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Over 35 years, AAIS has expanded the scope of
its services to provide more competitive,
responsive programs to our member insurers.
On their behalf, we are continually:
■ Developing refined rating plans, including the
first Homeowners By-Peril Rating Plan filed
countrywide and available to the industry.
■ Drafting policy forms and manuals, including
innovative, industry-leading programs in inland
marine and agricultural insurance.
■ Collecting and analyzing data from insurers
and sources outside the insurance industry.
■ Monitoring legal, market, and regulatory trends
to ensure that our programs are up-to-date and
fully compliant.
More than 700 P/C insurers rely on AAIS programs
in more than 25 lines of personal, commercial,
agricultural, and inland marine insurance.
They also rely on our people to help them
implement and maintain the programs, a feature
that sets AAIS apart.
To learn more, go to www.aaisonline.com.
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[From the Editor]
In the debate over gun control, individuals who support restrictions on guns
often feel obliged to state that they enjoy hunting or target shooting, or that
they otherwise demonstrate their appreciation for the sporting use of firearms.
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Being the author of our lead article, which pours cold water on proposals to use
liability insurance to control gun violence, I feel moved to state, for the record,
that I do not own a gun, and have never fired one, in anger or otherwise.
I believe hunting is a legitimate and challenging activity essential to
humane wildlife management, but I won’t consider it a sport until the deer
can shoot back.
Whatever my personal views on this topic, however, part of my role is to
promote and protect the integrity of insurance based on empirical evidence of
risks that can be reasonably predicted and priced.
As my article points out, the willful acts of violence that account for nearly
all gun injuries and deaths do not lend themselves to the risk assessment and
pricing techniques used in private voluntary insurance markets.
Whether performance bonds for the use of firearms would be fair and effective
in curbing gun violence and compensating victims is a question of public
safety. To call such proposals “liability insurance” and suggest comparisons
with insurance risks that are far different in nature only clouds the picture and
creates confusion.
As it is, insurers are looking to address wind and hail storms, random
occurrences that lend themselves to actuarial analysis, in a manner acceptable
to the public.
After Superstorm Sandy and Hurricane/Tropical Storm Irene, carriers in the
Northeast have to ask if hurricane deductibles will ever be a reliable means
of limiting their exposure to losses from a large wind event. Statutory and
political restrictions on the use of such deductibles from Maryland to New
England suggest that the public may not want to “pay the price,” so to speak,
at a time of widespread destruction.
One approach that can help reduce wind and hail exposure, if slightly, would
be to allow insurers to exclude coverage for wind and hail damage that affects
only the appearance, but not the functionality, of exterior building components.
Homeowners insurers will have such an option under a “cosmetic damage”
exclusion developed for the AAIS Homeowners Program.

1745 S. Naperville Road
Wheaton, IL 60189-5898

Working incrementally through initiatives like the cosmetic damage exclusion,
the private, voluntary insurance market can classify and manage risks faced
with loss from perils that occur randomly.

Toll free: 800.564.AAIS
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Web: www.AAISonline.com
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LIABILITY INSURANCE

Missing the Target

Gun insurance proposals overlook important realities of the risks

underwriting...is an economic
“ Insurance
way to address a horrendous problem.

“

John Wasik

Investment Columnist, Forbes Magazine
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There are more guns than motor vehicles in the
U.S., and the number of firearms deaths each year is
approaching the number of motor vehicle deaths.
It’s not surprising, then, that some people are seeking
to impose liability insurance requirements on the
ownership of firearms, similar to the laws that require
drivers to have auto liability insurance.
As this article is written, firearms liability insurance
bills had been introduced in the 2013 legislative sessions
in at least six states: California, Connecticut, Maryland,
Massachusetts, New York, and Pennsylvania.
The idea of gun liability insurance has something
of a conservative pedigree, originating in a 1987
law review article by Nelson Lund, a professor of
constitutional law at George Mason University and a
vocal supporter of individuals’ rights to bear arms under
the Second Amendment.
In the article, Lund argued that government controls
on possession of firearms were generally unconstitutional
and ineffective in curbing crime and violence, but that
insurance requirements, such as those imposed on

private security guard services, could promote a “private
ordering” of firearms use.
“The private insurance market would quickly and
efficiently make it prohibitively expensive for people with
a record of irresponsible ownership of guns to possess them
legally,” Lund wrote, “but would not impose unreasonable
burdens on those who have the self-discipline to exercise
their liberty in a responsible fashion.”
In Lund’s estimation, “the insurance market could
effectively account for many indirect indicia of
irresponsibility...”
“For example,” he continued, “just as young males
and persons who live in neighborhoods with high
accident rate have traditionally paid higher automobile
insurance premiums, one would expect similar classes of
persons to pay more for firearms liability insurance.
“Turning over the regulation of firearms to the private
market in this way would ensure that those who most
directly benefit from the legitimate use of guns assume,
to the extent humanly possible, the inevitable risks that
are inherently associated with such devices.”

