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CHAPTER 1: INLAND MARINE FLOATERS 

The  b a sic  ho me o wne r's p o lic y usua lly c o nta ins va rio us limita tio ns a nd  e xc lusio ns o n c o ve ra g e .  The re fo re  p e rso ns who  a re  

o wne rs o f va lua b le  p e rso na l p ro p e rty o fte n ne e d  b ro a d e r a nd  mo re  c o mp re he nsive  c o ve ra g e  tha n is p ro vid e d  b y the  

b a sic  ho me o wne r's p o lic y.  This b ro a d e r a nd  mo re  c o mp re he nsive  c o ve ra g e  ma y b e  o b ta ine d  thro ug h the  a p p ro p ria te  

Inla nd  Ma rine  Insura nc e  Po lic y. 

The  ve ry first fo rm o f p e rso na l p ro p e rty insura nc e  c o ve ra g e  wa s a n Oc e a n Ma rine  p o lic y. The  p o lic y wa s writte n to  p ro vid e  

fina nc ia l p ro te c tio n fo r o wne rs o f ship s in c a se  the ir p ro p e rty o r c a rg o  wa s lo st a t se a .  

Oc e a n ma rine  p o lic ie s insure d  the  c a rg o  fro m p o rt to  p o rt. La te r o n a  c la use  wa s a d d e d  to  a lso  insure  c a rg o  while  it wa s 

b e ing  tra nsp o rte d  o n la nd .  As a n e nd  re sult p o lic y c o ve ra g e  e xte nd e d  fro m the  o rig ina l p o int o f d e p a rture  until the ir fina l 

d e stina tio n p o int to  inc lud e  b o th o c e a n a nd  inla nd  tra nsp o rta tio n o f tho se  g o o d s. 

Eve ntua lly a  se p a ra te  p o lic y wa s d e ve lo p e d  tha t d e a lt o nly with the  insuring  o f the  g o o d s while  b e ing  tra nsp o rte d  o n la nd  

a nd  the  p o lic y b e c a me  kno wn a s a n inla nd  ma rine  p o lic y ve rse s a n o c e a n ma rine  p o lic y. 

Inla nd  Ma rine  p o lic ie s e ve ntua lly b e g a n to  p ro vid e  a  b ro a d  c o ve ra g e  fo r o the r p ro p e rty o f a  “ flo a ting ”  o r mo ve a b le  

na ture . Sinc e  the se  p o lic ie s d id  no t c o me  und e r a ny sta te  jurisd ic tio n, the y c o uld  b e  ta ilo r ma d e  to  the  ne e d  o f the  insure d . 

Inla nd  ma rine  p o lic ie s we re  o ffe re d  o n a n “a ll risk b a sis”  ra the r tha n a  “na me d  p e ril”  b a sis a s o ffe re d  in mo st c a sua lty 

p o lic ie s. 

DEFINITION OF INLAND MARINE INSURANCE 

In 1933 the  NAIC d ra fte d  a  d e finitio n use d  in limiting  the  insuring  p o we r o f ma rine  und e rwrite rs tha t sp e c ifie d  the  risks a nd  

c o ve ra g e , whic h c o uld  b e  writte n a s ma rine  insura nc e .  The  d e finitio n wa s re vise d  in 1933 a nd  in 1976. In the  1976 ve rsio n, 

d ue  to  le g a l c o nc e rns, the  d e finitio n no w simp ly d e fine s a nd  d e sc rib e s the  risks a nd  c o ve ra g e  tha t a re  sub je c t to  ma rine  

insura nc e . This d e finitio n ha s b e e n a d o p te d  b y ma ny sta te s a s a  fo rm o f id e ntifying  a  ma rine  p o lic y. 

 

Pro p e rty tha t is tra nsp o rte d  fro m o ne  p la c e  to  a no the r, g o o d s in tra nsit (the  e xc e p tio n b e ing  o ve r o c e a ns), b rid g e s, 

te le visio n b ro a d c a sting  to we rs, tunne ls, a nd  o the r instrume nta litie s o f tra nsp o rta tio n a nd  c o mmunic a tio n wo uld  b e  c o ve re d  

und e r Inla nd  Ma rine  Insura nc e .   

