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The AAIS

Boatowners Program

(

The first standardized
program for insuring
small private watercraft

Filed countrywide, the AAIS Boatowners Program provides
forms, manual rules, and rating information for insuring
privately owned pleasure craft, plus motors and trailers.

Companies can use this program as the basis for a
watercraft specialty line, or as an accommodation to their
auto, homeowners, and personal umbrella accounts.

Since it was introduced in the early 1990s, the AAIS
Boatowners Program has evolved to include certain
defining features:

* Coverage can be written on a stand-alone basis or
as an endorsement to another personal lines policy.

 Coverage can be for property only, liability only,
or for property and liability.

* Uninsured boater coverage is provided under
every policy written to provide liability coverage.

* A simplified rating procedure allows personal lines
underwriters to rate watercraft risks for territory,
size of boat, operator experience, and other factors
with requiring specialized marine expertise.

To learn more about how the AAIS Boatowners Program
can help your company, go to www.AAISonline.com to
hear the comments of Pam Nykaza, AAIS senior product
development specialist, the principal developer of the
latest Boatowners revision.

For information on affiliating with AAIS
for use of the Boatowners Program,
contact Rick Maka, director of marketing,
at rickm@AAIlSonline.com or by calling
800-564-AAIS.

MAIS

www.AAlSonline.com
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Price Points

Insurance executives probably don’t
relish discussing how they use catastrophe
modeling in property insurance
ratemaking.

Not only is the topic obscure and
technical but, to the extent it is discussed
publicly at all, the discussion .... 3

Outdoor Wood Boilers

The good news for residential property
insurersis that the use of outdoor wood
boilers, anew trend in home hesating, do not
appear to be as hazardous as wood-burning
stoves.

The bad news isthat they present
different exposures of their own, and
insurers have little history of underwriting
or raing them. . . . . 8

Lovable property

Hereisatest for those of you who are
pet owners as well as insurance profes-
sionals.

Look your pet straight in the eye and
say: “You are merely an item of persona
property. If you are injured or killed by
someone else, | am only entitled to receive
your replacement cost or fair market value
in compensation.” .... 12

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

overseas assignment as a member of the Illinois National Guard.
Nathan Westby, “ Nate]’ is headed to Afghanistan as a captain and
the commander of Charlie Troop, 2nd squadron, of the 106th Cavalry, a unit
of the Illinois Guard's 33rd Infantry Brigade.
Thiswill be Nate's second deployment overseas,

! sthisiswritten, one of our AAIS colleaguesis en route to his latest

as he previoudy served in Irag, in addition to his
domestic Guard duties. In 2003-04, Nat€'s unit was
guarding convoys in and around what were then the
most dangerous parts of Irag: Baghdad, Fallujah,
Kirkuk, and Tikrit.

In Afghanistan, Nate's brigade will be training
members of the Afghan national police force to
utilize modern law enforcement practices and win the

A photo Nate took in Irag. confidence of the population.

Obvioudly, thiswork can be dangerous, but Nate
assures us that this particular mission has been going on for some time, and
that another U.S unit has already been identified to replace the 33rd in late
August or early September.

Nate never claimsto be a hero and did not ask for this mention, but for
us, Nate makes the sacrifices of our servicemen and
women vivid and immediate. While he spends 10
monthsin a war-torn country, his wife and infant son--
and his colleagues at AAIS-will be waiting and praying
for hisreturn.

We are well aware that many of our affiliates have
several staff memberswho are or have been in Nate's
situation.

While we debate the course of U.S. policy in the
coming years--this column is written before the Nov. 4 election--it isfitting
to stop and remember those who give up the comforts of home to serve far
away.

We wish Nate and all of our servicemen and women a speedy and safe

return home. WS/ME

Joseph S Harrington, CPCU

Nate Westby

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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Price Points

Carriers can offer more choices

when loss costs incorporate
catastrophe modeling

Insurance executives probably don’t relish
discussing how they use catastrophe modeling
in property insurance ratemaking.

Not only is the topic obscure and technical
but, to the extent it is discussed publicly at al,
the discussion usualy proceeds on the premise
that “cat modeling” benefits insurers at the
expense of insureds.

Catastrophe modeling has been criticized
by regulators, legidators, and consumer
activists as an opague, process used by carriers
to increase premiums on people due to condi-

tions over which they have little or no contral.

Among other things, critics of modeling
question how processes supposedly grounded
in science and mathematics could arrive at
varying estimates of insured losses.

Well, there's good reason for that, and
there's no reason for insurers to be defensive
about catastrophe modeling, now that it has
become integral to property insurance
ratemaking.

L oss costs development at AAIS demon-
strates how the incorporation of catastrophe
moddling into ratemaking can benefit
consumers, particularly those in distressed
coastal markets.

(NOTE: While AAIS develops and files
advisory rating information, companies are not
required to adhere to it. Companies can and do
deviate from AAIS rating information and
manual rules, subject to regulatory approval,
where applicable))

Modeling

AAIS's most recent Homeowners manuals
provide loss costs that incorporate modeled
data derived from WORL DCATenterprise,
software developed by EQECAT, Oakland,
Calif.

EQECAT, asubsidiary of Houston-based
ABS Group, is among the world'sfirst and
leading providers of cat modeling applications
for estimating the amount of damage likely to
result if natural disasters strike certain aress.

Catastrophe models incorporate huge
amounts of data related to natural hazards
(fault lines, storm tracks, etc.), other natural
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“The model helps
us develop more
deductible options
our member
companies can
offer insureds.”

— Greg Jaynes
AAIS chief actuary

Greg Jaynes

conditions (dtitude, soil density, etc.), and
building characterigtics (masonry, frame, etc.)
that affect the frequency and severity of
disaster losses. The dataiis utilized by built-in
mathematical agorithms to estimate potential
losses for acertain risk or collection of risks.

Traditional loss datais till acriticd factor
in loss cost development, but historical data
often does not reflect increased construction
and other characteristics of an areathat may
have changed considerably since its last major
disagter.

Modeling fillsin the gaps |eft by traditional
loss data and dlows insurers to differentiate
more precisely among risks with greater or
lesser exposure to loss.

Price points

To Date, AAIS has utilized
WORLDCATenterprise components for three
types of events: earthquakes, hurricanes, and
wind and hail caused by tornadoes.

The most visible impact of the use of
modeled data at AAIS has been a pronounced
increase in the number and range of territorial
loss costs, according to Greg Jaynes, AAIS
chief actuary.

Across the country, he says, the number of
AAIS Homeownersterritoria “ price points’
has more than tripled, with more states still left
to be developed and filed.

A “price point” refersto the loss cost for a
particular policy (such as an HO 0003), for a
particular amount of insurance (say, a $100,000
Cov. A limit), with a particular deductible (say
$500) in a particular territory, with a particular
type of congtruction (e.g., frame).

Inthelatest AAIS
Homeowners manual, there are
nearly 500 territoria loss costs
for each such classification of
risk, with more being devel oped.

Rating

territory
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401 (coastal)
409 (inland)

In coastal areas, the modeled data also
alows for more precise determination of
separate deductibles for wind and hail loss,
and of premium credits for wind loss
mitigation efforts by policyholders.

“Perhaps most importantly for consumers
in coastal areas,” says Jaynes, “is that the
model helps us develop more deductible
options our member companies can offer
insureds.

Deductibles are the most important thing
consumers have to manage their exposure to
catastrophes”

Territories

To see how this plays out, consider two
newly created Homeowners rating territoriesin
acoastd date. Territory 401 isaong the
Atlantic coast north, where it is exposed to
Atlantic hurricanes. Territory 409 isin the
opposite corner of the state, avay from the
coast with relatively smal windstorm exposure.