Debate
Some people who don’t share Lund’s enthusiasm
for the Second Amendment have been eager to embrace
the idea of using insurance requirements to address gun
violence.
“[Gun liability insurance] would harness the power
of free enterprise to reduce gun violence,” writes John
Stoehr, a liberal writer and lecturer in Connecticut. “With
minimal government involvement, gun insurance could 
VIEWPOINT | WINTER 2013
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solve the problem of access, which is more pressing than
the kind of gun being bought and sold.
Elsewhere, Stoehr writes that “a focus on gun
insurance...tacitly acknowledges the injustice of society
bearing the cost of individual freedom.”
Echoing that sentiment, Jordan Weissmann writes for
The Atlantic that “[gun liability insurance] might help
rectify a serious market failure, which is that the costs of
firearms ownership are borne by society more than actual
gun owners.
“Forcing gun owners to cover some of that price via
insurance, or at least making them compensate victims,
would help restore balance to the market.”
John Wasik, a contributing investment columnist for
Forbes, uses the term “social economics” to characterize
efforts, which he supports, to use liability insurance
requirements as a means to implement what he calls
“market-based risk pricing” for guns.
“Insurance underwriting...is an economic way to
address a horrendous problem,” Wasik writes. “When
you apply for insurance, you would give the insurer the
right to search your health and financial records and
actuaries would be able to develop risk factors and apply
premium pricing.”

Exposure
The idea that insurance and insurers might have a
role to play in curbing gun violence recently came up
within the industry itself, when Franklin Montross,
chairman and CEO of General Re Corporation, devoted
his January 2013 “Article from the Chairman” to the
topic of gun safety.
In his column, Montross noted that most property/
casualty carriers do not inquire about guns on
homeowners insurance applications, even though reports
indicate that the number of guns in the U.S. has grown
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50% over 18 years, to more than 300 million.
While insurers can’t reduce the number of guns
in the U.S., Montross wrote, “we can influence how
they are stored and encourage training so they are
used safely.” Doing so, he added, would “reinforce the
insurance industry’s commitment to risk engineering
and risk safety.”
However, Montross and others are finding little
enthusiasm among personal lines insurers for gun
mandates, and for good reason: Those carriers have
little exposure to gun violence.
Homeowners and personal umbrella policies,
including those developed and maintained by AAIS,
typically exclude coverage for bodily injury claims
arising from any act of an insured intended to injure
another, even if the injury was greater than that intended,
or to someone other than intended.
Intentional injury exclusions include exceptions to
preserve coverage for reasonable use of force to defend
persons and property, but the general effect of the
exclusions is to limit insurers’ exposure to injuries arising
from accidents and negligent access to firearms.

Few accidents
Bombarded as they are by sobering reports about gun
violence, most Americans may be surprised to learn that
firearms are an almost insignificant source of accidental
injury in the U.S.
Of the 30,000 firearms deaths in the U.S. in 2011,
only 851 were attributed to “accidental discharge
of firearms,” according to preliminary figures from
the U.S. Centers for Disease Control and Prevention
(CDC). That amounts to an accidental death rate of 0.3
per 100,000 persons.
In contrast, falls accounted for 26,631 fatalities (8.5
per 100,000 persons), drownings for 3,555 (1.1 per

100,000), and “accidental exposure to smoke, fire, and
flames” for 2,621 (0.8 per 100,000).
According to the CDC, more than 97% of the firearm
fatalities in 2011 were the result of intentional acts, twothirds of them suicides.
Much the same holds for non-fatal injuries. The CDC
estimates there were about 15,000 accidental, nonfatal firearms injuries in 2011, a rate of 4.7 per 100,000
persons. In contrast, there were nearly 10 million falls
injuring nearly 3,000 of every 100,000 people, and
355,000 dog bites injuring 114 of every 100,000. (Nonfatal drowning injuries are rare, amounting to half the
total and rate of firearms accidents.)

Decline
Given the very small scale of accidental injury arising
from firearms, it is little wonder that homeowners and
personal liability insurers pay more attention to dogs and
swimming pools, even trampolines, all of which account
for much higher frequencies of accidental injury.
If anything, the already small exposure firearms
pose to a personal lines book of business may be
getting smaller, according to survey data from the
National Opinion Research Center (NORC) based at the
University of Chicago.

26,631

Falls

Accidental Deaths
in the U.S.

3,555

2,621

Drowning

Fire

851
GUNS

Source: CDC (preliminary numbers for 2011)

Over a 25-year period, NORC’s biennial General
Social Survey (GSS) has reported a steadily declining
percentage of U.S. individuals claiming to own a gun,
and declining percentage of households reporting to have
a gun on the premises.
In 1985, 30.7% of respondents reported owning a gun,
including slightly more than half of males. In 2010, only
20.8% of respondents reported owning a gun, with only a
third of men reporting that they did so.
Similarly, the percentage of households in the GSS 
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reporting to have at least one gun fell from a high of 54%
in 1977 to 32.3% in 2010.
The Gallup Poll has consistently reported higher
percentages of individuals and households claiming to
own guns than the GSS. Gallup made headlines with
survey findings indicating that respondents from 47% of
surveyed households reported owning guns in 2010, up
from 41% a year earlier.
Even with that surge, however, the percentage of
households reporting to Gallup that they have guns is
down from a high of 54% in 1994.
“A clear societal change took place regarding gun
ownership in the early 1990s,” Gallup reports on its
website. “[Over that time,] the percentage of Americans
saying there was a gun in their home or on their property
dropped from the low- to mid-50s into the low- to mid40s and remained at that level for the next 15 years.
“Whether this reflected a true decline in gun
ownership or a cultural shift in Americans’ willingness to
say they had guns is unclear.”

