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Tremors and numbers

The latest AAIS Homeowners earth-
quake rating plan is available to any insurer
as a salf-contained set of rules, rating
zones, loss costs, premium modification
factors, and rating information.

“This plan includes features not found
in other standardized programs,” says Greg
Jaynes, AAIS chief actuary.. ... 3

Quarantined from coverage

Just as viruses, bacteria, and other
disease-causing organisms evolve into
newer, sometimes more virulent forms,
thereis an evolution, aswell, in the
insurance provisions for addressing them.

For more than two decades, standardized
homeowners and other persond liability
forms have had built-in exclusions
precluding coverage for bodily .... 6

Green liabilities

In two previous articles, Viewpoint
analyzed the potentia impact of “green”
construction on the principle of indemnity
in property insurance, and on loss
adjustment under builder’srisk policies.

This article seeks to round out
Viewpoint's coverage of green coverage
issues by exploring the potential impact of
green congtructionongenerd .... 10

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 president

opportunities for AAISand its member companies.

This issue of Viewpoint spotlights two recent developments
that demonstrate AAIS s commitment to using data to help our
member companies.

»  Our new Homeowners earthquake rating plan, which combines modeled
data and AAlSactuarial expertise in an easy-to-use procedure for rating
earthquake exposure more accurately ; and

» Our license of the* Pretium’ software platform from the world-renowned
actuarial consulting firm, Watson Wyatt. Pretiumwill allow usto use
the capabilities of SAS Statistical software to identify and develop new
rating variables.

As a licensed dtatistical agent for many years, AAIShas a great deal of
experience collecting and processing insurance statistical data submitted by
our affiliates.

While traditional statistical data will remain central to our operations, we
are also acquiring other types of data and developing a repository of data and
analytical tools for research, underwriting, risk assessment, ratemaking, and
other purposes.

Aswe go forward in this regard, AAISwill be utilizng increasingly more
sophisticated methods to analyze large amounts of data and extract important
intelligence fromit. Our focusisto identify factors that are truly predictive of
loss and isolating them from Statistical "noise” that isirrelevant or redundant.

All of this serves our one, overriding mission: To help companies compete.

Paul Baiocchi, CPCU
President and CEO

T he growing strategic use of data is creating exciting new

A year ago, Viewpoint readers were informed that
one of our AAIS colleagues, Nathan Westby, was being
deployed to Afghanistan as a captain in the lllinois
National Guard.

We're happy to report that Nate returned safely after
an arduous year supporting Afghan police forces, and is
back at work as a senior programmer analyst in our
information services department. Fortunately, Nate's
unit suffered no deaths, but one member was wounded. To date, 18 Illinois
guardsmen have been killed in Afghanistan. We are grateful for Nate's return,
and our thoughts and prayers go out to the families of those who did not.

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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Tremors and numbers

AAIS’s new Homeowners
earthquake rating plan
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istics, these models can project the level of

istics, these models can project the level of
losses likely to occur in defined areas from
earthquakes of certain magnitudes.

Modeled data lies at the core of AAIS'S new
Homeowners earthquake rating plan, but that's
only the beginning.

“This new rating plan includes
features not found in other
standardized programs.”

— Greg Jaynes
AAIS chief actuary

AAIS actuaria staff has built on that data to
develop loss costs and rating factors that will
allow most carriers to price earthquake
exposure more precisely than they have ever
been able to do.

That, in turn, could make earthquake
coverage alot more attractive to homeowners
who need the coverage more than they think,
but who might pay less than they anticipated.

This opportunity for enhanced spread of
risk for a catastrophic peril isavailableto all
insurers, whether they currently use AAIS
programs or not.

The latest Homeowners earthquake rating
plan isavailable for use by any insurer asa
self-contained manua supplement of rules,
rating zones, loss costs, premium modification
factors, and supplementary rating information.

The plan features state-specific loss cost
base amounts and rating factors that vary by
rating zone to reflect arisks'slocation and type

Fall 2009 VIEWPOINT 3



New homeowners
earthquake rating
smple but precise

While the new AAIS Homeowners earthquake
supplements expand the number of price points
for policies within a state, they do so while
maintaining a relatively simple procedure for
rating policies.

» For each dtate, the supplements provide six
base loss costs, to be chosen as applicable:
one for most owner-occupied forms; one for
tenants and unit-owners forms; one for addi-
tiona building coverages and options; one for
higher persona property limits; one for higher
loss of use limits, and one for association
deductible and loss assessment coverage.

 For owner-occupied forms, the building
property base loss cost is multiplied by the
building property limit, then modified by a
“frame factor” (if the residenceis of frame
construction), an “HO 0005” factor (if the
policy is based on that form), and a
deductible factor (per zone).

The resultsfor the owners forms are modi-
fied by factors based on number of stories,
age of home, and in some cases, loss mitiga
tion features.

» Similarly, other applicable base loss costs
are multiplied by limits for related private
structures, ordinance/law coverage, and ten-
ant’s improvements, and by any increasesin
limits over standard ratios for persona prop-
erty or loss of use. (Under the tenant’s form,
the persond property limit is used.)

The results are modified by factors for frame
construction (if applicable) and deductible.

» The premium charges developed in the steps
above are added together.

e Similar procedures are used to arrive at modi-
fied loss costs for association deductible and
loss assessment coverage under unit-owners
forms.

In dl, the new AAIS earthquake rating procedure
utilizes six tables, none of them bigger than half a
page, yet, taken together, they can establish
hundreds of price points per state.
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of construction, as well as the policy form, amount of
insurance, and deductible.

“This new rating plan includes features not found in other
standardized programs,” says Greg Jaynes, AAIS chief
actuary.

