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From the editor
Some people have a gift for being a friend to everyone. Bill Stripp is one of
those people.
Bill will retire from AAIS in December after 20 years as our head
of technical services. He leaves an organization that is technologically transformed from when he came in 1986 (see article on page 16).
But, even more than his accomplishments on the job, people note
that Bill was—and remains—a great friend to anyone associated with
AAIS, whether it be customers, employees, vendors, or regulators.
You’d think that 20 years dealing with the headaches of automation and
regulation would turn one sour, but I cannot recall a conversation with Bill
when he was not smiling and laughing. I’ve never seen him angry. Never.
Bill seems happiest in the presence of other people, and it was reflective of
Bill that he cited his personal relationships with AAIS customers as the most
satisfying aspect of his entire career in data processing.
The future of AAIS automation lies now in the capable hands of David Linton,
our new director of information services, who has a wealth of experience in
electronic forms management and e-commerce applications.
As we reported in the last Viewpoint, Dave worked for three different systems
firms after receiving his degree in computer science, business, and social science
from Michigan State University. He currently teaches a course on e-commerce
management at the Illinois Institute of Technology.
We wish Bill and Dave all the best in their future endeavors.

Wind or Water Photos Courtesy of U.S. Army

Joseph S. Harrington, CPCU
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windstorm and flood damage has been well-recognized for
decades, and that the provisions Hood was contesting had been
approved by his state’s insurance department.
Public officials from both major political parties distanced
themselves from Hood’s suit, warning that any attempt to
rewrite contracts retrospectively would damage Mississippi’s
business climate. At press time, no rulings had been made.

Call for change

Wind or Water?
Voices call for a restructuring
of coverage
as the American system for insuring against hurricane
losses failed?
A lot of knowledgeable people think so, even if they don’t
agree with Jim Hood.
Hood is the Mississippi attorney general who filed suit
against several major insurers claiming that standard flood
exclusions were ambiguous and contrary to public policy and
that carriers should pay for all losses to insured properties
arising from Hurricane Katrina.
Hood’s suit was immediately dismissed as political grandstanding with little chance of success by insurance industry
spokespersons. They argued that the distinction between
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Still, there is a growing chorus of people calling for fundamental change in how common policy forms address what the
average consumer experiences as “storm damage.”
“One may want to rethink whether flood insurance could be
incorporated into a homeowner’s policy along with other natural hazards with some type of federal reinsurance to cover catastrophic losses,” says Howard Kunreuther, co-director of the
Risk Management and Decision Processes Center at the
Wharton School of the University of Pennsylvania.
Kunreuther, one of the nation’s leading experts on insurance
and natural disasters, says that incorporating flood coverage
into homeowners policies would “avoid the wind-water controversies that occur after a hurricane.”
That controversy was painfully in evidence at Mississippi
hearings where legislators heard complaints about lack of coverage for water losses from citizens who lived outside of established flood plains, and thus were not required to purchase
flood insurance.
The scale and scope of the losses from Katrina added impetus to a call for a uniform national disaster insurance policy
advocated by insurance commissioners from several large
states.
Commissioners from California, Florida, and New York are
scheduled to meet in mid-November with representatives of the
National Association of Insurance Commissioners (NAIC) to
discuss development of a “single methodology” for addressing
regional catastrophic perils on a nationwide basis.
“The current insurance structure is a failed model,” said
Florida Commissioner Kevin McCarty. “Citizens deserve a
comprehensive insurance policy that covers all perils.”
“The disaster insurance system in the U.S. is broken. It’s
time we fixed it,” writes Liz Pulliam Weston, personal financial
columnist for “Money Central” on the msn.com network.
Like McCarty, Pulliam Weston advocates that “disaster coverage--insuring against quakes, floods, hurricanes, wildfires and
maybe even terrorism--would be part of every homeowner’s

premium, with the amount charged depending on the policyholders’ expected risk.”

Across regions
That general refrain was echoed by Florida Gov. Jeb Bush,
who reportedly endorsed proposals for comprehensive national
disaster insurance in remarks at a meeting in Tallahassee.
“It is appropriate to share the risk across the country,” he
said, in comments reported by the Miami Herald. "There isn't a
place in the country that is immune to being affected by a
flood, wildfire, or storm.”
Gov. Bush subsequently endorsed a bill in Congress that
would direct the U.S. Treasury to auction reinsurance contracts
that would cover losses arising from earthquakes, hurricanes,
and typhoons.
Also, the “single methodology” being explored by some
insurance commissioners explicitly includes terrorism as a peril
to be covered, an apparent enticement for inland states to support a program that addresses natural hazards primarily affecting the coasts.
As those initiatives suggest, there is great emphasis among
proponents of national disaster insurance to address perils
affecting different areas of the country, in hopes of spreading

National Flood Insurance Program (NFIP).
In a subsequent interview, McKnight cited two problems
with the current system of providing wind coverage through a
private insurer or state pool and flood coverage through the
NFIP.
“There is no dovetailing of the coverages provided under
the different policies,” he said, “and there is no dispute resolution mechanism” when the property insurer and the NFIP do
not agree on the cause of a loss.
The NFIP’s residential property policies provide no coverage for extra living expenses or loss of access due to order by a
civil authority, he notes, and its commercial policies provide no
coverage for business income or extra expenses.
“A consumer could buy all the insurance available, get hit
by a storm, and still get caught without coverage,” he said.
McKnight proposes that national advisory organizations
draft flood coverage endorsements that would add flood as an
insured peril under standard homeowners and commercial
property policies, but that the flood exposure be reinsured by
the NFIP.
Claims should be settled on the basis of “reverse interplay,”
McKnight adds.

“Citizens deserve a comprehensive insurance policy that
covers all perils.”
— Kevin McCarty, Florida commissioner

risks and costs, as well as sustaining political support, across
regions.
“Clearly, a national strategy is required in which the government, the insurance industry and the private sector collaborate
to provide a more secure, reliable and affordable safety net for
disaster victims," wrote Gregory Serio, former superintendent
of insurance in New York, in a column in the National
Underwriter.

Insiders, too
Criticism of the current insurance mechanism is not limited
to those outside the insurance industry.
Markham McKnight, president and COO of Wright &
Percy Insurance, Baton Rouge, La., recently told a U.S. House
subcommittee that even a prudent insurance buyer is not fully
protected when he or she purchases coverage under the

“Interplay”
refers to the
practice of
insurers’
depositing
claims payments with a court in situations where they are
unsure who should receive payments. “Reverse interplay”
would have policyholders reimbursed promptly, with the property insurer and NFIP left to hash out their shares afterward.

Still a problem
Before junking the current system, however, policymakers
need to understand where the real shortcomings were after
Katrina hit.
It may surprise readers to learn that the vast majority of
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owner-occupied dwellings in New Orleans--81,000 of 84,000 in
Orleans Parish--had flood insurance, according to Edward
Pasterick, senior advisor for the Federal Emergency
Management Agency (FEMA).
This suggests that mortgage lenders have been successful in
enforcing requirements that any mortgaged property located in
a flood plain be insured for flood. (Relatively few commercial
properties in New Orleans had NFIP policies, Pasterick adds,
but an undetermined amount had private flood coverage.)
Any problem in New Orleans itself, says Pasterick, lay with
renters who, for the most part, did not have any insurance at all,
and may not have been better off if they did.
Technically, a renter forced to evacuate due to a civil order
in the wake of the flood would have had no coverage at all for
extra living expenses either from a standard tenant’s policy or
from a federal flood policy.

owners outside those zones.
Pasterick estimates that only 15% of properties had flood
insurance in five counties of Alabama and Mississippi affected
by flooding caused by Hurricane Katrina.
That situation led to the unusual initiative of U.S. Rep.
Gene Taylor (D-Miss.) who introduced a bill that would allow
property owners outside designated flood plains to purchase
federal flood coverage retroactively. His proposal would require
applicants to pay a premium equivalent to the last 10 years’
premiums, plus a 5% penalty, and commit to remain in the program for years to come.
Pasterick fears such a measure would reinforce the tendency
of people in disaster-prone areas to avoid tough choices
because they believe the federal government will always come
to their aid in some way.