Using the EQECAT model, AAIS estimates
that 35.2% of the losses to a property in the
coadtal Territory 401 will result from the perils
of wind and hail. For inland Territory 409,
AAIS edtimates that only 8.3% of the losses
suffered by an insured property will result from
wind and hail.

With the ability to price wind and hail
|osses separately from losses resulting from
other perils, and with the ability to assess
separate wind and hail deductibles, a policy-
holder in coastal Territory 401 can get more
benefit from his or her choice of a separate
wind/hail deductible.

Factor for all

Wind/hail other perils, Combined
rating factor | inc. liability total factor
0.352 0.648 1.00
0.083 0.917 1.00

Continued on page 6
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The Agribusiness Conference is the home of the AFIS Designation.
The Agribusiness and Farm Insurance Specialist Designation is the fastest
growing accreditation for insurance professionals in farm and agriculture.
Join us at a conference and become part of this professional team. =

© WHOSHOULD ATTEND - REASONS TO ATTEND. - aia
-l - - — p—— - a
; Agency Principals and Producers LEARN about Ag/Farm Insurance
| Agency Support Staff EARN the AFIS Designation

Risk Managers
Company Underwriters and MGA's
Claims and Loss Control

ATTEND Specialized Breakout Sessions
RECEIVE CE Credits
METWORK with Farm Insurance Professionals

—T L - - :
o ——- Brought to you by: f,u“,r_%
i Des Moines , 1A October 20-21, 2008 ‘e %
Upcoming Conference Dates Qe Vones 1A October2021, 2008 B
Sacramento, CA  March 18-19, 2009 -
Columbus, OH April 27-28, 2009 www.InsuranceSkillsCenter.com
Denver, CO June 22-23, 2009 www AgribusinessConference.com
Ft Worth, TX July 13-14, 2009 800-375-8704
Two properties Since base loss costs are calculated with the

assumption of a $500 deductible, thereisno
change in the loss costs for the non-wind
perils; the deductible relativity is 1.00.

The selection of a separate 1% wind/hail
deductible has a considerable impact on the
projected wind/hail loss costs, however. A
wind/hail deductible at that level is projected to
reduce the wind/hail loss cost by 13% in the
inland territory, and by 18% in the coasta
territory. Therefore, the wind/hail loss relativ-
itiesare 0.87 and 0.82, respectively.

By sdlecting the $500 non-wind and the 1%

Toillustrate, consider the options for
hypothetical owners of two properties. One
property isin coastal Territory 401 and the
other isin inland Territory 409; each isinsured
for a$100,000 Cov. A limit under an AAIS
HO 0003 (open perils on structures; named
perils on contents).

Suppose the owners take a very common
approach and select awind/hail deductible
equal to 1% of the Cov. A limit, plusa
$500 deductible for losses arising from all

other perils. . ] ) .
wind/hail deductibles, the property owner in
Example 1
Wind/hail Non-w/h Total
Rating Wind/hail deductible Non-wind deductible deductible
territory rating factor relativity deductible relativity relativity
401 (coastal) 1% of 0.82 (18% $500 1.00 0.94 (6%
Cov. A limit reduction) (base level) reduction)
409 (inland) P 0.87 (13% « « 0.99 (1%
reduction) reduction)

6 VIEWPOINT Fall 2008



Example 2

Wind/hail

Rating Wind/hail deductible
territory rating factor relativity
401 (coastal) 5% of 0.31 (69%
Cov. A limit reduction)

409 (inland) 0.54 (46%
reduction)

inland Territory 409 realizes an overal
deductible relativity of 0.99. That's because he
has chosen the base non-wind deductible, and
the wind-hail deductible has little impact on his
overall rate, because hiswind exposure is
relatively small.

The property owner in coastal Territory 401
sees amuch bigger impact from the same
selections, however. His overal deductible
relativity is 0.94--which amounts to a 6%
savings on premium directly tied to loss costs.

The impact grows even greater for insureds
that select even higher deductibles.

Look at what happens if the owners of our
two properties select deductibles of $3,000 for
non-wind losses and 5% of the Cov. A limit.

For both policyholders, the $3,000 non-
wind deductible is projected to reduce their
non-wind loss costs by 27%, providing a0.73
relativity to the base loss costs for that portion
of premium.

W/H deductible
relativity x W/H

Example

Non-w/h Total
Non-wind deductible deductible
deductible relativity relativity
$3,000 0.73 (27% 0.58 (42%
reduction) reduction)
0.71 (29%
reduction)

In addition, the 5% wind/hail deductible
projects a 46% reduction in wind-related loss
costs for the inland property (which trandates
into a premium relativity of 0.54) and a huge
69% reduction in wind-related |oss costs for
the property in the coastal territory.

In dl, the selection of higher deductibles,
and the weighting of deductibles made possible
with modeled data, produces savings on the
loss cost portion of premium of 29% (a
relativity of 0.71) for the inland property and
42% (a 0.58 relativity) for the property in the
coadtal territory.

The equations for these calculations are
shown below.

Projecting this out for numerous territories
and deductible options, one can seen how
AAIS is expanding the number of price options
available to insurers and insureds.

That would not be possible without catas-
trophe modeling. M

rating factor

4EOX1&(TOI21'; ;) (0.82 x 0.352) +
Eggr(?n'?;ﬁ dl) (087x0083  +
4'50"1""{20%'365) (0.31 x 0.352) +
Eggr(?n'?;ﬁ(; (0.54 x 0.083) +

Non-W/H deductible Total

relativity x non-W/H deductible
rating factor relativity
(1.00 x 0.648) = 0.94
(1.00 x 0.917) = 0.99
(0.73 x 0.648) = 0.58
(0.73x 0.917) = 0.71

Fall 2008 VIEWPOINT



. PERSONAL LINES

It is estimated
there could be as
many as 500,000
outdoor wood
boilers in use

by 2010.

Outdoor Wood Bollers

Where there’s smoke, there’s fire--and water--
In a new household exposure

This article was adapted from
a longer report on outdoor wood
boilers found in the Personal Lines
section of www.AAlSonline.com.

The good news for residential property
insurersis that the use of outdoor wood boilers,
anew trend in home heating, does not appear
to be as hazardous as wood-burning stoves.

The bad news is that they present different
exposures of their own, and insurers have little
history of underwriting or rating them.

They'll haveto learn, asit is estimated there
could be as many as 500,000 outdoor wood
boilersin use by 2010.

Outdoor wood boilers (OWBs) are
freestanding outdoor boilers that look like
small metal sheds and are used to heat water
and one or more nearby buildings.

OWBs, which cost about $5,000 to $10,000
fully ingdled, are dso known as wood-burning
bailers, outdoor wood-fired boilers, and outdoor
wood furnaces. Unlike wood-burning stoves, they
require eectricity for their operetion.

The boilers heat water by burning wood in
alarge firebox, which is surrounded by a
“jacket” of water that circulates to the building
via underground water pipes.

OWBs are marketed as a safer source of
home heat than wood-burning stoves.
Theoreticdly, at least, the fire and smoke are
removed from inside aresidence to a safe
distance outdoors.

Concerns

Nonetheless, there are concerns about the
safety and environmental impact of outdoor
wood boailers.

USA Today reported in January 2008 that
OWSB fireboxes are large enough to allow

VIEWPOINT Fall 2008

ownersto burn tires, paletts, railroad ties,
construction debris, and trash, releasing
harmful chemicals.

According to a consortium created by
northeastern states to monitor air quality, one
OWB can produce as much pollution as 8,000
gas furnaces or 2,000 oil furnaces.

A 2005 report by the New York attorney
genera found that even properly used OWBs
produce significant pollution because they
“burn incompletely, or smolder, resulting in
thick smoke and high particulate emissions”
(The water surrounding the fire box cools the
fire and causesit to burn at a reduced temper-
aure. That, in turn, leads to incomplete
combustion and greater smoke.)