“Among other things, we have developed premium
credits for frame construction, which is generally more
flexible than masonry construction and, therefore, more
resstant to earthquake damage. These ‘frame factors vary by
earthquake zone for greater accuracy.

“We've aso introduced rating factors for the age of a
structure and the number of stories, aswell as premium
credits for certain loss mitigation features on older homes.”

Cat model

AAIS utilizesthe U.S. earthquake catastrophe model
developed by EQECAT, Inc., Oakland, Calif., to generate the
modeled data used to develop the base loss costs for the plan.

EQECAT is one of the world's first and leading devel-
opers of catastrophe modeling applications. Its U.S. earth-
guake model has undergone independent review by the U.S.
Geologica Survey, California Geological Survey, and Pacific
Earthquake Engineering Center, and the Cdlifornia
Earthquake Authority has declared it to be “ state of the art”
and suitable for public rate filings.

“Homeowners carriers of all sizes can
benefit from this innovative and practical
approach to rating earthquake coverage.”

— Paul Baiocchi, AAIS president and CEO

“In generdl, the use of modeled data has produced little
change on aggregate levels of loss costs for states overal,”
says Jaynes, “but they provide a better spread of earthquake
pricing among high, moderate, and low risks for earthquake
loss within states.”

Among other things, the use of modeled data has allowed
AAIS to expand the number of earthquake zones (territories)
within each dtate.

According to Jaynes, the biggest impact in this regard has
come in states where one might not expect it.

“The impact of the new earthquake zonesin Californiais
not dramatic,” he says, “because the range of earthquake



exposure in that state has long been recognized
as being from moderate to high.

“The impact is more pronounced where
there are pockets of moderate to high earth-
quake risk in states with generaly low risk.”

Balance

Among the requirements of the new earth-
quake plan, says Jaynes, is that it providesfor a
greater segregation of risks without creating an
unwieldy set of risk categories that would be
difficult for many carriers to implement.

“We didn’'t want to turn 20 manual pages
into 80,” Jaynes explains. “ So, we looked at the
initia results and applied the *80-20 rule’ What
factors realy make the most difference?’

Theresult isa series of new state-specific
earthquake manual supplements that include:

o Six tables of base loss costs and rating fac-
tors, also available as data sets in Microsoft

Excel and XML format ;

» Step-by-step instructions for dl AAIS
Homeowners policy forms, including cov-
erage for an association deductible and loss
assessment, if earthquake coverage is pro-
vided under a unit-owners form; and

e Zone assignments by ZIP Code.

For companies affiliated with AAIS for use
of its Homeowners Program, the manua
supplements are being filed countrywide with
proposed effective dates ranging from Jan. 1
through July 1, 2010.

A generic sample earthquake manual
supplement is being developed for review by
interested companies not currently using the
AAIS Homeowners Program. To inquire about
reviewing a copy, contact Rick Maka, director
of marketing, at rickm@AAIl Sonline.com, or by
caling 800-564-AAIS.

“Homeowners carriers of dl sizes can
benefit from this innovative and practica
approach to rating earthquake coverage,” says
Paul Baiocchi, AAIS president. B

Insurance industry IT programming from ASI

ASI offers complete IT solutions for property and casualty
insurance providers big and small. Our diverse services are
tailored to your neads and budget, whether you are
looking for a project management salution
or simply technical support,

Our 20+ years in the P & C industry means we have the
expertise to manage all types of systems. From legacy
systems that are difficult to support, to the latest web

capabilities, AS| provides your company with the unigue

solutions needed to compete in today's marketplace.

Contact us today for a free consultation on how ASI
can make optirmized IT work harder for you.

Offering Software & Support Services
for Section 111 Reporting

asiwi.com
920.467.1200

W13 County Hoad C, Sheboygan Falls, Wi 53085
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Quarantined from coverage
New commercial lines exclusions

address communicable diseases

and disease-causing organisms

Just as viruses, bacteria, and other disease-
causing organisms evolve into newer,
sometimes more virulent forms, thereis an
evolution, aswell, in the insurance provisions
for addressing them.

For more than two decades, standardized
homeowners and other persond liability forms
have had built-in exclusions precluding
coverage for bodily injury arisng from trans-
mission of acommunicable disease.

These exclusions were developed in the
wake of widespread exposure to the HIV virus
that causes AIDS and to other sexudly trans-
mitted diseases. Property/casualty insurers did
not consider injury arising from physica
intimacy to be the type of fortuitous occurrence
intended for coverage under ligbility policies.

“The communicable disease exclusionsin
personal lines wereinitialy conceived of as
‘one on one’ exclusions” says Deborah
Summerlin, AAIS vice president of insurance
lines. “ They were areflection both of changing
moras and a growing tendency to sue for
injuries”

For some time, the AAIS communicable
disease exclusion was implemented as a
restriction in the definition of bodily injury in
personal lines forms. In that manner, it was
incorporated into AAIS farm liability forms,
and it continued to apply solely to injury to
humans arising from communicable diseases.

Starting in 2006, the AAIS Homeowners
communicable disease exclusion was removed
from the definition of bodily injury, stated asa
separate exclusion applying to transmission of
a communicable disease by an insured, and
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extended to exclude property damage coverage,
in addition to bodily injury.

Among other things, that approach excludes
ligbility coverage for atransmission of a
communicable disease to animals.

Agriculture

Communicable diseases receive more
detailed treatment in the AAIS Agricultural
Generd Liability (AgGL) Program, filed
countrywide starting in 2008. The AgGL isthe
first standardized general liability program
developed specifically for agricultural risks.