“A consumer could buy all the insurance available, get
hit by a storm, and still get caught without coverage.”
— Markham McKnight, president and COO, Wright & Percy Insurance, Baton Rouge, La.

The former provides coverage only for loss of use arising
from civil orders related to damage by insured perils, and the
latter provides no living expense coverage at all.
In most cases, recovery for personal property damage
would have been slim compensation for the trauma and cost of
dislocation. For evacuees who had been living on upper floors,
there may have been no direct damage to personal property
beyond some spoiled food; hence, no recovery at all.
Without involvement of a mortgage lender, there’s no “trigger point” to induce renters to purchase wind or flood coverage,
says McKnight. Given the limitations on the coverage available, it is easy to see why people of limited means would forgo
purchasing it.

Outside the lines
The biggest challenge to the current system for covering
wind and water losses will not arise from the propertyless
people within the flood zones of the Gulf, but from property
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McKnight believes the Taylor approach may be a necessary
one-time expedient to avoid further burdens on the insurance
industry, however.
As recovery proceeds, “expect public debate on the role private insurance plays in disaster recovery,” reads a white paper
developed by Tillinghast-Towers Perrin, the international actuarial and reinsurance firm (www.towersperrin.com/tillinghast).
Among the questions Tillinghast says will be debated is
this: “Is mandatory integration of flood and earthquake coverage into homeowners policies needed?”

San Andreas Fault, Carrizo Plain, CA

Andrew Castaldi, Natural Hazards Team Expert, Swiss Re

“When the 1906 earthquake destroyed much of San Francisco, we were there, helping to rebuild it,” says Andrew Castaldi.
Swiss Re insures top insurance companies and major corporations in America and throughout the world. As a leader
in our field, we are committed to understanding the social and economic impact of natural and man-made hazards.
Combining long-standing expertise and financial strength, Swiss Re is ideally positioned to provide your company with
tailored solutions to mitigate your exposure and protect your balance sheet – strengthening your ability to absorb shocks
of any kind. www.swissre.com

Expertise you can build on.

This is the second in Viewpoint’s series of guest essays submitted by organizations that are associate members of AAIS.
For information on associate membership, contact Rick Maka,
director of marketing, at rickm@AAISonline.com or by calling
800/564-AAIS.

by Lisa Howard
Communications Manager
GE Insurance Solutions,
Overland Park, Kansas
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Hurricane
Katrina:
A Market-Turning
Event?

he one-two punch of Hurricanes Katrina and Rita are
poignant reminders of nature’s power and the high level of
risk the insurance industry faces when writing catastrophic
flood, windstorm and earthquake exposures.
It is widely recognized that losses from Katrina could be as
high as US$60 billion,1 which would make it the largest-ever
insured loss - even greater than the September 11 terrorist
attacks. Further, early estimates put Rita’s losses as high as $7
billion.2
The impact of these hurricanes is one of the many factors
that will change the dynamics of the marketplace.
Katrina and Rita come on the heels of last year’s record
windstorm claims of approximately US$38 billion - principally
from hurricanes and typhoons in the United States, the
Caribbean and Japan. In 2005, five air crashes, typhoons in the
Pacific, summer storms in Canada and losses from northern
Europe’s storm Erwin in January have compounded industry
challenges.
Despite the claims experience and the enormous past and
future exposures, insurance and reinsurance property rates continued to be under pressure in the first half of 2005. Did this
simply represent a correction from rate levels that rose after
September 11 or does this indicate the industry is jumping
headlong into yet another self-destructive soft market?
Or could there be another possibility for the industry?
Perhaps there are other forces that are influencing the industry
to take a more disciplined road?

T

Overview
s in any market, the law of supply and demand drives the
insurance industry’s cycles. When the industry has excess
capital, there are strong urges to deploy it. Rates begin dropping, technical pricing is often forsaken, terms and conditions
weaken and companies enter into lines they otherwise would
not. The refrain is a familiar one.
There have been ominous signs that insurers and reinsurers
might again be swayed by the power of these forces. In the first
quarter of 2005, surplus (pre-Katrina) was at an all-time high -

A
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will be maintained, thereby smoothing the highest rate peaks
reaching US$401.8 billion3 for the U.S. property and casualty
and lowest rate troughs. They range from psychology, to busiindustry. At the same time - after several lackluster years ness realities, to regulation.
investment income is once again increasing.
• Hurricanes Katrina and Rita. Hurricane Katrina may
Further, there are other worrying indicators: although
prove to be the most expensive catastrophe ever - natural
returns generally have been increasing, market rates have been
or manmade. Not only could Katrina potentially have
turning downward in varying degrees.
unprecedented insured losses, but Risk Management
The most significant rate softening in the United States
Solutions (RMS) has estimated that its economic costs
has occurred in large P/C commercial accounts. During the
may be greater than US$125 billion. Hurricane Andrew,
second quarter, rates for large commercial customers dropped
which blew across southern Florida in 1992, cost the
on average by 12 percent, according to data compiled from
insurance industry US$21.5 billion (in 2004 dollars),
the Council of Insurance Agents and Brokers and Lehman
while the September 11 terrorist attacks are expected to
Brothers Global Equity Research. As underwriters are attracttop US$31 billion.4
ed by the large premiums provided by commercial accounts, they
RMS has also estimated that
As Katrina created a coastal
often are an early indicator of a
insured losses for Rita will
softening market. During the
range
flooding deluge, assessment of
same quarter, premiums declined
between $4 billion and $7 bildamage
could
take
weeks
or
for all accounts by an average of
lion.5
9.7%.
The psychological influences
months, while reconstruction may
But price is not the only facof such large events are strong take months, even years. As a
tor in a softening market. While
especially when heading into a
industry commentators like to
renewal season. With a rebuildresult, Katrina will have a ‘tail’
focus on declining rates, of even
ing effort that will take months, it
greater importance is that
is difficult for underwriters to
deductibles are decreasing and terms and conditions are
forget about the exposures that are possible in this busibecoming broader - particularly in the primary market.
ness. Indeed, Hurricanes Katrina and Rita have created a
When primary carriers accept weaker terms and condinew understanding of what is possible with catastrophic
tions, it is not always transparent to their treaty reinsurers exposures. As a result, insurance and reinsurance buying is
but it can be a significant factor in the increase in loss ratios.
likely to be affected in the coming renewals, with buyers
Do all these factors add up to a market that is heading into
seeking greater protections.
another period when premiums are pursued at the expense of
In addition, there is real likelihood that reinsurers will
profits, financial stability and, in many cases, solvency? The
shoulder a good portion of Katrina’s losses, which will
historical behavior of the industry would indicate irresistible,
focus their minds in the coming renewals - even if the
unshakeable market forces at work.
industry is carrying excess capital and surplus.
Are boom-and-bust cycles a fact of life like death and
The primary market absorbed most of the losses from
taxes? Will a lengthy soft market always be followed by
Hurricanes Charley, Ivan, Frances and Jeanne, which hit
severe industry losses, ratings downgrades and the inevitable
Florida in 2004. As four separate events, claims did not
“correction” when rates shoot upward?
reach as many catastrophe layers.
Or are there other forces at work?
• Katrina’s tail. Although the low end of Katrina’s losses at

