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Parents may want to start pushing back against the growing liability they
face for a range of new activities among children and adolescents. Insurers
certainly have to monitor the level of personal liability exposure posed by
“cyber-bullying,” high-powered toy vehicles, and a host of other new activities
engaged in by children, but for which parents may be responsible.
At AAIS, there’s the work that you see, and the work that you don’t see.
The latest example of the work you see is the release of the new AAIS
Yacht Program, a comprehensive update and expansion of forms and rating
information previously provided in the Inland Marine Guide.
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With the repositioning of the Yacht Program, AAIS now has three
standardized watercraft programs carriers can utilize to insure privately
owned boats and yachts. See page 16 for details.
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Some of the AAIS work you don’t see is explained in the article on pages
20-21 about the behind-the-scenes efforts of our inland marine staff to
discourage regulators from imposing rate and form filing requirements
on traditionally “nonfiled” classes of inland marine insurance.
Something you have seen in this magazine, and will see more of in other
publications and in AAIS exhibits at industry meetings, is our new logo and
tagline: Products and people you can rely on.
On page 9, Joyce Tignino, our vice president of marketing and the
principal manager of our “re-branding” project, explains how and why
we came up with the new logo and tagline, and what they mean to you.
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LIABILITY INSURANCE

It’s on you
More and more medical costs
being shifted to P/C insurers
Being outside the web of fee arrangements that pervades health care pricing,
liability carriers often find themselves paying
more for the same services than their health
insurance counterparts.
This gives health providers added incentive to send bills directly to liability insurers,
who find it hard to resist paying charges that
may be above what they consider normal and
reasonable.
It doesn’t necessarily matter what an
injured person should have been charged; what
he or she was actually charged can constitute
recoverable damages. The casualty carrier that
balks at paying such a claim runs the risk of a
bad faith claim.

Recovery

Cost-shifting has long been one of the
defining features of U.S. health care financing, and more and more of those costs are
being shifted onto liability insurers as health
providers and insurers work systematically to
identify responsible third parties for medical
claims.
No one is arguing that property/casualty insurers should not pay their share of
legitimate bodily injury claims, but evidence
suggests that liability insurers may be paying
more than their fare share.

Medical subrogation and recovery are not
new, but their impact on medical claims has
grown in recent years as health care providers
and insurers have embraced subrogation and
recovery as a core area of strategic attention.
Accelerating the trend was a May 2006
U.S. Supreme Court ruling clarifying the
previously disputed right of health plans to be
reimbursed from the proceeds of liability judgments or settlements.
“The past two years have been unique,”
says Michael Garner, executive vice president
of Trover Solutions, Inc., Louisville, Ky., a
leading provider of medical subrogation and
recovery services.
“Previously, subrogation was a topic of
interest only to a few people in the claims
department,” he says. “Today, both claims 
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“Claims and
financial executives
want fact-based
assurance that
they are optimizing their financial
recoveries.”
— Michael Garner,
executive vice president,
Trover Solutions, Inc.,
Louisville, KY

and financial executives want fact-based assurance that they are optimizing their financial
recoveries.”
Not surprisingly, when health care
providers and health insurers seek to identify a responsible party, “the source of funds
frequently includes auto, workers comp, or
premises liability policies.”
Garner adds that leading edge practitioners of medical subrogation and recovery are
exploring how to expand the practice beyond
accidental injuries.
Some are starting to seek reimbursement for costs for medical conditions, such as
depression and hypertension, which may have
been caused or aggravated by the actions or
omissions of a responsible third party.
The potential for making such claims lies
in the wealth of data now available to health
care providers and insurers, and their increased
sophistication in mining it.
“Five years ago [health care providers and
insurers] dealt mainly with medical claims
data,” says Garner. “Now they’re bringing it
all together--accident, medical, disability, and
pharmacy data.”
The wider the range of available data, the
more connections can be made between individual claims, and the greater the possibility
for identifying a common source--and responsible party--for bodily injury.

Amount
The best estimate to date for the amount
of medical costs shifted to property/casualty
insurers comes from a report released in February 2010 by the Insurance Research Council
(IRC).
The report, “Hospital Cost Shifting and
Auto Injury Insurance Claims,” estimates that
the billing of auto bodily injury claims at rates
above those charged to other payers cost the
P/C industry an extra $1.2 billion in 37 states
in 2007.

4
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“This estimate does not include potential excess charges related to personal injury
protection or medical payments claims . . . or
to claims of any type in the 12 no-fault states,”
reads the report.
“Nor does it include excess hospital
charges associated with other property/casualty insurance products, such as workers
compensation or general liability.”
To calculate their estimate of excess
charges, the authors compared loss experience
in most states against that in Maryland, where
hospitals are required to charge the same rates
to all payers.
“A hospital is like a hotel,” says David
Corum, IRC vice president and secretary, in
a taped interview about the report available at
the website of The Heartland Institute (www.
heartland.org).
“There’s a standard ‘rack rate’ charged
to stay a night, but you can pay less through
special deals and promotions. With hospitals,
different payers pay different amounts.”

Factors
According to the IRC, there are several
factors correlated with medical cost-shifting to
liability insurers.
The strongest predictor of auto-related
hospital costs cited in the report was the percentage of a state’s population without health
insurance.
The report states: “In states with a higher
percentage of uninsured, hospitals treat more
patients who are unable to pay for the treatment they receive, which increases the need to
shift costs to payers such as auto insurers.”
A second predictor of heightened auto BI
claims, according to the IRC, is the percentage
of a state’s population covered by Medicaid, the
federal-state health care program for the poor
that, according to the IRC (and other organizations), pays hospitals less than the full cost of
providing coverage to Medicaid patients. 