As commercia forms, the AgGL base
forms do not have communicable disease
exclusions built into its base forms, athough
they do include built-in exclusions for the
transmission of livestock diseases, and for
property damage arising out of “the presence of
disease organisms”

A communicable disease exclusion
applying to human bodily injury is available by
endorsement, however, and an equivaent
exclusion is built into the personal liability
coverage available as an endorsement option.

Severa features of AQGL’'s communicable
disease exclusionsillustrate the expanding
scope of such exclusions, especialy asthey
relate to agriculture:

e TheAgGL exclusions apply to bodily
injury, property damage, and persona and
advertising injury, indications that losses to
livestock and other animals, as well as con-
tamination of the property of others (loss
of use) are not covered.

e The AgGL exclusions apply to losses



caused by an insured, an insured’s proper-
ty, and property in the insured's care cus-
tody or control.

Taken together, these provisions indicate
that, for agriculture, the communicable disease
exclusions apply broadly to communicable
diseases transmitted by humans, animals, and
farm substances that could harm humans or
animals or render property unusable.

“Thisisthefirst time we used such a
detailed and explicit exclusion, because we
needed to address arange of possihilities,”
Summerlin says.

“A disease could be transferred by a person
to another person or animal, by an animal to a
person or another animal, and by any type of
property to other property.”

The latter concern refers to, among other
things, the tracking of contaminated soil from
one farm to another, a critical concern in the
control of foot-and-mouth disease.

Commercial

AAIS's latest communicable disease exclu-
sions are being filed as endorsement options
under commercia lines programs that provide
lighility coverage.

These exclusions are being filed

countrywide under the AAIS Artisans,
Businessowners, and Commercia Liability
programs, with a proposed effective date of
Feb. 1, 2010 in most states.

Like the AgGL exclusions, the commercial
lines communicable disease exclusions apply
broadly to the “actual or aleged” transmission
of acommunicable disease by a person, an
insured’s property, and property of othersin
theinsured’s care, custody, or control.

Also like the AgGL, the commercia lines
exclusions eliminate coverage for bodily
injury, property damage, and personal and
advertising injury; again, the endorsements
anticipate and exclude coverage for claims of
violating another’s right to enjoyment of
property, a personal injury offense.

“Commercid liability forms do not
routinely exclude coverage for communi-
cable disease” Summerlin says. “In the
absence of such an exclusion, policies based
on those forms might cover the liahility of a
commercia insured whose employee may
spread adisease in the course of his or her
duties”

According to Summerlin, the leading
impetus for the introduction of communicable
disease exclusionsin commercia linesisthe

“Communicable
disease exclusions in
personal lines were
initially conceived of
as ‘one on one’
exclusions.”

— Deborah Summerlin
AAISVvice president of
insurance lines

Fall 2009 VIEWPOINT 7



“The sample virus or
bacteria exclusion
for liability doesn’t
depend on the
transmission of a
disease.”

— Deborah Summerlin

AAISvice president of
insurance lines

widespread anxiety over the possibility of aflu
pandemic.

“Insurers wonder if their insureds will
somehow be ligble for bodily injury or even
property damage arising out of the spread of a
disease from their premises or operations,” she
says.

AAIS commercia lines ffiliates will have
a choice between two types of communicable
disease exclusions: one that has an exception
(preserving coverage) for an insured's products,
and another with no exception.

Summerlin explains that “a communicable
disease exclusion that extendsto dl products
may be a serious restriction of coverage for the
insured that processes, manufactures, or
otherwise handles food and other products
intended for consumption by humans or
animals”

“For example” she says, “someinsurers
may not want to deprive an insured restaurant
of coverage for the transmission of e coli in
food, even if they want to eliminate coverage
for disease transmitted by other means.”

The products liability exception to the
exclusion aso extends to products for “topica
use” such as cosmetics.

Virus

In addition to the filing of communicable
disease exclusions, AAISis aso developing a
sample endorsement companies could use as
the basis of a proprietary exclusion for liability
arising from avirus or bacteria. The virus or
bacteria sample al so includes an exception for
products ligbility.

The sample exclusion would be available
under al AAIS programs that include
commercid liability coverage, but companies
would have to file the endorsement themselves.

The “Virus or Bacteria’ exclusion for
lighility coverage is modeled, in part, on exclu-
sionsfor first-party property losses arisng from
viruses or bacteria. Those exclusions werefiled
countrywide as optiona endorsements under
AAIS farm and commercial lines programs,

VIEWPOINT Fall 2009

starting in 2006.

The property exclusions state that coverage
is excluded for loss, cost, or expense caused by,
resulting from, or relating to any virus,
bacterium, or other microorganism that is
capable of causing diseasg, illness, or physical
distress.

In addition, the property exclusions
explicitly apply to any loss, cost, or expense
arising from denia of accessto property
because of any virus, bacterium, or other
microorganism.

“In 2006,” says Summerlin, “there was
concern that contamination of insured property
might shut down a business and that policies
might be interpreted to provide coverage for a
resulting business income loss, even if no
property suffered direct physica damage.

“The property exclusions for virus and
bacteria also addressed some of the terrorism
concerns related to the use of anthrax and other
biologica agents,” she adds.

According to Summerlin, the virus or
bacteria exclusions for property exposures were
considered clarifications of the origina intent
of property policies, and were approved by
regulators with little resistance.

Sample

Implementing a virus and bacteria
exclusion for commercia liability coverage
won't be as easy, however. Hence, AAIS will
make the liability exclusion available asa
sample, and await regulatory opinions on the
acceptability and breadth of such exclusion.

Unlike its property counterpart, the virus or
bacteria exclusion developed for liahility
coverages may represent arestriction in
coverage.

