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Tools and Talent for Execution and Excellence

The first day’s business program of the Main Event was devoted to twin perennial challenges facing AAIS and its
member companies: The recruitment and retention of capable talent, and the acquisition of analytical tools to
make them more productive and competitive.

Make Talent Your Top Priority
Marty Becker

Although faced with a growing range and complexity
of business concerns, successful insurance CEOs will
devote at least a third of their time, and preferably
more, to attracting and developing high-performing
human resource talent.

“Talent is the
most important
differentiating
factor in
our industry.”

That was the message from Marty Becker, opening speaker of the AAIS Main
Event conference, April 7-9 in Ponte Vedra Beach, Fla.
“Talent is the most important differentiating factor in our industry,”
said Becker, president and CEO of Bermuda-based Alterra Capital. “Many
of the technical tools you can buy. But the difference between someone
working at 80% of capacity and somebody working at 110% of capacity is
their motivation.”
“You’ve got to have every bit of a planned and disciplined approach to the
human side of your business, to your workforce, as to the technical side of
your business.”
Alterra’s efforts to establish a “world class talent organization” are founded
on four operative principles, Becker said:
■ A commitment to a “talent culture,” embodied in the expectation that
senior executives will spend 30%-50% of their time developing people
and their capabilities;
■ Regular, consistent, and rigorous performance management;
■ Clear communication of career paths and roles to motivate employees
and foster engagement; and
■ Systematic efforts to recruit new talent and retain existing talent.
Regarding the last point, Becker urged the audience to participate in efforts
to promote the benefits of insurance careers to young people entering
college, in college, or recently graduated.
No matter what CEOs do, Becker said, employees “have to believe in
themselves, and take responsibility for their part of the equation. They’ve got
to own the results that are coming out of their units. It all begins with them.”
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Whether You Build or Buy, You Need to
Own Your Analytics
Tom Hettinger

A decade ago, an insurer might have stood out from
its competitors by using only one data-based analytical
tool. Today, insurers are deluged with options for
using analytical tools in an ever-intensifying vortex of
competitive pressures.

“You’re regularly
having people ask
you about some
new thing they
want you to buy.”

“Analytics are constantly being thrown at you,” said Thomas Hettinger in his
presentation at the 2013 AAIS Main Event. Hettinger is property/casualty
practice leader for the Americas with Towers Watson, a leading international
actuarial consulting firm.
“You’re regularly having people ask you about some new thing they want you
to buy,” he said.
According to Hettinger, predictive analytics are now mainstream applications
in three areas of the insurance enterprise:
■ Capital management, where analytics are used to manage investment
asset mix, reinsurance, insurance portfolios (including probably
maximum loss exposures) and a company’s resulting overall risk profile;
■ Predictive modeling, where analytics are being used to refine class plans
and underwriting rules, optimize prices and portfolio performance, and
to implement usage-based insurance plans; and
■ Operations, where analytics are being used to establish reserves, monitor
claims, and manage inspections.
To select effectively among the options, he said, companies are advised to
follow a structured process rigorously comparing the costs and benefits of
customized and pre-packaged applications of analytics.
When confronted with the common decision whether to “build, buy, or rent,”
Hettinger added, companies should look for a solution that includes the
flexibility to switch from one mode to another as circumstances warrant. But
whatever choice insurers make among the three basic options, a company
will be held accountable by regulators and rating agencies as if it were the
sole owner and developer of an application.
Referring questions to a third party will not be well-received, according to
Hettinger. “You need to own this process,” he said. “You need to understand
it enough to actually believe in it.”
Also, he warned, beware of the time-honored practice of trying to copy the
underwriting, pricing, and/or claims strategies of your larger competitors.
Referring to “me too” pricing strategies, he said “there are so many things
involved in a me-too strategy that you just can’t do that. “If you don’t have all
those other pieces, you may be [taking on] risks you did not really want.”
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Executive Panel: Tools and Talent Can Lead to Transformation
Edmund J. Kelly | John Clifford | R. Douglas Haines | Dave Kaufman
Today’s new analytical tools are valuable, even revolutionary, but the
principal factor of any company’s success is a core of competent, committed
people. That message emerged from a panel discussion of insurance
executives at the 2013 AAIS Main Event.
Edmund J. Kelly, AAIS president and CEO, moderated the discussion and
led off by saying that, “human resources is the number one function in
an organization.” At AAIS, Kelly added, “I expect all of our leaders (managers)
to think like an HR director.”