 

Va rio us flo a te r p o lic ie s c a n a lso  b e  use d  to  c o ve r p e rso na l e ffe c ts a nd  p ro p e rty.  The  flo a te r p o lic y will p ro vid e  c o ve ra g e  to  

ite ms tha t "flo a t" o r mo ve  a lo ng  with the  c o ve re d  p ro p e rty while  it is c ha ng ing  lo c a tio ns.   

 

Inla nd  Ma rine  Co ve ra g e  wa s d e ve lo p e d  fro m o c e a n ma rine  insura nc e  in the  1920s.  In the  e a rly ye a rs the  ma rine  insure rs 

c o ve re d  tra nsp o rta tio n lo ss e xp o sure .  Fire  a nd  c a sua lty insure rs ha d  d iffic ulty in c o mp e ting  b e c a use  the  fire  a nd  c a sua lty 

line s ha d  to  b e  writte n se p a ra te ly a nd  the  ra te s the y c o uld  c ha rg e  we re  sub je c t to  sta te  re g ula tio n.   

 

The  ma rine  insure rs ho we ve r we re  a b le  to  write  p ro p e rty a nd  c a sua lty line s und e r a n "a ll-risks" c o ntra c t a nd  the y we re  no t 

b o und  b y sta te  re g ula tio n. 

INLAND MARINE FLOATERS CHARACTERISTICS 

An Inla nd  Ma rine  flo a te r ha s fo ur c ha ra c te ristic s.  

¾ Ta ilo re d  Co ve ra g e  

¾ Se le c tio n o f Po lic y Limits 

¾ Exte nsive  Co ve ra g e  to  Pe rils Co ve re d  

¾ Wo rld wid e  Co ve ra g e  

TA ILO RED C O VERA G E 

A p e rso na l a rtic le s flo a te r p ro vid e s c o ve ra g e  fo r nine  o p tio na l c la sse s o f p e rso na l p ro p e rty inc lud ing : 

¾ Je we lry 

¾ Co in Co lle c tio ns 

¾ Ca me ra s 

 

This p e rmits the  insure d  to  se le c t c o ve ra g e  fo r the  c la ss o r c la sse s o f p ro p e rty ne e d e d . It is a lso  p o ssib le  to  write  the  

c o ve ra g e  se p a ra te ly suc h a s: 

9 Je we lry Flo a te r 

9 Fur Flo a te r 

9 Co in Co lle c tio n Flo a te r 

9 Sta mp  Flo a te r 

9 Ca me ra  Flo a te r 
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SELEC TIO N O F PO LIC Y LIMITS 

As yo u kno w the  b a sic  ho me o wne r's p o lic y ha s limita tio ns o n c o ve ra g e  o f c e rta in typ e s o f va lua b le  p ro p e rty.  The  insure d  

must lo o k to  a  flo a te r p o lic y in o rd e r to  g e t hig he r limits o f c o ve ra g e .  Also , a s a  rule , whe n a  b a sic  ho me o wne r's p o lic y 

c o mb ine s the  va lue  o f c e rta in typ e s o f p e rso na l p ro p e rty with the  va lue  o f unsc he d ule d  p e rso na l p ro p e rty it is p o ssib le  tha t 

the  c o mb ine d  to ta l ma y e xc e e d  the  ho me o wne r's p o lic y limits o n p e rso na l p ro p e rty. He re  a g a in, the  flo a te r p o lic y c a n 

p ro vid e  hig he r limits.   

EXTENSIVE C O VERA G E TO  PERILS C O VERED 

Whe n a  flo a te r is writte n it usua lly p ro vid e s c o ve ra g e  o n a  "risks o f d ire c t p hysic a l lo ss" b a sis.  The  flo a te r c o ve rs risk o f d ire c t 

p hysic a l lo ss to  the  p ro p e rty tha t is d e sc rib e d  e xc e p t c e rta in lo sse s tha t a re  c o mmo nly e xc lud e d .  The  c o mmo nly e xc lud e d  

lo sse s will b e  d isc usse d  sho rtly. 