No growth
What is clear is that, despite the plague of gun
violence, punctuated by horrific massacres, there has
been little if any growth in insurers’ exposure to claims
arising from firearms.
As one indication of that, several years ago AAIS
added fields to its Homeowner Statistical Plan for
reporting bodily injury liability claims arising from
dogs and trampolines. There is no perceived need to
provide a separate field for firearms injury, and the cost
of segregating and reporting such claims would probably
not yield any corresponding benefit.
Indeed, the extremely low frequency of random,
accidental firearms injury would frustrate any effort of
actuaries to develop valid risk factors.
Here, the comparison with motor vehicles and auto
insurance is instructive, for the manner in which they
contrast with firearms risk, rather than for any similarities.
6
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As almost anyone knows, virtually all motor vehicle
injuries and deaths are accidental in nature; very rarely
does anyone deliberately injure another with a vehicle.
For that and other reasons, a private, voluntary market
in auto liability insurance arose in the first half of the
20th century, before most states enacted mandatory auto
insurance laws.
Drivers accept auto insurance requirements because
they know there is a good possibility they will, at
some point, be involved in an accident where they are
at least partly at fault. Most drivers also understand
that it is at least remotely possible they could injure
or kill someone without acting with malice or reckless
disregard for safety.
For these reasons, motor vehicle insurance
requirements have public support and a large risk
pool and elements of randomness that allow a private,
voluntary insurance market to operate.

Different
The situation is almost entirely different with guns.
As we’ve seen, fewer than half of households have
guns to begin with, and the rate of accidental injury from
them is almost insignificant compared to other household
hazards.
To make any meaningful dent in gun violence,
liability insurance would have to be applied to intentional
injuries. Even then, it would presumably not cover
suicides, the substantial majority of firearms fatalities.
It is a fundamental principle of insurance–and of
public policy, in many states–that one cannot insure
for the effects of intentional acts, as that would create
moral hazard giving individuals, in this case, incentive to
commit violent intentional acts with firearms.
That’s not to say that gun “insurance” measures are
necessarily bad policy; they’re just not insurance, at least
not liability insurance as traditionally understood and as
developed in private, voluntary markets.

Firearm liability proposals
seek different ends
Proponents of measures to impose liability insurance
requirements on gun owners argue in general that the
measures are intended to accomplish two things:
■ Curb the spread of firearms into the hands of
irresponsible people, who would presumably face steep
prices for coverage; and

Risk
None of this is to suggest that traditional liability
insurers should ignore their exposure to firearms, or
presume that their exposure to gun-related liability losses
is no different than it has been for decades.
If the number of guns in the U.S. has increased
dramatically, while the percentage of households
reporting gun ownership has decreased or remained
stable, it follows that there are a growing number of
households with multiple guns, a situation liability
underwriters would probably want to know about.
Also, in a number of states, gun owners are being
given a green light to carry their weapons in public,
a situation that may expand the exposure of liability
insurers. A bill in Arkansas would lift a state prohibition
on guns in churches (congregations could still ban guns
in their houses of worship), while a bill in Oklahoma
would lift a state ban on carrying concealed firearms onto
public buses.
Numerous states have already enacted “stand your
ground” laws affirming that persons acting within their
rights in public places have no legal duty to retreat from
persons they believe to be threatening them.
Stand-your-ground laws typically include provisions
granting persons legal immunity for acts of legitimate
self-defense, stipulating that plaintiffs can be assessed
legal fees and other costs by defendants acting within
their rights under stand-your-ground laws.
While measures affirming the rights of lawful gun
owners in public places generally seek to provide
immunity against legal action by lawbreakers, the
possibility grows for accidental injury to innocent
bystanders–and greater exposure for insurers.
In any event, if liability insurers reconsider their
exposure to gun violence in any fundamental sense, they
are more likely to reduce that exposure, not expand it. ■

■ Create a source of funds for compensating victims of
gun violence.
For example, a bill introduced in Maryland would
require someone owning a firearm to maintain at least
$250,000 in coverage for accidental injuries caused by
the firearm.
Individuals insured by standard homeowners and
personal liability policies typically have coverage
for accidental firearms injuries. Moreover, accidental
firearms injuries are quite rare (see main story).
Therefore, there may be no actuarial justification
for the $250,000 limit, and the coverage may end
up providing little if any compensation to victims of
intentional violent acts.
In New York and Pennsylvania, legislators have
submitted proposals seeking to strike more directly at the
problem of gun violence.
Under bills submitted in both states, a gun owner
would be required to maintain a policy providing at
least $1 million in coverage for damages arising from
negligent or willful acts involving an insured firearm.
(Under the Pennsylvania proposal, the requirement would
apply only to concealed weapons carried in public.)
The proposals essentially echo a bill submitted in
Illinois in 2009 prohibiting the issuance or maintenance
of gun permit unless the applicant or permit holder had at
least $1 million in coverage for negligent and willful acts.
The Pennsylvania bill submitted this year also
specifies requirements that would fall on insurers. If the
Pennsylvania bill were enacted as drafted, an insurer
would be required to:
■ Notify the concealed weapons licensing authority if the
policy terminates or is cancelled; and
■ Provide insureds with certificates of insurance
coverage that could be examined by police on demand.
The New York and Pennsylvania bills, like the Illinois
proposal before them, would require something not
commonly provided in the private voluntary market,
perhaps prompting the development of a new line of
firearms surety coverage. ■
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From RMS to CoreLogic to AAIS

Catastrophe Risk Expert Don Parkes Joins the AAIS Leadership
Team as Vice President of Sales
manage catastrophe exposure, with an emphasis on U.S.
riverine and coastal flooding.
Before joining CoreLogic in 2007, Parkes was
Senior Vice President and Chief Risk Officer at ICAT
Holdings, LLC, a catastrophe risk insurance entity based
in Boulder, CO.
Prior to his years at ICAT, Parkes held several
professional and managerial positions, including six years
as a Vice President for Risk Management Solutions, Inc.,
one of the world’s leading developers of catastrophe
modeling applications.
In the edited interview that follows, Don reflects on
the state of data utilization in property/casualty insurance,
and how AAIS can support carriers in that regard.