According to the Wood Heat Organization
(WHO), much of the smoke condenses as
flammable creosote on the cold stedl interna
surfaces. WHO adds that an OWB, connected
to amodest-size house, is in the off mode most
of the time, particularly during mild tempera
tures. An OWB emits the most smoke whilein
the off mode with the fire still smoldering.

Bailers require alarge amount of firewood
to operate, and manufacturers typically
recommend using only dry seasoned wood.
However, most owners do not have wood sheds
big enough to accommodate the amount of
wood required; this can lead to the burning of
wet or snow-covered wood, which increases
smoke emissons.

While indoor wood-burning stoves have
been tested and certified by the US
Environmental Protection Agency (EPA) for
emissions since 1990, OWBs had not been
addressed since they were developed more
recently. OWB manufacturers, however,
recently worked with the EPA to develop
emission standards. The new standards are



expected to lead to a new generation of more
efficient EPA-certified OWBS.

Fire exposure

In most cases, OWBs are huiilt as enclosed
units that would be categorized asrelaed private
Sructures covered under the Cov. B limit of AAIS
and other resdentid property forms.

For that reason, outdoor wood boilers may
be safer than indoor wood-burning stoves for
the residences they serve, but thereis dill a
considerable fire exposure to the boiler units
themselves.

Unlike fireplaces and wood-burning stoves,
OWBsinvolvefiresthat are typically
unattended. Similarly, a damper could
mal function without being noticed, causing a
unit to overheat. Also, since the units are
outdoors, their owners may be less attentive to
the buildup of creosote in chimneys and other
mai ntenance issues.

Moreover, the farther aboiler isfrom a
residence, the less efficient it isin providing
hest; some have been known to be as close as
10 feet from a house. In one case, a house

burned down after ashes escaped
from an OWB and set fire to
wood piled near the residence.
Thus, while OWBs may be
safer for residences than wood-
burning stoves, they till
condtitute an additional fire
hazard under the Cov. A
residential property limit.

Smoke and water

With fire comes smoke, of
course, and an exposure,
however remote, to first-party
claims for smoke damage.

Smoke damage to insured
property is generally covered
under AAIS Homeowners base
forms aslong as the smoke
damage is sudden and accidenta
in nature (see table on page 10).

Those forms have not contemplated
covering losses from prolonged exposure to
smoke arising from fires deliberately started in
fixtures implemented by an insured. (HO 0008,
alimited perils form, excludes al loss caused
by smoke from fireplaces, even if sudden and
accidental.)

When considering arisk that has an outdoor
wood boiler, underwriterswill need to consider
its potentid for causing sudden and accidental
smoke damage, and how such damage will be
distinguished from smoke damage that would
occur from norma operation of the wood boiler.

Similarly, underwriters will have to
consider whether and how the presence of an
outdoor wood boiler expands an insurer’s
exposure to water-related damage.

The essence of an OWB’s operationisto
pipe water into a home during cold wegther.
Any loss dueto freezing istypically covered
under most residentia policy forms, provided
the insured has taken reasonable steps to
maintain heat in the building or described
location.

Fall 2008 VIEWPOINT

OWBs involve
fires that are
typically
unattended.
Similarly, a
damper could
malfunction
without being
noticed, causing a
unit to overheat.



Coverage for smoke damage under AAIS Homeowners forms

HO 0001 Basic = ““Fire or lightning” and “sudden and accidental smoke damage” are named perils.
HO 0002 Broad “
HO 0003 Open perils coverage ““Fire or lightning™ and
Special Smoke and soot defined as “pollutants”, which are sudden and accidental
generally excluded. However, emissions of pollutants =~ STOoke damage” are
caused by Cov. C perils (see box at right) are covered. ~ named perils.
““Fire or lightning” and
HO 0004 No coverage “sudden and accidental
Contents smoke damage” are
named perils.
HO 0005 Open perils coverage
ngmatl Blflg Smoke and soot defined as “pollutants’ which are generally excluded
ontents unless caused by a “specified peril”.
Also, “fire or lightning” and ““sudden and accidental damage from smoke™
are specified perils covered under the form.
HO 0006 “Fire or lightning™ and “Fire or lightning™ and
Unit-Owners ““sudden and accidental smoke No coverage sudden and ac’(’:|dental
damage” are named perils. smoke damage” are
named perils.
HO 0008 “Fire or lightning™ is a named peril. “Sudden and accidental smoke damage™ is
Limited also a named peril, though loss caused by smoke from fireplaces is excluded.

Coverage B --
Related private
structures

Coverage A --
Residence

Coverage C --
Personal property

Coverage D - Additional Living Costs And Loss Of Rent pays for living costs if the “described
location” is made unfit for use as a residence by a loss covered under the property coverages.
Also, AAIS Homeowners forms include exclusions for smoke damage arising from agricultural
and industrial smudging operations.

Some ingtallers insulate and bury weterlines
4-5 feet underground, which should prevent

In one case, an
[llinois couple aleged
that smoke from aneigh-
boring OWB caused
them sore throats and
headaches and forced
them to move from their
home. A family in
southern Ontario,
Canada, aso filed suit
claiming that smoke
from a neighboring
OWB caused hedlth
problems. Those cases
include elements of
bodily injury, which
would trigger
homeowners coverage.

Outdoor wood
boilers also present a
lighility exposure asan
attractive nuisance. The
boilers feature untended
fires and hot fixtures that

could cause severe injury to curious children.
The contentious issue of smoke emitted

freezing.

Other ingtallers, however, dig atrench that
isonly one or two feet degp and attempt to
avoid freezing by wrapping insulation around
the pipes. That type of set-up has a greater
likelihood of resulting in frozen pipes.

An Internet search reveals multiple
anecdotes of individuals who blame OWBs for
their frozen indoor plumbing. One report states
that pipes froze even while the unit had a
burning fire.

Outdoor wood
boilers also
present a liability
exposure as an
attractive
nuisance.

Liability

According to a December 2007 New York
Times article, OWBs have spawned a “rash of
lawsuits’ and numerous local ordinances across
the country. The effect of smoke on neighbors
appearsto be aleading cause of ligbility
claims.
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from OWBs has |ed to greater public control of
the risk. The following limitations on where
units can be operated have been implemented
or introduced:

» Connecticut, Maine, and Vermont have
enacted laws limiting emissions of OWBs
and restricting where the units can be oper-
ated;

» Similar legidation has been proposed in
other states,

» Numerous counties and municipalities have
passed ordinances addressing the smoke
from OWBSs, and

» Numerous injunctions were issued to shut
down the operation of specific OWBs.
With greater public attention being paid to

the risks posed by outdoor wood boilers,
insurers may find it easier to accept and under-
write theserisks. Ml
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LIABILITY INSURANCE

To a pet owner,
an animal does
not “depreciate”
with age, but
grows more
valuable as a
companion and
source of
affection.

12

Lovable property
Insurers may find themselves paying more
for policyholders’ injuries to others’ pets

Hereisatest for those of you who are pet
owners as well as insurance professionals.

Look your pet straight in the eye and say:
“You are merely an item of personal property.
If you are injured or killed by someone esg, |
am only entitled to receive your replacement
cost or fair market value in compensation.”

If you find it difficult or impossible to
complete that test, you are part of agrowing
number of people who claim that the value of a
pet isfar in excess of what it would cost to
acquireasimilar animal.

Courts and dtate legidatures are starting to
agree, and the result could be a growing area of
exposure for lighility insurers.

Animal law

Affection for pets, also called “companion
animals,” isdriving an “anima law” movement
sweeping the United States. This movement
seeks to provide animals with certain lega
characteristics and protections once exclusively
reserved to humans.