The INSurance PROcessing
System that’s Right for You
INS PRO is an affordable, dependable,
and interactive software package
that meets the complete needs of
property/casualty insurance companies.
Town & Country Computer Services, LLC
www.tccs-inspro.com
sales@tccs-inspro.com | (800) 388-7779

“Government
payers pay hospitals
less than marketbased prices so,
to compensate,
hospitals over-charge
other private payers.”
— Robert Detlefsen,
vice president of public policy,
National Association of
Mutual Insurance Companies

“We need to deal
with the entire
system. If you just
shift costs onto
buyers of other
insurance, you place
a tax on them.”
— Ed Collins,
assistant general counsel, Allstate
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“With more Medicaid patients, the
amount of under-reimbursed treatment provided by hospitals increases, along with the
need to shift costs to other payers,” the report
reads.
“This cost-shifting occurs primarily because of inadequate reimbursement by federal
and state programs, Medicare and Medicaid,”
says Corum.
“Government payers pay hospitals less
than market-based prices so, to compensate,
hospitals over-charge other private payers,”
says Robert Detlefsen, vice president of public
policy at the National Association of Mutual
Insurance Companies, and a member of the
committee that produced the IRC report.
According to Corum, one potential policy
response would be to introduce common hospital charges like those in Maryland in other
states, something akin to the workers compensation billing schedules utilized in several
states.
“By requiring all payers to pay the same
reimbursement rates, the [Maryland] system
eliminated a major source of hospital costshifting,” reads the IRC report.
“Maryland did not eliminate cost shifting
entirely,” the report adds. “It did, however, dra-
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matically reduce the magnitude of the problem
by eliminating price discrimination among
payers, by formally recognizing the costs of
unreimbursed care in its rate-setting process,
and by more fairly distributing those costs
among all payers in the system.”

Health law
It remains to be seen what impact the
2010 federal health care law will have on costshifting to liability carriers.
“Health care reform can be a positive
thing if the uninsured become insured, so
hospitals won’t have to eat the cost of their
treatment,” says Ed Collins, assistant general
counsel for Allstate and another member of the
IRC committee.
“But if they put more people into Medicaid, and continue to underpay through Medicaid, hospitals will have an incentive to increase
charges on other payers,” he says.
Collins adds, “we’re not only concerned
about current cost-shifting; we don’t want
policymakers to make it worse.
“We need to deal with the entire system. If
you just shift costs onto buyers of other insurance, you place a tax on them.” n
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New logo,
new initiatives,
enduring values
by Joyce Tignino, AAIS Vice President
of Marketing and Industry Relations
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Products and people you can rely on

“At AAIS, we pride ourselves on our reputation
for excellent customer service.
“Not being an organization that stands still, we
recently undertook research to find out if that reputation was still warranted, and to better determine just
what customer service means in the electronic world
of 2010.
“We learned the most from lengthy interviews
by independent researchers who asked our customers
why they use AAIS. The responses were frank and full
of insights.
“The common thread in those responses assured
us that outstanding customer service is not only keeping existing customers with us, but also bringing new
customers to us. That’s what we wanted to hear, and
that emphasis on customer service will continue to
serve as our foundation.
“Our customers clearly expressed what service
means to them, and you will have an opportunity to
“hear” for yourself when you receive our new corporate brochure in the near future.
“Whatever the size or other characteristics of the
companies that responded, they told us that it is the
expertise and responsiveness of our people that sets
us apart from our competitors, as depicted in our new
logo and expressed in our new tagline as Products and
People You Can Rely On.
“While our people remain steadfast in their commitment to serve customers, our products need to
perform in the diverse and dynamic marketplaces that
our 600+ insurer customers serve.
“As an advisory organization whose core function
is developing rating plans, AAIS brings the people, the
tools, and the data together to provide plans that give
companies confidence that a risk is accurately priced.

“While actuarial tools may be available to insurers,
it can be very difficult and expensive for companies to
acquire the expertise and data to develop refined rating
plans. Equally important and challenging is the ongoing maintenance of those plans.
“Our new Homeowners By-Peril Rating Plan is
the first in a series that will be developed using new
data and tools that AAIS has acquired over the past few
years. Other product initiatives are driven by emerging exposures in industries we are strongly committed
to, such as agriculture and construction. Our product
innovations in these product lines will secure AAIS’s
position as a leader in insurance product design.
“While our value is all about products and people,
our internal operations are continually changing to
deliver better service and streamline operations. The
big question is where and how to apply technology, not
simply replacing a person with a new tool.
“When making operational changes, we begin
with the questions: Will a change make it easier to do
business with AAIS or provide greater value in our
programs?
“With these objectives, our product delivery and
support system, AAISdirect, is currently being rewritten
on a new platform to add functionality and ease of use.
At the same time, we are adding rating worksheets and
other content to make it easier to adopt and maintain
forms and manual information.
“The leadership at AAIS has been in place for
many years, as has the culture that values customers so
highly. We are working hard to make sure that, whether
it is tomorrow or many years from now, customers will
tell us the reason why they use AAIS is because we
stand for Products and People You Can Rely On.” n
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PERSONAL LINES

Parents, beware; insurers, too
Liability for acts of children
grows in unexpected ways

“We have seen
increased interest
among our members
in potential social
host and parental
supervision liability
exposure.”
— Paul Dispensa,
vice president,
Liability Insurance
Research Bureau
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“No boys with cars.”
The directive from Michael Kellerman to
Paula McDonough was certainly straightforward.
Kellermen’s daughter, Jaimee, was not to
ride in cars with young male drivers during
a stayover with the McDonoughs, and McDonough responded with words to the effect
of “Don’t worry, I promise we’ll take good
care of her.”
In the wake of that exchange, and Jaimee’s tragic death in a car driven by a 15-yearold boy, the McDonough’s homeowners carrier paid a $1.75 million wrongful death claim
settlement against the host family.
Given Kellerman’s directive and other
facts of the case, it is not surprising that the
Virginia Supreme Court overturned a lower
court ruling dismissing the suit.
What is more alarming to insurers is the
breadth of the ruling.
“When a parent relinquishes the supervision and care of a child to an adult who agrees
to supervise and care for that child, the supervising adult must discharge that duty with
reasonable care,” wrote Chief Justice Leroy
Hassell in a in November 2009 ruling. “The
supervising adult must discharge his or her
duties as a reasonably prudent person would
under similar circumstances.”
The majority added that the supervising
adult is not “an insurer (assurer) of the child’s
safety,” but two dissenting justices said the
logic of the ruling contradicted that claim.
According to Justice Lawrence Koontz
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in his dissent, the court was establishing a
generalized common law duty where none had
existed.
“The majority’s characterization of this
common law duty is too broad,” Koontz wrote.
“It is made applicable to the criminal acts of
a third party not occurring on the premises of
the host parent.
“Also, it implicitly makes the host parent
the virtual insurer of the guest child’s safety,
despite the majority’s disclaimer to the contrary.”

