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AAIS means agribusiness

You need more than a patchwork of yesterday’s
products to insure today’s agribusinesses. You need--

The AAIS Agricultural Output Program (AgOP)

The AAIS Agricultural General Liability Program
(AgGL)

These are the first standardized programs specifically designed to
insure property and liability exposures of large farms and agricultural
processing enterprises.

They are available only from AAIS, an advisory organization used by
more than 150 insurers for their farm and ag forms and reting
information.

The AgOP features--

»  Broad commercial property and inland marine coverage built
into its base form, and awide range of coverage options,
including equipment breakdown and crime

e Supplementa coverage limits determined individually through
dec page entries
* A flexible rating procedure that addresses the unique exposures
of each risk
The AgGL features--

e A choice of two base forms:
--A farm commercia form that can be
endorsed to cover other exposures
--An agribusiness CGL form that can be
endorsed to exclude specified exposures

¢ Up-to-date coverages and exclusions unique to agriculture

e Rating information for more than 300 agricultural classfications

Policies based on these programs can be packaged together to
implement comprehensive coverage of today’s vertically integrated
agricultural operations.

Both programs include provisions addressing persona exposures of
individuals residing at the insured location, an enduring feature of
agricultural insurance.

To learn more, contact

Rick Maka, director of marketing,
at rickm@AAISonline.com

or by calling 800-564-AAIS.

MAIS

www.AAlSonline.com
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What makes a policy ‘readable’?
It's been more than 30 years since the
first standardized “easy read” homeowners
policies were devel oped, yet property/
casualty palicies continue to be among “the
least-read best sellers,” as the saying goes.
Whether policies are read or not, state
regulators have an abiding .... 3

Works in Progress

Insurers are accustomed to courts
finding coverage under policies that was not
intended.

It's rare that insurers find themselves
fighting to maintain coverage that some of
them, at least, intended to provide.

But, that's the case in regard to
exceptions to “your work” and “faulty
workmanship” exclusionsin .... 6

Chinese Drywall

You may have read that 14 U.S.
commercial insurers have been served with
acomplaint related to coverage for
defective drywall. You might say that free
trade itself ison tridl.

No matter what is litigated or seftled in
U.S. courts, the case is overshadowed by
the specter of Taishan Gypsum Co. failing
to answer asummonsfroma .... 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

If you don’t want to read an insurance palicy, that’s understandable.

However, as a property/casualty professional, as | presume most of my
readers are, you, of all people, should know the importance of actually reading
the policies you purchase.

I f you don't want to read this magazine, | have a problem.

That's becoming easier to do as regulators and policy form developers
continue to explore ways to make policies more understandable to the average
reader, as we describe in our cover story.

Support for policy rating is another function of advisory organizations
like AAIS

To that end, the 2010 AAIS Main Event executive conference will provide
practical indghts on the“ real world” considerations insurers face when they
utilize data-based decision making in their underwriting and rating.

A highlight of the programwill be a presentation by AAIS staff on our
initiative to develop by-peril rating plans. You won't want to miss that.

In addition, there will be a special inland marine track on the second day of
the conference for people who are specialistsin the line, aswell asfor P/C
executives and managers who want to know more about inland marine.

This conferenceis a truly important event for AAIS member companies, and
| hope to see you April 11-13 in Fort Myers.

W&{/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-AAIS.
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. FILINGS AND COMPLIANCE

What makes a policy
READABLE?

©iStockphoto.com/fotosipsak

It's been more than 30 years since the first
standardized “ easy read” homeowners policies
were developed, yet property/casudty policies
continue to be among “the least-read best
sdlers,” asthe saying goes.

Whether policies are read or not, state
regulators have an abiding concern that they be
written in plain, clear language understandable
to the average person.

Today, 20 states have statutes or regulations
mandating certain levels of “readability” in

persond lines. Only five have them for
commercid lines, but three of those five--
Florida, Michigan, and New York--account for
alarge share of commercial lines business.

Even if most states don't have readability
standards, those that do effectively exercise
countrywide impact, given that the policy
forms developed by carriers and advisory
organizations are built on a countrywide base.
A dtringent state standard can become, in
effect, anational standard.

Moreover, the National Association of
Insurance Commissioners (NAIC), maintains a
working group on readability, and some states
have their own counterpart working groups.

Larris Larsen, AAIS assistant vice president
for compliance, was recently named a member
of aP/C readability working group of the
Wisconsin insurance department.

Objective

Thanks to readability standards, P/C
policies are generally easier to read and under-
stand today than they were 35 years ago, even
asthe properties and liabilities they insure have
become more complicated and technical.

What's clear to one person may not be clear
to another, of course, and it’s not easy to come
up with an objective standard for what makes a
policy “readable”

The standard typically used for readability
guiddines in those states that have them isthe
“Flesch” score, a number between 0 and 100
derived primarily from the number and length
of words in the sentences of a passage. The

Winter 2010 VIEWPOINT 3



©iStockphoto.com/kutaytanir

;‘| I

“Insurance policies inherently
deal with complicated legal
concepts.”

—Thomas Mallin, President and CEO
Property Loss Research Bureau

higher the Flesch score, the easier a passage is
to read, supposedly. (Flesch score calculators
are available as features of Microsoft Word and
other word processing programs.)

However, Larsen says that, “higher Flesch
scores do not automaticaly result in more
understandable policy language”

“The scoring formula favors words of no
more than two syllables and short sentences,’
he says. “However, the use of short words and
sentences does not ensure readability.”

To illustrate his point, Larsen shows that an
exclusion in an AAIS agricultura form got a
Flesch score more than double its origind
simply by changing the format of six words,
with little overal impact on readability (see
sidebar on page 5).

“Higher Flesch scores can be achieved
without actually improving the understand-
ability of the policy language,” Larsen says.
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Content

That would come as no surprise to Thomas
Mallin, president and CEO of the Property
L oss Research Bureau, an organization that
reviews policy forms and endorsements for
clarity.

“Itiseasy,” he says, “to construct a
document that scores high on a reading-ease
formula but is composed entirely of properly
punctuated nonsense syllables”

More importantly, says Mdlin, “reading-
ease tests don't take the content of the materia
into account.

“Insurance paliciesinherently deal with
complicated legal concepts”

The application and restriction of coverage
has become increasingly complicated over the
past decade, says Larsen, as insurers and
advisory organizations have grappled with a
growing number of concerns. mold, terrorism,
electronic transmissions, new types of
motorized vehicles, and more.

“It has become more important than ever to
use very exacting language,” Larsen says.
“Words of few syllables and short sentences are
sometimes not sufficient for specifying the
extent of coverage”

Format

Rather than relying on readability scores,
Larsen, Mallin, and others emphasize the
format and organization of a policy as more
important factorsin making it comprehensible
to readers.

In a 2006 paper, attorney Louis Long
identified “conspicuity” of policy provisions as
acritical factor in making policies under-
standable that was largely overlooked by
regulators. (Long is with the Pittsburgh-based
firm Pietragallo Bosick & Gordon LLP)

“Congspicuity isameasure of the visua
distinctiveness of a particular text,” he wrote.
“It can be ascertained by evaluating the
document design (e.g., format, typography,



graphic cues, layout) to identify how well they
are orchestrated to render the text visibly
present in the eye of areader.

“Conspicuity playsacritica role in whether
the reader notices the information deemed to be
important.”

Exposure

Perceived problems with the organization of
policies has led to some unanticipated
ExXposures in recent years.