The animal law movement is an effort of
attorneys and animal advocates distinct from
the often radica “anima rights movement.”
Animal law was recognized as a mainstream
field of law in the U.S. in 2004 when the
American Bar Association created its animal
law committee.

“Various members of the profession are
pursuing innovative (animal) litigation,” says
Barbara Gidason, a Minnesota attorney and a
principal founder of the animal law committee.
“All over the country, they're pushing the
envelope.”
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Animal law advocates have promoted,
with considerable success, severa types of
initiatives:

« Codification of the right of pet ownersto
establish trusts to provide for care of pets
after the death of an owner;

* Specific consideration for the custody of
petsin divorce proceedings;

e Criminal pendties against animal owners
who utilize cruel or negligent techniques to
discipline or confine pets (such as tethering
for extended periods of time); and

 Enhanced valuation of pets as unique forms
of property, with correspondingly increased
ranges and amounts of damages for injuring
or killing another’s pet.

Regarding the last two points, Gislason says
that her acquaintances who are judges attest to
“how dramaticaly public attitudes [about harm
to pets] have changed over the past five years”

The movement was galvanized in 2007
when dogs and cats throughout the U.S. were
sickened by tainted, imported pet food.

For perhaps the first time, tens of thousands
of pet owners suffered damage from a common
or smilar source, and discovered that the
recovery for their loss could be quite limited.
The possibility for class action suits was estab-
lished, and demands for greater compensation
for losses to pets grew.

Values

Asone would expect, animal law in the
U.S. developed primarily in arurd setting,
where most animals were livestock, easily
consdered to be persond property with the



typical characteristics of personal property.

There were markets in which the fair
market value of an animal could be deter-
mined, animals generally depreciated as they
aged, and injured animals could generally be
replaced with equivalent animals, athough
some additional compensation might be needed
for the loss of an anima with unique abilities.

Pets are a different matter entirely.

Other than for certain pure breeds, there is
no market for “used pets” The best estimation
of apet’'s monetary valueisthe price one
would pay for alike anima at a pet store or
animal shelter.

Also, to a pet owner, an animal does not
“depreciate’ with age, but grows more valuable
as acompanion and source of affection.

For these reasons, animal lawyers have
fought, with some success, to increase the
va ue courts attach to petsin cases where a pet
iskilled or injured due to the malicious or
negligent actions of others.

The principa targets of “animal plaintiffs’
in such cases are veterinarians, pet services

(e.g., kennels and grooming
establishments), and manufac-
turers of pet foods, medicines,
and grooming supplies.

However, cases have also
been filed againgt individuals
who harmed others’ pets, or
whose own pets harmed
another’s.

Courts

Generally speaking, state
courts have held to the idea that
pets should be regarded as
property and valued as such for
compensation of their owners.

With some exceptions, state
courts have been reluctant to
permit damages to be awarded
for emotiona distress arising
from property damage to a pet, although they
appear to be more willing to assess punitive
damages in cases where the defendant is found
to have acted with malice or gross negligence.

In 2001, the Alaska supreme court ruled
that the actua value of a pet to its owner can
sometimes be a better measure of itsreal value
than the animal’s fair market value. However,
any argument for unique value had to reference
specific services provided by the pet, not senti-
mental value.

In 2004, a Texas appeals court ruled that the
“specia or pecuniary value” of adog had to be
attributed to its usefulness and services, not to
companionship or sentimental attachment.
Also, the court ruled that there could be no
recovery for menta anguish as aresult of
property damage.

Given the traditiona limitations on
recovery for loss of a pet, Gidason says that
animal law attorneys have sought to establish a
specific tort for injury to a pet.

The growth of veterinary medicine has
added a new dimension to the economic

What is considered
customary today
for medical
treatment of pets
far exceeds what
was considered
customary

years ago.
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“Many courts have
allowed owners to
be compensated
for a broad range
of ‘economic’
damages, including
veterinary costs.”

— American \eterinary
Medical Association
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damages that can be awarded to the owners’ of
an injured pet, however.

In aruling reflected in other jurisdictions, a
Kansas apped s court in 2006 ruled that the
“reasonable and customary” cost of veterinary
treatment could be included in damages, even
if the animal in question has no discernable
market value.

As any pet owner knows, what is
considered customary today for medica
treatment of pets far exceeds what was
considered customary years ago, and grows by
the year.

An “issue paper” posted by the American
Veterinary Medical Association (AVMA) states
that “many courts have alowed ownersto be
compensated for a broad range of ‘economic’
damages, including veterinary costs (such as
vaccinations and certain treatments), specia
training costs, costs of breeding, the pet’'s
purchase price, its breeding potential and other
specific, economically measurable items”

Legislatures

Where courts may hesitate, Sate legida-
tures are prepared to movein.

Numerous bills have been proposed and
enacted that would alow pet ownersto recover
more than the fair market value of a pet injured
or killed by another's maice or negligence.
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A bill inthe New York state assembly
would make anyone responsible for the death
or injury of another’s pet ligble for veterinary
and other “gpecial medical care” expenses, plus
court cogts, attorneys fees, and other
reasonable expenses. |n addition, the owner of
the deceased pet could be compensated for
“reasonably expected society, companionship,
and comfort.”

A bill in New Jersey would establish
economic damages to include a pet’s monetary
or replacement value, its breeding potential,
veterinary expenses incurred to treat an injury,
reimbursement of training expenses, and
expenses for cremation and/or burial.

The New Jersey hill specifically addresses
the liability of pet owners whose pets cause
harm to others’ pets, agrowing area of concern
to anima lawyers and animal law advocates.

A Massachusetts hill would make the “pain,
suffering and loss of faculties’ of an injured
animal compensable offenses, in addition to the
pain and suffering of the animal’s owner.

An Arizonabill seeks to impose a higher
level of care shown toward pets by requiring
that motorists take “ reasonable and appropriate
action” to assist others' petsthat areinvolved in
avehicle accident; the bill would waive
liability for injury for someone seeking to
provide such care.

Coverage

Non-economic damages for loss of
companionship and for pain and suffering
would not be covered under atypical
homeowners poalicy, but economic damages for
caring and/or disposing of an animal possibly
would.

According to Adam Karp, an animal lawyer
based in Bellingham, Wash., homeowners
insurers vary grestly in their approaches to
settling pet liability losses.

“Some insurers offer the most miserly sums
for a purported replacement value of $60, the
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cost to adopt another cat,” he says. “ Others will
settle for several thousands of dollars for the
intrinsic or special value of the so-called
property to the owner-guardian.

“If there is an allegation of recklessness or
intentional misconduct, there will be an inten-
tional acts exclusion.”

To avoid triggering intentional acts exclu-
sions, Karp says that “some attorneys plead
negligence when one can barely keep a straight
face in making that assertion.”

Exposure

Insurers that use the AAIS Homeowners
Program and other ligbility forms will be happy
to learn that the definition of “bodily injury”
states that it means “bodily harm to a person.”

Inclusion of the word “person” should
eliminate any ambiguity that liability coverage
for bodily injury might be applicable to non-

Contact Us Today

human animals. That qualification is not
universal in policy forms, however.

Furthermore, the AAIS definition of bodily
injury indicates that it does not include any
“bodily harm, sickness, disease, or death that
arises out of mental or emotional injury,
suffering, or distress that does not result from
actual physical injury to aperson.”

Similarly, the medica payments and first
aid provisionsin AAIS Homeowners liability

““Some insurers
offer the most
miserly sums

coverage are written to apply to treatment of for a purported
bodily injury to human persons. replacement

In short, liability exposure under a value of [a pet].”
homeowners policy is confined to liability for

property damage, defined as “physical injury to —Adam Kaéglf‘%ﬂ]:]m!mi
or destruction of tangible property or the loss
of use of tangible property, whether or not it is

physicaly damaged.”