WO RLDWIDE C O VERA G E 

The  p ro p e rty d e sc rib e d  in mo st flo a te rs will b e  c o ve re d  a ny whe re  in the  wo rld  with the  e xc e p tio n o f FINE ARTS, whic h a re  

usua lly c o ve re d  o nly in the  Unite d  Sta te s a nd  Ca na d a . 

POLICY PROVISIONS OF FLOATERS 

The  fo llo wing  p o lic y p ro visio ns a p p e a r in mo st Inla nd  Ma rine  Flo a te r p o lic ie s. 

9 Lo ss Se ttle me nt 

9 Lo ss to  a  Pa ir, Se t, o r Pa rts 

9 Lo ss C la use  

9 Cla im Ag a inst Othe rs 

9 Insura nc e  No t to  Be ne fit Othe rs 

9 Othe r Insura nc e  

LO SS SETTLEMENT 

Exc e p t fo r fine  a rts, the  a mo unt tha t will b e  p a id  fo r a  c o ve re d  lo ss will b e  the  LOWEST o f the  fo llo wing  fo ur a mo unts: 

¾ The  a c tua l c a sh va lue  a t the  time  o f lo ss o r d a ma g e  

¾ The  a mo unt fo r whic h the  insure d  c o uld  re a so na b ly b e  e xp e c te d  to  ha ve  the  p ro p e rty re p a ire d  to  its c o nd itio n 

p rio r to  the  lo ss 

¾ The  a mo unt fo r whic h the  insure d  c o uld  p o ssib ly b e  e xp e c te d  to  re p la c e  the  p ro p e rty with p ro p e rty sub sta ntia lly 

id e ntic a l to  the  a rtic le  lo st o r d a ma g e d  

¾ The  a mo unt o f insura nc e  sta te d  in the  p o lic y 

 

The  third  e xc e p tio n fro m a b o ve  is g o ing  to  re q uire  the  fo llo wing  b rie f e xp la na tio n.   

 

The  insura nc e  c o mp a ny, a t a  d isc o unte d  p ric e , c a n p urc ha se  muc h o f the  p ro p e rty insure d  in a  flo a te r.  The re fo re  the  

insura nc e  c o mp a ny ma y wa nt to  re p la c e  the  lo st o r d a ma g e d  ite m ra the r tha n ma ke  c a sh re imb urse me nt. Sho uld  the  

insure d  re je c t the  re p la c e me nt o ffe r the  insura nc e  c o mp a ny's c a sh re imb urse me nt will the n b e  limite d  to  the  a mo unt fo r 

whic h the  insure d  c o uld  re a so na b ly b e  e xp e c te d  to  re p la c e  the  ite m. 

 

This a mo unt is the  insura nc e  c o mp a ny's d isc o unte d  p ric e  sinc e  the  insure d  c a n b e  re a so na b ly e xp e c te d  to  re p la c e  the  

ite m a t tha t p ric e .   

LO SS TO  A  PA IR, SET O R PA RTS 

In the  e ve nt tha t the re  is lo ss o r d a ma g e  to  a  c o ve re d  p ro p e rty in a  p a ir o r se t, suc h a s the  lo ss o f o ne  e a rring , the  a mo unt 

to  b e  p a id  is no t b a se d  o n a  to ta l lo ss.  The  insura nc e  c o mp a ny ma y e ithe r re p a ir o r re p la c e  a ny p a rt to  re sto re  the  p a ir o r 

se t to  its va lue  b e fo re  the  lo ss o r p a y the  d iffe re nc e  b e twe e n the  a c tua l c a sh va lue  o f the  p ro p e rty b e fo re  a nd  a fte r the  

lo ss. 