In 1999, the Oregon Supreme Court ruled
that a pollution exclusion in adwelling
property form did not apply because, by

“It has become more important
than ever to use very exacting
language. Words of few syllables
and short sentences are
sometimes not sufficient.”

—LarrisLarsen
AAIS Assistant Vice President for Compliance

including the exclusion in a section entitled
“Perils Insured Againgt,” the policy did not
meet statutory requirements for the placement
and formatting of restrictions on coverage.

Ultimately, that ruling led to new regula-
tions in Oregon mandating descriptive headings
and complementary formatting. Formatting
based on those regulations has been incorpo-
rated into forms provided for al states under
the AAIS Boatowners, Businessowners,
Homeowners, Inland Marine Guide, and filed
inland marine programs.

The importance of policy formatting was
reinforced in a 2004 case, Haynes vs. Farmers
Insurance Exchange.

In that case, the Cdifornia Supreme Court
ruled that alower limit for permissive users of
an auto could not be enforced because it was
not in a place where someone reading the
policy would logically expect to find it.

Continued on page 28

Readability Scores.
An imperfect measure

The “readability” of an insurance policy is often measured by
use of astandardized reading ease scale (see main article).

But, as the example below shows, the reading score for a
passage can change dramatically with afew modifications, but
with no apparent improvement in how easy the passage isto

understand.

In Example 1 below, the provision earns a“ Flesch” score of

15, indicating low readability.

But by simple bresking out five of itsterms, as seenin
Example 2, the Flesch score jumps to 40, more than double, with
no change in actua wording and content.

Example 1
The following is added to item 2.,

Exclusions, under Coverage L --
Bodily Injury Liability and
Property Damage Liability.
This insurance does not apply
to “bodily injury’ or “property
damage” arising out of the
use of any premises, site,

or location for purposes

of farm-related education
promotion, recreation,
entertainment, or tourism
that is undertaken for money
or other compensation.

However, this exclusion

does not apply to farm-

related education, promotion,
recreation, entertainment,

or tourism activities that are
described on the “declarations”.
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Example 1
The following is added to item 2.,

Exclusions, under Coverage L --
Bodily Injury Liability and
Property Damage Liability.

This insurance does not apply
to “bodily injury” or “property
damage” arising out of the

use of any premises, site,

or location for purposes of
farm-related:

1) education;
2) promotion;
3) recreation;
4) entertainment; or

5) tourism

that is undertaken for money
or other compensation.

However, this exclusion

does not apply to farm-

related education, promotion,
recreation, entertainment, or
tourism activities that are
described on the “declarations “.



. COMMERCIAL LINES

The ““subcontractor
exception” to the
“your work”’
exclusion is one of
the most litigated
provisions of
policies that
provide general
liability coverage
for contractors
and artisans.

Works In Progress
“Your work” and “faulty workmanship”
exclusions get some new scrutiny

Insurers are accustomed to courts finding
coverage under policies that was not intended.

It'srare that insurers find themselves
fighting to maintain coverage that some of
them, at least, intended to provide.

But, that's the case in regard to exceptions
to “your work” and “faulty workmanship”
exclusionsin policies that provide genera
ligbility coverage.

Insurers that write contractors and artisans
may have thought that their insureds were
protected for faulty workmanship by subcon-
tractors, but recent court cases have thrown that
into doubt.

Asaresult, severa insurers have filed
endorsements seeking, in effect, to preserve the
coverage. AAIS has provided sample
endorsement language to one member
company that requested it, but does not
contemplate filing action at thistime.

Once again, the line between “business
risk” and “fortuitous loss’ is being re-
examined.

Background

The “subcontractor exception” to the “your
work” exclusion is one of the most litigated
provisions of policiesthat provide genera
liability coverage for contractors and artisans.

Before the exception was introduced, GL
coverage for artisans and contractors was
written on the premise that it could not serve as
a performance bond for workmanship.

Accidenta damage to other property,
arising from negligence of the insured, could
be covered as the type of fortuitous loss
contemplated under GL coverage. But damage
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to or flaws in work done by or on behalf of the
insured was to be retained by the insured as a
“business risk.”

That changed somewhat in the mid-1970s
with the introduction of the “broad form
property damage endorsement” by the
Insurance Services Office (1SO), then based in
New York City, now in Jersey City, N.J. That
endorsement introduced an exception to the
“your work” exclusion for damage arising from
work of an insured's subcontractor.

The exception was incorporated into
standard general liability policiesin the mid-
1980s, but the intent has apparently not been
universally accepted by insurers.

What's an insurer to do when it objects to
certain applications of standardized wording?

Regulators may not accept more restrictive
aternatives. Evenif they did, agents and
brokers may bak at selling policies that did not
include a standard provision.

In the case of “your work” exceptions,
some carriers have chalenged coverage for
claims over subcontractor work. Among other
things, insurers argued that “your work” excep-
tions violated lega standards of insurance by,
in effect, creating awarranty for the work of
subcontractors.

Those objections were, for the most part,
overruled on the basis of the plain reading of
the exceptions. But another line of attack may
hold more promise for carriers seeking to limit
the application of your-work exceptions.

Occurrence

A more recent argument holds that the
faulty work of a subcontractor, in and of itsalf,



does not meet the definition of “occurrence”
needed to trigger genera liability coverage.

As of 2007, some courts had agreed,
although not a mgjority, according to Tampa-
based attorneys R. Steven Rawls and Rebecca
Applebaum, co-authors of an article on the
topic found at www.IRMIonline.com.

“Severd jurisdictions adhere to the position
that faulty completed work is not an occur-
rence” they wrote. “These jurisdictions
similarly find that . . . the general contractor
has accepted the subcontractors work and
incorporated it into its own finished product.”

Even in those jurisdictions with amore
restrictive reading of the “your work”
exception, however, there was a good chance a
court would find coverage for damage to other
property besides that being worked on by a
subcontractor.

Thus, it came as something of a shock when a
lower court in Pennsylvaniaruled in December
2007 that there was no digtinction between
insuring a subcontractor’s faulty work and
damage to other property arising from that work.

The court upheld the insurer’s decision to
deny coverage, and the Pennsylvania Supreme
Court essentialy upheld the ruling by declining
to hear an appeal of the case.

“The practica effect of [the caseg] has been
to preclude coverage under Pennsylvanialaw for
the foreseeable consequentiad damages that are
caused by faulty workmanship,” wrote attorney
Randy Maniloff, of the Philadel phiafirm
White and Williams LLP, in December 2008.

Endorsements

Another practicd effect of the rulingisto
prompt a series of company filingsin
Pennsylvania. They implement endorsements
that explicitly state that the term “occurrence”
includes property damage to “your work”
arising from work performed on the insured’s
behalf by a subcontractor; property damageis
included in the “ products-compl eted operations
hazard”

According to Tony Leist, AAIS assistant
vice president, commercid lines, carriers are
preparing the optional endorsements to alow
agents to provide their contractor customers
with coverage they have come to expect.

By putting the coverage into an endorsement
amending the definition of “occurrence)” carriers
can choose for themsalves whether to grant the
coverage or not.
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“Several jurisdictions
adhere to the
position that faulty
completed work is
not an occurrence.”

— Attorneys R. Seven Rawls
and Rebecca Applebaum



For those companies that want to exclude
exposure to claims arising from subcontractors,
AAIS provides two endorsements for doing so
under its Artisans, Businessowners, and
Commercid Liability programs.