What are some of the important trends
in data utilization in P/C insurance? How
are they impacting carrier operations?

AAIS continues to expand its staff capabilities in the
gathering and analysis of data, and in the development of
data-based products and services for its member insurers.
Since September 2012, several new people have
joined the AAIS leadership team, including Joan
Zerkovich, senior vice president of operations,
Bill Bickerton, vice president of analytics, and Truman
Esmond, vice president of customer engagement.
Joan, Bill, and Truman were interviewed in the Fall
2012 edition of Viewpoint, along with Edmund J. Kelly,
AAIS’s President and CEO.
Now you can add one more to the list: Don Parkes,
Vice President of Sales and product leader for the AAIS
Homeowners By-Peril Rating Plan.
Don comes to AAIS from CoreLogic, a leading
information and analytics firm that maintains
comprehensive databases on properties, mortgages, and
consumers in the U.S. and other countries.
As Vice President for Insurance Solutions for
CoreLogic, Parkes helped leading insurers and reinsurers
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DON: More data is available than historically, because
of the ability to collect it, process it, and make it available
at a level of granularity that didn’t previously exist. We
can drill down to much finer levels of locational accuracy.
As a result, the insurance industry is utilizing
information in new and unique ways. For example,
we’re using satellite imagery to determine whether or not
there’s a trampoline in someone’s back yard.
We’re not only gaining more information, we’re
gaining more timely information, and having it available
at the time of underwriting. Someone who’s taking an
insurance application can now augment information
they’re collecting from the insured or confirm what
they’ve been told.

What about in marketing and claims?
DON: Okay, suppose you’re dealing with a catastrophic
situation like a hurricane or an earthquake. Civil authorities
often shut down access to the affected areas.
Today, you can overlay satellite images with locations
of known insureds and determine whether to expect
claims from that area.
From a marketing perspective, the more data you have
about prospective insureds, the better you understand if
you even want to target them. You’ll know ahead of time
whether that’s actually business you want to write. 
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come from a technical background,
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also from a very client-facing
background. In our business, you
aren’t selling anybody anything, you
are consulting; it’s a consultative
sales process.

“

Don Parkes

What kind of data utilization
do you think is a minimum cost of
doing business?
DON: The bare minimum is to understand, to
a high degree of accuracy, what it is that you are
actually insuring.
That hasn’t always historically been the case, and
I still don’t think it’s universally the case, especially
when you’re dealing with large schedules of commercial
properties. These properties often don’t get scheduled
individually, or the data that’s available for those
properties is incomplete or inaccurate.
Without that bare minimum of accuracy about your
own risks, no other application has any utility. You can’t
get highly granular data on the flood risk at a location
if you don’t know where it is in the first place. You’re
not going to know the susceptibility of a location to
earthquake if you don’t know where it is or what the
structure is made of.

What are some of the emerging ways
to utilize data that you see carriers using
to create competitive advantage?
DON: One example is by-peril rating. By having
access to peril-specific data, you can do a much more
sophisticated job of assessing risk and determining an
appropriate rate for it. You gain a competitive advantage
by not being adversely selected against. Then, you can
actually select against your competitors who don’t have
access to that level of information.
This doesn’t always mean you’re going to write more
business. This may actually lead you to stay away from
some business.
At CoreLogic, we had anecdotal evidence after
Superstorm Sandy about customers who stayed away
from some business after our technology indicated they
probably shouldn’t write it at a premium level the market
would support. After Sandy, they went back over the
results of the storm and said “We would have taken losses
at those locations.”
Often, avoidance of a loss involves significantly more
dollars than a lost premium opportunity.

10
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When promoting by-peril rating,
won’t you encounter some reluctance
by companies to disrupt a book of
business?
DON: The insurance industry is change averse.
Carriers don’t want to upset their producers and they
don’t want to upset their insureds. But, unfortunately,
change is going to be disruptive. I think it’s important
for companies to understand that you’re going to
potentially suffer a short-term disruption for a much
longer-term gain.
That’s the challenge we face in bringing products like
by-peril rating to market. We need to help companies see
beyond a 12 or 18-month disruption into the long-term
benefit for the business.
Our customers need to understand that some of the
business they might chase away is underpriced business
that would underperform if given enough time.

What do you see as AAIS’s mission and
how do you see your work contributing to
that mission?
DON: I see us as problem solvers. Our goal is to help
companies come to market quickly with robust and tested
insurance products, and to be able to do that in areas
where they may not have the in-house skills, resource, or
bandwidth.
My role is to evangelize and help the industry know
who we are, because I think we are an underappreciated
resource. Our customers, our affiliates, know who we are
and like what we do.