LO ST C LA USE 

Und e r this p o lic y p ro visio n the  a mo unt o f insura nc e  p ro vid e d  will no t b e  re d uc e d  e xc e p t fo r the  to ta l lo ss o f the  sc he d ule d  

a rtic le .  If the  insura nc e  is re d uc e d  b e c a use  o f a  to ta l lo ss o f a  sc he d ule d  a rtic le , the  insura nc e  c o mp a ny will e ithe r re fund  

the  une a rne d  p re mium o r a p p ly the  une a rne d  p re mium to  the  c urre nt p re mium d ue  if the  sc he d ule d  a rtic le  is re p la c e d . 

C LA IM A G A INST O THERS 

This p o lic y p ro visio n is ve ry simila r in na ture  to  the  sub ro g a tio n c la use . If a  lo ss o c c urs a nd  the  insura nc e  c o mp a ny b e lie ve s 

the y c a n re c o ve r the  p a yme nt fo r tha t lo ss fro m the  p e rso n o r p a rtie s re sp o nsib le , the n the  lo ss p a yme nt to  the  insure d  will 

b e  c o nsid e re d  a  lo a n tha t must b e  re p a id  o ut o f a ny fund s re c o ve re d  fro m o the rs.  The  insura nc e  c o mp a ny will e xp e c t the  

insure d  to  c o o p e ra te  with a ny a tte mp t the  insura nc e  c o mp a ny ma ke s to  re c o ve r fro m o the rs re sp o nsib le  fo r tha t lo ss.  

Sho uld  the  re c o ve ry a tte mp t b e  unsuc c e ssful the  insure d  will no t b e  re q uire d  to  p a y the  "lo a n" o n the  lo ss se ttle me nt. 

INSURA NC E NO T TO  BENEFIT O THERS 

No  o rg a niza tio n o r o the r p e rso n tha t ma y ha ve  c usto d y o f the  p ro p e rty a nd  who m is p a id  fo r se rvic e s c a n b e ne fit fro m the  

insura nc e  o n the  p ro p e rty.  The  p urp o se  o f this p ro visio n is to  p re ve nt a  third  p a rty who  c a use d  the  lo ss fro m d e nying  lia b ility 
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fo r p a yme nt b e c a use  the  p ro p e rty is insure d ; thus, the  insura nc e  c o mp a ny's rig ht o f sub ro g a tio n a g a inst the  ne g le c t p a rty is 

re ta ine d . 

O THER INSURA NC E 

In the  e ve nt tha t the re  is o the r insura nc e  a t the  time  o f lo ss tha t a p p lie s to  the  p ro p e rty, tha t insura nc e  is c o nsid e re d  e xc e ss 

insura nc e  o ve r the  o the r insura nc e . 

INSURING AGREEMENT 

As a  rule  Ma rine  flo a te rs p ro vid e  c o ve ra g e  to  p ro p e rty o n a n "a ll-risks" b a sis.  Physic a l lo ss to  c o ve re d  p ro p e rty is p ro vid e d  

e xc e p t fo r the  fo llo wing  e xc lusio ns: 

¾ We a r a nd  Te a r 

¾ De te rio ra tio n 

¾ Inhe re nt Vic e  

¾ Inse c ts o r Ve rmin 

¾ Me c ha nic a l Bre a kd o wn o r Fa ilure  

¾ Ele c tric a l Bre a kd o wn o r Fa ilure  

¾ Re p a iring  the  Pro p e rty 

¾ Ad justing  the  Pro p e rty 

¾ Se rvic ing  the  Pro p e rty 

¾ Ma inta ining  the  Pro p e rty 

GENERAL EXCLUSIONS 

 Ge ne ra l e xc lusio ns tha t a p p e a r in a ll flo a te r p o lic ie s a re  wa r, nuc le a r re a c tio n, a nd  ra d ia tio n. 

PERSONAL ARTICLES FLOATER 

Ofte n re fe rre d  to  a s PAF the  Pe rso na l Artic le s Flo a te r p ro vid e s c o ve ra g e  o n nine  o p tio na l c la sse s o f p e rso na l p ro p e rty.  As 

me ntio ne d  c o ve ra g e  is wo rld wid e  e xc e p t fo r fine  a rts.   