One endorsement amends the “your work”
exclusion by deleting the subcontractor
exception entirely; the other deletes the
exception only for locations or projects
identified on a schedule that accompanies the
endorsement.

Inland Marine

AAIS faces a different situation regarding
two of the construction classes for inland
marine insurance: Installation Floater and
Riggers Insurance.

Installation floaters cover loss to property
that is being installed at alocation; riggers
insurance covers loss to property that is being
hoisted into position. One or both of the
coverages might be used to insure, for example,
an air-conditioning unit being hoisted and
installed on top of abuilding.

Under both classes, coverage is traditionaly
written as open-perils first party property
coverage, and the coverage for property of
othersistriggered regardless of whether the
insured is at fault. (The AAIS Riggers
Insurance forms aso include aform for
covering legd liability, however.)

Aswith most firgt-party forms, the AAIS
base forms for Ingtallation Floater and Riggers
Insurance include an exclusion for “faulty,
inadequate, or defective . . . workmanship,”
among other causes of loss.

Recently, some AAIS affiliates have
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expressed concern that the exclusion, if inter-
preted broadly, would substantialy reduce
coverage under the two classes. Asit is, most
losses under installation floaters or riggers
insurance are the result of some error or
miscalculation by the insured.

Some form of the exclusion is needed to
preclude coverage for damage caused by a
defect in the property that is being hoisted or
installed, says Robert Guevara, AAIS vice
president of inland marine.

Still, he adds, “1 understand how agents and
claims adjusters might read this exclusion too
broadly.

“Since most losses involve operator error,
applying the exclusion to errors during instal-
lation would eliminate most claims and the
need for the coverage”

The answer, he says, may beto revise
exclusions so they continue to exclude
coverage for losses arising from defects of the
insured property itself, but provide coverage for
losses that result from accidents that occur
when hoigting or ingtalling it.

AAIS dffiliated companies in affected lines
will be notified by bulletin of filing action
addressing “your work” and “faulty
workmanship” exclusions. l



INLAND MARINE
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Equipment Breakdown

IN Construction

©iStockphoto.com/seraficus

If you imagine a sparkling new building or
renovation as a crown, the crown jewels would
be the equipment installed to hest it, cool it, or
perform other functions for the structure itself
or the enterprise that occupiesit.

Itis, then, easy to imagine the chagrin--to
put it mildly--that would follow alossto a
project after machinery or equipment explodes
or bursts.
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At worst, such an event could produce a
catastrophic loss to life and property. At best, a
project will be delayed as the stricken
equipment is removed and replaced and other
damage repaired.

And, the property losses might not be
insured if equipment breakdown coverageis
not in place.

In the absence of equipment breakdown
coverage, an equipment loss would have to be
absorbed by the contractor or project owner, or
subjected to costly, contentious, and time-
consuming property and/or liability claims
among different parties.

Standardized

Standardized equipment breakdown
coverageis now available for construction
projects through endorsements provided in the
Builders Risk section of the AAIS Inland
Marine Guide. Equivalent endorsements are
dated to be released in the Guide's Installation
Floaters section.

The Inland Marine Guide is an industry
leading resource of forms, rating procedures,
underwriting guidelines, and other information
for the traditionally nonfiled classes of inland
marine insurance. (Guide forms and rating
procedures are filed, however, in certain states
that do not exempt inland marine insurance
from filing requirements.)

Buildersrisk is the form of insurance that
covers buildings under construction or
renovation. Coverage applies to the structure or
part of a structure being worked on, and



“Most equipment breakdown
exposures in construction
are weighted toward the end

of a project.”
—Lisa Phillips
HSB manager of product design

materials to be incorporated into the work, and
typicaly ends when the property owner
occupies the unit.

Installation floaters cover property that is
being installed in a structure, such asan HVAC
unit or other types of fixtures. Coverage applies
to the property being installed, and typicaly
ends when the installation is complete and the
owner takes control of the property.

Collaboration

AAIS'sinland marine equipment
breakdown endorsements were developed in
consultation with The Hartford Steam Boiler
Inspection & Insurance Co. (HSB), aleading
provider of equipment breakdown reinsurance.

AAIS and HSB have collaborated in the
past on the development of equipment
breakdown coverage under AAIS personal,
commercial, farm, and output programs.

AAIS equipment breakdown coverages can
be used with any equipment breakdown
reinsurer, however.

“Equipment breakdown losses during
congtruction projects are not all that different
from those in finished structures” says Lisa
Phillips, HSB manager of product design. “But
the hazards and exposures are different.”

According to Phillips, equipment
breakdown losses in construction are very often
related to the new and untested nature of
equipment in anew setting.

Besides power surges, she says, the
principal causes of accidents within covered
equipment on jobsites are improper wiring,
instalation, and calibration of equipment,
incompatibility of the equipment with other
components of the structure, and lack of
knowledge about the equipment’s operation
and maintenance.

“Mogt equipment breakdown exposures[in
congtruction] are weighted toward the end of a
project,” she adds, “since thisis when most
systems are firgt started and tested.”

AAIS and HSB offer
pecial presentation
following M UA meeting

A construction project can be serioudy delayed and/or
thrown off budget if important equipment being installed
breaks down during construction.
I M U A Who bearsthe loss for that?
EHCARD FARINS DMOTUWRETTAS ASOCIATION The morning after the
conclusion of the 2010 IMUA
Annua Mesting, two inland
marine experts will discuss the
growing importance of equipment
breakdown insurance on
construction projects.
The presentation will take
Mls place Wednesday, May 19, at the
Kingsmill Resort, Williamsburg,
Va, site of the IMUA conference.

Attendance is free of chargeto al IMUA members;
breakfast will be provided. To reserve a spot, contact
SheillaMorris, AAIS manager of inland marine, at
sheilam@AAIl Sonline.com, or by calling 800-564-AAIS,
ext. 286.

Lisa Phillips, product design manager
for Hartford Steam Boailer, will discuss how

a»

to identify and underwrite equipment glu. i
breakdown exposures on jobsites. f L
As product design manager, Lisais abe o

responsible for devel oping and maintaining eguipment
breakdown policy language for HSB’s direct and
reinsurance assumed business. Before taking her current
position in 2008, Lisaworked as a policy analyst, under-
writer, and claims adjuster for HSB.

Robert Guevara, AAIS vice president
of inland marine, will describe new
equipment breakdown coverage forms
developed in consultation with HSB for the
Builders Risk and Installation Floater classes
inthe AAIS Inland Marine Guide.

Bob has been with AAIS since 1992, and has 18 years
experience as an inland marine manager at the branch,
regional and home office level for companies such as CNA
and Zurich American.




“Testing coverage
can now be
provided as part
of the more
comprehensive
equipment
breakdown
coverage.”

— Robert Guevara
AAISvice president
for inland marine
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Given that, equipment breakdown lossesin
construction often result in adelay in
completion of a project; thereislesstimeto
make up for adelay. As aresult, additiona
congtruction and “soft” costs typically result.

Endorsement

The equipment breskdown coverage
endorsement introduced in the AAIS Builders
Risk forms in 2008 provides standard
equipment breakdown coverage for losses
arising from “accidents’ within covered
equipment, defined as equipment that
generates, transmits, or utilizes energy, or
which operates under vacuum or pressure. To
be covered under the endorsement, such
equipment must be described as covered
property in the base builders’ risk form.