You have an engineering background,
but your title is sales. Why do you see
yourself as an “evangelist” at this time?
DON: I come from a technical background, but
also from a very client-facing background. At RMS, I
was either in account management or sales. I viewed
myself as more of a consultant than a salesperson. In our
business, you aren’t selling anybody anything, you are
consulting; it’s a consultative sales process. ■
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April 7-9, 2013
Ponte Vedra Beach, FL

In today’s complex business world, there are so many analytical tools, and so
many dimensions to human talent, that you can’t have them all. You have to
choose, and you have to choose wisely.

Meeting Agenda

The 2013 AAIS Main Event conference is devoted to helping companies make
considered decisions about acquiring the right tools and talent to execute their
operating strategies. This focus is especially timely for AAIS as we redefine how
we add value through the analytical tools and human talent we are deploying.

Sunday, April 7
Opening Reception

Monday, April 8

■ Attendee Breakfast
■ General Session
– Recruiting, Developing,
and Retaining Talent
– Executive Panel
– Choosing the Right Tools
■ Guest/Spouse Breakfast
■ AAIS Golf Outing
■ Schooner Cruise
■ Reception

Tuesday, April 9

■ General Session
– AAIS’s Talented Team
– Global Trends, Local Impacts
in Insurance Regulation
■ Inland Marine Track
– Risks and Rewards in
Contractors Equipment
■ Guest/Spouse Tour
■ Lunch and Annual Meeting
■ Roundtables
– Executive
– Personal Lines
– Commercial Lines
– Farm & Ag
– Inland Marine & Output
■ Reception and Dinner

12

Tools and Talent for Execution and Excellence
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This year’s Main Event is your opportunity to meet Ed Kelly and other
new members of the AAIS leadership team, and to reconnect with product
specialists you have relied on for years.

General Sessions
To open Monday’s session, two principal speakers will be addressing getting the
right tools and talent in place for execution and excellence, the event theme:
■ Marty Becker – President and CEO, Alterra Capital
■ Thomas Hettinger – P/C Sales and Practice Leader, Towers Watson
They will be followed by a panel of company executives describing how they go
about selecting tools and talent. The panelists include:
■ Edmund J. Kelly – President and CEO, AAIS
■ R. Douglas Haines – President and CEO, Buckeye Insurance Group
■ Dave Kaufman – President and COO, Motorists Insurance Group
■ John Clifford – Executive Vice President of Human Resources, Travelers
The general session resumes on Tuesday with presentations by AAIS staff,
updating attendees on developments in AAIS insurance lines programs and other
AAIS initiatives. Speakers include:
■ Deborah Summerlin – Vice President of Insurance Lines
■ Anton Zalesky – Chief Actuary
■ Bill Bickerton – Vice President of Data Analytics
■ Truman Esmond – Vice President of Customer Engagement
■ Don Parkes – Vice President of Sales
Also on Tuesday, there will be an overview of global trends affecting insurance
regulations in the U.S. presented by:
■ Tracey Laws – Senior Vice President and General Counsel
Reinsurance Association of America

Roundtable Discussions

Featured Speakers

The General Session concludes on Tuesday with roundtable discussions led
by members of the AAIS leadership team. The sessions include:
Executive

Ed Kelly, President & CEO

Personal Lines

Susan Luecke, Asst. VP, Personal Lines

Commercial

Tony Leist, Asst VP, Commercial Lines

Farm & Ag

Sherry Taylor, Manager, Farm & Ag

Inland Marine/Output

Robert Guevara, VP, Inland Marine

Marty Becker

Thomas Hettinger

Doug Haines

Dave Kaufman

John Clifford

Tracey Laws

Rich Soja

Mark Groenheide

Mark Katz

Paula Fleming

Inland Marine Track
This year’s concurrent inland marine track is devoted to “Risks and Rewards
in Contractors Equipment,” and features the following speakers:
■ Rich Soja – Executive Vice President and Chief Marine Underwriter,
Aspen Insurance
■ Mark Groenheide – Director of Marine, Acadia Insurance Co.
■ Mark Katz – Attorney and Inland Marine Expert, Mound Cotton
Wollan & Greengrass
■ Paula E. Fleming – Operations Manager, Crawford & Company

Accommodations
A Florida landmark since its celebrated opening in 1928, this 300 acre
oceanfront beach resort located in fashionable Ponte Vedra Beach, Florida
is a perfect refuge. The resort features access to picturesque beaches,
luxury amenities, premier golf courses, spa resort facilities, and proximity
to Jacksonville.

Social Events
As in past years, the Main Event features some great social events:
■ AAIS Golf Outing: Ponte Vedra – Ocean Course
■ Cruise on the Schooner Freedom
■ A Walking Tour of St. Augustine

To register go to www.aaisonline.com
VIEWPOINT | WINTER 2013
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PERSONAL LINES
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Cosmetic Damage Exclusions
AAIS files new Homeowners options to address a growing exposure
“Storm chasers” are having an impact, and homeowners
insurers are looking to respond with more than increases in
rates and deductibles.
For those unfamiliar with wind and hail underwriting,
storm chasers are construction contractors that flock to areas
recently hit by wind and hail storms.
These firms canvass residents to notify them of
potential physical damage to their structures, and their
right to recover for such damage under their homeowners
policies. They commonly advertise that they will agree to
restore a homeowner’s roofing, siding, and/or doors and
windows in return for whatever the homeowner receives
from his or her insurer.
In some cases, the “damage” affects only the appearance
of the property, with no loss to the functionality of a
building’s exterior components. The damage is often
undetectable to the untrained human eye.
Insurers, however, can clearly detect growing losses from
the increasingly systematic and sophisticated search for
“cosmetic damage.”