Burden
According to Paul Dispensa, vice
president of the Liability Insurance Research
Bureau (LIRB), the Virginia case is one of
several indicating growing exposure of insurers for claims of negligent supervision against
parents.
“From the start of this year, we have seen
increased interest among our members in
potential social host and parental supervision
liability exposures,” he says.
Any expansion of the standard of care
expected of parents supervising children of
others would add to a growing burden of legal
liability parents have for their own children.
While parents have long faced potential
liability for their children’s acts of assault,
battery, and vandalism, in recent years parents
have become exposed to at least three relatively new sources of claims arising from their
children:

• Personal injury claims arising from libel,
slander, and publication of damaging
personal information on the Internet;
• Copyright violations arising from illegal
sharing of audio and video files; and
• Bodily injury claims arising from motorized toy vehicles.
Standard homeowners policies have
exclusions or limitations regarding all of these
types of claims, but parental negligence is
commonly alleged as a means to establish a
claim against a parent’s assets and insurance
limits.

Negligence
“A decade ago few claims included parental negligence allegations, but now they are
routine,” says Mindy Pollack, a vice president
with Gen Re who specializes in liability and
coverage issues.
According to Pollack, negligence claims
against parents are a way for plaintiffs to go
beyond the limited damages available under
parental liability laws (discussed below) as
well as intentional acts exclusions in homeowners policies.
“In a one-year period I came across high
court decisions in eight states on the [homeowners] intentional acts exclusion,” she
writes. “Several involved loss arising out of
the intentional acts of a child.
“The child might not be covered but the
suit alleges negligent supervision by the parent
(thereby triggering homeowners coverage).” 

“Electronic aggression”
excluded in revised
Personal Umbrella forms
AAIS has developed a new policy provision excluding liability coverage for bodily injury, property damage, or
personal injury arising from “electronic aggression.”
Developed in response to growing concerns about
“cyber-bullying,” the provision will be filed countrywide
later this year as part of a comprehensive revision of the
AAIS Personal Umbrella Program.
The term “electronic aggression” is used by the U.S.
Centers for Disease Control to identify “any type of harassment or bullying . . . that occurs through e-mail, a chat room,
instant messaging, a website (including blogs), or text messaging.”
“Harassment or bullying,” according to the CDC, means
“teasing, telling lies, making fun of someone, making rude or
mean comments, spreading rumors, or making threatening or
suggestive comments.”
Concern over cyber-bullying has grown in the wake of
tragic suicides related to online messaging (see main story).
“Our new umbrella form is designed to protect insurers
from exposure to claims arising from willful behavior,” says
Susan Luecke, AAIS assistant vice president of personal
lines.
“The new exclusion maintains the existing intent of liability coverage” she adds.
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“The age of a child
is often relevant to
whether the damage
was intended by the
child.”
— Mindy Pollack,
vice president, Gen Re

In an Ohio case, the state supreme court
found coverage for the parents of a 17-yearold who stabbed a younger teen.
The victim’s parents sued both the assailant and his parents. The latter’s homeowners
insurer denied coverage on the basis of its
intentional acts exclusion, but the court ruled
that the parents’ alleged negligence was accidental and, thus, met the definition of “occurrence” under the policy.
In response to that ruling, AAIS filed a
revised Homeowners intentional acts exclusion in Ohio excluding “any liability of anyone
who is an insured under this policy . . . regardless of the theory of relief pursued, asserted,
or claimed against the person or entity seeking
coverage.”
In California, the state supreme court also
found coverage under a homeowners policy
for an insured sued for negligence in connection with a claim of sexual abuse by the
insured’s son in the insured home.
“Our experience tells us that the plaintiffs’
bar will use the Ohio and California decisions
to argue for coverage in other states,” Pollack
says. “Ultimately, insurers will lose one or two
more big cases, if history repeats itself.”

Limitations
For reasons obscured by time, parents are
not held strictly liable under common law for
offenses committed by their minor children.
Therefore, in response to concerns over
juvenile crime, all states over the course of the
20th century enacted parental liability statutes
that made parents and guardians strictly liable
for willful acts of damage.
The acts were intended to give parents
an incentive to supervise their children but
they all limit the amount victims can collect.
The limits range from a high of $25,000 plus
court costs in Texas and California, to lesser
amounts elsewhere, usually under $10,000.
Almost all such statutes address only
willful and malicious acts of children, which
12
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would theoretically be excluded from standard
homeowners liability coverage.
Under parental liability laws, Pollack
notes, “there is no need to prove negligence
of the parent, but they often have low damage
limits.
“One way to supplement that statutory
remedy is a tort suit against the parent for
negligent supervision,” she says. “Most states
do not limit the size of awards for general
negligence.”

Age
Some courts will consider the age of the
offending child in determining whether an act
is intentional or accidental, thus creating the
possibility of homeowners coverage for an act
that was committed with intent.
In this regard, the common law traditionally had the “rule of sevens:”
•

A child aged seven or under was considered to be too immature to commit
a truly intentional tort;

•

A child aged 8-14 enjoyed a rebuttable presumption of such immaturity; and

•

A minor older than 14 was considered
capable of committing an intentional
tort, but was not presumed to have
done so.

Even today, “the age of a child is often
relevant to whether the damage was intended
by the child,” says Pollack. “Courts will look
at the mental capacity of other children the
same age, and at the understanding of the
specific child.”
In a Pennsylvania case cited by Pollack,
a court upheld an intentional acts exclusion in
a case where an 8-year-old set fire to a church
robe, resulting in fire damage to the church.
“The court pointed to deposition testimony showing that the child understood that his
actions were wrong and could cause serious
damage,” Pollack says. 

The age and intentions of juvenile offenders will almost certainly be key considerations
as courts hear more claims alleging personal
injury, bodily injury, and property damage
arising from online activity.
For several years now, insurers have been
watching for growing exposure of households
to personal injury claims--libel and slander-arising from online communications.
Personal injury is not covered under
standard homeowners policies; typically, the
coverage is added by endorsement and/or provided under a personal umbrella policy.
AAIS amended its Homeowners personal injury endorsement several years ago to
exclude coverage for personal injury arising
from comments of others published in an
electronic forum that the insured controls. The
endorsement still provides coverage for the
insured’s own comments, however.

their personal liability carriers to bodily injury
or property damage claims related to such
online abuse or harassment.
For one thing, online communications
leave an electronic trail of messages preserved
on hard drives and/or online services, and
available by subpoena. Every participant in
an online volley can be identified, and even
casual participants who forward offending
language could theoretically be dragged into
an action.
Secondly, the availability of messages
could indicate just how intentional the abuse
was. That might help insurers identify deliberate attempts to harm or harass, and to cite
intentional acts exclusions to avoid coverage.
It remains to be seen, however, how courts
will perceive intentionality in the context of
a rapid, often thoughtless exchange among
adolescents.
If intentionality is not clearly established,
but bodily injury (e.g., suicide) occurs, does
that qualify as an “occurrence”? Will negligence claims be routinely filed against all parents who knowingly or unknowingly allowed
their children to participate in a verbal vortex
gone wrong?
In light of the exposures, AAIS has developed a new provision in its revised Personal
Umbrella forms excluding coverage for bodily
injury, property damage, or personal injury
arising from “electronic aggression” (see sidebar on page 11).