The endorsement covers direct physica
damage by an accident to a covered project or
structure, including materials to be incorpo-
rated in the structure, up to alimit stated on an
accompanying equipment breakdown schedule,
or up to the base policy limit, if selected by the
insurer.

If delay in completion coverage is endorsed
onto the base builders’ risk policy, it can be
extended to equipment breakdown losses, up to
the delay in completion limit or a separate
delay limit on the equipment breakdown
schedule.

Testing

The AAIS Builders Risk equipment form
also includes coverage for losses due to
“testing,” described in the form as the “ start-up,
performance, stress, pressure, or overload
testing of covered property,” including, but not
limited to, covered equipment subject to the
equipment breakdown coverage.

Testing coverage has long been built into
builders risk and installation floater forms, but
the new AAIS forms take a different approach.

“Testing coverage can now be provided as
part of the more comprehensive equipment
breakdown coverage, or it can be provided in
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the traditional sense by another new
endorsement drafted for that purpose,” says
Robert Guevara, AAIS vice president for inland
marine and the principa developer of the
Inland Marine Guide forms.

Under the equipment breakdown form,
testing coverage is provided up to the
equipment breakdown limit selected; under the
stand-alone testing endorsement, coverage is
provided up to alimit identified on the
endorsement.

Limitations

The AAIS equipment breakdown endorse-
ments include three provisions designed to help
insurers control their exposure to equipment
breakdown.

A “suspension” condition alows the insurer
to suspend equipment breakdown coverage if it
discovers covered equipment to bein or
exposed to a dangerous condition.

In addition, there are two exclusions, one
for any losses arising from defects, errors, or
other conditions involving data or software,
and another for losses arising from the
“misalignment or miscalibration” of covered
equipment.

However, both of those exclusions include
exceptions preserving coverage for 10ss,
damage, or expense arising from an accident
within covered equipment.

“Buildings are ‘smarter’ today, and
computers are more prevaent in the systems
that become a permanent part of the buildings,”
says Phillipsa HSB. “It is not the intent of
equipment breakdown coverage to pay for data
and software losses, except when an accident
results”

Asfor the misalignment or miscalibration
exclusion, Phillips explains that “many pieces
of equipment can stop functioning for the
reasons outlined in the exclusion without
suffering physical damage.

“We have found insureds submitting these
types of claims, and this clarification will help
in the claims process” W



Catch more business with AlS Web Quoting.

Quote your products on the Web quickly, easily
and at an affordable cost.
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Chinese Drywall

A threat to commmercial insurers--

and to free trade

You may have read that 14 U.S. commercia
insurers have been served with a complaint
related to coverage for defective drywall. You
might say that free tradeitself ison trid.

No matter what islitigated or settled in U.S.
courts, the case is overshadowed by the specter
of Taishan Gypsum Co. failing to answer a
summons from a U.S. court.

Taishan is owned by the government of the
People’'s Republic of China, and it isthe largest
Chinese manufacturer of drywall accused by
many in the U.S. of causing allmentsin humans
and damage to property.

Taishan's stance, to date, makes real afear
that many had anticipated: What happens if the
ultimate source of alossisinaccessible? How is
the loss then shared?

Problem

Large amounts of drywall were imported
from China during the U.S. housing boom of the
2000s and ingtalled in housing throughout the
U.S,, particularly in the Southeast.

Around the middle of the decade, peoplein
homes with Chinese drywall began to complain
of headaches, watery eyes, sore throats, and
other symptoms, and that copper wires and air-
conditioning coils were becoming tarnished and
corroded.

Still, it is not entirely clear to what extent
“Chinese drywdl” is a hazard to humans and
property.

Two reports issued by the U.S. Consumer
Product Safety Commission (CPSC) in late 2009
are astudy in contrasts.
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One, done in conjunction with the U.S.
Environmental Protection Agency, said that
reportedly elevated levels of certain chemicals
associated with drywall imported from China
did not pose arisk to hedth or property. The
elevated levels were found in homes with and
without Chinese drywall.

A week |ater, however, another CPSC-
commissioned study reported that there was a
link between the presence of drywall imported
from China and corrosion of metal components
in homes.

The second report aso reported that the
chemicals appeared “below irritant levels* for
humans in the homes studied, but added that “it
is possible that the additive or synergistic
effects of these and other compounds in the
subject homes could cause irritant effects”

If chemicals emitted from drywall are a
problem, the problem may not be limited to
drywall imported from China. A suit filed in
Florida claims that sulfide gases similar to
those allegedly emitted by Chinese drywall
were also emitted by drywall manufactured in
Canada by aU.S. company.

Damage

While the physical effects of defective
drywall are still to be determined, its economic
effects are clear.

Problems blamed on drywall forced one
major Florida developer, WCI Communities,
into bankruptcy and forced another, Lennar
Homes, to replace drywall in scores of homes.



Source: Sarasota Herald-Tribune

Hundreds of other developers and
contractors are likely to face claimsin the
coming months and years.

There are reports that homeowners have
filed claims under their homeowners insurance
policies, presumably for property damage
(corrosion) arising from a peril not excluded
(presuming that most homes affected are
insured for open perils).

There are no reports of judgments against
homeowners carriers at this early stage, and
homeowners insurers have severa lines of
defense against such clams.

» “Wear and Tear” exclusions explicitly
exclude building property coverage for
“latent defect, inherent vice, or any quality
... . that causesit to damage or destroy
itself.” Also excluded is“rust or other cor-
roson..."

» “Errors, Omissions, and Defects’ exclu-
sions explicitly exclude coverage for losses
that result from defects or inadequacy in
workmanship or materials.

« Poallution exclusions have been broadly
interpreted in recent years to exclude cov-
erage for any type of irritant.

< w\, | I| "."-.*f_'j"l F

Vulnerabilities

There may be vulnerabilities to these
defenses, however, according to Charles Miller
of the Insurance Law Center, Berkeley, Calif.

In areport to the recent winter meeting of
the National Association of Insurance
Commissioners, Miller said that wear and tear
exclusons may not apply if the drywall is not
damaging itself but other property.

He added that many courts have found that
pollution exclusions in homeowners policies
apply only to environmental damage as tradi-
tionally understood.

Even if Miller is correct, homeowners
insurers would only be responsible for
repairing or replacing property damaged by an
insured peril. Unless there is truly a stunning
verdict, homeowners carriers should not be on
the hook for wholesale replacements of
defective drywall.

The Insurance Information Ingtitute notes,
however, that homeowners insurers could face
more substantial claimsif large numbers of
homeowners abandon homes with defective
drywall. If that happens, there could be an
increase in the number of ensuing losses due to
fire, theft, vandalism, and other causes.
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A recent class
action suit related
to defective
drywall named
more than

600 defendants,
including

lumber suppliers,
property
management
firms, and real
estate agents, as
well as builders.
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“Forcing the
builders and other
defendants into
financial ruin will
accomplish
nothing for the
homeowners.””

— Christopher Burton, CEO
National Construction
Warranty Corporation
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Also, United Policyholders, an NAIC-
funded consumer advocacy group,
has suggested that homeowners insurers
cover claims arising from Chinese drywall,
then subrogate against entities found to be

responsible.

Commercial

Clearly, if the U.S. property/casualty
industry is greatly impacted by losses arising
from defective drywal, it will bein
commercid lines.

The potentia losses are staggering, asthe
cost of gutting a house and replacing drywall
can be amost as much as the cost of rebuilding
it entirely.