“Profit and loss
provides a great rearview look on how
you’ve done in the
past, but a focus on
people is going
to give you a view
of the future.”
Ed Kelly

Reflecting on his early career as an accountant analyzing profit and loss
statements, Kelly asked the audience, “How much time do you spend
discussing profit and loss, and how much time do you spend discussing
people in your company? Well, profit and loss provides a great rear-view look
on how you’ve done in the past, but a focus on people is going to give you a
view of the future.”
Following up on Kelly’s comments, John Clifford, executive vice president of
human resources in the St. Paul, Minn. office of Travelers Insurance, noted
that, “At Travelers, we have a workforce statement that is akin to a profit
and loss statement. Every business unit has an understanding of what’s
happening financially and what’s happening on the human capital side.”
Travelers still looks for technical, analytical, and financial skills in its talent
recruitment efforts, he said, but “As we’ve become larger and more complex,
we’ve had to add to that some ‘EQ’ (emotional intelligence) skills, in terms of
group and personal leadership, collaboration, and focus on team results.”
Operating from the small city of Piqua, Ohio, Buckeye Insurance Group needs
to nurture and retain its talent, and to extend their capabilities with analytical
tools, according to R. Douglas Haines, president and CEO.
Haines described two processes where the company acquired applications for
refining its auto pricing and managing its building property concentrations.
“We made [these acquisitions] a cultural thing,” he said. “Everyone from the
mail room on up was involved.”
Acquisition and development of tools and talent inevitably involves change,
said the fourth panelist, David Kaufman, president and COO of Motorists
Insurance Group, Columbus, Ohio. Effective management of the change
depends on three intangibles, Kaufman said:
■ A common understanding of the company’s operating environment;
■ A clear understanding of the company’s “targeted state”; and
■ A disciplined process for pursuing its goals.
“If you are missing any of these three,” Kaufman said, “you’re not going to
achieve the transformation that you’re after.”
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AAIS’s Talented Team: Data and Operations

On the second day of the program, Main Event attendees heard from three new members of the AAIS leadership,
selected for their experience in data analysis and operations to help lead the organization.

Moving beyond ‘Big Data’ Hype to
Actionable Information
Bill Bickerton

How would P/C insurers benefit from a program to
distribute prescription drugs to residents following
a disaster? Bill Bickerton, AAIS vice president of data
analytics, posed that question to Main Event attendees.
After a long pause, an answer emerged: If residents could get their drugs at
home, they could stay with their properties, and reduce the potential for loss.

“Tools, technology,
and personnel
specialties, such as
data scientists, have
moved “big data”
from marketing hype
to just how we
do business today
in analytics.”

“There are other reasons, too,” Bickerton said. “If the residents are at home,
there’s less chance the homes will be robbed and vandalized. So, even
something that doesn’t look directly related to property loss, can be related.”
Bickerton cited two examples of DirectRelief International, which helped
distribute medications following Superstorm Sandy, plus the storm
restoration work of Team Rubicon, an organization of military veterans who
volunteer for disaster relief work, as successful demonstrations in utilizing
data for fast, effective decision-making. Both organizations utilized software
developed by Palantir, a firm that develops data fusion platforms.
The hype over “big data” has crested, Bickerton told the audience. “Tools,
technology, and personnel specialties, such as data scientists, have moved
‘big data’ from marketing hype to ‘just how we do business today’ in
analytics,” he said. “‘Big data’ is just another tool in the analytics toolbox, not
a ‘silver bullet.’”
Bickerton explained that it takes a crest a long time to completely run to
ground, so companies should expect a lot more talk about “big data.” But
those that “get it” are now using big data to help drive business decisions.
Insurers must be selective in how they devote resources to data gathering
and analysis. Yet, they must remain agile to make the connections that
allowed DirectRelief and Team Rubicon to respond quickly.
“All this new data is great, it’s fun,” he said, “but if it’s not actionable, it’s not
very valuable.” Companies tend to overvalue and undervalue their data at the
same time, Bickerton said. “If you’re not using your data and not investing
in it, you’re undervaluing it,’ he said. “But as soon as the data brokers come
calling, suddenly you find it’s worth a lot of money to you.”
AAIS is committed to helping insurers add value to their data, Bickerton said,
adding that AAIS is eager to work with any company to improve its data.
“Together, let’s make that data valuable,” he said. “Let’s take it to the next level.”
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The Growing Supply Of, And Demand For,
Insurance Data
Don Parkes