Bodily injury

Motorized toys

Beyond that, two well-publicized cases of
teenage girls committing suicide after allegedly being bullied online--one in Massachusetts and one in Missouri--suggest that bodily
injury claims could arise from online activity.
Such claims could trigger defense and indemnity coverage under all policies providing
personal liability coverage.
Several aspects of “cyber-bullying” would
affect the overall exposure of households and

Parents also face increased exposures to
bodily injury claims from an expanding array
of high-powered toy vehicles, such as minibikes, motorized scooters, and skateboards.
Many parents are unaware that standard
homeowners policies, including those based
on AAIS forms, exclude liability coverage for
off-premises use of any motorized vehicles
owned by the insured and designed to carry

Cyber-bullying

14
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persons or cargo, with certain exceptions
that do not include toy vehicles such as those
specified above.
On sidewalks in residential areas it is
common to see one child riding another on a
mini-bike or similar vehicle. But this everyday activity would not be insured for liability,
unless the owner knew to acquire special
insurance for it.
One way to acquire the coverage would
be through a standardized homeowners endorsement that provides off-premises liability
coverage for motorized vehicles not required
to be registered.
That endorsement, however, typically
restricts coverage to vehicles designed to
travel no faster than 15 mph on level ground.
Some motorized toys advertise that they travel
faster than that, sometimes substantially faster.
(The endorsement also excludes coverage for
mopeds, motorized bicycles, and golf carts.)
In 2006, AAIS introduced a homeowners
provision that provides on- and off-premises
liability coverage for owned vehicles that are
battery-powered and travel no faster than 15

mph on level ground.
This “kiddie car” provision, added at the
suggestion of an AAIS advisory committee,
effectively limits off-premises use of toy riding
vehicles to small, relatively slow vehicles used
by young children.
Even toy vehicles not designed to carry
people or cargo, such as fast-moving remote
control cars, are not necessarily covered for
off-premises liability under homeowners policies.

Unexplored
The expanding array of motorized toy vehicles is largely unexplored territory for insurers. Unregulated use of fast-moving vehicles
driven by young, untrained, and unlicensed
operators is not a risk covered by standard
auto or personal liability forms.
To the extent this leaves households with
a coverage gap, there is greater incentive for
injured claimants and plaintiffs’ attorneys to
pursue claims of negligent supervision and
negligent entrustment against parents. n
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INLAND MARINE

Want to insure watercraft?
Come to AAIS
With latest Yacht revision,
AAIS has three programs
for insuring private boats
With the recent release of its personal
lines Yacht forms and manual rules, AAIS has
three up-to-date programs available to insurers
for covering privately-owned watercraft:

“The range of watercraft coverage
programs offered by
AAIS lets a company
offer a complete complement of solutions
for writing recreational watercraft.”
— Pam Nykaza, AAIS senior
product development specialist
for inland marine

• The Boat and Outboard Motor class of
coverage provided through the AAIS
Personal Inland Marine Program (PIM).
Forms and rating information for this
class provide property and limited liability coverage for small boats such
as canoes, kayaks, rowboats, and boats
designed to propelled by outboard motors,
as well as the motors themselves.
• The AAIS Boatowners Program, which
provides forms and rating information for
sailboats and motorboats (inboard and
outboard) up to 30 feet in length and up
to speeds of 50 miles per hour. Personal
watercraft, such as “Jet Skis” and “Wave
Runners,” are also eligible for coverage
under the Boatowners Program, with no
restriction on speed.
• The AAIS Yacht Program, released in
September 2010, provides advisory forms
and manual rules for insuring sail- and
motor-powered yachts and similar craft at
least 26 feet in length.

16
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Previously, AAIS yacht forms were
provided as a coverage class in the AAIS
Inland Marine Guide. With the latest release,
the AAIS Yacht Program will be offered in
tandem with the AAIS Boatowners Program,
at no additional charge. Current users of the
Inland Marine Guide will continue to have
access to the yacht forms and manual rules as
part of their Guide affiliation.
Coverage under all three of AAIS’s watercraft programs can be provided as a standalone policy or as an endorsement to a policy
based on the AAIS Homeowners Program.

Range
“The range of watercraft coverage programs offered by AAIS lets a company offer a
complete complement of solutions for writing
recreational watercraft, from a small canoe to
a large yacht,” says Pam Nykaza, AAIS senior
product development specialist for inland
marine, and the principal developer of AAIS’s
current watercraft programs.
“A single policyholder could own several
watercraft that would be appropriately insured
under different AAIS-based policies,” Nykaza
continues. “If a carrier uses AAIS forms,
agents and policyholders will see consistency
in policy structure, coverages, exclusions,
limitations, and other conditions.

“For carriers, a key benefit to using these
programs is in the consistency of the manual
rules and loss cost rating information,” Nykaza
adds. “This is especially beneficial to companies writing watercraft as an accommodation
for their personal lines accounts.”

Property
The AAIS Yacht Program is modeled, in
part, after the Boatowners Program, which was
the first standardized program developed for
insuring private watercraft used for personal
pleasure.
Property coverage under both programs
applies to eligible boats and trailers described
on the declarations and for which a limit is
shown. Coverage is provided on an open-perils
basis, and extends to newly-acquired boats or
yachts up to 30 days after acquisition.
Additional or supplemental coverages are
broader in the Yacht base form than in its PIM
and Boatowners counterparts, however.