No distinction
For insurers, standard property forms do not distinguish
between physical damage that affects the function of
insured property, and physical damage that affects only the
property’s appearance.
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Any evidence of damage from an insured peril, no matter
how slight, raises the possibility of a claim that usually can’t
be denied.
To cite one example of a type of cosmetic damage
claim, a carrier reported to AAIS in 2012 that “claims
to cosmetically damaged windows can reach $50,000
to $100,000.
“The damage [can] consist of some small, shallow
dents that are barely perceptible to the human eye and
do not alter the functionality of the window. From just a
few feet away, the window will appear undamaged and,
in most cases, the windows would be described to be in
excellent or ‘like new’ condition.
“Many times the damage has gone unnoticed for years
until a storm contractor goes hunting for it.”
Over the past 10-15 years, insurers have responded
to cosmetic damage, or “appearance loss,” claims
by developing proprietary coverage limitations and
exclusions for damage to roof surfaces and aluminum
structures that did not impair the functionality of the
respective roof or structure.
An asphalt shingle roof can lose many of its grains
and continue to protect the underlying structure, but
companies have faced claims over the loss of grains.
Similarly, aluminum roofs and siding can become
discolored and sustain small dents in a hail storm without
impairing their function.

cosmetic damage exclusion is
“ Our
an option we’re making available to
help insurers mitigate their windhail losses and reduce the need for
premium increases.

“

Susan Luecke

Assistant Vice President – Personal Lines
AAIS
© iStockphoto.com

AAIS action

Multistate

Faced with growing hail losses, member companies of
the Missouri Association of Mutual Insurance Companies
(MAMIC) asked AAIS in 2011 to develop optional
endorsements for reducing exposure to cosmetic damage
claims under the homeowners program AAIS maintains
for MAMIC.
(MAMIC has a group affiliation with AAIS, one of
several such affiliations AAIS has with state mutual
insurance company associations.)
“The increased frequency and severity of hail losses
brought about a need to reduce claims expenses,” explains
Connie Costigan, president of CFM Insurance, Concordia,
MO, a MAMIC member company.
“There seems to be more use of metal buildings and metal
roofing, and oftentimes the hail does not really damage the
structure,” she adds. “Many companies felt they were paying
for the cosmetic damage, but the insured was not replacing
the metal.”
In response, AAIS filed in two endorsements for MAMIC
in Missouri developed with input from its members:

AAIS has taken a different approach in developing a
“Cosmetic Damage Exclusion” now being filed in most
states under the AAIS Homeowners program.
Although not unprecedented, the latest AAIS exclusion
is the first standardized endorsement to address the problem
of cosmetic wind/hail damage to all the major exterior
components of property insured under a homeowners policy.
The exclusion, available as an optional policy
endorsement, would exclude coverage for exterior surfacing
of walls, roofs, and/or doors and windows, if wind and hail
damage to such surfaces merely affects their appearance, but
does not impair their ability to keep out weather elements.
The exclusion would apply only in situations where
damage was only cosmetic in nature, and would not apply
if there was any impairment to the functionality of the
property from the wind/hail damage, even if some of the
damage was only cosmetic.
The endorsement includes a schedule where an insurer
would indicate whether the exclusion applies to any or
all of the following: exterior wall surfacing, exterior roof
surfacing, or exterior surfacing of doors and windows.
Manual rating information for the exclusion provides
rating factors for adjusting the policy premium to reflect
selection of the exclusion for one, two, or all three types of
surface property (walls, roofs, and window and doors).
“Cosmetic damage claims drive up loss costs and
premiums for all policyholders,” says Susan Luecke, AAIS
assistant vice president for personal lines. “Our cosmetic
damage exclusion is an option we’re making available to
help insurers mitigate their wind-hail losses and reduce the
need for premium increases.” ■

■ One excludes coverage for damage that affects the
appearance but not the functionality of siding and/
or roof covering described on a schedule built into the
endorsement; and
■ Another imposes a cosmetic damage limit (described on
the schedule as a percentage of the applicable property
limit) for damage that affects the appearance but not the
functionality of siding and/or roof covering described on
the schedule.
Both the exclusion and limitation apply to loss caused by
any peril.
“Not all MAMIC companies are using the forms,” says
Costigan, “but I believe the companies using them have
reduced claims and adjusting expenses.”
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Drawing the Line on Hurricane Deductibles
Statutory standards and executive actions raise the question:
How will hurricane deductibles be applied in the Northeast?
Property insurers in New York State were probably
chagrined but not surprised in November 2012 when
Gov. Andrew Cuomo pronounced that separate hurricane
deductibles could not be applied to claims arising from
Superstorm Sandy.
Insurers in Pennsylvania may have been more
disappointed when Gov. Tom Corbett made essentially
the same pronouncement.
In the opinion of insurance trade groups, neither
executive had the authority to pronounce on the meaning
and application of private contracts.
“We were concerned because [the New York ruling]
was by regulatory decree, with no formal basis,” says
Marc Craw, vice president of the New York Insurance
Association (NYIA).
But Cuomo, a Democrat, was expected to be more
consumerist in his orientation. Corbett, on the other hand,
is a conservative Republican who consistently espouses
free market principles.
Pun intended, however, both men were caught up in
a storm that swamped whatever ideological inclinations
they may have had.
Surrounded by states that had limited the application
of hurricane deductibles by statute–Connecticut, New
Jersey, and Maryland, in particular–Cuomo and Corbett
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faced the prospect of appearing to have failed to protect
homeowners from thousands of dollars of additional cost
(compared to neighboring states) at a time of distress.
Thus, for a storm which at one point was a hurricane,
and which caused hurricane-scale damage over a vast
area, separate hurricane deductibles were rarely applied,
all because Sandy did not meet the technical definition of
a hurricane when it made landfall in most states.