Given that most major manufacturers of
problem drywall have been unresponsive, the
U.S. courts may be left to determine the share
of professional, contractual, and general
ligbility to be borne by U.S. building
contractors and their insurers. (One China
based company, the internationally owned
Knauf Plasterboard Tianjin Co. Ltd., has
responded to sSUMMONSes.)

General Reinsurance reports that a recent
class action suit related to defective drywall
named more than 600 defendants, including
lumber suppliers, property management firms,
and red estate agents, aswell as builders.

Attorneys H. Lockwood Miller and George
Kelman, writing in a publication of the Defense
Research Ingtitute, sate that plaintiffs claims
in individual suits and class actions “are based
on avariety of legal theories, including product
lighility, negligence, breach of implied and
express warranties, breach of contract, violation
of consumer fraud laws, fraudulent
conced ment/misrepresentation, and private
nuisance.”

While the claims pile up, there appear to be
no definitive rulings to date on how standard
ligbility policies should respond to drywall
claims.
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In one of the earliest cases, filed in afederal
court in Virginiain April 2009, Builders
Mutual Ins. Co., Raeigh, N.C., invoked the
“your work” and pollution exclusions to deny
defense and indemnification coverage to a
Virginia developer.

“The off-gassing of sulfur compounds from
the Chinese drywall clearly congtitutes the
‘actual, alleged or threatened discharge,
dispersal, seepage, migration, release or escape
of pollutants,” Builders Mutual arguesin its
pleadings. “The compounds, which are known
to be contaminants and irritants, clearly come
within the definition of pollutants”

In response, the developer is aleging bad
faith by Builders Mutud. To date, there has
been no ruling.

Causes

Perhaps the biggest act in the drama will
take placein the U.S. Digtrict Court for eastern
Louisana. That's where the WCI Drywall
Trust, created to assume the drywall-related
liabilities of a developer bankrupted by the
problem, has sued the 14 commercid insurers.

The complaint, lodged on behalf of owners
of WCI-built homes, claim bodily injury and
property damage, which would trigger a
response under generd liability policies.

In addition, a homeowners' class action suit
against WCI and other devel opers argues that
the drywall rendered their homes “essentially
uninhabitable,” raising the question whether
there might be personal injury exposure for
loss of use and enjoyment of private property.

Standard general liagbility policies limit such
personal injury coverage, however, to “invasion
of theright of private occupancy” committed
by or on behalf of an owner, landlord, or lessor
of the premises.

Ultimately, the question in the courts will
come down to this: Were the artisans,
contractors, and developers who installed
defective drywall negligent? Surely they would
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be today if they installed drywall without
inquiring into its properties, but can that
standard be applied to a time when no one
suspected such a problem?

Sharing

What happensiif insurers prevail by making
the case that respongibility for the effects of
defective drywall properly belong to builders
and contractors as a business risk?

They may well be tapped anyway for
contributions to public programs for correcting
the problem.

“Forcing the builders and other defendants
into financial ruin will accomplish nothing for
the homeowners,” writes Christopher Burton,
CEO of the National Construction Warranty
Corporation, in aproposa for a class action
repair settlement for properties with defective

drywall.

Burton proposes a settlement that would
establish a government agency program to
ingpect homes and verify repairs that would be
backed by athird party national warranty.

Under the proposal, builders, developers,
and homeowners, aswell asinstalers, retalers,
and distributors of defective drywall, would
each have a share of the cost of the remediation
program.

If funds are ever recovered from offshore
producers of the drywall, homeowners would
be reimbursed.

“By setting aside legdl interpretations, juris-
dictional disputes and policy language, defen-
dants can participate without exposure to
excessive legal cogts or inflated jury awards,”
he adds.

The rub for insurers, however, isthat the
proposal would tap insurers for each of the
participating parties bearing part of the cost.

Will it be worth it? Only time will tell. Il
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April 11-13, 2010

Sanibel Harbour Marriott

Resort & Spa, Fort Myers, Fla.

Schedule in brief

Sunday evening, April 11
Opening reception

Monday morning, April 12

Breakfast
Guest/Spouse Breakfast
Business Session

Monday afternoon

AAIS Golf Outing
Cruise on the Princess

Monday evening
Reception

Tuesday morning, April 13

Breakfast
Business Session

Tuesday morning-afternoon
Guest/Spouse Tour

Tuesday afternoon

Lunch and annual meeting
Roundtable discussions

Tuesday evening
Reception and Dinner

Harnessing Data for Results

How do you measure success? By resullts.

The 2010 Main Event addresses timely, practical considerations for
utilizing datafor highly selective underwriting and differentiated
rating.

Our keynote speaker Jeanne Harris, will open the conference
with acritica assessment of the benefits and limitations of data-
based decisionsin business today.

Then Joel Brown, vice president of personal lines for State Auto
Insurance, and Greg Hansen, actuarial research leader for
Westfield Insurance, will describe what their companies learned as
they implemented new approaches to underwriting and rating.

In addition, you'll hear from aleading independent agent
Angelyn Treutel as she relates how her agency dedls

with the impact of company rating plans on customer relations, and
from a highly regarded former regulator, Mark Boozell, who will
tell you how regulators and legidators are reacting to the growing
use of new rating variables.

Charles Chamness, president of the Nationa Association of
Mutual Insurance Companies (NAMIC), will speak on public
policy and regulatory trends at the state and federal level, including
the impact of federal health policy on property/casualty insurers.

Jeanne Harris

Joel Brown

Greg Hansen

Angelyn Treutel

Charles Chamness




AAIS Action:

By-Peril Rating by us, for you

Who would have thought that protection classis much less of afactor in fire
loss than long believed? That's just one of the things AAIS actuaries learned

as they developed the foundation for AAIS's new and innovative by-peril
rating plans, to be introduced in homeowners and carried over to other lines.

Greg Jaynes
Greg Jaynes, AAIS chief actuary, Deborah Summerlin, vice
president of insurance lines, and Susan Luecke, assistant vice president
for persond lines, will describe how by-peril rating can play akey rolein
selecting and pricing your risks and, by doing so, help you reach your goals
for growth and profitability. You'll learn what the “winners’ in today’s
market are doing to stay competitive.

Debi Summerlin

Among other things, the presentation will include a description of the
upcoming AAIS Homeowners rating plan, and research findings that
challenge conventional wisdom abouit rating variables. You won't want
to missthis.

Susan Luecke

Your Turn:

The Roundtable Discussions

The business program of the Main Event concludes with breakout roundtable
discussions led by AAIS staff members. This year's sessions and topicsinclude:

B Executive, led by Paul Baiocchi, president (topics to be determined)

H By-peril Rating, led by Greg Jaynes, Sue Luecke, and Debi Summerlin (see above)

 Customizing the rating plan
» Managing renewa impact

¢ Managing overal
performance of the plan

H Inland Marine, led by Raobert Guevara, vice president of inland marine

e Commercia Output form
changes and challenges

 Changesto the Ingtalation
Floater class

¢ Revising and smplifying the EDP forms
« Information on cargo filings with
departments of transportation

B Farm & Ag, led by Sherry Taylor, manager of farm and agribusiness

* Form options, policy language,
and filing status of the new
Ag Excess’'Umbrella Program
* Future enhancements to
the AgGL Program

 Forms structure and coverage
features for anew Agricultura
Property Program
» Emerging environmental,
political, and other issues

>
Sherry Taylor

For information and to register:
go to www.AAISonline.com or call Joe Harrington at 800-564-2247

Tuesday, April 13
Inland Marine track

Thisyear's Main Event isadding a
specia track on Tuesday for inland
marine specialists and for P& C
executives who want to know more
about the line.