Regulators may be reluctant to accept such
aredriction unless a potential source of claims
can be demonstrated to be amassive, unantici-
pated exposure that would threaten the solvency
of numerous companies or force coverage to

Continued on page 19
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Green liabilities

Assessing the impact of green construction
on commercial general liability exposures

In two previous articles, Viewpoint analyzed
the potential impact of “green” construction on
the principle of indemnity in property
insurance, and on loss adjustment under
builder’srisk policies.

(See, respectively, Summer 2008, “The
Greening of Property Insurance” and Summer
2009, “*Green’ Coverages Come to Builders
Risk Insurance.”)

This article seeks to round out Viewpoint's
coverage of green coverage issues by exploring
the potential impact of green construction on
generd liability insurance.

“Green” congruction refersto the fast-
growing trend among property owners,
designers, and builders to create structures with
specific features designed to make them more
energy efficient with a beneficial impact on the
natural environment.

Developers of green projects generally seek
to have them certified as “ green” by organiza-
tions that use point systems to establish levels
of green certification. Two of the best known of
these certifications are the:

 Leadership in Energy and Environmental
Design certifications granted by the US
Green Building Certification Ingtitute,
which certifies buildings as meeting a“sil-
ver,” “gold,” or “platinum” standard.

» Green Globes rating system used by the
Green Building Initiative, which awards
structures one, two, three, or four Green
Globes.
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Points under these rating systems are
awarded for major structural features and for
other amenities, such as the presence of bicycle
racks. A building's rating depends on the total
number of points earned across severd
categories.

States and municipalities are contributing to
the green construction trend by incorporating
green features into building codes or offering
tax incentives for property ownersto earn a
green certification.

The role that the green rating systems play
in the valuation of green buildingsis central to
the liability insurance issues arising from green
construction.

Professional

Observers agree that third party certification
for green buildings will contribute to vastly
expanded professiona liability for architects
and contractors.

According to Chicago attorney Gary Cole,
himself alicensed architect, “unfulfilled expec-
tations’ will be the leading cause of green-
related litigation between project owners, on
the one hand, and those who design and build
green structures, on the other.

“*Unfulfilled expectations isasmplified
way of referring to some manifestation as a
breach of contract,” Cole writesin his“Green
Goblin” web series. “Breaches of contract can
arise by violations of expressed terms or
implied terms”



According to Cole and
others, a casua statement or
ambiguous contract provision
that expresses a commitment to
produce a green building can be interpreted
as awarranty that it will meet the standards
for acertain level of green certification.

In some cases, a certain level of green certi-
fication is required for aproject to earn tax
credits or other benefits. Failure to attain the
rating would result in an economic loss.

The best-known liahility case to date arising
from green construction is Shaw Development
v. Southern Builders, in which the former
sought compensation for $635,000 in state tax
credits lost after a project to build aLEED
slver-level building was delayed. The case was
settled out of court.

Professional lighility policies generally
exclude coverage for breach of awarranty or
loss of economic damages.

However, according to Cole, there may il
be an exposure for the professiond liability
carrier if an architect or contractor holds
himself out as a specidist in green
construction, and that assertion is used to hold
them to a higher standard of care.

Negligence in failing to meet a standard of
care is more commonly covered under profes-
siond liahility policies.

Meeting such a standard is complicated by
the fact that green certification involves the use
of innovative materias and innovative
processes for installing them. What's green
today won’t necessarily be green tomorrow, or
at least the same level of green, asthe
standards change.

General

While the potentia for professiona and
contractual liability claims arising from green
congtruction is rea and growing, observers are
less sure that green construction will lead to
appreciable growth in exposure under
commercid genera liability policies.

“It's hard to envision how green
construction would result in any type of bodily
injury claim that would not be otherwise
covered under a standard CGL or workers
compensation policy,” says Richard Cohen, a
Buffalo, N.Y., attorney who addressed green
construction liability and other issues at this
year's CPCU Annua Meseting in Denver.

“If a contractor uses a‘ green’ material such
as bamboo and it collapses, causing injury, this
could be covered under a CGL policy and
arguably, results from green construction,”
Cohen saysin remarks to Viewpoint. But, he
adds, that is no different from abodily injury
claim resulting from any other type of
construction.

“Thisis not the type of ‘green’ clam we are
normally thinking of, such as breach of
contract for failure to obtain LEED certifi-
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“It is difficult to
envision a true
general liability
claim because
the claims and
damages are
economic and
contractual in
nature.”

— Richard Cohen
attorney
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“It’s all unknown.

That’s part of

the problem.

It’s all so new.”
—Linda Giffin

senior vice president
Argo Insurance

12

cation, or loss of marketability,” he says. “Itis
difficult to envision atrue general liability
claim [between property owners and
contractors] because the claims and damages
are economic and contractua in nature,
limiting the applicability of a CGL policy.”

Asfor contractud liability, Cohen says that
CGL coverage for contractual lighility is
generaly limited to insured contracts where a
policyholder assumes the tort liability of
another party.

“Even if you assume that a contract claim
from failed green construction constitutes a tort
claim, there is a strong possibility that ‘your
work’ or ‘your product’ exclusions would apply
to preclude coverage,” he says.

Damage

Generdl liahility for damage to green
property is potentidly a different matter,
however, as green property has value not only
for its physical properties and mechanica
operations, but for its beneficial impact on the
environment.

“What if something physical happensto a
green building that compromisesits green
design or green materias, but the property may
till be usable in the traditional sense?’ asks
Cale. “What are the legal and insurance ramifi-
cations, especidly if the property was certified
and that certification was required for tax
breaks?’