Twenty years ago, underwriters thought they were doing
a good job if they could determine what county or ZIP
Code a property was in. That doesn’t cut it anymore,
said Don Parkes, AAIS vice president of sales, in his
address to the AAIS Main Event.
“Today,” said Parkes, “you’re dealing with individual parcel records or
GPS locations.

“When you think
about the expense
of collecting data
and obtaining data,
if it just offsets one
claim, it will probably
pay for 10 years of
that effort.”

“If an inspector goes onsite, there’s no excuse for him or her not to come
back with building-specific longitudes and latitudes–not one longitude and
latitude for four buildings in an office campus, but rooftop geocodes for all
four buildings.”
If one thought that Parkes’s fixation on locational accuracy was overkill, he
demonstrated in two exhibits the dramatic difference in flood exposure of
two adjacent buildings in the same complex.
“Having good location data is the foundation on which all other data of an
insurer will be built,” he said.
Parkes came to AAIS in February 2013 from CoreLogic, a leading information
and analytics firm, where he was vice president for insurance solutions.
Parkes addressed the Main Event principally as an expert on trends in the use
of data in property insurance.
“We’ve come from an environment where data was incredibly scarce, and
what data was available typically wasn’t very good,” he said. “It usually
wasn’t granular enough to do the job we were being asked to do, but the
industry used it anyway simply because there was no better answer.
“Today,” Parkes continued, “data is largely limitless,” but using it for
competitive advantage is necessarily a costly undertaking.
According to Parkes, CoreLogic has added value for insurance purposes to
public data available to all types of organizations.
“Having the right answer does cost money,” he said. “You can’t talk about
being cheap with data that’s really mission-critical.
“At the end of the day, when you think about the expense of collecting data
and obtaining data, if it just offsets one claim, it will probably pay for 10 years
of that effort.
“Paying for data that’s specifically developed for insurance purposes is usually
well worth the effort.”
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Defining and Delivering “Customer
Engagement”
Truman Esmond

“Customer engagement” is a new department at AAIS
that builds upon the organization’s history of customer
service while seeking to expand the depth and breadth
of that service.
Truman Esmond, AAIS vice president of customer engagement, explained his
new role and AAIS’s new emphasis in his address at the Main Event.

“Our programs have
to be easy for you
to use. We want to
be more integrated
into your operations
so you can use our
programs to your
best advantage.”

“A key to customer engagement is that our programs have to be easy for you
to use,” Esmond said. “We want to be more integrated into your operations
so you can use our programs to your best advantage.”
A prime example of AAIS’s drive to become more integrated in company
operations is a recent initiative with FJA-US, Inc. to use the latter’s “Product
Machine” platform to provide a rating module for policies based on the AAIS
Commercial Output Program (COP).
The COP rating module is due to be released in 2013, Esmond said, and
similar modules will be developed for most, if not all, AAIS programs.
“This is a new relationship of strategic importance both to AAIS and to our
members,” Esmond said.
“One of the challenges we’ve seen in our customers is an IT backlog.
They often don’t want to see form changes because of the IT work they
would require.
“We want to alleviate that. We want to take some of that back office
overhead off of your plate.”
According to Esmond, the FJA Product Machine will allow AAIS to deploy a
core program and the computational logic that supports it, along with statespecific variations.
Company programs will be able to incorporate program updates immediately
without necessarily incurring IT work and expense, yet companies will be able
to implement and retain company-specific variations.
In addition, Esmond said, AAIS customer engagement will involve new services
for “onboarding” new member companies, new features on the AAISdirect
online portal, and generally expanded outreach to member companies.
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AAIS’s Talented Team: Program and Actuarial Updates

A principal focus of the 2013 AAIS Main Event was to give attendees an opportunity to hear from new members
of the AAIS leadership team, and to hear President and CEO Edmund J. Kelly describe new initiatives underway
at the organization. The core work of AAIS did not stop during the leadership transition, however, and attendees
heard about developments in AAIS forms and rating from two members of the leadership team.