“

”

New chemicals in the brew
arket forces indeed are strong, particularly for the insurance industry. And certainly there will always be rate
cycles, as long as there is a market economy. However, there
are some new factors that could ensure that underwriting rigor

M

this printing are estimated at US$40 billion,6 there is a
strong possibility they could rise to higher levels. Not only
will business interruption losses increase the longer flooding remains, but there is also the issue of a phenomenon
known as “demand surge.” With demand surge, insured
losses creep upward due to the increased price of
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construction materials and labor following large losses such
as Katrina and Rita. As Katrina created a coastal flooding
deluge, assessment of damage could take weeks or months,
while reconstruction may take months, even years.
As a result, Katrina will have a “tail”, making it harder
to initially gauge loss estimates and - more than likely adding to the financial burden on the insurance industry.
The situation for Rita will be similar, albeit on a smaller
scale.
• The financial factors. The industry now places much more
emphasis on underwriting profits than in the past, when
investment income helped supplant lackluster results. This
is no longer possible to any significant degree because of
the lower investment income. In 1987, a 10-year Treasury
bond provided a return of 10%, while current rates run at
4.15%.7
Consequently, the industry has shifted from a 17%
return on equity (ROE) in 1987 to an 11% ROE in 2004,
despite the hard market rates of the past several years.8
And there is another, more immediate financial factor to
consider: while Hurricanes Katrina and Rita will put a dent
in the industry’s surplus and earnings, many companies
continue to operate with very strong balance sheets.
However, the hurricane season is not over yet. More losses
from other major hurricanes could begin to affect ratings
and the industry’s capital position.
• Modeling. Models have created a scientific basis for pricing
decisions. By using tools that permit strong underwriting
discipline and a better understanding of loss costs, underwriters have a scientific basis to say, “yes,” for the right
price and right risk.
As a result, modeling can act as a behavior modifier for
rogue underwriting throughout the industry.
While models are good tools that can help stabilize the
emotional drivers of a softening market, they have some
limitations. This lesson became clear after last year’s four
Florida hurricanes; some insurers with smaller portfolios
and localized losses had higher claims than their models
predicted. As a result, underwriters need to employ other
tools to help them manage their aggregates.
• Rating agencies. Some analysts and observers believe rating agencies have become insurance industry quasi-regulators. The threat of a ratings downgrade applies pressure on
the industry to maintain operating performance and capital

levels, which might help companies avoid carelessness in
underwriting decisions.
• Regulatory factors. The investigations into finite reinsurance arrangements and broker practices have helped create
an environment where increasing transparency and regulatory clarity have emphasized strong business fundamentals.
This has put a renewed emphasis on making money the old
fashioned way - through underwriting profits.
Bad results from aggressive competition in a soft market quickly will become apparent to shareholders, employees and customers.
• The SOX effect. Sarbanes-Oxley (SOX) and its European
sisters have also played a significant role in making transparency a business norm. Few companies can now justify
losses from insurance products that have slipped below
technical margins.
• Job security. A host of insurance and reinsurance CEOs
have left office after the last soft market. The new generation of CEOs has a fresh perspective and stated commitment to enforce underwriting discipline during a softening
market.
• Tort costs. The industry is still shouldering the burden of
casualty business written during the soft market of 19972001. Since 2001 the P/C industry has had to bolster
reserves by US$54 billion.9 This is a constant reminder to
those new CEOs and others who survived the recent corporate purges that casualty risks were underpriced at a heavy
cost.
Litigiousness is not just an American phenomenon; it is
increasing throughout the world. The latest estimates from
Tillinghast-Towers Perrin show that U.S. tort costs could
rise in 2006 to US$297 billion annually, which is 2.3% of
the U.S. gross domestic product.10
While casualty models exist, they are usually created by
individual companies, so there is little market standardization similar to those provided by property models, which
are used by the entire industry. As a result, casualty pricing
is much more challenging, given the vagaries of court
awards and emerging risks.

Best of all possible worlds
he combination of Hurricane Katrina and the other elements in the mix of our current business environment send
clear signals for underwriting discipline and rigor. Good

T

Continued on page 25
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This is the third in Viewpoint’s series of guest essays
submitted by organizations that are associate members of AAIS.
For information on associate membership, contact Rick Maka,
director of marketing, at rickm@AAISonline.com or by calling
800/564-AAIS.

by Thomas A. Hulst
Gen Re, Stamford, Conn.

G U E S T

hile Hurricane Katrina is likely the most costly U.S.
catastrophe in history, much uncertainty remains about
its ultimate impact on the insurance industry. One focus of
uncertainty is reinsurance capacity and pricing for additional
2005 per risk and catastrophe protection and for 2006 renewals.
How will reinsurers respond after Hurricanes Katrina and Rita?
Katrina is a stress test on the reinsurance industry, just as it
is on insurers, regulators, loss adjusters and policyholders.
Reinsurers expect to shoulder roughly half of the $30 billion to
$60 billion of insured loss estimated to date, compared to less
than one-third of the $23 billion of insured loss from the 2004
Florida storms.1 In addition, there is the possibility that political
pressure and lawsuits could cause flood and other excluded perils to be treated as covered perils, potentially adding up to $44
billion to the losses moving through the insurance market.2
Reinsurers enter the renewal season with a large known loss
and uncertainty about an equally large coverage controversy.
When uncertainty enters the insurance marketplace, it often
exits in the form of tighter capacity, higher rates and more
restrictive terms. This is an outgrowth of the laws of supply and
demand--when demand is up and supply is down, the market
exacts a higher price for the same coverage. We believe Katrina
and Rita will have an impact on both supply and demand in the
reinsurance market in 2005 and 2006.

W
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Reinsurance
Supply and
Demand in a
Post-Katrina
World

The demand side:
Rethinking exposures and
reinsurance protection
urricane Katrina has challenged insurers’ assessments of
risk much like Hurricane Andrew did in 1992. In Andrew,
losses exceeded the expectations of insurers and reinsurers by a
significant margin. Similarly, as losses from Katrina continue to
grow, insurers are experiencing losses that in many cases
exceed their “worst-case” scenarios developed through the use
of catastrophe models. Katrina reminds us that cat models are
just that--models. Like all models they have weaknesses and
require a healthy dose of judgment. We believe there are three