Continued on page 32
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INLAND MARINE

Builders’ Risk, 2008

Latest AAIS revision clarifies ‘soft costs’ and
Implements full equipment breakdown coverage

The new forms are immedi-
ately available for usein most
states, but are dlso being filed in
certain states where filing is
required, even for traditionaly
uncontrolled classes. The
proposed effective date for the
filing isApril 1, 2009.

Of particular interest to inland
marine construction underwriters
will be the new standardized
delineation of and distinction
between “ soft costs’ and
additional costsfor “delay in
congtruction.”

That topic has been discussed
for yearsin various inland marine
and construction insurance
forums, and the latest revisions
implement some of the proposas
raised in those forums.

Asimportant, however, the
new AAIS Builders Risk revision
expands equipment breakdown
coverage and tightens language to
address the implications of a
2007 federal court decision that could, in
effect, increase the exposure of builders’ risk
insurers.

“Certain costs are
usually incurred
in lump sums
during the delay
in construction.
The length of the
delay has little if
any impact on
these costs.”

— Robert Guevara
AAISvice president
of inland marine

AAISis acting to address new exposures
and enduring issues in the latest revision of its
builders' risk policy forms.

At the end of October 2008, AAIS released Distinction

a comprehensive revision of the forms and
endorsements provided in the Builders' Risk
section of the AAIS Inland Marine Guide, a
resource of forms, rating procedures, under-
writing guidelines, and other information for
the nonfiled classes of inland marine insurance.

A mgjor feature of the latest Builders Risk
formsrevision is the introduction of a new
“Delay in Completion Coverage Part” to
replace a previous endorsement for covering
“soft costs and rental income”

16 VIEWPOINT Fall 2008
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The new coverage part introduces a
digtinction between “additional construction
expenses’ and “additional soft costs’ that
clarifies the difference between two types of
costs incurred when a construction project
suffers adelay resulting from a covered
physica loss.

For both of those categories of losses,
recovery islimited to additional expenses, over
and above those that would have been incurred
had there been no delay.

The additiond “ construction expenses’ are
limited to the following:

e Additional advertising, public relations, and
promotional expenses,

« Additional fees for architects, designers,
engineers, and other advisers,

» Additional non-interest costs for financing,
such as commissions and loan fees;

e Additional costs for renegotiating leases;

* Additional fees for accountant and attorney
services that were being provided before
the loss occurred; and

 Additional fees for renewing or replacing
construction permits and licenses.

“What these costs have in common is that
they are usualy incurred in lump sums during
the delay in construction,” says Robert
Guevara, AAIS vice president of inland marine.
“The length of the delay has little if any impact
on these costs”

For that reason, says Guevara, the
additional construction expenses have asingle
per occurrence limit, and are subject to the
basic builders' risk dollar deductible.

Soft costs

Soft costs, long aloosdly used term in the
industry, are now a carefully defined and
delimited set of expenses.

Under the new coverage part, additiona
soft costs are limited to:

» Additiona interest for money borrowed to
finance the construction work;

» Additional real estate taxes incurred during
the period of delay;

Fall 2008 VIEWPOINT 17



“True soft costs
grow with time.
Therefore, in
addition to its
own per
occurrence limit,
the additional soft
costs coverage is
subject to a

limit per 30-day
period.”

— Robert Guevara
AAISVvice president
of inland marine
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* Additional costs to extend leases for con-
struction equipment and temporary office
space; and

* Additiona costs of insurance premiums to
renew or extend coverage.

“These costs grow with time,” says
Guevara. “ Therefore, in addition to its own per
occurrence limit, the additional soft costs
coverage is subject to alimit per 30-day
period”

As atrue time element coverage, the
coverage for additiona soft costs can be
subject to awaiting period deductible, if so
indicated on the schedule that accompanies the
policy.

This dtill leaves “general administrative
expenses,” which were included among the soft
costsin earlier versions of AAIS and propri-
etary builders’ risk forms.

Under the new AAIS revision, genera
administrative expenses are split off from
additional construction expenses and soft costs
and insured separately as a supplemental
coverage with its own sublimit.

That coverage pays for necessary and
reasonable administrative and clerical expenses
that arise out of a construction delay dueto an
insured loss, and which are over and above
those that would have been incurred without
the delay.

Debris

While the new trestment of additional costs
following alossisthe fruit of years of industry
discussion of that topic, other provisions of the
AAISBuilders Risk forms have been revised
to address afederal court ruling that abruptly
expanded the potential exposure for builders
risk carriers.

In 2007, aU.S. digtrict court in New Jersey
issued rulings on several questions concerning
aproprietary builders risk policy; the rulings
are relevant to most industry builders' risk
forms. (The case in question was Zurich
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American Ins. Co. v. Keating Building Corp.,
known as “Keating,” for short.)

Among other things, the court ruled that
debris removal costs were limited only to the
costs incurred to haul debris away, and did not
include the cost of demolishing damaged
property so it could be hauled away.

The implications of that ruling, wereit to
become a precedent, would be that the cost of
demolishing damaged property would fall
under the basic limit under most builders’ risk
forms, not under the separate, and generaly
|lower, debris removal limit. This would effec-
tively increase the exposure for carriers.

“Demoalition itself can be quite costly,” says
Guevara. “It can entail substantial additiona
engineering expenses and other costs
associated with electricity, permits, scaffolding,
and the utilization of demolition contractors.”

To address the potential for additional
exposure, the revised AAIS Builders' Risk
forms specify that the coverage extension for
debris removal applies to the cost for
“demolition, clearing, and removal” of debris.
The basic policy limit applies only to the value
of the damaged property, or to the cost to
rebuild, repair, or replaceiit.

Completion

The Keating court also determined that the
policy in question provided coverage for al
additiona costs incurred during the project’s
delay following a covered loss, not merely
those related to the repair or replacement of
damaged property.

In making this ruling, the court found that
the policy in question was regarded as an “al
risk” policy under New Jersey law and,
therefore, applied coverage to al losses for
which a covered peril was the proximate cause,
unless expressly excluded.

Regarding the form itsdlf, the court noted
that a different form available to the carrier

Continued on page 20
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Changing treatment of "soft costs"

The latest revision of the AAIS Builders' Risk forms
clarifies the distinction among different types of costs
incurred when a project is delayed by a covered loss

Previous endorsement Latest counterpart

Endorsement title  Soft Costs, Extra Expense,

and Rental Income Endorsement

Costs covered
(other than extra
expense and
rental income)

“Soft costs,” specified
as additional costs for:
» Advertising;
» Design fees;
» Professional fees

(accountants and attorneys);
» Financing (interest and fees);

e Lease administration;
» Realty taxes;

e General administration;
* |Lease expenses;

e Permit fees; and

e Insurance Premiums.

Delay in Completion Coverage Part
(includes rental income and income coverage)

“Additional Construction Expenses,”
specified as additional costs for:

Advertising;

Design fees;

Financing (fees only);

Lease administration;

Professional fees (account-ants and attorneys); and
Permit fees.

“Soft Cost Expenses,” specified as
additional costs for:

Interest payments;
Realty taxes;

Lease expenses; and
Insurance premiums.

Additional general administration expenses

20

Limit and
deductible

Soft Cost, Extra Expense, and Rental
Income each subject to separate limit.

insured separately as a supplemental coverage.

“Additional Construction Expenses’ covered up
to their own per occurrence limit indicated on an

Also subject to a waiting period
deductible if one is indicated on the
soft cost schedule and a limit per
30-day period.

ded

accompanying schedule, subject to the per occurrence

uctible of the basic builders’ risk policy.