Pushing Forward on Program and
Rating Development
Debi Summerlin

As she has done for several years, Summerlin
summarized program enhancements and emerging
issues addressed by AAIS product development staff
over the previous 12 months (and reported in previous
AAIS communications).
Among other things Summerlin announced the imminent filing of a Homeowners
Program endorsement option to address a concern about coverage when an
insured dwelling is no longer occupied by the named insured.

Summerlin announced
the imminent filing of
a Homeowners option
to address coverage
when an insured
dwelling is no longer
occupied by the
named insured.

“There have been many cases pertaining to an insurer’s ability to deny
coverage in the event of a change in occupancy,” Summerlin said. “After
much deliberation, we drafted an optional endorsement intended to
exclude coverage for loss at the described location when the named insured
has been living at another location, on other than a temporary basis, for
more than 60 days.”
Also in Homeowners, Summerlin reminded attendees that AAIS has filed
an optional endorsement for excluding “cosmetic damage” caused by
windstorms (see the press release section of www.aaisonline.com).
Along the same line, Summerlin told the group that AAIS has developed
optional endorsements for its Homeowners and Businessowners programs
to implement actual cash value settlement terms (in place of built-in
replacement cost settlement) for damage to roof surfacing.
“These endorsements allow insurers to recognize that the life span of
the roof surfacing may often be much shorter than that of the rest of the
structure,” she said.
Summerlin reported that AAIS has been working to strengthen property
coverage exclusions in two areas:
■ Earth movement, where the definition of earth movement (primarily for
exclusionary purposes) in commercial programs has been expanded to
encompass natural and human-induce earth movement; and
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■ Pollution, where a new endorsement includes a detailed list of hazardous
substances and incorporates more by referencing federal registers.
The endorsement has been filed and approved under 20 programs
in Indiana, where the state supreme court had declined to enforce a
standard pollution exclusion.
“AAIS and/or our affiliates may choose to file these in other states where
there have been adverse decisions regarding the application of the pollution
exclusion,” Summerlin said.
In the area of federal affairs, Summerlin said that AAIS was monitoring the debate
over the “disparate impact” rule promulgated by the U.S. Dept. of Housing and
Urban Development and preparing filing action in anticipation of the renewal,
modification, or expiration of the Terrorism Risk Insurance Program.

Zalesky announced
that percentage
wind/hail
deductibles were
introduced in
all inland states.

Pushing Forward on Program and
Rating Development
Anton Zalesky

In his presentation, Zalesky detailed how AAIS
had incorporated information developed for its
Homeowners By-Peril Rating Plan into a separate,
updated composite rate plan that is also maintained for
the Homeowners Program.
Among other enhancements made to the AAIS Homeowners composite
rating plan, Zalesky announced that percentage wind/hail deductibles were
introduced in all inland states, and loss cost charges have been introduced for
liability hazards such as dogs, swimming pools, and trampolines.
The Homeowners composite rating plan, retained and updated in addition to
the by-peril plan, demonstrates AAIS’s commitment to maintaining program
options for its affiliates.
That commitment is also demonstrated in AAIS’s initiative, described by both
Summerlin and Zalesky, to introduce acreage-based rating in several dozen
new farm classes in the AAIS Agricultural General Liability Program (AgGL).
When the AgGL was introduced, AAIS set a standard by developing salesbased rating with a commodity price stabilization mechanism. This year, AAIS
responded to member companies who wanted to retain traditional acreagebased rating for small- to mid-sized farms, those with $1 million or less in
annual farm revenues.
The acreage-based rating, Zalesky said, “eliminates having to capture and
audit receipts for small to medium sized farms.”
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Following lunch on Tuesday, attendees heard a leading expert address emerging international pressures on U.S.
insurance regulation.

Global Pressures May Come to Bear
on U.S. Carriers
Tracey Laws

Property/casualty insurers accustomed to being
regulated by the states should brace themselves
for potential fallout from national and international
deliberations on insurance regulation.
Tracey Laws, senior vice president and general counsel for the Reinsurance
Association of America, told attendees at the AAIS Main Event that regulations
over capital standards, corporate governance, and other matters will likely be
affected by activity that is occurring in Washington, D.C. and around the globe in
international forums.