Similarly, someone may try to claim
personal injury if their use or enjoyment of a
green property isimpaired by the actions of
another.

“There could be clamslike that,” says
Linda Giffin, senior vice president of Argo
Insurance, which has devel oped proprietary
policies for insuring the professional and
generd ligbility exposures of architects,
engineers, and contractors involved in green
congtruction.
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According to Giffin, anyone found liable
for damaging green property would have to pay
to restore it with “like kind and quality,” and
that “quality” could include meeting a green
certification standard--even if that standard had
been changed since the damaged property was
first installed.

“It could be just like the liahility for
meeting building ordinance costs,” she says.

Novelty

“That's certainly alega argument you can
make with a straight face,” says Shari Shapiro,
a Philadelphia attorney and a L EED-accredited
professiona who serves on the Delaware
Valley Green Building Council.

“Still, 1 do not believe green building
practice will create new forms of property
damage,” Shapiro says. “You'll find novelty in
[congtruction] practices and products, not
novelty in the type of property damage claims.”

That could change, says Shapiro, if green
property damage claims lead to other types of
companion claims.

“Could you claim that alossto green
property included aloss to reputation?,” she
asks” That's where ared novelty of claims
would comein.”

Clams like these are il in the realm of
speculation. Should they become red, however,
al generd liagbility insurers, not just those
writing green projects, could be subject to the
exposure.

“It'stoo simplistic to say that [property
damage liability] isal going to be the same as
it was,” says Cole” There are too many things
inplay.”

“It'sdl unknown,” says Giffin at Argo
Insurance. “That's part of the problem. It's dl
sonew.” M
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. ACTUARIAL & STATISTICAL

AAIS licenses Watson Wyatt’s
“Pretium” actuarial platform

In actuarid circles, there are no bigger names
than Watson Wyatt.

The globd consulting firm that rose to
prominence through its expertise in pensions and
employee benefitsis now expanding its presence
in property/casualty insurance, most notably
through its pending merger with Towers Perrin.

One of its Signature products is “Pretium,” a
comprehensive predictive modeling software
platform that allows actuaries to test and develop
predictive factors quickly and cost-effectively.

More than 500 insurers throughout the world
use Pretium, about 40 of them in the United
States.

And, now, AAISisone of them.

AAIS recently signed alicense with Watson
Wyaitt to utilize Pretium for itsinitiative to
develop rating plans that will rate individua
property perils and liability claims, and combine
them to produce afinal loss cogt. Theinitiative is
being undertaken first in the AAIS Homeowners
Program, and will later be expanded to other
lines.

“Pretium brings multivariate modeling and
sophisticated geographica spatial analyses to
AAIS" says Roosevelt Modey, aconsulting
actuary for Pinnacle Actuaria Resources,
Bloomington, 111

“These gpplications are being used by
insurersto help identify profitable segments,
fine-tune marketing initiatives, and incorporate
customer response modeling,” Modley says.
“Pretium streamlines the analysis process for
faster and more efficient modeling.”

As acomplement to its license with Watson
Wyatt, AAIS has dso signed a license with
Pinnacle to provide support service for
Pretium.

Data

The licensing of Pretium is one aspect of a
larger AAIS initiative to utilize predictive
analytics on behalf of its member companies,
says Paul Baiocchi, president.

According to Baiocchi, AAIS has acquired
data on approximately 100 different potential
variables that can be tested for predictability of
loss.

Nearly 60 categories of data have been
acquired from the U.S. Census Bureau,
including data for geographic areas on housing,
population, transportation, and other categories.

In addition, nearly 40 categories of data on
crime and weather conditions throughout the
U.S. have been acquired from a firm that
provides demographic and industry data to
other companies.

“This external information enriches our
dataresources,” says Baiocchi.
@y 70+ “Combined with our robust data

LI 3034 respond to companies of all sizes
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5% {2523 that are seeking more refined infor-

mation for rating policies”



“Itis centra to our mission of helping
companies compete” he adds.

Capability

The role of Pretium in that mission,
Baiocchi says, will beto allow AAIS actuaries
to efficiently test a series of varigblesto
determineif and how they are uniquely signif-
icant in predicting loss.

“Insurance datais often ‘noisy,” and can
present problems for the accurate analysis of
risk and behavior,” says James Tanser, global
leader of Watson Wyatt's Pretium and
predictive modeling teams.

“Pretium has been designed to cope with
the problematic data often found, and will
identify and correct several common
problems”

According to Tanser, Pretium operates as a
separate program alongside the SAS datistical
application, essentidly telling the SAS what to
do without requiring complex code.

“While many of the techniques in Pretium
are standard for the insurance industry, Pretium
includes some unique functionalities not found
inrival software” Tanser says.

“In particular, Watson Wyatt has extended
the functionality of SAS by writing two proce-
duresfor it that are available only to Pretium
users” he adds. “These allow for faster appli-
cation of generalized linear modeling and
spatia smoothing.”

Rate impact

Once final models and new indications have
been developed, Pretium helps analyze the
impact they will have on current and potential
customers.

“Will any segments receive large premium
increases?’ Tanser asks. Are cross-subsidies
present in the indications?

“Pretium allows users to understand the
impact of rate changes at apolicy level,” he
says. “This dlows managers to fine-tune the
final selected rates”

Understanding customer behavior is
increasingly important in pricing, Tanser adds,
and many insurers are combining models of
customer behavior with models of risk,
something Pretium can help them do.