H
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ed and unknown losses in their own estimates of probable
major ripple effects from Katrina that may influence demand
maximum loss. With a more accurate picture of exposure,
for catastrophe reinsurance protection: a recalibration of catasthey can make more informed reinsurance decisions. Our
trophe models, a recognition that we may be in a period of
sense is that a trend toward a more conservative PML estimate
increased frequency and severity of hurricanes, and an
will generate demand for more, rather than less, reinsurance
increased focus on controlling aggregate catastrophe expo(as well as adjustments to coastal underwriting guidelines),
sures, driven by both internal prudence and external forces,
but for the right reasons.
such as rating agencies.
Cat model deficiencies: Just as models were adjusted
Higher frequency and severity: Whether the result of cliafter Hurricane Isabel and the 2004 Florida Hurricanes, we
mate change, a multi-decadal cycle related to Atlantic sea-surcan anticipate adjustments to the models and interpretation of
face temperatures, or something else entirely, we appear to be
model output after Katrina. Exposures like demand surge,
in a period of higher cyclonic activity.
mold remediation, insurance to
Since 1995, the average number of Atlantic
value, and additional living
hurricanes has increased to approximately
expense are incorporated in probSince 1995, the average
seven per year, compared to an average of
abilistic loss models, but many of
number of Atlantic hurricanes about 4.5 per year from 1970-1995.3 There
these known loss components
were underestimated. Demand
is no scientific consensus as to whether this
has
increased
surge is usually expected to add
trend will continue, but good reason for
10% to 20% to the loss, but the
concern that it will. Cat models use longto approximately seven
actual inflation rate for labor and
term averages to estimate annual exposures,
per year, compared to
materials in the Gulf may be closbut if periods of loss frequency and severity
er to 40%, given the scope and
vary significantly over multi-year cycles,
an average of about 4.5
the timing of the loss. Another
long-term averages may not be good preper
year
from
1970-1995.
example is that additional living
dictors of loss probabilities in the shorter
expense payments have been
term. If in fact we are in a period of
accelerated and higher than modincreased frequency relative to the longeled due to regulatory pressures and the scale of damage.
term average, the loss probabilities associated with a 1-in-100
Katrina highlights the unknown as well as underestimated
year event may actually be a much more likely scenario in the
exposures from extreme events. Political pressures, lawsuits,
short run.
and coverage disputes tend to increase ultimate losses. Flood
Even though the signals of hurricane frequency trend can
losses (and many other types of damage) are not part of the
be concealed by normal climate variability, there is widehurricane model but could contribute a significant share of
spread acceptance of the loss severity trend: rising coastal
loss.
property values and population density drive up loss severity
As a result, insurers are now looking beyond model
from hurricane events. Insured coastal values have roughly
assumptions to the characteristics of a loss and adjusting their
doubled in the past decade, and coastal population density
worst-case estimates. The model produces a footprint that the
continues to grow. Partially due to this demographic shift, six
insurer can use to identify areas of high exposure accumulaof the ten largest insured losses from hurricanes (in constant
tions from major events. Now insurers are overlaying addidollars) have occurred in the last 15 months. Put another way,
tional loss factors for a more complete picture of their worstmore events meet our previous definition of an extreme event.
case exposure. They may adjust for the unique geography of
One result is that insurers need higher reinsurance limits for
the event (areas below sea level), the legal environment (court
the worst case and more reinstatements to address the possirulings on coverage), secondary events (levees failing, landbility of higher frequency.
slides) and other factors that drive loss but are not in any modAggregate management and prudence: Prudent manels. Model answers are not final answers.
agement teams are rethinking exposures to catastrophic loss
Insurers can and should make provision for underestimatand how to best manage them. The use of reinsurance is a

“
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managements to the press and client input from industry
large component of this reevaluation process. Some insurers
conferences. The reactions are global and not specific to any
will have exhausted all of their catastrophe reinsurance proteccompany, but they ripple through the entire reinsurance market
tion, exposing them to all adverse loss development. As Katrina
in which all companies operate.
losses rise, insurers assume a larger share of the total loss simHigher PMLs and lower capacity: The estimated reinsurply because many insurers will be “out the top” of their protecance share of Katrina, 50% or approximately $25 billion, is
tion.5 When this happens, insurers bear the full brunt of loss
more than one-third the policyholder surplus for the U.S. reindevelopment and cannot contain their costs. Katrina also
surance industry. Property catastrophe loss from Katrina is not
demonstrates correlation risk, in that insurer aggregates may
spread evenly across the industry so several reinsurers are disinclude types of loss not thought connected with hurricane
proportionately affected. Since this same segment would be
events. More to the point, management cannot assure owners of
sources of 2006 renewal protection, it is fair to say that renewal
what that their ultimate costs will be.
capacity will be less than it was a year ago.
Boards of directors may take a more active role in examinReduced capacity will not be limited to the reinsurers heavily
ing gross and net exposure to catastrophes. Where large dollars
impacted by
are at risk, boards
Top Ten Most Costly Hurricanes at 2005
Katrina. All reinsurmay question reinsurers with property
ance quantity as well
Six of the 10 most expensive hurribusiness are reviewas quality, e.g., the
ing PMLs under
collectibility of reincanes in U.S. history occurred in
new worst-case scesurance. Their duty of
the
past
15
months:
Katrina,
narios before decidcare compels the
ing how much
exposure inquiry.
Charley, Ivan, Francess, Jeanne
capacity to commit
Senior executives
and Rita
to the renewal marmay also be more
ket. Some reinsurers
involved in running
use cat models and
models and testing
then apply correlaresults, functions pretion factors to
viously delegated to
develop their own
outside advisers or
probable maximum
brokers. In a world of
loss estimates. A
heightened corporate
more conservative
responsibility, Katrina
approach is to add up all reinsurance limits on contracts with
puts catastrophe management on the agenda. In this setting, the
catastrophe exposures in a particular zone. Whatever method is
likely result is conservatism, or demands for higher limits,
adopted, we expect that reinsurers will be more thoughtful and
more reinstatements and highly-rated (A or above) reinsurers.
probably more conservative in deploying capacity.
Reduced retrocessional support: Retrocessional markets
The supply side:
provide reinsurance support to other reinsurers. They serve
Rethinking exposures
worldwide reinsurance capacity needs by redirecting capital to
and capital commitment
the companies and geographic markets promising the greatest
very observation about demand applies to reinsurance
returns. Since sizable Katrina losses will impact this market, we
companies, too. Reinsurers use models and have managers
expect that retrocessions will be more costly, and harder to find
and boards scrutinizing gross and net exposure. Their new
at any cost. New capital in the market may ease the shortfall,
perception of risk will shape their willingness to commit
but prices will still be calibrated with post-Katrina assumptions
capacity to the reinsurance market. The Katrina stress test has a
and higher risk calculations. At least for 2006 renewals, new
few distinct effects on reinsurance supply. The observations
capital is not likely to slow the upward price trend.
below are based on statements by reinsurance company
In a tight retrocessional market (and any reinsurance or
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FARM & AG

• The number of farms in the U.S. decreased for more than
80 years (before leveling off in the past decade), while the
number of residences and commercial structures has steadily increased.
• The remaining farms are generally distinct, with more
diverse exposures than most homes and businesses.
• Premium volume for farm insurance, a little more than $2
billion per year, is well below that for residential and commercial property, which approach $60 billion combined.
Because of these factors, automation in farm lines has generally lagged behind that in personal or commercial lines.

Unique structures

Harvesting value
Carriers seeking to improve
valuation in farm lines
Is the valuation revolution coming to farm insurance?
For several years now, residential and commercial property
insurance specialists have been employing new automated systems to refine their calculations of the value of insured structures.
The old process of calculating replacement cost by square
footage only is being replaced by systems that account for unique
structural features, local building markets, and other factors.
It has become commonplace to hear of companies revaluing
their entire residential and commercial books of business. For
the most part, revaluation has meant more premium and
improved levels of insurance to value.
Changes in valuation have been slow to come to farm lines,
however, because of unique features of the farm insurance market that have been repeatedly cited in Viewpoint:
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Yet another factor complicates efforts to automate farm valuation. While the construction of residential and commercial
increasingly involves common, “cookie cutter” techniques and
components, farms are often collections of unique structures.
On farms, it is common to encounter old buildings that have
been expanded or altered multiple times, along with specialized
new production facilities.
“The greatest challenges to effective farm valuation are the
many different types of buildings a farm can have, and the
many different types of fixtures in those buildings,” says Todd
Rissel, chairman and CEO of e2Value, Inc., Stamford, Conn.,
developer of a new Web-based farm and ranch valuation application.
“A residential risk typically has one simple dwelling, and
commercial risks have a few buildings at most,” says Mark
Zook, vice president of underwriting for Mennonite Mutual Ins.
Co., Orrville, Ohio.
“Farms, especially large farms, can have many structures,”
Zook says. “Farm structures can vary greatly in condition for
the same risks. The main barn is continuously added on to, so
you can have a truly unique shape and construction.”