Inland Marine at ‘C-level’

An overview of current
market conditions and the
impact of inland marine on
company operating results.

Jerry Theodorou,
Conning & Company

Patrick Carroll, Gen Re

e )
Patrick Carroll

Construction
Rehab Projects: A window
into Inland Marine

The construction classes account for the
largest premium volumein inland
marine, and almost every insured
account undertakes a construction rehab
project at some time.

This session features two inland marine
experts describing exposures for rehab
projects, and explaining how AAIS's
Builders Risk forms help

you structure coverage for '
them. 6

David Mistick

David Mistick,
Circumspex

Robert Guevara, AAIS
Inland Marine roundtable
(seelist at l€ft)

Robert Guevara
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“Near term
projections
do not have
sufficient
credibility to
be used for
important
insurance
applications.”

— Karen Clark
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The long and short of it

Hurricane models serve different ends

for different users

For the second year in arow, one of the
principa developers of catastrophe modeling
has questioned one of its most recent applica-
tions.

Karen Clark, founder of AIR Worldwide
and now principal of her own firm, recently
issued her second annual report criticizing the
accuracy and utilization of near-term hurricanes
employed since the devastating hurricanes of
2004 and 2005.

Shaken by the unprecedented losses
incurred during those years, the three major
“cat modelers’--AIR, EQECAT, and RMS--
introduced near-term hurricane models in 2006
designed to estimate property damage from
hurricanes for the period 2006-10.

In contrast to long-term model's, which
draw upon up to a century’s worth of data on
the frequency of hurricanes and their landfall,
near-term models rely more heavily on data
from warmer periods comparable to the recent
past.

“Four years into the five-year projection
period, the near term models have not
performed well as predictive tools” Clark
writesin her latest report on the topic.
According to Clark and others, the near-term
models predicted damages of around $50
billion from hurricanes in 2006-09; instead,
they amounted to less than $14 hillion.

“Near term projections do not have suffi-
cient credibility to be used for important
insurance applications such as product pricing
and establishing solvency standards,” Clark
adds.
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“The actud results of the last four years
indicate that relying exclusively on the near-
term models to determine arate can bring an
extraleve of instability and volatility to an
aready chalenging pricing exercise”

Cat modeling firms have disputed her
report, with RM S claiming that “ probabilistic
forecasts’ are not intended to predict what will
occur in agiven five-year period, but to
estimate the predicted level of hurricane
activity over many such periods.

AAIS use

AAIS members can have confidence in the
hurricane modeling used to support itsloss
costs for catastrophic wind-hail in certain
states, says Greg Jaynes, chief actuary.

AAIS uses only the long-term hurricane
models, he says, principally because that is all
regulators will accept from primary companies
and their rating organizations.

“Long-term models produce the most stable
results, and bureau rating information needs to
be stable,” he says.

Primary carriers can il utilize near-term
hurricane modeling in their underwriting,
Jaynes notes.

“You can useit to help decide what to write
and what not to write” he says. “It can play an
important role in exposure management.”

Customers of AAIS member companies
may still see the impact of near-term hurricane
modding, however, in the share of their
premium devoted to reinsurance costs.



While regulators prohibit primary carriers
from using near-term hurricane models for
ratemaking, those models are utilized by unreg-
ulated reinsurers, and the share of aratefiling
attributed to reinsurance costs is generaly
approved.

Reinsurance

“Reinsurers and capital providers, as well
as rating agencies, usualy emphasize the most
conservative set of assumptions for the near
term,” explains Tony Sammur, president of Gen
Re Intermediaries.

“Reinsurers cover extreme events and must
be able to withstand * black swan’ scenarios,”
he says. “Near-term modeling is more suitable
for that god .

“The question is not whether the insurance
industry can operate over 150 years,” says
Andy Castaldi, senior vice president for catas-
trophe perils at Swiss Re. “It's whether it can
operate the next day after an event.

“The near-term models look at the
frequency and severity of tropical stormsin the
climate conditions you're currently in,”

Cadtaldi says, adding that the earth is currently
in acycle of warmer ocean surface tempera-
tures, which generally create more tropica
storms.

“When you try to manage your accumu-
lation of risks, you want to look at the proba
bility of something as closeto redlity as
possible” he says. “I'd want to know what my
ceiling for lossesis, not my floor”

All that said, Sammur adds that “modeling
firms never redlly represented their processes or
results as being precise predictors.

“We advise our clients to understand each
modd’s strengths and weaknesses, and to
manage risk accumulationsin light of projec-
tions from multiple hurricane models” W
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“Long-term
models produce
the most stable
results, and
bureau rating
information needs
to be stable.”

— Greg Jaynes
AAIS chief actuary
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By Russ Sutter, principal
Towers Watson, St. Louis, Mo.

Tort costs may
be heading up

Thisisthe latest in a series of guest columns by
professionals in organizations that have become associate
members of AAIS. For information on becoming an AAIS
associate member, contact Rick Maka, director of
marketing, at rickm@AAI Sonline.com, or by calling 800-
564-AAIS

This particular column is excerpted from Towers
Perrin’s latest annual report on U.S tort liability costs,
completed in December 2009, before the firm completed
its merger with Watson Wyatt to become Towers Watson.

The 2009 Update on U.S. Tort Cost Trends represents the
13th sudy of U.S. tort cogts published by Towers Perrin.

The firgt study was completed in 1985. The most recent
study, incorporating results through 2007, was published in
November 2008.

This update provides results from 1950 through 2008
and projections through 2011, has not been funded nor
subject to pre-release approva by any outside organization
and was conducted entirely by Towers Perrin.

The purpose of this study is to quantify the costs, not
support any particular point of view regarding those costs.
Any connotation that an increase in tort costs is undesirable
is unintended. Further, we examine only one side of the
U.S. tort system - the cogts.

No attempt has been made to measure or quantify the
benefits of the tort system, or conclude that the costs of the
U.S. tort system outweigh the benefits, or vice versa

Tort costs tabulated in this study reflect al of the various
outcomes from an aleged tort.

The tort claim dispute resolution process may be
thought of as a continuum. An event causes one party to
believe it has suffered damages as a result of the negligence
of another party. From that point, the parties attempt to
come to aresolution.

However, the two sides often do not easily agree on
either the degree of negligence or the amount of damages.

The dispute may be resolved in a number of ways.

« Beforealawsuit isfiled, by mutual agreement or
through arbitration;
o After alawsuit isfiled, but prior to atrial; or

e Asaresult of averdict in atrial (aswell as potentia
subsequent appedl).




TABLE 1: Growth of U.S. Tort Costs and GDP

Ave. annual Ave. annual

inc. in tort costs inc. in GDP
1951-1960 11.6% 6.0%
1961-1970 9.8 7.0
1971-1980 11.9 104
1981-1990 11.8 7.6
1991-2000 3.2 5.4
2001 14.7 3.2
2002 13.4 3.4
2003 5.5 4.7
2004 6.0 6.6
2005 0.4 6.3
2006 -5.6 6.1
2007 2.1 4.8
2008 1.1% 3.3%
58 Years 8.9% 6.9%
(1951-2008)

Parties may elect to settle their dispute at any point
along this continuum to avoid additiona expense or the
potential exposure they might face by taking the processto
the next stage.