“Pretium will dlow usto anayze new
rating variables and old rating variables to a
degree that couldn’t be done before,” says Greg
Jaynes, AAIS chief actuary. l
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By Kathy Donovan,

senior compliance counsel,
Insurance Compliance Solutions
Wolters Kluwer Financial Services

2009’s
Legislative and
Regulatory
Activity Puts
Increased
Demands

on Insurers

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@AAISonline.com, or by calling
800-564-AAIS

Clearly, 2009 has been an especidly active year for
those who monitor legidative and regulatory activity at the
state and federal levels. Judging from the current climate, it
appears this trend will continue as we look ahead to the
coming year.

From January through September 2009, Wolters Kluwer
Financial Services determined that more than 11,000
pieces of legidation with potentia effects on the insurance
industry had been introduced in Congress and the state
legidatures.

Thisis more than an 80% increase over the same period
in 2008, and approximate 60% more over the same period
in 2007. While this activity was spread across different
types of insurance, it is interesting to note that approxi-
mately 30% would affect all lines, while amost 20%
specifically addressed property/casualty issues.

Consumer protection initiatives continued to play an
important role in 2009, and P/C insurance was not exempt.

Earlier thisyear, legidation to restrict or prohibit the use
of credit information in underwriting or rating was intro-
duced in nearly haf the states. While most of these bills
failed to win final passage, two that did exemplify the types
of consumer initiatives we have seen:

e Indiana HB 1246 prohibits insurers from including a
late payment with amedical industry code in the credit
information used for underwriting and rating. (This
adds to an existing list of restrictions on the use of neg-
aive credit information.)

Illinois HB 418 provides that an insurer must notify an
applicant or insured if the carrier uses credit informa-
tion to deny, cancel, or non-renew a policy of persona
insurance. The consumer must also be given an oppor-
tunity to explain the reason for any negative credit
information.




The lllinois bill also requires insurers that use credit
information in underwriting or rating to re-underwrite and
re-rate a persona insurance policy at annua renewad if
requested by an insured or the insured's agent. (The law
lists specified circumstances when thisis not required.)

Rate and form filing issues were also addressed in
some states.

Connecticut’s persond lines flex-rating law was
extended to July 1, 2011. Under the law, persond lines
rates can take effect on the date they arefiled, aslong as
they do not produce an increase or decrease greater than
6% in the state-wide aggregate for all coverages subject to
thefiling. This flex-rating provision, which combines
rating flexibility and consumer protection, was originally
scheduled to expire on July 1, 2009.

While Connecticut focused on personal lines rate flexi-
bility, Michigan reversed along-standing policy on the
filing of homeowners and auto forms. Effective July 1,
new or revised personal automobile forms were required to
be filed for approval; the same mandate took effect Sept. 1
for homeowners.

This reinstitution of “prior approval” of persond auto
and homeowners forms reversed, for those lines, a
regulatory policy ingtituted in 1997 that exempted
propriety forms from filing requirements. Forms filed by
AAIS and 1SO on behdf of their members continued to be
subject to filing requirements after 1997, and are not
affected by the latest change in palicy.

Cancellation and non-renewal issues also played a
prominent role in states this year. Maryland enacted four
bills on this topic. Two of them are noteworthy:

HB 165 establishes permitted reasons for midterm
cancellation of personal, homeowners, commercia, or
motor vehicle liability insurance. An additiona reason,
“Conviction of Arson,” is now permitted for use by
homeowners insurers.

HB 162 requires an insurer to notify a named insured
of any increase in premium for commercia or workers
compensation insurance not less than 45 days before the
effective date of apolicy renewal. The law providesthat a
reasonable estimate of the increased premium is

acceptable.

Apart from these new requirementsin Maryland,
Minnesotais taking a“ pre-emptive’ position in estab-
lishing cancellation processes for new business.

Effective Jan. 1, 2010, Minnesota HF 1853 requires
insurers to provide written notice to all homeowners
indicating, in bold print, “THE INSURER MAY ELECT TO
CANCEL COVERAGE AT ANY TIME DURING THE FIRST
60 DAY S FOLLOWING ISSUANCE OF THE COVERAGE
FOR ANY REASON WHICH ISNOT SPECIFICALLY
PROHIBITED BY STATUTE.”

However, the Minnesota law provides that the insurer
or its agent can refer applicants to the insurer’s website, if
the statement is posted there, as long as the applicant is
notified that he or she can request awritten copy of the
notice.

Given the wide range of legidative and regulatory
activity affecting the insurance industry in 2009, whether it
is credit scoring, rating, underwriting, or claims, there
appears to be no waning of interest in insurance regulation.
And with 2010 just around the corner, the industry should
continue to expect to see other states evaluating smilar
proposals next year.

The volume and breadth of activity requires diligence
by insurers to monitor legidative and regulatory activity
and implement processes to comply with new directives.

As senior compliance counsel for Wolters Kluwer
Financial Services' Insurance Compliance Solutions group,
Kathy Donovan monitors regulatory activity and assists in
content management for property/casualty and life/health
compliance tools, incorporating regulatory requirements to
help meet insurers’ needs. Sheis also the primary
contributor to Wolters Kluwer Financial Services
Compliance Corner, an online source for insurance
regulatory trends.

Kathy holds a J.D. from Suffolk University Law Schooal,
an M.B.A. from Babson University, and a B.S from Suffolk
University. She has provided expert commentary on
compliance issues for various publications, including
Insurance Networking News, National Underwriter,
Insurance Compliance Insight, and Claims. ll
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April 11-13, 2010

Sanibel Harbour
Resort & Spa
Ft. Myers, Fla.

Where insurance leaders
come together to explore
product issues, discuss
solutions, exchangeideas. . .

Every insurer’s product line is profoundly affected by new
developments in science, law, economics, politics, and socia
values. The Main Event is the place to be for property/casualty
executives who want their products and strategies 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 alevel targeted toward
CEOs and heads of operational units.