“What’s going
on at the
international
level is coming
back to you.“

According to Laws, the National Association of Insurance Commissioners (NAIC), the principal advocate of the state
regulatory system, is responding to international regulatory developments and encouraging states to do the same.
”For example, you’re looking at potential changes to risk-based capital [standards],” she said. “The NAIC is asking,
Should there be a catastrophe charge? Should there be an operational risk charge?”
“[NAIC members are] making changes to corporate governance [standards]. They’re making changes to the Model
Holding Company Act.”
Many of the proposed changes arise from developments at the International Association of Insurance Supervisors
(IAIS), an international forum created in the 1980s that has grown to include insurance regulators from more than
140 countries.
“What’s going on at the IAIS is coming back to you,” Laws told the audience. “It’s coming to the NAIC in some form,
it’s coming to the states, and it’s coming to companies ultimately.”
There is now another advocate for the U.S. insurance industry in international forums and in Washington, D.C.: the
new Federal Insurance Office (FIO), headed by Director Michael McRaith, former insurance commissioner of Illinois.
The office is gathering steam and has some overdue reports to produce, and Laws said that “when there is a
question in Congress about our business, there is someone tasked at the federal level in Washington to respond.”
The FIO will hopefully be an advocate for property/casualty insurers as they seek to have the federal government
renew the Terrorism Risk Insurance Program (TRIP), due to expire at the end of December 2014.
While the FIO works to organize its operations, respond to congressional inquiries, and represent the U.S.
insurance industry in international forums, it must also invest in a solid working relationship with the NAIC, state
regulators, and the industry” Laws said.
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Inland Marine Track

This year’s separate inland marine track at the Main Event was devoted to “Risks and Rewards in Contractors
Equipment,” a major inland marine class hit hard by recession conditions and catastrophe losses.

Small Parts Lead to Big Losses
Paula Fleming

“There have always been a lot of constants in contractors
equipment insurance,” said Paula Fleming, in her opening
presentation during the inland marine session of the 2013
AAIS Main Event.
“Bulldozers collide with things. Cherry pickers in the deep woods catch on fire.
Compressors, pumps, and forklifts are small and mobile and sometimes disappear.”
But none of those “constants” prepared Fleming and Crawford and Company,
where she is operations manager for the Southeastern hub, for the catastrophic
level of contractors equipment claims the firm adjusted for its insurer clients
following Superstorm Sandy.

“The overspray
pushed salt
water all over
the property and
the electrical
mechanisms of
the equipment,
causing a total loss
to each piece. We
had a total loss of
over $1M.”

Superstorm Sandy generated the highest number of insurance claims of any single event, Fleming reminded the
audience, even surpassing Hurricane Katrina (although, to date, Katrina still holds the record for the highest dollar
volume of claims).
Fleming related how an inland marine carrier Crawford represented wrote contractors equipment coverage for a
New Jersey firm west of the Hudson River with a $15,000 scheduled limit on each piece of equipment. Never did
they imagine that the equipment yard would be affected by flood or storm surge, but as the Hudson rose with
additional salt water during Sandy, wind-driven overspray struck the yard.
“The overspray pushed salt water all over the property and the electrical mechanisms of the equipment, causing
a total loss to each piece” she said. “We had a total loss of over $1 million.”
Inland marine insurance was once considered to have relatively low exposure to natural catastrophes, since much
of the insured property was mobile and could be moved to safety. In light of recent catastrophic-level losses in
inland marine, Fleming advised carriers to be more diligent in their underwriting and pricing.
In particular, she said, don’t let insureds use monthly reporting forms to avoid listing equipment they believe
won’t be subject to loss while not being used, because it still remains exposed to a disaster like Sandy. Also, she
advised the audience to use stated value in place of actual cash value (ACV) settlement terms whenever possible,
as it may be very difficult to determine ACV, especially on custom equipment, following a disaster.
A contractors equipment policy form should provide coverage for all rented and borrowed equipment, Fleming
added, as that would eliminate the potential for claim problems arising out of an insured’s failure to notify the
carriers of its exposure for rented and borrowed equipment.
“We’re getting more questions than ever regarding coverage for continuing expenses arising from losses for rental
equipment,” Fleming said.
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Brokers Pushing for Expanded Coverage
Mark Katz

Even as they come to grips with new levels of
catastrophe losses, inland marine insurers are facing
demands from brokers and insureds for expanded
coverage for contractors equipment.
Among other things, more and more brokers and insureds are looking to have
delay in completion coverage for contractors equipment losses provided in
their builders risk forms, according to Mark Katz

“A loss to equipment
can have a significantly
detrimental impact
on the insured.
Specifically, damage
to the equipment
could cause a delay
in the completion
of a project.”

