implement an AAIS form,
rule, or rating information filing,
whether it bein anew line or
state or for an existing line and
state affiliation.

“AAIS has been expanding the
compliance material contained in this
guide consistently over the past few
years” saysLarris Larsen, AAIS
assistant vice president for
compliance. “The new name reflects
the Compliance Guide's new content
and AAIS's continuing effort to
improve and expand the compliance
related resources materid it
publishes”

In al, the Compliance Guide
provides nearly 600 pages of
compliance information, broken
down into sections and sub-sections
covering general information, form
filing requirements, rate and rule
filing requirements, specia inland
marine filing requirements, state
qualifications for “exempt
commercia policyholders” and other
topics, in addition to the new SERFF
and umbrella policy sections.

One section covering
“Applications, Binders, and
Certificates of Insurance” was
updated and reprinted with the

permission of ACORD, Inc.,

Pearl River, N.Y., an organi-

zation devoted to improving
agency-carrier communication
through the standardization of
forms and data transmission.

The Compliance Guide is
available electronicaly for no
additional chargeto al companies
that utilize a least one AAIS
program.

Companies not affiliated with
AAIS can purchase an electronic
copy for $400. For information,
contact Rick Maka, director of
marketing, at rickm@AAI Sonline.com,
or by calling 800-564-AAIS.

'Download cart'
added to AAISdirect

The latest set of enhancements
to AAIdirect includes a feature that
alows subscribers to add documents
to a'download cart' and, when ready,
compress and download the contents
of the cart to the user's PC or
network.

Similar to the experience one
findsin a shopping cart a an online
retail site, users can add "items' to
the download cart in groups or one at
atime. Theitemsremain in the cart
while the user browses other parts of
AAIirect, moves to other websites,
or even logs off AAISdirect. When the
user returns to AAIdirect, the
contents of the cart are till there.

For information on afreetrid of
the AAISdirect Internet service,
contact Rick Maka, director of
mearketing, at rickm@AAI Sonline.com,
or by calling 800-564-AAIS.

Sample fungi
exclusion available
under Homeowners

A countrywide AAIS
Homeowners bulletin issued recently
makes available a sample exclusion
for fungi that is more regtrictive than
the exclusion built into the newly
revised Homeowners forms.

Whereas the built-in exclusion
preserves coverage for damage
arising from fungi and bacteria
(including mold) that arises from a
covered pexil, the
sample
endorsement
excludes
coverage for
all mold-
related
losses
except those o
identified in the
endorsement.

The sample endorsement
excludes property coverage for all
fungi losses except those arising from
fire or lightning. The endorsement
also excludes liability losses arising
from fungi except for those involving
food poisoning, dips and falson
dick surfaces, or bodily injury to
farm employees.

As drafted, the sample
endorsement can be used with the
revised and filed Homeowners forms,
but companies will have to file the
sample endorsement themselves.
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1,800 readers at more than 1,000 companies.

. Letters _ Thanksfor noticing

Many thanks for mentioning the Construction Risk
and Insurance Specialist (CRIS) continuing education and
certification programin the fall issue of Viewpoint.

There are now more than 1,400 CRIS designees with 1,700 more enrolled in the program
nationwide. It has been endorsed by the Construction Financial Management Association
(CFMA), which is recommending that their members obtain the certification and also
consider it asoneindicator that an agent or broker is qualified to write their insurance.

Most importantly, while the program started out online, it is moving into the classroom.
W\e are partnering with state Independent | nsurance Agents and Brokers associations across
the country to offer classes based on the five part core curriculum. The Florida Association
of Independent Agents was the pilot program, and we expect at least ten additional state
associations to offer the classesin 2008.

Viewpoint welcomes your
letters and comments.
Send them to Joseph
Harrington, editor, at

) o i ) Joeh@AAISonline.com,
Thanks again for mentioning CRISin your article. or mail them to Joe at
] ] 1745 S. Naperville Rd.,
Jack P. Gibson, president Wheaton, IL 60187.

International Risk Management Institute, Inc.
24



Surveillance, continued from page 7

“Appropriate video surveillance is often necessary,”
he says. “We both require and recommend security
measures, but we make no guarantee that such security
will prevent aloss.”

Jawelers Mutua gathers some information about
individualsin the jewelry operations that it insures,
but the information is limited to individuals past work
experience and loss experience related to the coverage
being sought.

“We expect the insured to have completed background
checks for employment purposes, as we have no say asto
whether someoneis hired or not,” he says.

For the time-being, at least, commercial insurers,
appear to be shielded from expanded general liability
exposure for surveillance and information-gathering
activities-as long as their insureds are not careless with
the information they collect.

That could change, of course, with one breskthrough
lawsuit. Given the level of public concern over privacy and
surveillance, insurers should not become complacent.

Guest Essay, continued from page 19

to set risk-gppropriate premium rates.

Despite the recent regulatory activity focused on
ensuring the financial stability of the insurance market and
the use of catastrophe models by insurers to predict future
risk, there is still no ideal solution in place to diversify
catastrophic risk and ensure a plan of recovery.

The lessons learned from Andrew and Katrina purport
that even if you have insurance with flood or windstorm
coverage, you may not get a settlement sufficient to cover
your losses. In addition, any coverage offered under a
FAIR Plan or federal program can pose a hazard to the
competitive nature of the free market and subsequently
place a significant burden on taxpayers.

Therefore, unless we look at other potential solutions,
or force the 53 percent of the U.S. population living in
coastal areas to move inland to “safer” states, like Idaho
and Utah, we are setting the stage for continued failure to
plan for, survive and recover from catastrophic events.

Rebecca Sukharev has worked in the insurance industry for 10
years, analyzing insurance laws and regulations to evaluate
industry trends and help connect insurers with the information
they need to identify and understand the latest regulatory changes.
Sheis currently manager of content production in the Insurance
Compliance Solutions group at Wolters Kluwer Financial Services
in Waltham, Mass.

AAIS Welcomes New Affiliates

America First Insurance Company
Consolidated Insurance Company
Mid-American Fire & Casualty Company
Montgomery Mutual Insurance Company
Peerless Indemnity Insurance Company
Peerless Insurance Company

American Safety Indemnity Company
Primero Insurance Company

Max Specialty Insurance Company
Safeway Property Insurance Company
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