ACV settlement
“Because farm structures are often unique, many of them
are valued for their actual cash value rather than replacement
cost,” says Sherry Taylor, director of farm lines for SECURA
Insurance, Appleton, Wis.
“Depreciation then becomes a major factor to consider,” she
says. “It is a fluid variable not always understood by customers.”
For example, says Taylor, “a farmer often has a number of
outbuildings, all in varying stages of repair or obsolescence.

AAIS provides access to e2Value’s
farm valuation service through AAISdirect
Insurers that use the AAIS
Farmowners or Farm Properties programs
now have access to the Farm and Ranch
Estimator, a farm property valuation
system (see main story) , through the
AAISdirect Internet service.
At no extra charge, AAIS Farmowners
and Farm Properties affiliates now have a
link from their AAISdirect home page into
the application, developed by e2Value,
Inc., Stamford, Conn.
E2Value specializes in developing
Web-based applications for insurers to
calculate desired levels of insurance to
value for residential commercial, and farm

structures. For a description of its farm
valuation application, see the main story
or go to www.e2value.com.
“Other [farm valuation] methods we’ve
used did not have the breadth of selection
of building types that e2Value offers,”
says Sherry Taylor, director of farm lines
for SECURA Insurance, Appleton, Wis.,
which uses the Farm and Ranch
Estimator. “We expect e2Value to provide
a more consistent method of valuation
across our book of business.”
“By providing access to the Farm and
Ranch Estimator at no additional charge,
AAIS is demonstrating its commitment to

Most farmers maintain their dwellings and functional buildings,
but may not invest in an unused building so it can qualify for
replacement cost coverage.”
Also, according to Taylor, many farmers have buildings they
would not want to replace in the event of a total loss, so they
only want coverage for debris removal.
“But, the insurance company must account for partial
losses,” she notes.

providing our affiliates with the best tools
for writing farm coverage,” says Joyce
Tignino, AAIS vice president of marketing
and industry relations.
For information on affiliating with AAIS
for use of its Farmowners or Farm
Properties programs, or on using
AAISdirect, contact Rick Maka, director of
marketing, at rickm@AAISonnline.com or
by calling 800/564-AAIS.

To create the application, e2Value had to acquire databases
of construction and installation information on a wide range of
structures and fixtures, according to Rissel.
The service features replacement cost data for major components of construction-walls, roofs, plumbing, and HVAC--as
well as agricultural structures and fixtures, such as corn cribs,
silos, slurry tanks, generators, scales, and specialized equipment for livestock.

“Farm structures can vary greatly in
condition for the same risks. The main barn
is continuously added on to, so you can
have a truly unique shape and construction.”
— Mark Zook, vice president of underwriting, Mennonite Mutual Ins. Co., Orrville, Ohio

New system
SECURA is currently using e2Value’s Farm and Ranch
Estimator valuation system, and Mennonite Mutual plans to
have it available to agents through the company’s Web site in
January 2006.
“This will enable our agents to calculate farm buildings
with a standardization and ease that has not existed,” says
Zook. “With Mennonite providing the tools for agents to calculate values correctly, we should see a continuous increase in
farm property values.”

The service
allows users to include more than one structure in a valuation,
and incorporates use of e2Value’s “Homestead” residential valuation program for valuing a farm residence on the insured
premises.
Users have the option to calculate the replacement cost or
actual cash value of a structure, and both methods can be used
to value different structures on the same farm or ranch. The
ACV option establishes a value for a structure based on its age,
condition, type of roof, type of exterior, and current use.
Continued on page 25

FALL 2005

VIEWPOINT 15

Bill Stripp retiring after 20 years
of service with AAIS
illiam “Bill” Stripp, AAIS vice president of technical services,
will retire at the end of December 2005 after 20 years of service
to the organization and its members.

W

Since coming to AAIS in 1986, Bill has overseen the
transformation and expansion of AAIS’s electronic services. Among other things, Bill has been instrumental in three
major initiatives:
• The development of rating software for AAIS programs;
• The creation of a networked environment that allowed
electronic transmission and sharing of files among
AAIS staff members and customers; and
• The creation of the AAISdirect web-based platform for
providing desktop access to forms, manuals, and bulletins.
AAIS was Bill’s fourth employer in a 37-year career in
data processing, but it stands out in his mind as the organization “where you really got to know your customers.”
“At AAIS, I’ve had the most contact with customers of
any place I’ve worked,” he says.
Apart from his day-to-day interactions with customers,
Bill and his wife, June, have been integral participants in
the AAIS Annual Conference, where Bill has coordinated
golf events and June has volunteered to coordinate spouse
events.
In the mid-1990s, Bill also participated in numerous
meetings of the statistical committee of the National
Association of Insurance Commissioners. At the time, consumer activists and their political allies were challenging
the propriety of advisory organization activities.
Bill recalls that the direct threat to advisory organizations passed with the November 1994 elections that
brought about a Republican takeover of Congress and the
election of numerous Republican governors and insurance
commissioners.
Yet, the scrutiny given to statistical collection and
ratemaking functions had a long-term impact.
“Before all that, the level of review given statistical data
was not even close to what it is now,” he says.
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Early years
Bill grew up in Naperville, Ill., not far from AAIS’s
current building, at a time when that community was still a
small factory town of 7,000 people about 20 miles west of
downtown Chicago. Since his childhood, Naperville has
grown rapidly into a city of 130,000 on Chicago’s suburban
periphery.
Bill earned a bachelor’s degree in management from
Northern Illinois University, DeKalb, in January 1966 and
immediately enlisted in the U.S. Army. He spent his two
years in the service as a clerk for an armored unit in southern Germany.
“It’s where I refined my love of beer,” says Bill, who
now brews his own as a hobby.
He recalls fondly how he and June would travel every
weekend in the year and a half he spent in the old West
Germany. “Sometimes we had a destination, sometimes
not.” Bill and June look forward to traveling again in
central Europe.
Upon returning to the U.S. in 1968, Bill took a position
at an electronics manufacturer in Crystal Lake, Ill., where
he and June have lived for 37 years, and where they raised
their two children: Bill, Jr. (35) and Laura (29).
His first job after the army introduced Bill to data processing, and he later worked for North American Philips, a
conglomerate based in Skokie, Ill, and the Wurlitzer Co.,
DeKalb, the once well-known maker of pianos, organs, and
jukeboxes.
None of those organizations gave Bill the satisfaction
he’s experienced at AAIS, however.
“Working with our customers has always been a joy,”
he says.
“We have some of the nicest customers out there
to work with, and we’ve taken the time to build longterm relationships.”