“Soft Cost Expenses” are covered up to their own per
occurrence limit indicated on an accompanying schedule,

subject to a limit per 30-day period, and to a waiting

peri

od deductible, if so indicated on the schedule.

General administration expenses covered up to their
own sublimit.

included language explicitly limiting coverage
to the repair or replacement of damaged
property, and that the carrier could have used
similar language in the policy at issue, which
had similar but not identica language.

To avoid potentially open-ended exposure
for any and all costs resulting from aloss by an
insured peril, the revised AAIS Builders Risk
forms state that coverageisfor “direct physica
loss or damage,” and include a new, compre-
hensive exclusion for “Delay in Completion
and Increased Congtruction Costs.”
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To get delay coverage under the revised
AAIS Builders Risk forms, insureds must
purchase the endorsement described above.

Equipment

The latest AAIS revision of the Builders
Risk forms includes a new endorsement intro-
ducing comprehensive coverage for magjor and
minor equipment breakdown exposures,
including losses that result from the testing of
equipment. This endorsement replaces a
previous supplemental coverage which

Continued on page 32
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The federal Office of

Insurance Information
A proposal pulled in 2008, it’ll be back in 2009

duced H.R. 5840, the Insurance
Information Act of 2008. The hill,
which would create the Ol|
within the Treasury Dept., has a
bipartisan group of co-sponsors.

With the bill’s introduction,
Kanjorski issued a press release
stating that the insurance industry
will remain regulated at a state
level, but that is was necessary to
establish insurance expertise
within the federal government so
that it could make better decisions
regarding national and interna-
tional insurance.

Among other things, the
office would be charged with
ensuring that state insurance laws
and regulations conform to inter-
national agreements. In addition,
the office would:

e Collect and analyze data on
insurance;

A proposal to create an Office of Insurance
Information (OIll) within the executive branch
of the federal government could proveto be a
divisive issue within the insurance industry in
2000.

Industry critics of the proposal fear that the
office may congtitute a“back door” approach
to enacting an optiona federal insurance
charter.

The OIl wasfirst proposed in April 2008,
when Rep. Paul E. Kanjorski (D-PA) intro-
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*  Report to Congress on the
financial conditions and trends in the insur-
ance industry;

* Advise the Secretary of the Treasury on
major domestic and international issues
regarding &l lines other than health
insurance;

* Establish federal policy on international
insurance matters; and

« Establish an advisory group that would
include representatives of regulators, con-
sumer groups, and insurers.



The hill passed out of Kanjorski’s subcom-

mittee in July, and the OIl concept received the

support of Sen. Christopher Dodd (D-Conn.),

chairman of the Senate Committee on Banking,

Housing, and Urban Affairs.

The idea of an Oll seemed to be gaining
momentum until mid-September, when House
Speaker Nancy Pelos (D-CA) unexpectedly
removed H.R. 5840 from further consideration
during 2008.

That action was taken after Rep. Jackie
Speier (D-CA) questioned how the measure
would affect Cdiforniainsurance rate
regulation. (As former chairperson of the
Cadlifornia state senate insurance committee,
Speier usually favored greater regulation.)

Two camps

Generally, the insurance industry is divided
into two camps regarding the Oll.

One camp, including organizations such as
the American Insurance Association (AlA),
Reinsurance Association of America (RAA),
and the American Council of Life Insurers
(ACLI), support the proposa unequivocally.

In September, the ACLI wrote to Treasury
Secretary Henry Paulson suggesting that the
Bush Administration use authority the ACLI
believes it dready hasto establish an Ol
without authorization from Congress.

According to Willem O. Rijksen, AlA vice
president of public affairs, “the Oll will help
the U.S. Treasury anayze the important role
that insurance plays in the domestic economy
and will provide urgently needed leadership by
the U.S. in international insurance regulatory
policy making and trade agreements.”

According to Rijksen, there are many
recent examples that illustrate the need for
insurance expertise and authority in the
executive branch of the federal government,
including:

* The recent extension of the Terrorism Risk

Insurance Act;

* Proposa s to expand the federd role in natu-
ra catastrophe insurance;

* Ongoing problems in the bond insurance
marketplace;

» Trade with Mexico, excluding all cross-bor-
der provisions of insurance services under
the North American Free Trade Agreement;
and

 The Solvency |1 Directive in Europe, which
is not consistent with many state-based
insurance standardsin the U.S..

The Reinsurance Association of America
(RAA) aso supports H.R. 5840 and feels an
informed federal voice with the authority to
establish federal policy on international issues
iscritica to U.S. reinsurers, who do business
globdly, aswell asto foreign reinsurers, who
play an important role in assuming risk in the
us

The Oll's ahility to protect state regulations
in international agreementsis one reason the
National Association of Insurance
Commissioners (NAIC) supports the creation
of the Oll, even though it opposes afedera
insurance charter.

The NAIC emphasizes that H.R. 5840 does
not establish supervisory or regulatory
authority over the insurance industry.

The group aso claims that the bill enhances
the ability of the states to exchange confidentia
data with the federal government. (The NAIC
has been identified as the eventua provider of
information and data to the OlI1.)

Lukewarm

The second camp gives only lukewarm
support to the creation of an Oll, while voicing
concern that H.R. 5840 could be just a“foot in
the door” toward the creation of afedera
charter and regulator.

This camp'’s concerns are reinforced by
some of the co-sponsors of H.R. 5840. Rep.
Melissa Bean saysthe Oll “isavitd step
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toward reforming our antiquated system of
state insurance regulation, which puts the
United States at a disadvantage in the global
marketplace”

Rep. Edward Royce, another co-sponsor
adds, “I believe it would move us one step
closer to establishing an optional federal
charter for insurance which would provide a
much needed regulatory aternative to the
tangled bureaucratic web of state-based
insurance regulators”

The second camp giving only cautious
support is led by the National Association of
Mutua Insurance Companies (NAMIC) and
the Property Casudty Insurers Association of
America (PCI).

Of particular concern to NAMIC isthe
collection of data, such as annual financia
statements and market conduct information.
NAMIC does not endorse the Ol collecting
data from only the NAIC, due to questions
concerning the confidentiality and protection of
collected data

NAMIC urges the consideration of third-
party Statistical agents to collect data from
insurers. Statistical agents are licensed and
regulated by the states to perform these types
of data collection and remittance functions.

Another area of concern for NAMIC isthe
type of information the OIl could receive,
collect, analyze, or disseminate. Data held by
insurersis often confidential, private, or
sensitive in nature and as such, proper protec-
tions must be included that will appropriately
safeguard the integrity and security of that data.

PCI would support data collection by the
Oll only where there is a clear and compelling
reason for collecting the data, and the cost of
collection does not outweigh the expected
benefits. PCI suggests that all the data collected

VIEWPOINT Fall 2008

by the OIl should be kept confidential and be
exempt from the Freedom of Information Act.

“On the positive side, it could be helpful to
have a stronger, pro-industry voice at the
federd level, as well as a centralized repository
of insurance expertise to guide Congress and
the president,” says Rey Becker, PCI vice
president for global issues and research.

“Thiswould be particularly helpful when
international issues are involved,” he adds.
“However, on the negative side, earlier drafts,
aswell as potential amendments down the
road, have been problematic”

The National Conference of Insurance
Legidators (NCOIL) questions why the NAIC
is the designated provider of information and
datato the Oll, and NCOIL does not support
preemption of state laws deemed to be incon-
sistent with international agreements.

Still alive

Although H.R. 5840 will not be passed in
2008, it isfar from dead and till has bipartisan
support.