AAIS had arecord turnout for its 2009 Main Event and
interest is aready strong for 2010. 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://www.sanibel-resort.com




Quarantined Continued on page 19

be priced a unacceptably high levels.

That's important because, today, the effects of a
pandemic are widely feared but largely unknown, at least in
the United States.

Also, the sample liability exclusion, drafted to be a
counterpart to the property exclusion, applies more broadly
than communicable disease exclusons.

“The sample virus or bacteria exclusion for ligbility
doesn’'t depend on the transmission of adisesse”
Summerlin says. “It addresses liahility that arises from
exposure to any microorganism capable of causing disease
or physical distress.

“And, while the sample exclusion is primarily intended
to address premises-related exposures, its application is not
limited to locations owned, operated or controlled by the
insured.”

Summerlin expects AAIS's new communicable disease
exclusion to be widely approved by regulators, and that
many AAIS affiliates will opt to implement those rather
than file the virus or bacteria exclusion independently.

Insurers willing to be among the first to test regulatory
tolerance for the virus or bacterialiahility exclusion can use
the AAIS sample as the basis for a counterpart to the virus
or bacteria exclusions filed and approved for property

INS PRO a fully integrated Insurance Processing System

Complete Policy Management Rating, Quoting
and Policy Issue fully supporting AAIS Lines
in multiple states

Premium and Loss Accounting Billing and Claims

Management Information and Supplemental File
systems for complete system reporting

System Security Controls Agent On-Line Access
Web Quoting and SQL Database

Town and Country Computer Services, LLC
3418 Carman Road - Schenectady, NY 12303
(800) 388-7779 » sales@tccs-inspro.com
Www.tccs-inspro.com

Customized for your needs.

Interfaces with Document Management and
Workflow Systems - Mortgagee Notification -
Accounting Packages - MIB Inspections -
SDN Search - EFT - and MS MapPoint

Policy & Claim number link with imaged files
Friendly Professional Support and Training
Affordable for even the smallest companies
Robust to grow with larger companies

MSP Medicare Reporting

Fall 2009 VIEWPOINT 19



20

AAIS Compliance Guide
expanded and updated

A revised, expanded edition of the

AAIS Compliance Guide was

released in October.

The Compliance Guideisa
comprehensive resource of infor-
mation on rate and form filing
requirements, plus other regulatory
compliance information, for all 50
States, the District of Columbia, and
Puerto Rico.

The latest edition of the guide has
been expanded with two new
sections:

e A “Confidentia Filings Request”
section has been added to provide
an overview of state requirements
for filed materials to be consid-
ered confidential; and

* A “Sample Letters’ section has
been added to provide informa-
tion that companies could include
in their letters when seeking to
adopt an AAISfiling.

Among the revisions to existing
content is an updated list of states that
require filings to be made using
“SERFF” the System for Electronic
Rate and Form Filing devel oped by
the National Association of Insurance
Commissioners (NAIC). Thereisaso
information on states that have

adopted the NAIC's policy coding
matrix and/or implemented electronic
funds transfer (“EFT").

Also, an updated section on
“Applications, Binders, and
Certificates of Insurance” isincluded
with the permission of ACORD, Inc.

The Compliance Guideis
provided for no additiona chargeto
al AAIS affiliated companies. Non-
AAIS companies interested in
purchasing the Compliance Guide
will find an order form online.

Punitive damages
exclusion developed
for Yacht coverage

AAIS recently released anew
punitive damages exclusion in the
Yacht section of the Inland Marine
Guide.

The new exclusion was developed
in response to arecent U.S. Supreme
Court ruling, which held that injured
crew members may be entitled to
punitive damages even when there is
coverage for their injuries under the
JonesAct, a1920 law that alows
injured merchant sailors to sue vessel
owners.

While the ruling specificaly
addresses liability under the Jones
Act, the possibility exists for punitive
damages associated with liability
losses covered under the Guide's

Yacht forms. The latest exclusion was
developed to address that.

A punitive damages exclusion is
currently available under the AAIS
Boatowners Program, the country’s
first standardized program of policy
forms and rating information for
insuring small, privately owned
watercraft.

For information on affiliating
with AAIS for use of the Inland
Marine Guide or Boatowners
Program, contact Rick Maka,
director of marketing, at
rickm@AAI Sonline.com, or by
caling 800-564-AAIS, ext. 222.

Robert Guevara speaks
on builders’ risk at
CPCU annual meeting

Robert Guevara, AAIS vice
president of inland marine, presented
an overview of builders’ risk
insurance at the 2009 CPCU Society
Annua Mesting and Seminars, held
Aug. 28-Sept.1in
Denver, Cal.

In his presentation,
Guevara explained the
digtinctions between
policy forms covering
scheduled jobsites,
those providing blanket coverage for
unscheduled jobsites, and those
providing coverage for renovation
and rehabilitation projects.

He aso explained AAIS's new
distinction between “additiona
construction expenses’ and
“additional soft costs,” aswell asthe
“green” coverages introduced as
endorsement optionsin July 2009.

Those features are found in the
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Builders Risk section of the AAIS
Inland Marine Guide to policy forms,
rating procedures, and other infor-
mation for the traditionaly nonfiled
classes of inland marine insurance.

AAIS to file revised
loss estimates
supplements for
Commercial Liability

AAIS hasfiled arevised
Commercia Liability loss estimates
supplement, otherwise known as
information for ‘ ()’ rated risks. The
supplement has been filed in 27 states
that require it to be filed and made
available in others; the effective date

in al states will be June 1, 2010.