PERSONAL LINES

completing a “proof of concept” demonstration for a “pattern
recognition system” designed to use non-traditional underwriting information to score individuals as insurance risks.
The Chicago-based Urban Insurance Partners Institute
(www.uipi.org) is project manager for the effort to create a system that will search databases of legal and financial transactions to seek patterns that suggest individuals may be attractive
insurance risks. The project is supported by the Center for
Financial Services Innovation (www.cfsinnovation.com)

New information

Giving credit
where credit is due
New sources of underwriting information can
expand market opportunities
The use of automated scoring is now being applied to people
who have been left out, and that may mean new, profitable opportunities for property/casualty insurers who write personal lines.
At press time, an application called LIFT® (the “Loss
Improvement forecasting Tool”) is being used by a regional
carrier to help assess risks posed by people who do not have
credit scores, and a national carrier is scheduled to launch a
pilot program using LIFT®.
LIFT® provides a supplement to credit-based insurance scoring that utilizes an applicant’s record of writing checks and
using subprime credit to identify fiscally responsible individuals likely to be good insurance risks.
“We’ve shown that this data is beneficial to consumers who
don’t use credit,” says Bill Wilson, chief operating office of
Convergence Data, Chicago (www.getlift.com), the company
that developed LIFT®.
“For companies, we can help them segment people they
have no other information on.”
As the LIFT pilot is underway, another Chicago firm will be
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At the core of both initiatives is the accumulation of data on
economic behavior not previously used in underwriting loans
and insurance.
“There’s a rapid ramp-up in non-traditional data,” says
Suzanne Reade, UIPI president.
Until recently, companies had little, if any, information on
the buying patterns of lower income people who did not use
traditional credit.
In recent years, however, firms have built databases of information on payments for rent, utilities, and other household
expenditures, plus information on previously untracked use of
“subprime” lending markets.
PRBC, Annapolis, Md. (www.prbc.com), has developed a
“Bill Payment ScoreSM” (PBSSM) that, like a credit score, assigns
points depending on the type and number of bill payment
accounts a consumer has, and the consumer’s record of paying
them.
“With our service, if people don’t have traditional credit,
they can still show they are fiscally responsible,” says Michael
Nathans, PRBC’s founder and CEO.
“For many people who don’t have a traditional credit history, it’s a substitute for one,” he says. “For people who have had
credit problems in the past, it’s a way to show they’ve turned
the corner.”
Additional information is also being provided through relatively new forms of payment used by “unbanked” people, such
as stored value cards.
With a stored value card, a cardholder purchases the card
and then deposits money into it. It then functions like a debit
card, allowing the holder to draw upon the deposited amount.
A stored value card gives the holder access to the “plastic”
that is now essential for renting cars or hotel rooms or carrying
out many other transactions.
Stored value cards also integrate individuals who once paid
bills on a cash-only basis into the electronic payments system,
where their payment behavior can be tracked.

Build your own
Accumulation of bill payment information is still in its relative infancy, however, and many vendors--particularly landlords--do not regularly report payments to a bureau like PRBC.
Therefore, many individuals will not have a complete or adequate profile on themselves.
In such cases, consumers can take the initiative to establish
their own bill-paying score, says Nathans. In contrast to the traditional credit bureaus, PRBC allows consumers to report their own
payments, which are then verified through third party services.
There’s a cost to manual verification, says Nathans--$18 for
verifying rent payments and $8 for verifying other types of
payments--but mortgage lenders frequently pay those charges.
PRBC’s bill payment score was recently incorporated into
LIFT®, the new scoring model specifically designed for personal lines insurance underwriting.
LIFT® also incorporates data from TeleCheck, the world’s
leading check verification company, and Teletrack, a database
of records from merchants and creditors, including rental companies, cable television franchises, personal finance companies,
and subprime lenders.
“The results of TeleCheck’s transaction evaluation process
correlates directly to insurance risk,” reads the Convergence
Data Web site. “As would be expected, individuals with no bad
checks and good risk profiles have lower loss ratios than those
with the presence of bad checks.”
“Every data test so far has proven that this data is predictive
[of insurance loss ratios],” says Wilson.

Finding patterns
PRBC and LIFT® pride themselves on being supplements to
traditional credit bureaus in offering consumer scoring based on
models that use new types of data.
Yet, while their criteria is non-traditional, their methodology
is similar to that of the standard credit bureaus, in that an individual’s payment history is measured and scored against a predetermined scale.
The pattern recognition system being developed by UIPI
and Pattern Recognition Systems (PRS), Chicago, seeks to take
the use of non-traditional information even further. That system
is being designed to search databases to identify new patterns
of consumer behavior that correlate to insurance risk.
As PRS explains it, companies typically use regressionbased forecasting to determine when to award loans or insurance coverage. Under regression-based methods, information
about each applicant is entered into an equation, and applicants
are approved or denied depending on how their scores compare
with a criterion value.

According to PRS, pattern recognition systems harness the
enormous power of modern computers to analyze the interaction between variables and the combination of factors that significantly predict a customer’s behavior.
“Customer databases become their memory of past experiences,” PRS writes on its Web site (www.patrec.com). “When a
new situation arises, our systems search that memory and, using
pattern-finding techniques, find examples of similar situations.”
“In essence, the applicant is processed by asking, ‘Who
have I seen like this before?’ and ‘What type of credit risks
have those people been?’ The process [then] selects a special
subset of prior applicants and determines an appropriate
weighting factor for each one.”
Pattern recognition relies on the ability of a system to recognize how new variables that may not have been considered in
the past can dramatically change how a consumer is scored,
says Canh Tran, PRS president.
For example, he says, three reports of rejection for credit
may produce a negative profile for an applicant. But, he adds, if
you combine them with reports that a person has just ordered
new checks and has a satisfactory bill payment history, a new,
more complete profile emerges that suggests the person is starting to build or rebuild a financial profile.
In that case, a small number of credit rejections is not necessarily predictive of a poor risk for either lending or insurance,
according to Tran.

Heterogeneous
The ability to discern and analyze different patterns of consumer behavior is critical to enabling carriers to write more
business in urban areas, he adds.
“Urban markets are more heterogeneous than suburban
markets,” he says. “Urban markets have a wider range of people and behaviors than you find in the suburbs.”
“People with different behaviors may still have good success profiles.”
When facing calls to write more business in urban markets,
“insurance companies are faced with customer segments for
which they have incomplete information,” says Reade at the
UIPI.
“Companies are reluctant to embrace new market segments
if they cannot rate and price accurately,” she says. “This pattern
recognition initiative is designed to increase the appetite for a
wider array of risk.”
Companies that want to learn more or participate in the
project can contact Suzanne Reade at 773-880-8780.
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INLAND MARINE

arisen.
To understand why this is so, it is necessary to review the
history of inland marine and the current conditions that affect
the development of the line.

Portable property

A question
of class

According to Robert Guevara, AAIS vice president of
inland marine, the notion of classifying certain types of property into an inland marine “class” dates from the years when
“fire” and “marine” insurers were strictly separated by regulation and practice.
Fire policy underwriting was (and remains) heavily dependent on the characteristics of an insured location, and did not
adequately address exposures to high-value portable property
exposed to perils--particularly theft--away from insured locations.
Cameras, furs, jewelry, musical instruments, and doctors
and dentists equipment were examples of such property. Inland
marine classes, whether filed or nonfiled, were defined for the
purposes of insuring them.
In addition, inland marine classes were defined for other
types of property (accounts receivable, valuable papers and
records, signs, mobile equipment, and more) that were unique
in nature, mobile, or subject to constant change, and thus illsuited for standard “fire” coverage.
Before the age of consumer electronics, most other personal
property worth insuring was large, not easy to steal, and typically covered under location-focused property policies.