Standardize
Sandy seemed to confirm what started awkwardly a
year earlier with Hurricane Irene: There is, in effect, a
powerful move afoot to standardize the application of
hurricane deductibles in northeastern states.
Like Sandy, Irene was downgraded from a hurricane
to a tropical storm as it moved north. After it did so,
insurance departments in New Jersey and Rhode Island
notified insurers that the storm did not meet statutory
requirements for the application of hurricane deductibles.
The New York Insurance Department (now merged
into the Department of Financial Services [DFS]) followed
suit by pronouncing that it would not allow hurricane
deductibles to be applied to claims arising from Irene.
That left an awkward situation in Connecticut, where
hurricane deductibles were permitted by statute, but the 
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Irene and Sandy–storms which at
“ After
one point were hurricanes, and which
caused hurricane-scale damage over vast
areas–separate hurricane deductibles
were rarely applied.

“

© iStockphoto.com

statute did not restrict their application as did statutes in
Rhode Island and New Jersey.
Connecticut Gov. Dannell Malloy publicly called on
insurers not to apply hurricane deductibles, and engaged
in negotiations with carriers to dissuade them from doing
so. Some carriers claimed they would have waived the
deductibles for business reasons, without needing to be
pressured publicly.
In July 2012, Connecticut enacted a law establishing
standards for hurricane deductibles similar to those in
Maryland, New Jersey, and Rhode Island.
Farther south in Florida and the Gulf states, the use of
hurricane deductibles is well established.

Defense
Insurance trade representatives argue that executive
decisions to prohibit the application of hurricane
deductibles undermine the sanctity of contacts and distort
the market by forcing insurers to assume a level of losses
for which they had not collected adequate premium.
Given the experience of Irene and Sandy, it’s not
clear that insurers will get to use deductibles grounded in
statute, either.
Craw says NYIA will be “playing defense” in the
2013 New York legislative session against proposals to
establish standards for the application of windstorm and
hurricane deductibles.
Separate windstorm deductibles that did not apply
specifically to hurricanes could be applied in the wake
of Sandy. As a result, the amount of recovery paid
to households “varied quite a bit from company to
company,” in Craw’s words.
That didn’t sit well with agents, who prefer to see
most households treated in roughly the same fashion
following a storm, while carriers prefer to retain
flexibility in determining their level of exposure.
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Proposals
A 2011 proposal from the New York Insurance
Department, not implemented but still under
consideration, would prohibit residential property
insurers from implementing general windstorm
deductibles for policies insuring residential proeprty,
but allow the application of separate percentage
deductibles for losses arising from named hurricanes.
The deductible would be limited to 5% of the
dwelling property limit, but a carrier would have to
aggregate all covered losses caused by the event when
determining whether the deductible had been reached.
Also, separate hurricane deductibles could not be
applied to loss of use coverage.
A bill authorizing the DFS to standardize
the application of hurrican deductibles has been
introduced in the New York legislature.

Turnabout
The logic underlying the use of separate hurricane
deductibles is that insurers will forego some
premium when selling a policy in return for having
insureds accept a greater share of a hurricane loss
when it occurs.
The experiences of Irene and Sandy suggest that
the public may not accept having homeowners pay the
cost at a time of great distress and dislocation.
If that’s the case, it will be “back to the
drawing board” for insurers seeking to provide
affordable homeowners coverage in coastal areas of
northeastern states. ■
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News
Third-Party Coverage
Added to Sample Data
Breach Option
In January 2013,
AAIS released a
second sample
“data breach”
endorsement
option developed
in conjunction with Identity Theft 911
(IDT911), a leading provider of identity
theft loss control and recovery services.
The sample endorsement, released
under the AAIS Businessowners
Program, covers first-party expenses
and third-party losses that arise if the
personal information of individuals in
the possession of a commercial insured
is lost, stolen, accidentally released, or
accidentally published.
The first sample endorsement,
released in December 2012, provides
first-party expense coverage for certain
services provided or approved by
IDT911 following a data breach. These
services include:
■ Expert consultations;
■ Forensic investigations;
■ Legal and regulatory research;
■ Notification to persons whose data
may have been breached; and
■ Credit and fraud monitoring for
victims of identity theft.
The second sample BOP
endorsement includes that first-party
coverage, and adds third-party coverage
for liability claims and defense costs,
as well as fines and penalties resulting
from regulatory proceedings.
The third-party coverage is
provided under a new “Coverage
D” with separate annual aggregate
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limits for liability payments and
defense costs, a combined Cov. D
annual aggregate limit, and a Cov. D
deductible that applies per legal claim
or regulatory proceeding.
The language in the AAIS-IDT911
data breach coverage options has
been designed for companies that use
IDT911 as their identity theft service
provider. As sample endorsements,
however, they are not filed; companies
seeking to use them must take filing
action on their own.
Earlier in 2012, AAIS filed “data
compromise” endorsements under its
BOP and (where applicable) Inland
Marine Guide. Those endorsements
were developed in conjunction with
The Hartford Steam Boiler Inspection
and Insurance Company, and described
in the Spring 2012 edition of Viewpoint.