“The Oll would provide a national voice to
U.S. insurance interests in the global insurance
marketplace” saysAlA'sRijksen. “The U.S. is
currently disadvantaged in its ability to
negotiate the insurance component of interna-
tiondl trade agreements”

The bill’s sponsor, Rep. Kanjorski, has
expressed a willingness to work with others on
the language of the bill and it islikely that it
will be amended during the 2009 session.

The measure stalled only because a House
member who has traditionally not been friendly
to the insurance industry had questions
concerning specific language.

It isclear that H.R. 5840, or an equivalent,
will be back in 2009, and may have a profound
effect on insurance regulation inthe U.S. M
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AAIS

AAIS files latest
revisions to its
Homeowners forms

AAIS has begun filing updated
versions of its Homeowners base
forms and seven Homeowners
endorsements. The new forms will be
compatible for use with Homeowners
endorsements filed starting in 2006
and currently approved in most states.

For the most part, the latest forms
provide further “fine-tuning” of
provisions regarding loss caused by

Also, where applicable, provisons
addressing loss caused by freezing
and accidental discharge are refined
to specify types of water loss that are
covered or not covered. Minor adjust-
ments are also made in certain forms
to the incidental coverage for
Collapse and the peril for Vanddism
and Mdicious Mischief.

The endorsement changes, for the
most part, are introduced to reflect
the changes in water loss provisions
in the booklet base forms.

water. Among other things, the
standard water damage exclusion in
the base formsis revised to
emphasize that:
* The exclusion applies regardiess
of the cause of an excluded event;

* Thereis no coverage for loss
caused by matter carried by
excluded water (e.g., flood-borne
debris);

* Thereis no coverage for water
that overflows, escapes, or isdis-
charged from a dam, levee, dike,
etc, designed to retain or control
water; and

* Provisions excluding loss due to
tidal events now include, but are
not limited to, tidal waves,
tsunamis, tidal surges, storm
surges, and storm tides.

Compliance Guide to be
reissued with new and
revised sections

The new punitive damages section
includes atable indicating which
states allow punitive damages for
direct or vicarious liahility to be
insured, plus other points of infor-
mation regarding that topic. The new
Standard Fire Policy (SFP) section
indicates which states have SFP laws
and any exceptions to those laws.

The Compliance Guide is
provided for no additional charge to
al AAIS member companies. Non-
AAIS companies interested in
purchasing the Compliance Guide
can contact Rick Maka, director of
marketing, a rickm@AAI Sonline.com,
or by calling 800-564-AAIS.

The newest edition of the
AAIS Compliance
Guide, issued in
early October,
features new
sections on
punitive
damages and
Standard Fire
Policy regulations, as
well as updated sections
addressing disclosure notices,
countersignature requirements,
company filing actions, and applica-
tions, binders, and certificates of
insurance.

The Compliance Guideisa
comprehensive resource of infor-
mation on rate and form filing
requirements, plus other regulatory
compliance information, for all 50
gtates, the District of Columbia, and
Puerto Rico. (This resource was
caled the State Filings Guide until
renamed in 2007.)

New riggers’ form
added for legal
liability coverage

AAIS has introduced a new base
coverage form in the Riggers
Coverage section of the Inland
Marine Guide, aresource of policy
forms, rating procedures, under-
writing guidelines, and other infor-
mation for the traditionally nonfiled
classes of inland marine insurance.

Riggers' insurance is written
for contractors that specializein
hoisting heavy equipment or
fixtures onto structures. With the
introduction of the latest form,
the Guide now provides two base
forms for that class:

* A revised Riggers Coverage
form, described in a previous
Advisory and press release, pro-
vides open perils coverage for loss
to property of othersin the

Continued on page 28
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April 26-28, 2009
Ritz-Carlton in
Half Moon Bay, Calif.

Where insurance leaders
come together to explore
product issues, discuss

solutions, exchange ideas. . .

Every insurer’s product line is profoundly affected by new
developments in science, law, economics, palitics, and social
values. The Main Event is the place to be for property/casuaty
executives who want their products and strategy aligned for the
best results.

This meeting, the successor to the former AAIS annual
conference, is devoted to product-related issues of strategic
importance to P/C insurers. The business program will address
emerging exposures and other topics at a level targeted toward
CEOs and heads of operationa units.

AAIS had arecord turnout for its 2008 Main Event and
interest is a'ready strong for 2009. Pencil in the date now, and
watch for more information in Viewpoint and other AAIS
communications.

For information on our conference hotel, go to
http://wwwv.ritzcarlton.com/en/Properties/HalfMoonBay/Default.htm




insured’s care, custody, or control,
regardless of the insured’s negli-
gencein causing aloss.

» The new Riggers Legd Liability
Coverage form, aso coversloss to
property of othersin the insured’s
care, custody, or control, but only
if the insured isfound legaly
liable for aloss or damage, and
only up to amount of the insured’s
lighility.

The new form isavailable
immediately for usein most states,
and has a proposed effective date of
Feb. 1, 2009 in those states that do
not exempt inland marine insurance
from form filing requirements.

Other new and revised
endorsements issued
for Inland Marine Guide

AAIS recently released severa
new or revised endorsements and
corresponding schedules for the
Inland Marine Guide. Among the
new endorsements are:

» A Mator Truck Cargo endorse-
ment that can be used to limit
coverage to vehicles that are
specifically scheduled;

* A Transit endorsement that can be
used to put transit coverage on a
reporting basis;

* Genera endorsements for exclud-
ing coverage for loss at selected
locations caused by a named trop-
ical storm or hurricane, or for
excluding loss caused by wind-
storm or hail.

In addition, a new sewer backup
coverage endorsement has been
released so that coverage can now be
offered separately from the revised
earthquake and flood coverage
endorsement.

These endorsements are available
for immediate use in most states, and
will befiled in states that do not
exempt the traditionally nonfiled
classes from filing requirements. The
proposed effective date of the filings
isJanuary 1, 2009

New law establishes
‘no prejudice’ rule in
New York

New York Gov. David Paterson
recently signed a bill prohibiting
insurers from denying a clam smply
because an insured failed to provide
timely notice of the claim.

As reported in the Spring 2008
edition of AAIS s ievpoint magazine,
New York had been the last mgjor
jurisdiction to hold that timely notice
was a“condition precedent” to
coverage. Under that rule, insureds
could lose their coverage if they failed
to meet contractua conditions for
reporting aclam.

Under the recent New York law, if
an insured under an occurrence form
reports aliability claim within two
years of its occurrence, the insurer
must provide coverage unlessit can
demonstrate that a delay in reporting
the claim prejudiced the insurer’s
ability to defend against it.

If aclaim is reported more than
two years after the occurrence, then
the law shifts that burden of proof to
the insured or other claimant, who
must demonstrate that the insurer was
not prejudiced by the delay.

Regarding claims-made policies,
the law specifies that clam-made
policies may require that claims be
reported within the policy period, a
renewal policy period, or any
extended reporting period.

Among other things, the
Viewpoint article reported on a small
but growing tendency for states to
require that the “no prejudice”
standard be written into insurance

Continued on page 30
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PERSONAL

Boatowners
Homeowners/Mobile HO
Personal Monolines

Personal Umbrella

COMMERCIAL

Artisans
Businessowners
Commercial Monolines
Commercial Umbrella

FARM & AG

Farmowners

Farm Monolines
Farm Umbrella
Agricultural Output

INLAND MARINE/
OUTPUT

Inland Marine Guide
(nonfiled)

Commercial Inland Marine
(filed)

Commercial Output
Commercial Output - XL
Developers Output

Forms ¢ Manuals ¢ Statistical Reporting

More than 600 property/casualty insurers throughout the
U.S. use AAIS policy forms, rules, and rating information
for their products.

Today, AAIS has filed more than 20 standard industry
programs for personal, commercial, farm/ag, and inland
marine lines of insurance.