While the PIM and Boatowners base
forms include additional coverage for boating
equipment and emergency towing service, the
Yacht base form also provides additional coverage for equipment on shore, recharging of
fire extinguishing equipment, boating-related
personal property, and storm protection.
Both base forms also exclude coverage
for loss arising from use of a craft for business
purposes, as a primary residence, or in racing
and stunt activities.
Among the perils excluded, in addition to
common property exclusions, are perils that
uniquely affect watercraft, including “marine life”, under each program’s base forms,
plus “bubbling and delamination” under the
Boatowners base form, and its counterpart,
“osmosis, blistering, or electrolysis,” under the
Yacht base form. 
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Types of vessels covered under AAIS watercraft programs
Personal Inland Marine
(Boats and Motors class)

2008 Boatowners Program

2010 Yacht Program

Eligible Property

• Rowboats
• Canoes
• Kayaks
• Boats designed to
be propelled by
outboard motors

• Bass boats
• Outboard motorboats
• Inboard boats
• Inboard/outboard motor boats
• Personal watercraft
• Sailboats

• Motor yachts
• Cabin cruisers
• Sport fishers
• Open cockpit cruisers
• Houseboats
• Pontoon boats
• Trawlers
• Sailboats

Maximum speed
and horsepower

Maximum 50 hp
outboard motor

50 miles per hour (does not
apply to personal watercraft

No restriction

Value restriction

n/a

Maximum value $75,000

Minimum value $50,000

Length requirement

Not to exceed 16 feet

Not to exceed 30 feet

Minimum 26 feet

Age of watercraft
restriction

No restriction

20 years or less in age

No restriction

Covered property

• Boats
• Outboards
• Boat trailers

• Boats
• Outboards
• Boat trailers

• Yachts
• Yacht trailers

Liability

Evolution

There are two forms of liability coverage provided under the Boatowners and Yacht
programs:

The AAIS watercraft programs are among
the best indications in the industry of how
watercraft coverage is becoming standardized.
“In the past, watercraft was typically insured under a range of disparate policies, often
built on a property-type base,” Nykaza says.
“Watercraft shares many of the characteristics
of autos, however, and today’s watercraft policies, both AAIS’s and others, are structured
similarly to auto policies.
“Coverage is provided for liability as well
as property, and risk assessment is based not
only on the property insured, but on the characteristics of the operator,” she says. “Driving
history, experience, and training in navigation
should all be taken into account.”
Among other things, the medical payments coverage in the AAIS Boatowners and
Yacht programs operate similarly to med pay
in auto policies. That is, medical payments are
covered for insureds, which includes permitted
occupants of an insured vessel, rather than for
third parties.
In contrast, medical payments provisions
of homeowners and other personal liability
policies typically exclude coverage for in-

• Personal liability coverage for bodily
injury and property damage arising out of
the ownership or use of the insured craft
and/or its trailer(s); and
“While there are a
variety of ways to
provide liability
coverage for watercraft, it is important
for agents and
insureds to examine
their options and not
presume their coverage is adequate.”
— Pam Nykaza, AAIS senior
product development specialist
for inland marine
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• Medical payments coverage for relatively
minor injuries to insureds and permissive
users of insured craft.
When liability coverage is selected under
a policy, uninsured boaters coverage is available to provide coverage for bodily injury
to passengers of an insured craft by another
boater who is uninsured for the loss, has
exhausted his/her insurance limits, or whose
insurer cannot pay because of insolvency.
The personal liability coverage provided
under each base form extends to the use of
nonowned boats or yachts, provided the boats
fall within the size and speed limitations for
owned boats insured under each respective
program.
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sureds, and pay only such costs as are incurred
by third parties.
Boatowners and Yacht coverage for medical payments and uninsured boaters are not
available, however, unless the insured elects to
insure for liability.

Distinction
The option whether to choose liability
coverage is an important distinction between
standardized boat and auto policies.
Auto policies provide liability coverage
as their primary purpose; first-party property
coverage is usually offered as an option. The
AAIS Boatowners and Yacht programs offer
three options for writing coverage: property
only, liability only, or property and liability.
The principal reasons for offering a wider
range of alternatives for covering watercraft,

according to Nykaza, are the greater ranges
of vessels compared to autos, and the greater
range of operator skill between boaters and
drivers.
“The contrast between a canoe or a
rowboat and a large yacht is greater even than
that between a small compact car and a large
pickup truck,” she says. “Along the same line,
the range of watercraft operator skill, from
novices to genuine, well-trained navigators,
is much greater than the range of drivers on
public roads.
“Also, unlike autos, some boats can be
covered for liability under homeowners policies” Nykaza says, “either through limited
coverage available under base policies or by
adding a watercraft endorsement. 
Continued on page 25 . . .
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INLAND MARINE

Balancing Act
AAIS works to discourage and fulfill
filing requirements on nonfiled classes
of inland marine insurance
Companies that use the AAIS Inland Marine Guide know that one of its key benefits is
that most of its policy forms and some of its
rating procedures, developed for the traditionally “nonfiled” classes are, in fact, filed in
many jurisdictions.
That’s because about half the states
explicitly require the filing of forms for some
or all classes; several also require the filing of
rating plans for certain classes.
Responding to requests from insurers and
regulators, AAIS in 2004 began filing forms
and rating procedures on behalf of Guide users, but only on a strictly limited basis. Only
those forms or rating procedures explicitly
required to be filed in a state would be filed
there. There would be no “blanket” filing of
materials AAIS still believes should not be
subject filings in any jurisdiction.
As noted at the time, the growth of filing
requirements in inland marine was less the
result of conscious public policy initiatives
than of regulators becoming more assertive
and diligent in exercising oversight.

Service
The filing of forms and rating procedures
where required is the visible part of AAIS’s
service to companies using the Guide. There
is an unseen dimension to AAIS’s service to
those companies, however: The time spent
by AAIS inland marine specialists engaging
insurance departments to discourage the intro-
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duction or expansion
of filing requirements for nonfiled
classes.
Since 2004,
Robert Guevara,
AAIS vice president
for inland marine,
Robert Guevara
has been in deliberations with at least five states to ward off filing
requirements, sometimes in collaboration with
the Inland Marine Underwriters Association
(IMUA).
Also, AAIS has hired outside counsel and
lobbyists to help the inland marine industry
make its case to regulators for preserving
nonfiled status.
In New York, Guevara and the IMUA
have met periodically with staff of the state’s
insurance department since August 2000, after
the department issued Circular Letter 22 for
that year.
Among other things, the letter states that
under certain--very common--circumstances,
coverage provided under the Difference in
Conditions and Electronic Data Processing classes must be classified as commercial
property coverage, with the forms and rating
information filed accordingly.
Guevara and IMUA representatives have
asked the department to relax that determination, as well as occupancy restrictions introduced by Circular Letter 22 for Builders’ Risk
and Installation Floaters.