Katz is an attorney with the New York City law firm Mound Cotton Wollan &
Greengrass who gave a presentation during the inland marine track at the
AAIS Main Event.
Contractors equipment losses are typically excluded in builders risk policies
and insured under separate contractors equipment floaters, Katz noted. “In
reality, however, a loss to equipment can have a significantly detrimental
impact on the insured,” he said. “Specifically, damage to the equipment could
cause a delay in the completion of a project.”
In response, Katz said, “we’re starting to see insureds and brokers looking to
get contractors equipment coverage into their builders risk policies.
“Then you have builders risk carriers trying to balance those requests without
being responsible for equipment that doesn’t belong to their insureds,
equipment that they don’t have the ability to inspect and assess.”
Katz added that any carrier willing to provide “buy back” coverage for
contractors equipment on a builders’ risk policy should be aware of how
complex construction projects can be.
“Know what you’re getting into, and how the loss of one piece of equipment
could bring an entire project to a halt,” he said. Insureds and brokers are also
asking for expanded coverage for equipment that suffered a partial loss, was
repaired and restored, but has had its warranty voided as a result of the loss.
“Even when a manufacturer does the repairs, it often walks away from the
warranty,” Katz said. As a result, insureds are seeking to claim total losses
in cases where damaged equipment cannot be fully restored to its original,
warrantied condition.
“Consequential loss or damage” beyond the physical loss is typically
excluded under contractors equipment forms, Katz said, and courts have
generally upheld such exclusions. However, a federal court in 2012 ruled that
“diminution of value” was “an element of loss to be recovered.
“Absent a specific exclusion, insureds will argue an entitlement to recovery
for the diminution of value of property associated with a loss of warranty,”
Katz said. “Policies should explicitly exclude diminution in value of insurers do
not plan on providing such coverage.”
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Managing Growing Exposures With
Shrinking Resource
Rich Soja and Mark Groenheide

Appearing as an expert panel and responding to the
presentations by Fleming and Katz, inland marine
professionals Rich Soja and Mark Groenheide spoke
about their challenges underwriting emerging new
contractors equipment exposures in an intensely
competitive market.

“As we struggle with
dwindling premiums,
staffing cuts, and
processing backlog,
I question how many
of us religiously follow
up on things”

“As we all struggle with dwindling premiums, staffing
cuts, and processing backlog, I question how many of us
accurately and religiously follow up on things,” said Soja,
senior vice president and chief marine officer for Aspen
Insurance, New York City.
Referring specifically to reporting of rental equipment, Soja said that, “with
margins so thin, how many of us actually go back to the insured and ask what
last year’s rental receipts were?
“We need every last bit of premium revenue, so at Aspen we’re going to do
that, and we’ll get some push-back from insureds.”
Responding to the increased frequency of catastrophic losses, Soja added
that, “we are starting to ask flood questions for contractors equipment, even
though it’s mobile, and the agents are actually pretty receptive to it.”
Groenheide, director of marine for Acadia Insurance, said catastrophe
losses are forcing inland marine carriers to look beyond past experience
and consider what their exposure will be in future years when sea levels are
expected to rise.
“All of this is related to changing weather patterns,” he said. “We have video
showing that rivers rose quickly (following Hurricane Irene in 2012) and
wiped out contractors equipment that would be considered by any insurer to
be very safe in fenced yards over 500 feet from any river.”
Groenheide predicted that contractors equipment insurers will promote
the deployment of telematics sensors in equipment so they will be able to
identify aggregations of exposure before a storm strikes.
Insurers could then provide monetary assistance to help get equipment
moved out of a hurricane’s path as they will know where their accumulations
are in real time, Groenheide said.
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Reports by the President

Edmund J. Kelly, president and CEO of AAIS, gave his first annual report as chief executive of AAIS at the opening
of the second day of the conference business program.