The supplement provides
estimated |oss information for
approximately 360 classifications for
which there are no loss costs in the
most recent version of AAIS's
countrywide Commercia Liability
manual. (The manua includes over
1,170 risk classficationsin all.)

The latest loss estimate
supplement includes a new feature
indicating the relative degree of credi-
bility for loss estimates provided
under each class. Companies affil-
iated for the AAIS Commercid
Liability Program can usethe AAIS
loss estimates in devel oping their own
risk-specific rating information.

Revised forms and
schedules issued in the
Inland Marine Guide

AAIS recently issued revised
forms and accompanying schedulesin
the Miscellaneous Forms and
Miscellaneous Floaters classes of the
Inland Marine Guide.

The forms and schedules being
revised are those for Irrigation
Equipment Coverage, Scheduled
Property Coverage, and Mobile
Equipment Coverage.

Under each of the three revised
forms, language has been added
specifying that the debris removal

Continued on next page

The Contractors & Builders Conference
is the home of the CISC Designation. The Cet
Insurance Specialist in Construction is a cha
program that is extremely specific to th
servicing and underwriting construction

LEARN about Construction Insurance
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coverage extension appliesto the
cogts for demolishing and clearing
damaged property, and removing the
debris.

In addition, each new form
supplants the term “Newly Purchased
Property” with “Newly
AcquiredProperty,” to address
property that has been obtained
through leases and other means, in
addition to purchase.

Other revisions have been made
to each form individualy.

Wisconsin institutes
disclosure requirement
for auto med pay and
UM/UIM coverage

An emergency order from the
Wisconsin Office of the
Commissioner of Insurance imple-
ments a new disclosure requirement
for companies writing commercia
genera or umbrellaliability insurance
with auto coverage limited to non-
owned and hired autos.

Under the order, insurers must
disclose to applicants and insureds
whether acommercia genera
ligbility (CGL) or umbrella policy
covering only non-owned/hired autos
provides coverage for auto medica
payments, uninsured motorists, or
underinsured motorists. The
disclosure must be made in writing
either on an application form or
included with the delivery of a palicy.

But, under the regulation, insurers
are not required to provide
uninsured/underinsured (UM/UIM)
motorist coverage or auto medical
payments coverage on CGL or
umbrella policies which limit auto

liability coverage to non-owned and
hired vehicles.

In light of the regulation, AAIS
will continue to provide non-
owned/hired auto liability coverage
endorsements under seven of its
programs, but those endorsements do
not have policy language, rules, or
rating information for UM/UIM or
auto medica payments coverage.

Those programs are: Agricultural
General Liability, Artisans,
Businessowners, Commercial
Liability, Farmowners, Homeowners,
and Mobile-Homeowners (in the last
three, the endorsements are for the
Home-Based Business Coverage
Part).

The AAIS Commercial Umbrella,
Farm Umbrella, and Personal
Umbrella programs include endorse-
ments that provide UM and/or UIM
coverageif:

» Auto coverage, other than hired
and non-owned auto coverage, is
included in the underlying insur-
ance; and

e The umbrella UM/UIM coverage
is accepted by the insured.
Regarding coverage for medical

payments, the Wisconsin order refers
to the type of “med pay” typicaly
found in auto policies, which is
coverage for injury to permitted
occupants of an insured auto. AAIS
policies do not offer this type of
coverage, and program users will
have to disclose that.

(The med pay coveragein AAIS
policiesisthe type found in standard
non-autto liability policies; it pays for
relaively low-cost injuries to third
parties, whether theinsured isliable
or not.)

Non-highway vehicles
now subject to lllinois
insurance requirements

AAIS has submitted filingsin
Illinois to address a new dtate law
affecting liability coverage for the use
of non-highway vehicles.

An lllinois statute, effective Jan.,
1, 2010, makes any person operating
anon-highway vehicle on apublic
road subject to the state’'s mandatory
motor vehicle insurance requirements.

The AAIS
filings will
address
liability
coverage
under
forms
that
provide
personal
and/or farm liability
coverage, including the AAIS Home-
Based Business Coverage Option.

The Illinois Department of
Insurance has advised AAIS that the
filings will not be reviewed until
internal issues have been resolved,

For now, new palicy provisons
are proposed to exclude coverage for
liability that arises out of a non-
highway vehicle being operated on a
public road, with an exception for a
vehicle crossing aroad lawfully.

Also, in some lines of insurance,
the exclusions would not apply
to “implements of husbandry”

(e.g., trectors). H
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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




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

AAIS Welcomes New Affiliates

Aviva Canada
Century Mutual Insurance Company
HISCOX

Tri-State Insurance Company of Minnesota

Claims and Loss Control ' o NETWORK with Farm Insurance Professionals

AVIVA

CENTURY MUTUAL INSURANCE COMPANY

s
HISCOX

Continental Western Group”®
Tri-State Ins. Co. of Minnesota
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MAIS

American Association of Insurance Services

1745 S. Naperville Road
Wheaton, IL 60189-5898

Small businesses,
Big opportunities

Small businesses constitute the
largest and fastest growing segment
of the U.S. economy.

But, you don't win small business
accounts spending time on filings
and program maintenance.

You win accounts by serving
market needs.

Good news.

We've done the maintenance,
so you can do the marketing.

Look to AAIS for programs
that will help you compete for
more than 200 classes of
small business accounts.

Artisans Program

Forms, rules, and rating information
for insuring artisan contractors.

Businessowners Program

A program of forms, rules and
rating information for insuring an
expanded range of apartment,
office, and business operations,
including restaurants.

For information, contact Rick Maka
at rickm@AAISonline.com,
or by calling 800/564-AAlS.
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