In 2006, Guevara participated on a “form
and rate filing forum” of the Massachusetts insurance department, advocating for the need to
maintain the nonfiled status of certain classes
of inland marine insurance. (Massachusetts is
one of the states which require filing of forms
for all classes.)
Today, Guevara is engaging with the
Massachusetts department over its more recent
opinion that the Builders’ Risk class should be
considered commercial property rather than
inland marine coverage, and therefore subject
to filing requirements.
“Building coverage under a commercial
property form is designed to provide coverage
for a static exposure, a completed building,”
he wrote in one communication to Massachusetts insurance regulators. “A building in the
course of construction is considered a dynamic
exposure, which means the project changes
every day.”
Elsewhere in his message, Guevara noted
that builders’ risk forms include coverage for
off-site exposures, such as transit and storage.
Those features are rarely, if ever, seen in commercial property policies.

Custom
More recently, AAIS has teamed up with
the IMUA to question an announcement by the
Oregon Insurance Division that rating plans
for all inland marine classes had to filed.
In May 2010, Oregon regulators announced, in effect, that only “unique policies
that provide an individual policyholder with
coverage for a particular risk” would be exempt from rate filing requirements.
AAIS and the IMUA have written the
department, saying that the announcement appears to overlook the substance of an Oregon
statute, even though the statute itself is mentioned in the announcement.

The statute says that rate filing requirements do not apply “to inland marine risks
which by general custom of the business are
not written according to manual rates or rating
plans.”
That language comes from a model law
dating from the mid-20th century, and Guevara
has written to the Oregon department stating
that “the inland marine industry traditionally
has not filed rates for many classes of inland
marine products in reliance on [that] clause.”
For his part, IMUA President Ron
Thornton has written the Oregon department
stating, among other things, that “inland
marine underwriters need flexibility and
responsiveness . . . to meet the respective
needs of the parties to the insurance contract.”
The matter is still under discussion.
Also, in 2009 and 2010, AAIS exchanged
correspondence with the Alaska department
of Insurance regarding the filing status of
traditionally uncontrolled classes of inland
marine insurance. AAIS maintains that Alaska
regulations exempt those classes from form
filing requirements.

“At AAIS, we put
as much effort into
discouraging filing
requirements for the
nonfiled classes as we
do in meeting them.”
— Robert Guevara,
AAIS vice president for inland marine

Balancing
“At AAIS, we put as much effort into
discouraging filing requirements for the nonfiled classes as we do in meeting them,” says
Guevara.
“While we were moved to file the Guide
by requests from companies and regulators,
we continue to question requests to file in
states that do not explicitly require filing.
“Also, I travel to state departments and my
staff reaches out to regulators to explain why
certain classes of first-party coverage need the
flexibility of using nonfiled forms and rating
procedures.” n
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This is the latest in a series of guest columns
by professionals in organizations that have become
associate members of AAIS. For information on becoming
an AAIS associate member, contact Rick Maka, director

by Fritz Yohn, founder and CEO
MarketStance, Middletown, Conn.

G U E S T

E S S A Y

The uneven economic
recovery and its impact
on commercial insurance

of marketing, at rickm@AAISonline.com, or by calling
800-564-AAIS, ext. 222.
June’s employment report showed a modest 83,000
increase in private sector jobs for the month. The modest
sizes of recent gains have heightened fears of a relapse into
recession--the so-called “Double Dip” scenario.
As this report was drafted, the private sector had added
jobs at an average of only about 100,000 per month. Within
this aggregate, however, reasonably strong gains have been
reported in manufacturing, health care, and temporary employment agencies.
As the recent volume of news reporting has demonstrated, the size and composition of employment gains is of
interest to all participants in the economy.
To P/C insurers, however, even more interest should be
accorded to the geographic composition of these gains. In
short, insurers focused on strong-recovery states will enjoy
a significant competitive advantage over insurers looking for
premium growth in states still in recession.
The 2008-10 Recession differed from previous recessions in terms of its-• Depth: The recession removed 5-10% of insurable
exposures through business failures and closings, and
because of lower exposures among on-going businesses;
• Dispersion: Virtually all classes of business and lines of
coverage have been impacted, and virtually all insurers
have been affected;
• Duration: The recovery’s tepid pace means that soft
demand for coverages will continue for several more
years; and
• Disparity: There are pronounced differences in geographic experience of the recession from state to state.
This complex outlook necessitates state, county, and
even ZIP code specific planning, marketing and underwriting.
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2011-12 Small Commercial Premium Growth by State and Class
Small Commercial

Land Sub Dividers and Developers

Maps 1, 2: State-by-state view of the amount of premium dollars associated with organic
business growth predicted during the recovery for 2011-12 in the small commercial market
segment (1-49 employee businesses) in the map on the left and small commercial land
sub-dividers and developers (SIC 6552) in the map on the right.
Source: MarketStance Growth Advisor version 9-2

From recession to recovery: What’s next?

Making hay in the recovery:

Just as the 2008-10 Recession diverged from previous
recessions, the recovery should be different as well. First,
let’s look at the disparate nature of the 2011-12 recovery.
From a geographic perspective certain areas of the country
will experience robust job growth while others will remain
mired in marginal to no growth.
As the above map demonstrates, the economy is positioned to rebound in a number of hard hit states. Some
of the states hardest hit by the recession (e.g. Arizona
and Nevada) are forecast to rebound at a faster rate.
However the forecast significantly varies by market segment. For example, the outlook for Texas in the total
small commercial market shows positive growth, yet
the land sub-dividers industry (SIC 6552) is predicted to be stressed.
Relative to all account sizes, small business was
more negatively impacted in the 2008-10 recession
than in past recessions. This was evident in the pressure on many commercial insurers’ small business
books.
Those same writers will be encouraged by
the fact that small businesses will rebound in the
upcoming recovery.