President’s Report
Edmund J. Kelly

About a year ago, I was given a charge by the board
to carry on AAIS’s commitment to service, but also to
accelerate its growth and expand its capabilities to
meet the growing needs of its members.
As we prepared for this meeting, a staff member
came into my office and said, “so much has changed,
which I expected, but so much has stayed the same. I
didn’t expect that.”

“We are keeping
the commitment
to service that our
members value.”

To our members here today, a lot of things haven’t changed, and one thing
that will not change is our commitment to service—which our members
expect and have come to value.
The most visible change is to the leadership team, [which is] an integration
of our well-established product development expertise with some new
capabilities [to make it easier] for our members to adopt, implement, and
maintain our programs.
Let me clarify that. We are keeping our commitment to service that our
members value and that also separates us from the competition, but we are
adding capabilities for delivery of our programs around ease of use.
Over the course of the conference you’ll be meeting members of our
leadership team. One of our new leadership team members doesn’t have a
formal speaking role, and I’d like to formally introduce her now.
This person has been key to much of my success as a leader over the
last decade, and will be central to the success and development of this
organization going forward.
Joan Zerkovich, our new senior vice president of operations, has a highly
accomplished career, both as an IT professional and as an operations leader. In
2006, she was named one of the “Elite 8,” recognition that’s given to the top IT
professionals in our industry by Insurance & Technology magazine.
When she received that award, I was working with her. She was our chief
information officer and she had significant responsibility overseeing our
insurance operations. I was president at the time and I saw firsthand how she
was able to build IT systems and implement operational standards that won
praise from the best minds in information technology.

14

CONFERENCE REPORT–TUESDAY APRIL 9

We were regularly under review, through audits and various due diligence
performed by investors, risk partners, and regulators. We always came
through with flying colors. I was never surprised, however Joan was often
surprised because only she could find the imperfections in our platform that
the rest of us could not see.
At AAIS, Joan is going to be focused on coordinating our operational initiatives,
launching some new and complex projects. Much of this is behind the scenes,
but it’s going to set the foundation for our growth going forward.
Now I would like to take a minute and talk about two initiatives that will be
visible to members in the coming months.

“Joan Zerkovich is
going to be focused
on coordinating
our operational
initiatives, launching
some new and
complex projects.”

One is a joint initiative with a service provider that’s building a new rating
application for Commercial Output policies. This is a very important initiative
because it demonstrates our determination to engage service providers to
build tools that support our programs across all lines.
The second initiative, you’ll see in the third quarter. All of our forms and
manuals will be available on Vertafore, Many of our members use Vertafore,
an industry-leading portal for insurance information.
I refer to these as quick wins, but for the people tasked with the initiatives,
there was nothing quick about them. What they represent is only the tip of
the iceberg in terms of the capabilities we want to bring to our members.
Remember, we want to make it easier for you to do business. We have a wide
range of investments and initiatives that are going to be executed around that
value proposition: ease of use.
These initiatives come from our strategic plan. I got together with the
leadership team 10 months ago, soon after I became CEO, and we came up
with a revised vision supported by a new strategic plan.
Central to the vision is to transition the organization to a growth organization.
Successful growth is defined as wider use and greater acceptance of our
products in the marketplace.
The reason that growth drives value to our members, is that if we can bring
more companies to each of our product lines, we’re able to spread the cost,
and that drives the cost-effectiveness of our value proposition, and I think
that’s becoming more and more important in terms of separating ourselves
from the competition. Growth also provides the means for us to more rapidly
reinvest in enhancements to our products.
In our strategic plan we have five goals. They’re both broad and specific and
they have measurements around what we are trying to accomplish. The
first goal is about people. We are looking to attract, develop, and retain high
quality individuals that can work effectively as a team. You’re going to meet
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some of the team members during these meetings and you can assess our
progress.
Our second goal concerns products. We want to deliver superior products and
service packages for selected, targeted markets. How are we going to measure
that? Through customer satisfaction, cost effectiveness, and market penetration.
Growth is goal number three. Building a marketing and sales culture—not
a department, rather a culture--that drives sustainable growth, and growth
that’s meaningful to our members.