What constitutes an inland marine
“class,” and why isn’t the number
of classes growing?

Times change

AAIS recently filed a comprehensive revision of its
Commercial Inland Marine (CIM) Program, an undertaking
that updates the policy forms and rating information for the
commercial classes traditionally subject to filing requirements
(see sidebar on page 21).
While the update is significant for many insurers’ operations, an observer could easily wonder why the number of standard classes in inland marine insurance--both filed and nonfiled--has remained essentially unchanged for decades.
This is the case even though the amount and variety of
property that could be insured under an inland marine policy
has grown substantially over the years.
For example, the revised AAIS CIM Program includes an
update for the traditional “Photographic Equipment” class, but
no separate class for video equipment or digital cameras has

Things had changed in the insurance business by the time
electronic technology made valuable portable property commonplace.
The distinction between fire and marine companies was
practically eliminated, and much the same has happened to the
distinction between property and marine departments within
companies.
Along with that trend, portable personal property is now
commonly insured with other types of personal property under
the personal property limit of a commercial property policy,
subject to limitations for losses away from the insured premises.
“Without a strict separation of marine and property insurance, there is less of a call to define certain types of property as
belonging to a class,” says Guevara.
Another reason there has not been growth in the number of
inland marine classes is that some classes have adapted to
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AAIS revises Commercial Inland Marine Program
AAIS has initiated a countrywide
filing of revised forms, endorsements,
schedules, and manual for its
Commercial Inland Marine (CIM)
Program.
This program encompasses
commercial inland marine classes
traditionally subject to filing requirements, including Accounts Receivable,
Camera and Musical Instrument
Dealers, Floor Plan Merchandise,
Jewelry Dealers, Mobile Equipment
Dealers, Musical Instruments, Negative
Film, Photographic Equipment,
Physicians and Dentists Equipment,
Signs, Theatrical Property, and
Valuable Papers and Records.
Among other things, the revision
modifies forms and endorsements to
use more titles and paragraph breaks
to designate conditions, limitations,
and exclusions that apply to covered
property.

The new format is consistent with
that implemented in the 2004 revisions
of the Inland Marine Guide for nonfiled
classes. Because of this, companies will
find that, in most cases, they can use a
single amendatory endorsement in a
state for both filed and nonfiled inland
marine forms bundled into a package
policy.
The format also complies with
guidelines arising from a recent
California supreme courts decision
regarding clarity in policy provisions, as
well as those established by the
Oregon insurance department. The
new countrywide format eliminates the
need to maintain separate forms for
Oregon.
Other enhancements to the
program include:
• Incorporation of an updated definition of “collapse” where applicable;
• Addition of a standard pollution
exclusion to each coverage part;

include new types of property that have developed over the
years.
This is the case for electronic data processing, a nonfiled
class that emerged in the early years of the computer age and
now addresses exposures to Web sites and other forms of electronic property not known when computers were introduced.
If there are no new standardized classes for video equipment or digital cameras, says Guevara, the reason is that whatever items are not covered under property policies can be
insured under the Photographic Equipment class.

Proto-classes?
It’s one thing to identify a category of property as having
unique exposures.
But, an inland marine “class” is not established until three
things are developed:
• A distinct policy form for insuring the property;
• A distinct procedure for rating the policy; and
• Fields for data capture related to the property in
statistical plans.

• Addition of resulting loss language
(which broadens coverage) to
various exclusions (animal nesting/
infestation/discharge, contamination/deterioration, mechanical breakdown, temperature/humidity, wear
and tear, and weather);
• Introduction of an optional calendar
date or time failure exclusion
endorsement (in place of built-in
exclusions originally developed to
address the “Y2K” problem);
• Filing of updated schedules of
coverages on behalf of companies,
(previously placed on file for informational purposes only); and
• Modifications to various individual
forms within classes.
For information on affiliating with
AAIS for use of the Commercial Inland
Marine Program or Inland Marine
Guide, contact Rick Maka, director of
marketing, at rickm@AAISonline.com
or by calling 800-564-AAIS.

There is a cost to each of these, and the benefits of defining
a class have diminished as property policies have broadened
their coverage for personal property.
That is not to say that the process of developing inland
marine classes has stopped entirely, however.
As an example of classes potentially in development,
Guevara cites mobile medical equipment and electronic equipment for agriculture.
At the request of AAIS inland marine affiliates, Guevara’s
team recently developed standard policy forms for insuring
such equipment.
For the time being, and perhaps indefinitely, those forms
will be included in the “Miscellaneous Floaters” section of the
AAIS Inland Marine Guide, the leading industry resource of
forms, rating procedures, underwriting guidelines, and other
information for the traditionally nonfiled classes.
If sufficient demand emerges for standardized rating information for mobile medical and electronic equipment, they may
become classes of their own with rating procedures and data
reporting fields, says Guevara.
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>>AAIS NEWS
State-by-state SERFF
requirements compiled in
latest State Filings Guide

INDUSTRY NEWS
STAFF UPDATES
TECHNOLOGY
MEMBER COMPANIES
INDUSTRY MEETINGS

The latest edition of the AAIS State
Filings Guide includes a table of requirements for each state regarding filings
made using the System for Electronic
Rate and Form Filings (SERFF).
The table indicates which states currently accept SERFF filings, and whether
they require cover letters, component
headings, side-by-side forms comparisons, or other materials.
The State Filings Guide is a comprehensive resource combining the latest
information on filing requirements for
forms, rules, and rating information in all
jurisdictions. This year’s annual update
adds new information on filing guidelines
for applications and binder certificates,
plus the state-specific SERFF requirements.
All AAIS affiliates received their
updated version of the Guide in
September. Companies not affiliated with
AAIS can purchase it for $200 a copy. To
order a copy, contact Rick Maka, director
of marketing, at rickm@AAISonline.com,
or by calling 800/5654-AAIS.
Elizabeth Lupetini joins AAIS
as assistant vice president
for special projects
Elizabeth Lupetini has joined AAIS as
assistant vice president assigned to special
projects.
Lupetini has 18 years’ experience in
the insurance industry, and has worked
extensively in compliance and commercial liability in recent years. An economics graduate of Northwestern University,
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Lupetini also holds several professional
designations, including that of Chartered
Property Casualty Underwriter.
Before coming to AAIS, Lupetini
served as assistant vice president of
underwriting services for General Star
Management Company. Previously, she
worked for Zurich North American,
American Horizon Services, Interstate
National Corporation, and the Midwest
regional office of the Insurance Services
Office.
Deborah Summerlin
speaks before Florida
personal lines committee
In October, Deborah
Summerlin, AAIS vice
president of insurance lines,
addressed members of a
Florida advisory committee
charged with developing
policy language for providing personal
residential property coverage. Summerlin
briefed committee members on the AAIS
Homeowners Program, including certain
features of its forms and manuals that are
specific to Florida.
A bill passed and signed into law by
Gov. Jeb Bush states that consumers
were inadequately insured when four
hurricanes hit Florida in 2004 because of
“the difficulty consumers encounter in
trying to understand the complex nature
of property insurance policies.”
In response, the committee is charged
with developing policy language that
“represents general industry standards . . .
for comprehensive coverage,” but companies will not be required to use the
policy unless there is further action to
that effect by the Florida legislature.