Key findings

U.S. tort costsincreased by 1.1% in 2008, as shown in
Table 1.

While persona tort costsincreased at a rate commen-
surate with inflation, commercia tort costs fell dightly in
2008.

The U.S. tort system cost $254.7 billion in 2008, which
trandates to $838 per person, versus $836 per personin
2007. Overall economic growth in 2008 was 3.3%.

As such, theratio of tort costs to gross domestic
product (GDP) shrank in 2008, marking five consecutive
years of adeclinein theratio.

Since 1950, growth in tort costs has exceeded growth
in GDP by an average of approximately two percentage
points.

By many measures, 2008 was a tumultuous year. Here
isjust asampling of significant benchmarks:

e The Dow Jones Industria Average fell 34%.

e The S&P 500 index fell 38%.

¢ The Nasdag composite fell 41%.

e The national average price of gasoline went from
$3.11 agdlon in January, up to a high of $4.25 during
the summer, then fell below $1.70 later in the year.

¢ The unemployment rate rose from 4.9% in January to
7.2% in December.

e Red GDP growth (i.e., inflation adjusted) was nega
tive for the first time since 1991.

Stock market indices continued to fall during the first
two months of 2009, but have recovered significantly since
early March. The unemployment rate continued to rise
during 2009 and exceeded 10% in October 2009.

Beyond these volatile moves, there was aso the
takeover of Bear Stearns, the failure of Lehman Brothers
and the government bailouts of Fannie Mae, Freddie Mac
and AIG.

Findly, late in 2008, the magnitude of the Bernard
Madoff scandal became apparent.

Despite the chaos in the financia markets, the tort cost
environment in the U.S,, in total, was relatively benign.

Theincreased cost of gasoline led to adecreasein
miles driven, putting some downward pressure on both
personal auto and commercial auto costs.

Medical malpractice trends continued to be stable.

While there was certainly upward pressure on directors
and officers liability costs, overal, this element has been a
small component of total U.S. tort costs.

Future implications

TABLE 2: CPI Relative to “Social Inflation™

Average Average
CPI “Social Inflation™
1974-1983 8.4% 5.5%
1984-2008 3.1% 1.4%

We are forecasting growth in U.S. tort costs of 3.0%
in 20009.

The continued weakness in the economy will contain
auto liability costs again in 2009.

Continued on page 28
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Green coverage
endorsement filed
under Commercial
Output Program

AAIS hasfiled anew optiona
Green Coverage Endorsement and
accompanying schedules under the
Commercia Output Program (COP).

The endorsement extends
insurance under the COP's property
and income coverage parts to three
categories of coverage:

 Green Building Coverages, which
cover certain costsincurred to
comply with “green” construction
certification standards devel oped
by organizations promoting envi-
ronmentally friendly construction.

These include costs incurred to

restore indoor air quality, recycle

debris, restore vegetative roofs,
recertify a structure as green, and
replace water or eectricity that is
lost when onsite renewable ener-
gy Or water conservation equip-
ment is damaged.

* Non-Green Building Coverages,
which cover the costs to upgrade
conventional but damaged per-
sonal property, finishes, plumbing
systems, lighting systems, HVAC
equipment, and roofs with prop-
erty that meets green standards.

These coverages apply only for
buildings and structures that do
not have a green certification.

* Green Income Coverages, which
cover the income cost for the
extension of arestoration period
due to materials or procedures
required to achieve a certification.

This section aso covers loss of
income incurred when there is
damage to renewable energy
equipment that supplies power to a
public utility.

Unpublished Kansas
ruling addresses

key definitions under
contractors’ equipment

In December, users of the AAIS
Inland Marine Guide received a
review and analysis of aruling by
the Kansas Court of Appeals that
addresses potential exposure under
acontractors' equipment policy.

In the case, the appedls court
overturned a summary judgment
by alower court that found no
theft coverage under a contractors
equipment policy for solen air
conditioners.

While the insurer argued that the
air conditioners were inventory rather
than equipment, the appeals court
ruled that those categories are not
exclusive of each other, and that the
air conditioners otherwise qudified as
“equipment” used in the insured’s
operations.

The appedls court opinion is
unpublished, meaning that it cannot
be used as a precedent. In light of
that, AAIS does not plan immediate
changesto its Contractors' Equipment
forms to respond to the ruling, but the
implications of the case will be
considered during the next round of
genera revisions to those forms.
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Commercial Lines
endorsements exclude
information-related
liability

AAIS hasfiled new commercia
ligbility endorsements to exclude
coverage for illegal recording and
distribution of information.

A new “Information Distribution
and Recording Violations Exclusion”
was filed countrywide under the
AAIS Artisans, Businessowners,
Commercial Liability and
Commercial Umbrella programs,
with a proposed effective date of
July 1, 2010.

The mandatory exclusion
expands upon and supplants a
current optional exclusion entitled
the “ Telephone Consumer Protection
Act (TCPA) of 1991, CAN-SPAM
Act of 2003, and Other Information
Distribution Violations Exclusion.”

In addition to excluding coverage
for losses arising from violations of
the TCPA and CAN-SPAM Act, the
latest endorsement excludes
coverage for violations of the U.S.
Fair Credit Reporting Act and the
Fair and
Accurate Credit Transaction Act.
The exclusion aso extends to any




liability loss arising from the
violation of a state or federa law

restricting the collection, distribution,

or transmission of information.

Other mandatory endorsements
are being filed under the AAIS
Artisans and Commercial Liability
programs.

These would make the endorsed
policy excess over any other
insurance available to the named
insured for premises or operations,

completed work, or products liability,

if the named insured is an additiona
insured under the other policy.

Aviva Canada is AAIS’s
first Canadian Affiliate
for the Inland Marine
Guide

Aviva Canada, Scarborough, Ortt., is
thefirg Canadian company to Sgnupto
use the AAIS Inland Marine Guide.

Inland marine insurance has been
written in Canada since the 19th
century, but the line did not receive
the intensive devel opment there that it
did under unique regulatory condi-
tionsinthe U.S.

Whilethe policy forms and reting
procedures in the Guide are devel oped
for the U.S. market, itswordings, rating
congderations, and underwriting guide-
lines can be useful references for
companies operating anywhere.

AAIS staff offers webinar
on agricultural insurance

Two AAIS staff members will
conduct aweb seminar on agricultural
insurance at 1:30 p.m. Eastern time
on Thursday, March 18.

Kirk Hansen, AAIS director of
education, and Joseph Harrington,
director of corporate communications,
will discuss how coverage forms
developed by AAIS address property
and liability exposures arising from the
mechanizetion and commerciaization of
American agriculture.

The web seminar isonein a
series offered by the Academy of
Insurance, established this year by
the Insurance Journd. For information
and to register for the seminar,
go to wwwijacademy.com.

The Contractors & Builders Canference
is the home of the CISC Designation. Th#

program that is extremely specific to' th_ﬂ
servicing and underwriting construction’

LEARN about Construction Insurance
EARN the CISC Designation

ATTEND Specialized Courses in Construction

RECEIVE CE Credits

NETWORK with Construction Insurance Professionals

Upcoming Conference Dates

| Agents/Brokers & Support Staff
Risk Managers & Consultants

Aftorneys

Costa Mesa, CA Sacramanto, CA Las Vegas, NV
April 12-13, 2010 May 10-11, 2010 July 15-18, 2010
Fresno, CA Richmond, VA Seattle, WA
Sept, 13-14, 2010 Sept. 22-23. 2010 Oct, 4-5, 2010
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AAIS

Web-based rating
worksheet for
difference in
conditions

A new web-based rating
workshest for “Differencein
Conditions (DIC)” coverage is
available on AAISdirect for users
of the AAIS Inland Marine
Guide.