“Growth provides
the means for
us to reinvest in
enhancements to
our products.”

This is not about hiring some high-commission sales people. We’ve never had
a sales person in this organization until this year. It’s about at least two things.
First, we need more intimate knowledge of our members’ needs and the
overall market. Secondly, we’d like to see our members have more input into
our product development activities.
Goal number four is Data. We want to be best in class in delivering data
products and tools. We are developing a core competency in analytics so we
can provide leading-edge rating programs, predictive models, and analytical
tools to our members.
And the fifth and final goal is Operations. We want to build operational
efficiencies to continue to enhance our commitment to service and costeffectiveness of our programs, but also to build an ‘ease of use’ value
proposition throughout our programs. Simply put, we want to have a
reputation for getting things done.
So, yes, much is new, but much has stayed the same. One of the things
I’ve mentioned that’s going to stay the same is the delivery of product
development and maintenance that our members rely on.
What else has stayed the same? Well, a lot has stayed the same. We continue
to achieve our financial goals, established by the board, and with no increase
in assessments in 2012.
One indication that we’re continuing to deliver service to our members, is
our growth. We’ve had consistent growth year over year despite the slow
economy and the consolidation of many of our target markets. We add about
a dozen new members each year, and those come through referrals primarily; I
would say 90% of them. The other place we grow, maybe more significantly, is
through our current members, as they expand their affiliation with us.
In conclusion, the future looks bright for AAIS. The legacy of the past is rich,
and the energy of our current team is strong. I’m proud to be leading this
effort, and I’m grateful to the board that entrusted me with this role, and I’m
humbled and honored with the dedicated AAIS staff who’ve supported me
this year.
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Report by the Chairman of AAIS

Christopher Taft, president and CEO of Preferred Mutual Ins. Co. and immediate past chairman of AAIS, was
unable to attend the Main Event. His address was read at the association’s annual meeting, held in conjunction
with the Main Event by Jeffrey Kusch, president and CEO of Austin Mutual Ins. Co. Kusch was elected chairman at
the meeting.

Chairman’s Report

Christopher Taft (read by Jeffrey Kusch)
Good afternoon and thank you for attending this year’s
Main Event conference...

Chris Taft

In less than a year as CEO, Ed Kelly has assembled a
strong leadership team that combines the demonstrated
product expertise of AAIS with new operational and
marketing capabilities.
In his report, Ed described many of the initiatives
underway at AAIS. Some of these initiatives will
immediately provide customer benefits; others are
laying the foundation for future enhancements and
expansions of AAIS products and services.

Jeff Kusch

“AAIS member
companies can
rest assured
that they are
represented by an
effective board.”

All of these initiatives, however, flow directly from the charge we gave Ed a year ago
when we selected him as president: Accelerate the growth of AAIS and establish it
as a widely-recognized source of sound, effective, and leading-edge insurance
product resources.

AAIS was created back in 1975 by companies, including my own, determined to see that insurance companies
would not answer to one master. In their vision, companies would have a voice in molding the products we sold;
those products would not be dictated to us.
That is still essentially the vision Ed shared with us today, but with a new emphasis on new dimensions of
insurance product quality. Those of us long-acquainted with AAIS know that their forms and manuals are easier
to read and understand than almost any alternative. We have seen this organization lead the way in introducing
innovations in inland marine insurance, output coverage, homeowners rating, agricultural product design, and
numerous other areas.
The job of Ed’s team is to build upon this demonstrated product leadership, make it consistent across AAIS
product lines, and make it easy for companies to adopt and implement AAIS programs. To that end, I’m delighted
to see so many representatives of AAIS associate members at this year’s conference. The reinsurers, software
vendors, and other service providers who become associate members of AAIS provide a range of complementary
services that AAIS primary insurers can draw upon for support.
To carry AAIS forward, Ed and his team will have to make some major investments. There will necessarily be
change. As that proceeds, AAIS member companies can rest assured that they are represented by an effective
board that understands their needs, understands the growing complexity of the demands they face, and
understands the mission of AAIS to put the interests of companies first.
Insurers are hungering for what AAIS has to provide. In the years to come, I trust that more and more insurers
will be turning to AAIS to satisfy that hunger.
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