The fact that the recovery will be uneven from a geographic, business class, and market segment perspective
yields significant opportunity for insurers.
The first step is to understand your current position and
market opportunity within the context of your territory, underwriting appetite, and distribution network. That opportunity can be scored to determine whether economic 

Annual Employment Growth Rate
by Market Size Segment

Chart 1: As opposed to a typical recession recovery cycle,
the current cycle demonstrated across all segments and
equally exceptional Small Commercial rebound.
Source: MarketStance Commercial Insight version 9-2
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conditions are forming a “tailwind” promoting profitable
growth or a “headwind” undermining profitable growth.
Next you can apply that insight to your book and appointments enhancing the following processes:
• Premium audit—Audit
growing classes first
through your most
thorough channel;

Impact on the 2009- 2010 BOP Premium
Potential in the Small Commercial Market
by County in California – Pockets of opportunity exist

• Loss control—Pay attention to moral hazard issues in
high stress areas;
• Renewal—Identify accounts that are likely to not renew
due to continued economic stress; and
• Agency—Prioritize enhanced service and technology
investments in high growth areas.
• With respect to your strategic plans for 2010, a scored
opportunity report allows you to set strategies for:
• Sales management—Set accurate targets, focus on high
growth classes;
• Distribution management—Make sure that you have
adequate coverage in high growth markets; and
• Underwriting—Tighten and loosen underwriting standards based on economic conditions.
Although this discussion has taken place on a state level,
these observations can also be applied on a county and even
a ZIP Code level.
Regardless of your business model or “go-to” market
strategy, utilizing economic forecasting can become a game
changing-competitive advantage for insurers of all sizes in
all markets.

Map 3: The BOP Premium market for all business classes
in the small commercial class (1-49 employees) reveals that
even a state severely impacted by the 2008-10 Recession
has locations with less premium stress, colored in white.
Source: MarketStance Growth Advisor version 9-2

Fritz Yohn is the founder of MarketStance, where he serves as lead engineer for
information and analytical efforts. A seasoned economist and statistician, Fritz invented
the mathematical and statistical techniques at the heart of MarketStance products.
Previously, Fritz served as senior vice president in Conning & Company’s
MarketStance division, and held positions in insurance research and financial economics
at Aetna Life & Casualty. He has served as an adjunct faculty member in Trinity
College’s Economics Department and was a senior economist for the Board of Governors
of the Federal Reserve System. n
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Products and people you can rely on

AAIS Agricultural
Insurance Programs
n
n
n
n
n
n

Agricultural Output
Agricultural General Liability
Agricultural Commercial Umbrella
and Excess Liabiilty
Farmowners
Farm Umbrella
Farm Monolines

“AAIS’s seamless blend of farm and commercial coverages
recognizes the complexity of today’s farming operations.”
Janis Siegel, Farmers Alliance, MacPherson, Kan.
aaisonline.com

Watercraft continued from page 19

“While there are a variety of ways to provide liability coverage for watercraft, it is
important for agents and insureds to examine
their options and not presume their coverage is
adequate.”

Status
The AAIS PIM and Boatowners Programs
are both filed countrywide and approved in
most states, but AAIS is taking a different tack
with the Yacht Program, which is being offered on an advisory basis; companies would
take filing action on their own.
As stated above, the AAIS Yacht Program appeared previously as a section of the
AAIS Inland Marine Guide. Given that, filing
requirements for yacht forms are not clear in
all states.

As a program rooted in inland marine and
insuring transit-related exposures, one could
argue that it should still be regarded as inland
marine and written using nonfiled forms and
rates.
But, as a personal line developed to be
used in conjunction with homeowners and personal umbrella policies, companies are likely
to see some states require filing.
The Yacht Program provides a sample
manual complete with rules and loss cost rating information for 11 navigational territories
encompassing all inland and coastal waters
of the U.S., including the U.S. and Canadian
areas of the Great Lakes.
For information on affiliating with
AAIS for use of its watercraft programs,
contact rick Maka, director of marketing,
at rickm@AAISonline.com, or by calling
800-564-AAIS, ext. 222. n
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AAIS news
Anton Zalesky named
AAIS’s new chief actuary
Anton Zalesky, FCAS, MAAA
was recently named chief actuary at
AAIS.
Anton earned
an undergraduate
degree in mathematics from a
university in his
native Ukraine,
and holds masters
degrees in statistics and computer
engineering from Wayne State University, Detroit, Mich.
Since graduating from Wayne
State, Anton worked in actuarial
research capacities for three companies before joining AAIS in June:
• Auto Club Insurance Association,
Dearborn, Mich.;
• COUNTRY Financial in
Bloomington, Ill.; and
• The Travelers in Hartford, Conn.

AgGL Program
approved in 49 states
The AAIS Agricultural General
Liability Program (AgGL) is now
available for use in nearly all states.
The AgGL, introduced in 2008,
is the industry’s first standardized
program for writing general liability
policies specifically designed for
agricultural risks.
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The program provides two base
forms--a farm commercial liability
form and an agribusiness commercial general liability form--plus
a comprehensive set of optional
endorsements.
Its rating plan introduces salesbased rating in several farm classes
traditionally rated by acreage, and
includes a commodity price stabilization plan to adjust the rating base
for commodity price swings.
The program will not be filed in
the District of Columbia or Puerto
Rico, and only forms have been filed
in Florida, where they have been
approved.

Rick Maka named director
of strategic alliances
Rick Maka, AAIS director of
marketing since June 2004, was
recently named
director of marketing and strategic
alliances.
Rick’s expanded title reflects
his role in developing and managing partnerships
with other organizations to provide
AAIS members with risk information services that complement AAIS
programs.
Rick has been instrumental
in developing the “AAISalliance”
announced at the 2010 AAIS Main
Event executive conference.
For information on affiliating
with AAIS for use of any of
its programs, contact Rick at
rickm@AAISonline.com, or by
calling 800-564-AAIS, ext. 222.
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New experience rating
plan filed for commercial
liability
AAIS has initiated a countrywide filing of a new experience
rating plan as a separate manual
supplement to its Commercial Liability Program.
The plan, which has a proposed
effective date of April 1, 2011 in
most states, will enable users of the
program to modify the premium for
a risk based on its recent loss history.
The plan provides a four-step
procedure for determining a premium modification factor that reflects
a risk’s premium volume and loss
ratios over the previous three or five
years.
To be eligible for consideration
under the plan, risks must provide
premium and loss data for three or
five years, generate a minimum of
$6,000 in premium for the years included in the experience period, and
generate at least $2,000 in premium
for the year to which the experience
modification will apply.