AAIS staff specialists can assist you with filings, actuarial

. o . . For pr mpl n
analysis, product customization, and statistical reporting. oI [PIORIEE SEMMAES Bt &

cost quote, contact Rick

Maka, marketing director,
at rickm@AAISonline.com
or by calling 800/564-AAIS.

Don’t restrict your options. Join the regional, national,
and specialty carriers who have selected AAIS programs
for their product lineup.

American Association of Insurance Services
www.AAlISonline.com
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contracts. The latest New York law
explicitly requires aprovisionin
occurrence forms specifying that
failure to give notice shall not inval-
idate a claim unless the failure prgju-
diced theinsurer.

With the latest law, effective Jan.
19, 2009, the “no prejudice’ ruleis
effectively the law of the land, but
with some variations from juris-
diction to jurisdiction as to who bears
the burden of proving prejudice. (The
new law appliesto policiesissued on
or after Jan. 19, 2009, so the
“condition precedent” standard may
still apply to policiesissued prior to
that date in New York.)

Maple Technologies
develops system for
AAIS Agricultural
Output Program

Maple Technologies, LLC,
Manaapan, N.J., is currently devel-
oping aclient implementation for a
large global insurance carrier that will
be implementing the AAIS
Agricultural Output Program (AgOP)
in the first quarter of 2009.

Maple ' @clh

Maple Technologies is a software
development company whose
primary focusis web application
development for the insurance
industry. Maple's main product,
Aspire, is a comprehensive web-
based Internet insurance policy and
claim management system. Through
integration of web and database
technologies, Aspire dlows red time
access to data while offering

responsive policy and claim
management capabilities.

“Agribusinessis not unlike any
other highly specialized sector we
currently service and support,” said
Nicholas Teetelli, CEO of Maple
Technologies. “Through our strategic
affiliation with AAIS we can be
assured that we will have the
technical resources to ensure that our
Agpire Information System product
meets the demands and responsibil-
ities required to support this
specidized industry.”

“Our affiliation with AAIS offers
us unigue opportunities to establish
presence in another sector that
requires speciaized technology
services,” said Matthew R. Blackley,
founding member and chief
technology officer of Maple
Technologies. “We look forward to
working with the AAIS team to
expand our role and responsibilities
in servicing this marketplace”

To learn more about the Maple
Technologies, contact Teetelli at
(732) 863-5523 or at
nicholas.teetelli @maple-tech.com.

First Internet Solutions
develops rating system
for AAIS Homeowners
Program

Insurersthat use the AAIS
Homeowners Program now have
access to an online rating system
developed to support its most current
rating instructions.

First Internet Solutions,
Sheboygan Falls, Wis., recently

announced that it has adapted its
“Universal Rater Web-Service
Application” to support the 2007
AAIS Homeowners Program manual.
First Internet Solutionsis an
application service provider (ASP)
that develops, supports, and manages
remotely hosted, fully integrated
technology applications for the

QO

First Internet Solutions

property/casualty insurance industry.

Universal Rater isa Microsoft
.Net® web service that can be easily
used by any existing policy
processing or quoting system. Rating
information is maintained in a user-
friendly manner and available to
anyone with knowledge of the steps
required to rate a policy.

“Universal Rater isanon-
technical product designed for under-
writing staff,” says Kathy Schuette,
marketing manager for First Internet
Solutions. “You don't have to know
systems to useit. You simply need to
know therating steps.”

“It looks great,” says Janice
Nieman, AAIS director of technical
product support, about the Universal
Rater application adapted for the
2007 AAIS Homeowners manual.

“It's easy to follow, easy to update
and maintain, and provides a good
interpretation of our Homeowners
manud rating instructions.”

For information on using
Universal Rater to support the AAIS
Homeowners Program, contact
Schuette at kschuette@1inetsol.com,
or by caling 920-467-1200, x211. l
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Maple Technologies’ Aspire System provides a
scalable web solution that fully integrates all
elements of your risk vehicle.
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“Our Aspire Information System is
real-time... web-based... a complete
end-to-end solution custom configured to
meet all of your business requirements for
policy, claims and reinsurance
transactional administration...”
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Lovable Property continued from page 15

Personal liability formsin
themsalves do not address issues of
valuation. Asistypical, AAIS
Homeowners and personal liahility
forms agree to pay all sums, up to
applicable limits, that an insured is
legaly liable to pay for property
damage as defined.

In addition, the formsinclude a
standard “ Damage to Property of
Others’ provision that pays up to
$1,000 per occurrence for damage to
the property of another caused by an
insured, regardless of liability.

This provision plays essentially

the same role as medical payments
coverage does for bodily injury; it
provides away to settle small claims
and keep them out of court.

In the past, most claims for injury
or death to another’s pet could be
settled well within that limit, even if
customary (for the time) veterinary
expenses were included in the
damages.

With the level of damages being
contemplated today, it isincreasingly
possible that insured damages for
injury to a pet will exceed the
“Damage to Property of Others’

limit under a homeowners or

persond liability policy, even if some
of those damages are not covered
under the palicy.

Asthe AVMA issue paper states:
“The increase in the amount of
litigation alone will increase the
number of settlements--settlements
reached not because the defendant
admits liability, but because the
insurance carrier believes settlement
will be a cheaper resolution than a
successful court defense” M

Builders’ Risk continued from page 20

provided only limited coverage for
relatively minor equipment
exXposures.

Aswith many AAIS equipment
breakdown coverage parts, the new
Builders' Risk endorsement was
developed in consultation with The
Hartford Steam Boiler Inspection &
Insurance Co., and adapted from the
equipment breakdown coverage
developed for the AAIS Commercia
Output Program.

Previoudly, the supplemental
coverage for equipment breakdown
provided coverage up to a schedule
limit for direct physical lossto
covered buildings and structures due
to explosion, rupture, or bursting;

mechanical breakdown; and
electrical currents. (The coverage for
explosion, rupture, or bursting was
limited to the pipes, boilers, turbines,
or steam engines where the loss
occurred.)

The new endorsement provides
expanded coverage for “accidents’ to
covered equipment as traditionally
established under *boiler and
machinery” coverage.

“Covered equipment” is defined
as any equipment that generates,
transmits, or utilizes energy, or which
operates under vacuum or pressure
during normal use, provided the
equipment otherwise qualifies as
covered property under the base

VIEWPOINT Fall 2008

Builders Risk form.

“Accidents’ are defined asa
range of occurrences within covered
equipment, and the coverage for loss
caused by an accident extendsto dl
covered property.

On the equipment and testing
schedule that accompanies the
endorsement, carriers have an option
whether to indicate a separate limit
applying to each loss from a covered
accident, or whether to cover losses
under the base policy limit for
buildings and structures.

The equipment breakdown
coverage can aso be extended to the
delay in completion coverage. M
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The AAIS Agricultural
General Liability Program

You can't effectively insure today's agribusinesses
with modified farm and commercial products from
yesterday.

The new AAIS Agricultural General Liability (AgGL)
Program is the first standardized general liability
program specifically designed for farms and
agribusinesses.

The AgGL provides broader coverage and more
endorsements than most farmowners programs,
as well as more agricultural classifications than
found in most CGL manuals.

For learn more about this important program,
go to www.AAlISonline.com for:

< An article on the AgGL from the previous
edition of Viewpoint

 Audio files with commentary on the program
by Sherry Taylor, AAIS manager of farm and
agribusiness

< A brochure on the AgGL and its companion
program, the AAIS Agricultural Output
Program

contact Rick Maka, AAIS director of marketing,
at rickm@AAISonline.com, or by calling 800-564-AAIS

American Association of Insurance Services

1745 S. Naperville Road
Wheaton, IL 60189-8132
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