AAIS Resumes Terrorism
Product Work
Legislation has been
introduced in the U.S.
House to reauthorize
the Terrorism Risk
Insurance Program
(TRIP), the federal
government’s program for funding
loss recovery from large-scale
terrorist attacks.
The program is not due to
expire until Dec. 31, 2014, but
reauthorization is being sought now,
in part, to anticipate or avoid changes
in coverage under affected policies
negotiated in 2013 but running into
2015 and beyond.
AAIS has endorsements under most
of its commercial and agricultural
programs addressing terrorism insurance
scenarios potentially facing insurers:

■ The current mandatory offer of
terrorism coverage while TRIP is
in effect;
■ A “conditional” terrorism exclusion
that can be attached to policies
initiated while TRIP is in effect
and remaining in effect when TRIP
expires or changes substantially.
(The terms of the terrorism
exclusion while TRIP is in effect
vary from those that would be
triggered if the program expires or
is changed substantially.);
■ An optional terrorism exclusion
that can be attached to policies
written after TRIP lapses or is
substantially altered.
AAIS has taken filing action
to add versions of the latter two
endorsements to three programs that
were introduced or revised after TRIP
was last reauthorized in 2007: the
Agricultural General Liability Program,
the Agricultural Commercial Umbrella
and Excess Liability Program, and the
Commercial Umbrella Program.
Companies affiliated with AAIS
for use of these programs will
be notified by bulletin when the
endorsements are available.

AAIS Comments on
Maryland Deductible
AAIS government
affairs staff have
responded to a call from
the Maryland Insurance
Administration (MIA)
for comments on
proposed revisions to
a regulation on the application of
hurricane and windstorm deductibles,
as reported in a previous AAIS
Advisory notice.

In its submission, AAIS
recommended that the regulation
be clarified to explicitly identify the
type of residential risks it applies to
(personal, farm, and/or commercial;
owner-occupied or all).
Logan Grider, AAIS government
affairs counsel and principal drafter
of the comments, explains that AAIS
does not advocate positions regarding
the substance of regulatory policy,
but occasionally makes suggestions
regarding the clarity and practical
application of regulations.

AAIS’s Anton Zalesky to
Present at CAS
Anton Zalesky,
FCAS, MAAA, chief
actuary at AAIS, was
scheduled to be a
presenter at the 2013
Ratemaking and
Product Management Seminar of the
Casualty Actuarial Society, scheduled
for March 11-13 in Huntington
Beach, CA.
Anton will be speaking about the
application of actuarial methods and
the use of catastrophe modeling in
developing the AAIS Homeowners
By-Peril Rating Plan, and the
experience of filing it throughout
the U.S. The plan was the first such
plan filed on a multistate basis by
an advisory organization; it is now
approved in 48 jurisdictions.
Anton came to AAIS in 2010 after
working in actuarial research capacities
for Auto Club Insurance Association,
Dearborn, MI.; COUNTRY Financial,
Bloomington, IL; and The Travelers
in Hartford, CT. He earned his
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, MI.

Paul Baiocchi and Joyce
Tignino Have Retired
from AAIS
Paul Baiocchi, former president
and CEO of AAIS, and Joyce Tignino,
former Vice President of Marketing and
Industry Relations, retired from AAIS
at the end of 2012.
Paul served 37 years at AAIS, 25 of
them as President and CEO. His service
was recognized in a Summer 2012
Viewpoint column.
Joyce served at AAIS for 28 years.
Her service was acknowledged in
a column in the Fall 2012 edition
of Viewpoint.

AAIS New Affiliates
■ American Compensation Insurance Company
■ Arch Insurance Company
■ Broome Cooperative Insurance Company
■ Colony Insurance Group
■ Key Risk Insurance Company
■ Motorists Mutual Insurance Company
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2013 AAIS Main Event Conference
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Tools and Talent for
Execution and Excellence
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April 7-9, 2013 | Ponte Vedra Beach, FL

Ponte Vedra Inn & Club

Missing the Target
Gun insurance proposals overlook
important realities of the risks

An invitation from Edmund J.
Kelly, AAIS President and CEO
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The 2013 AAIS Main Event is
devoted to helping companies
make considered decisions about
acquiring the right tools and talent
to execute their operating strategies.

From RMS to CoreLogic to AAIS
Catastrophe Risk Expert Don Parkes
Joins the AAIS Leadership
Team as Vice President of Sales

This focus is especially timely for AAIS as we redefine how
we add value through the analytical tools and human talent
we are deploying.
This year’s Main Event is your opportunity to meet the new
members of the AAIS leadership team, and to reconnect
with product specialists you have relied on for years.
Please join us in Ponte Vedra Beach.
Our program includes:
■ Marty Becker, President and CEO of Alterra Capital
■ Thomas Hettinger, Property/Casualty Sales & Practice
Leader for the Americas, Towers Watson
■ Stacey Laws, Senior Vice President and General Counsel,
Reinsurance Association of America
■ A panel of company executives
■ Our inland marine track
■ Reports and roundtable discussions featuring AAIS staff

For More information, and to register:
Visit www.aaisonline.com
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