Countrywide manuals
filed for Homeowners
and Mobile-Homeowners
programs
AAIS has initiated filing action to
introduce countrywide manuals for its
Homeowners and Mobile-Homeowners
Programs. Under this format, pages for
identifying specific state exceptions will
be issued separately, a change from the
previous practice of issuing separate
manuals for each jurisdiction.
The new manuals will display basic
rating information in a factor rating format rather than as tables with amounts
already calculated. The manuals will display loss cost base amounts by territory,
and provide the applicable relativities for
policy form, amount of insurance, protection, and construction.
Proposed effective dates for the new
manuals range from May 1 to Sept. 1,
2006.
Also, AAIS recently issued updated
statistical plans to its Homeowners and
Mobile-Homeowners affiliates. The new
statistical plans are being revised to
accommodate available media for reporting statistics and to add fields.
For information on affiliating with
AAIS for use of its Homeowners or
Mobile-Homeowners programs, or statistical reporting service, contact Rick
Maka, director of marketing, at
rickm@AAISonline.com or by calling
800/564-AAIS.

Industry references
review AAIS programs
AAIS programs for insuring small
businesses were recently analyzed in
leading insurance reference works.

Commercial Property Insurance, a
three-volume reference published by
the International Risk Management
Institute, Inc. (IRMI), features discussion of AAIS Businessowners forms
and endorsements updated in 2004. The
analysis of endorsements was provided
in IRMI's October 2005 supplement to
the publication; analysis of the base
policy forms was provided in the May
2005 supplement.
Also, the September 2005 edition of
the Policy Form and Manual Analysis
Service (PF&M), published by The
Rough Notes Co., features a detailed
analysis of the AAIS Artisans Program,
concentrating on the open perils form
provided in the program.
For information on affiliating with
AAIS for use of its commercial lines
programs, contact Rick Maka, director of
marketing, at rickm@AAISonline.com, or
by calling 800/564-AAIS.

AAIS files rating info
for New Jersey fuel oil
endorsement
AAIS has filed rating information in
New Jersey for liability coverage related
to leaks or spills of fuel oil.
Data for the filing was gathered in a
special data call that collected information on more than one million policies
from carriers that account for 19% of the
New Jersey homeowners market.
Along with the rating information,
AAIS resubmitted Homeowners and
Mobile-Homeowners endorsements
excluding coverage for bodily injury,
property damage, and personal injury
arising from fuel oil spills or leaks.
Those exclusions were developed in
response to a New Jersey Supreme
Court ruling that standard pollution
exclusions did not apply to leaks, discharges, or spills unless they were done
intentionally. (New Jersey has many
homes with fuel oil storage tanks.)
The exclusions allow for a “buyback”
of coverage for accidental leaks or
spills at specified locations, and the
newly filed rating information can be
used to price the coverage.
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Reinsurance Supply and Demand Continued from page 12

insurance market), selectivity rules and capacity will be allocated to those clients with strong relationships and profitable business. Even long-term clients can expect demands for more
information about risks and modeling adjustments, so reinsurers can have more confidence in their management of aggregate
exposures. These insurers may pay more for reinsurance support, but they should be able to secure renewal quotes from
their current reinsurers. The same may not be true for insurers
and reinsurers seeking new covers or new participants in their
reinsurance programs.
More contractual conditions: Tighter contract terms often
follow a major loss event as reinsurers incorporate lessons
learned into their renewal offers. It is too early to say which
proposed terms, if any, would emerge in bound contracts.
However, cat-related provisions tend to come into discussions
at these times and probably will for 2006 renewals. A short list
of possible clauses includes Hours clauses, Industry Loss
Warrantees, Rating Downgrade triggers, and Mold
exclusions/sublimits. Discussions of ex gratia coverage, follow
the fortunes, policy reformation and access to records may also
arise. Since some rating downgrade provisions will be triggered
in the wake of Katrina, insurers are weighing their options and
deciding whether to replace downgraded reinsurers, demand
security or do nothing. Such security concerns may be wrapped
into 2006 renewal negotiations and placements.
The Hours Clause has particular relevance to Katrina losses.
Most cat covers limit a hurricane occurrence to 72 hours and
many reinsurers were expanding that limit to 96 hours.
Applying the Katrina timeline, four days separated the Florida
landfall from the Gulf Coast landfall. Under a 72-hours limitation, Florida claims cannot be combined with Mississippi or
Louisiana claims into a single occurrence. If Florida losses do
not reach the retention, there is no recovery. The benefit of a
longer hours clause to any insurer will depend on the event,
book of business and specific reinsurance terms, but usually
longer is better for cedents. For the exception, consider the
insurer who already exhausted reinsurance limits with Gulf
Coast losses. Adding in the Florida claims does nothing to
change the result--it is still net loss. Since longer is usually better, insurers may seek longer hours clauses and some reinsurers
may revert back to 72-hour limits.
Higher reinsurance security: The initial wave of rating
agency actions leaves fewer reinsurers firmly in the “A” and
higher categories6. A.M. Best downgraded two reinsurers to
below “A” and placed 22 companies under review with negative implications; three additional reinsurers already under
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review are on notice that the agency will focus on Katrina losses. Standard & Poor’s downgraded three reinsurers and placed
eight companies on credit watch with negative implications.
Before Katrina, S&P raised its risk-based capital calculations for reinsurers. Aggregate exposure is now measured on
the basis of a more extreme event combined with all occurrences for that year. This higher RBC standard has the effect of
raising PMLs for financial strength calculations, which in turn
raises the ratings bar for reinsurers. Fewer reinsurers will make
the “A” grade but insurers should have more comfort doing
business with those reinsurers that do.

The bottom line:
Get quotes soon and often
hese are uncertain times for insurers and reinsurers, and not
just because of natural catastrophes. The question of terrorism coverage looms large as expiration of TRIA approaches. If
TRIA is not renewed, reinsurance capacity will be curtailed further for many of the same property per risk and property catastrophe programs battered by Katrina, and to some degree for
casualty business.
In uncertain times, there is great value in having firm offers
in a reasonable time frame. If a promise of a renewal quote by
December 21 is not kept, there are fewer options left in a tight
market. The earlier reinsurance markets are approached with
quality submissions, the more time and options exist, allowing
the insurer to be selective in a market dominated by reinsurer
decisions. Supply and demand are economic forces driving the
broad reinsurance market, but individual insurers can still perform better than market to secure reinsurance protection for the
2006 renewal season.
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progress was made last year when the U.S. P/C insurance industry
made its first underwriting profit since 1978 - of approximately US$5
billion11.
If the industry is to remain strong for its policyholders and shareholders in the long-term, it must continually take a realistic assessment
of risk and respond with technical pricing levels. Not only are the
exposures enormous, but there are an array of business, economic and
regulatory realities that will continue to exert considerable influence on
underwriting decisions for the foreseeable future.
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“Given the amount and variety of farm property, it
is important to have information available on property
for every type of farm,” says Rissel.

Systematic
According to Rissel, farm insurers have believed for
years that the intuitive approach to farm valuation was
not producing a sufficient level of insurance to value.
“They knew they had an issue, but they didn’t have
a method,” he says. “There hasn’t been an easy way to
do standardized farm valuation.”
Establishing a systematic method for valuing farm
property is critical today, he says, because the cost of
replacing all types of structures--rural, urban, or suburban--is rising steadily.
“There’s been a clear uptick in the cost of rebuilding anything,” Rissel says. “In the past five years, the
level of household and commercial construction has
been accelerating.” E2Value (www.e2value.com) provides valuation services for residential and commercial
properties in addition to farm and ranch.
“Commercial, residential, and farm construction are
all drawing from limited contracting capacity.”
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