DIC policies provide
property coverage for flood,
earthquake, and other perils not
typicaly covered under
commercial property policies.
They are aso used to provide
excess coverage for such perilsif
covered in underlying policies,
but DIC policies necessarily
exclude coverage for fire and
standard extended perils.
(Otherwise, they would not
conform to the Nationwide
Definition of inland marine
insurance.)

The new DIC rating
worksheet was developed using
“.net” technology, and provides
the following:

» Automatic calculation of
loads, charges, and premium;

Quote summaries prior to
printing;

 Ability to save quotes for up
to one month; and

 Form fields to document risk
features (exposures and loss
contrals).

Maple Data Technologies develops
AAIS application for rating system

Maple Data Technologies, Manalapan, N.J., has developed the first AAIS
application for the company’s “R8” (pronounced “rate”) insurance rating system.

R8 isarating system that can be utilized through a stand-al one web-based
interface or integrated into existing company software.

When users provide information on arisk in a defined format, R8 automatically
identifies the necessary rates, factors, discounts, and formulas. It then performs
calculations and provides fina rates.

Users can view and administer rates, acoept or reject published changesto rates and
agorithms, and modify rates and formulas as needed to support business processes.

Alternatively, R8 can be used to incorporate rating plans and/or rating information
from various sources into company rating systems.

The first AAIS applications of the R8 infrastructure, released in January 2010, are
for the AAIS Agricultural Output (AgOP) and Agricultural Genera Liability (AgGL)
programs. Maple Data Technol ogies anticipates developing applications for other
AAIS programs in the coming months and years.

For information on Maple Data Technologies and the R8 system, contact Nicholas
Teetelli, CEO, at nicholas.teetelli@maple-data.com or by calling 732-863-5523.

ECCA adds two AAIS affiliates; N NN | PAYROLL S
expands service to others A A ANASOLUTIONS

ECCA Payroll + Business Services, Erie, Pa,, has added two AAIS &filiated
companies for its “Mutua Expert” rating and policy management software:

* Wall Rose Mutud Ins. Co., Aliquippa, Pa., which offers AAIS-based
homeowners, mobile-homeowners, farmowners, farm properties,
dwelling properties, and personal/premises liability policies.

» Hannahstown Mutua Ins. Co., Saxonburg, Pa., which offers the lines
listed above, plus commercial liability, commercia property, businessowners,
and home-based business coverage. Hannahstown Mutua has added agency
access via Mutual Expert’s “Web Window.”

Two other AAIS effiliates have added new features to their ECCA service:

e Juniata Mutual Ins. Co., McAligterville, Pa., added a document management
system interface between Mutual Expert and DocFinity and agency access
viaMutual Expert’s “Web Window.”

e Windsor-Mount Joy Mutua Ins. Co., Ephrata, Pa., aso added agency
access via Web Window plus a document management interface between
Mutual Expert and ImageRight.

ECCA is an associate member of AAIS.

For information on associate membership, or to affiliate with AAIS for
use of any of its programs, contact Rick Maka at rickm@AAI Sonline.com
or by calling 800-564-AAIS, ext. 222. l
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READABLE policy, continued from page 5

Inan April 2005 publication on the case,
General Reinsurance proposes severa
guidelines for formatting policies to meet
the*Haynestest”:

¢ Aninformational declarations page,
including all coverage limits;

¢ Informational endorsement listings with
descriptivetitles, not just form num-
bers;

» Logical placement of provisionsin the
policy; and

e Coverage restrictions that are clearly

identified and highlighted, with relevant
terms explicitly defined.

Contrast

Reading ease formulas, the principle
statutory guidelines for “readability,” do not
account for the organization of a policy,
however.

Stated conversely, Mallin says “there are
no demerits under the formulas for
scattering coverage limitations over severa
sections of a palicy.”

“AAIS believes that understandability is
more important than calculated
‘readability,” saysLarsen.

“While we understand that Flesch scores
provide a supposedly objective standard, we
believe other factors, such asthe
arrangement of provisions, are more
important for making policies more under-
standable”

Asamember of the Wisconsin working
group on readability, Larsen will bein a
good position to promote a more compre-
hensive view of “readability” than smple
reliance on readability scores.

Given that the Wisconsin commissioner
sits on the NAIC's readability working
group, Larsen’sinsghts may resonate
nationally.

VIEWPOINT Winter 2010

Tort costs continued from page 23

In medical malpractice, while some recent
reforms have been overturned or challenged, the
trends appear to be remaining modest.

Costs will likely rise in directors and officers
ligbility, particularly for financia ingtitutions.

In addition, employment practices liability (EPL)
costs are expected to rise by more than inflation, as
layoff activity will likely lead to anincreasein
allegations of improper actions by employers.

Looking longer term, we see two aspects of late
2008 activity that may have greater impacts on tort
costs.

Thefirst isinflation. Spending by the U.S.
government has increased dramatically, with sizable
growth in the country’s debt and annua deficit.

While inflation remains relatively tame in 2009,
we see the potentia for areturn to inflation levels of
the 1970sin afew years. Tort costs will likely
increase along with that growth.

In addition, data over the last 35 years show a
correlation between monetary inflation (defined as
the change in the Consumer Price Index (JCPI]) and
socid inflation (defined as the change in the average
tort cost per person, after adjusting for CPI
changes), as shown in the Table 2.

The second aspect is the change in the U.S.
presidency and administration from Republican to
Democrat.

From 1981 to 2008, in al but two terms (1993-
2000), the U.S was headed by a Republican
president. While the presidency itself may not
directly influence tort costs, the president’sjudicia
appointments may have a more meaningful impact.

This 28-year period reflects a shift in judicia
attitudes regarding the rights of plaintiffs versus
defendants in litigation.

Given the recent change in administration, we
envision the possibility of anew erainvolving an
opposite pendulum shift in judicia attitudes and tort
cost growth. As aresult, we are forecasting higher
levels of tort cost growth in both 2010 (4%) and
2011 (6%).

For more information on Towers Perrin’stort
cost studies, please contact Russ Sutter at (314)
719-5834 or russ.sutter @towersperrin.com. Il



The Agribusiness Conference is a unique opportunity to learn about the farm and
agricultural industry, attend specialized breakout sessions, network with agribusiness
insurance professionals and to earn the Agribusiness and Farm Insurance.

Agency Principals and Producers LEARN about Ag/Farm Insurance
Agency Support Staff EARN the AFIS Designation

Risk Managers ATTEND Specialized Breakout Sessions
Company Underwriters and MGA's | RECEIVE CE Credits

Claims and Loss Control ' - o NETWORK with Farm Insurance Professionals
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AAIS Welcomes New Affiliates

Grayson Carroll Wythe Mutual Insurance Company PNTRENATIONAL
Great Plains Casualty Inc.
Great Plains Casualty Inc.
v ML CAPITAL
Greenwich Insurance Company Greenwich Ins. Co. @
XL Specialty Ins. Co.

North Pointe Insurance Company BE
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Washington International Insurance Company mmm  Washington Ins. Co.
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