AAIS issues detailed
experience reports for
Ag Output Program
AAIS has issued new, highly
detailed data reports on premium and
loss experience under the AAIS Agricultural Output Program (AgOP).
The 20-page reports, posted
on the AAISdirect Internet service,
provide 2006-08 calendar year data
for the following categories:
•

State and countrywide totals
and percentages for written
premium, earned premium,
and incurred losses;

•

Premium and loss figures
by coverage (building, personal property, stock, time
element, etc.);

•

Premium and loss figures
for more than 60 classes of
agricultural and ag-related
commercial risks; and

•

Incurred losses by cause
of loss (fire, wind, etc.),
including causes of loss for
individual coverages.

The reports are available on
AAISdirect at no additional charge
to companies affiliated with AAIS
for use of the AgOP.
The reports will be available to
other companies for a fee. To inquire
about receiving a copy, contact Rick
Maka, director of marketing, at
rickm@AAISonline.com, or by calling 800-564-AAIS, ext. 222.

AAIS revises
auto stat plan

AAIS issues latest
cause of loss report
for Homeowners
AAIS has also posted its latest
Homeowners Cause of Loss Report
on AAISdirect.
This report, produced annually,
indicates the percentage and average
severity of losses due to property
perils and liability claims incurred
by carriers that report homeowners
statistical data to AAIS.
The latest report has been updated from previous versions to provide
loss information for each state and
the entire country from 2006 through
2008, as well as for the combined
three-year period. The data is provided for calendar-accident years,
an important feature for company
personnel charged with underwriting, pricing, and loss reserving.
The report is available at no
additional charge to insurers that use
the AAIS Homeowners Program and
AAISdirect. For other companies,
including those not affiliated with
AAIS, the report is available for a
fee.
For information on acquiring
a copy of the latest Homeowners
Cause of Loss Report, contact Rick
Maka, director of marketing, at
rickm@AAISonline.com, or by calling 800-564-AAIS, ext. 217.

AAIS is revising its Automobile
Statistical Plan to add auto symbol
codes to accommodate vehicles for
the 2011 model year and later.
With the new codes, the statistical plan will have code charts for
three categories of vehicles: those
built before 1990, those built 19902010, and those built in 2011 or later.
AAIS is now accepting quarterly
auto data submissions reflecting the
revised auto symbol codes. Companies are asked to implement the
revised codes as soon as possible,
but not later than for data for the first
quarter of 2011.
For information on reporting
statistical data to AAIS,
contact Janice Nieman, director
of technical product support, at
janicen@AAISonline.com.
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Associate
Member news
Four new associate
members have joined
AAIS in 2010

Barton Mutual implements
SpeedBuilder Systems’
‘BindExpress’ portal

Reinsurers, software vendors,
and other service providers who
support AAIS member companies
can have access to AAIS information
resources and marketing opportunities as associate members.
Among other things, AAIS associate members can submit announcements of product introductions and
enhancements for inclusion in AAIS
communications. (AAIS reserves the
right to screen and edit announcements.)
To date, AAIS has 28 associate
members, and four organizations
have become associate members in
2010:

SpeedBuilder Systems, LLC,
Columbia, S.C., a leading provider of
software and services for the insurance industry, recently announced
that Missouri-based Barton Mutual
Group has successfully implemented
BindExpress Portal and several other
components of the BindExpress Suite.
The new system enables Barton
and its independent agents to quote
and bind new business policies for the
crime, glass, BOP, liability, and CPP
lines of business.
SpeedBuilder Systems’ BindExpress Product Configurator, BindExpress Rating, and BindExpress
Underwriting components power
the portal’s once-and-done, straight
through processing using all AAIS
rates, rules, and forms.
“BindExpress has transformed
our commercial lines service,” said
Joel Dermott, CIO of Barton Mutual
Group, an AAIS member company.
“Agents love the flexibility of getting
quotes themselves at any time. Since
we now capture all required information up front, our underwriters can focus on reviewing risks and not chasing
paper, improving overall efficiency for
submissions. It’s a true win-win.”
SpeedBuilder Systems, an AAIS
associate member, offers enterpriseclass solutions for small-to-medium
sized P&C insurance carriers.
The BindExpress Suite is an integrated set of components including
policy administration, rating, automated underwriting, agent and consumer
portals, product configuration, billing,

• Intuitive Web Solutions, a developer of online software based in
Springfield, Mo.;
• MarketStance, a provider of
insurance market information
based in Middletown, Conn.;
• Overland Solutions, Inc., a firm
based in Overland Park, Kan.
that specializes in premium
audit, loss control, commercial inspection, and residential
underwriting services; and;
• The Society of Certified Insurance Counselors, Inc., the
national producer certification
association based in Austin, Tex.
For information on associate
membership, contact Rick Maka,
director of marketing, at rickm@
AAISonline.com or by calling 800565-AAIS, ext. 222.
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automated workflow, analytics, and
document generation.
For more information, contact
Gordon L. Gaar, vice president, at
media@speedbuildersystems.com, or
by calling 803-227-0225, ext. 467.

TCCS announces
enhancement for online
premium quotes
Town and Country Computer
Services (TCCS), Schenectady, N.Y.
recently announced that their software, INS PRO, insurance applications now includes the capability to
quote businessowners, homeowners,
and mobile-homeowners policies
online.
According to a company statement, the new web-based quoting
capability is a solution for carriers
dealing with agents’ time constraints
and quick turnaround in today’s highly competitive market. With INS PRO
Web Quoting, an agent can process a
quote online in a matter of minutes.
The system also enhances accuracy on carrier quotes when utilizing
in-house rates and the auto-underwriting controlled settings for customization and control. Other recent
enhancements include the ability to
attach pictures and other documentation to a quote, as well as to retrieve
and modifying existing quotes.
Town and Country Computer anticipates giving carriers the flexibility
to customize and control the quoting
experience for agents in a beneficial
way.
For more information, contact
Kerri Goyette, marketing specialist,
at kgoyette@tccs-inspro.com, or by
calling 800-388-7779.

AAIS Welcomes New Affiliates
Allied World Assurance Co (US) Inc.

Allied World Assurance Co (US) Inc.
Allied World National Assurance Company
Darwin National Assurance Company

Allied World National Assurance Company
Darwin National Assurance Company
International Ins Co of Hannover LTD
LM Personal Insurance Company
LM Personal Insurance Company
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