 

The  nine  c la sse s o f p e rso na l p ro p e rty tha t c a n b e  insure d  a re : 

¾ Je we lry 

¾ Furs 

¾ Ca me ra s 

¾ Music a l Instrume nts 

¾ Silve rwa re  

¾ Go lfe r's Eq uip me nt 

¾ Fine  Arts 

¾ Po sta g e  Sta mp s 

¾ Ra re  Co ins/ Curre nt Co ins 

 

Ce rta in ne wly a c q uire d  p ro p e rty suc h a s je we lry, furs, c a me ra s, a nd  music a l instrume nts will b e  a uto ma tic a lly c o ve re d  fo r 

30 d a ys p ro vid ing  tha t insura nc e  wa s a lre a d y writte n o n tha t c la ss o f p ro p e rty.   

 

The  a mo unt o f insura nc e , o n ne wly a c q uire d  p ro p e rty, is limite d  to  the  lo we r o f 25 p e rc e nt o f the  a mo unt o f insura nc e  fo r 

tha t c la ss o f p ro p e rty o r $10,000,00. The  p ro p e rty must b e  re p o rte d  to  the  c o mp a ny within 30 d a ys o f p urc ha se  in o rd e r fo r 

the  c o ve ra g e  to  c o ntinue . Yo u will b e  c ha rg e d  a n a d d itio na l p re mium fo r c o ve ra g e  fro m the  d a te  o f a c q uisitio n. 

JEWELRY 

Co ve ra g e  o n p e rso na l je we ls a p p lie s a nywhe re  in the  wo rld .  Ea c h ite m o f je we lry must b e  sc he d ule d  with a  sp e c ific  

a mo unt o f insura nc e  sho wn fo r it.  This inc lud e s wa tc he s, ne c kla c e s, a nd  ring s. Be c a use  o f the  mo ra l ha za rd , je we lry will b e  

ve ry c a re fully und e rwritte n.  As a  rule , the  insura nc e  c o mp a ny will re q uire  e ithe r the  o rig ina l b ill o f sa le  o r a  sig ne d  a p p ra isa l 

b e fo re  the  je we lry is insure d . The  insure d  must a lso  ha ve  sa tisfa c to ry re so urc e s a nd  the  insura nc e  c o mp a ny will wa nt to  

kno w tha t the  insure d  is no t in the  ha b it o f lo sing  o r misp la c ing  a rtic le s. 

FURS 

The  PAF c a n b e  use d  to  insure : 

¾ Pe rso na l Furs 

¾ Ite ms c o nsisting  p rinc ip a lly o f Fur 

¾ G a rme nts Trimme d  in Fur 

¾ Fur Rug s 

¾ Imita tio n Fur 

 

Ag a in, e a c h ite m must b e  se p a ra te ly liste d  with a  sp e c ific  a mo unt o f insura nc e  sho wn fo r it.  As with je we lry, b e c a use  o f the  

mo ra l ha za rd  furs a re  ve ry c a re fully und e rwritte n. 
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C A MERA S 

A Pe rso na l Artic le s Flo a te r c a n a lso  b e  use d  to  insure  the  fo llo wing  ite ms. Ea c h o f the se  ite ms must b e  ind ivid ua lly d e sc rib e d  

a nd  va lue d . 

¾ Pho to g ra p hic  Eq uip me nt 

¾ Ca me ra s 

¾ Pro je c tio n Ma c hine s 

¾ Po rta b le  So und  Eq uip me nt 

¾ Re c o rd ing  Eq uip me nt 

¾ Mo tio n Pic ture  Ca me ra s 

¾ Mo tio n Pic ture  Pro je c to rs 

¾ Films 

¾ Bino c ula rs a nd  Te le sc o p e s 

 

Exc e p tio ns to  the  rule  re g a rd ing  sc he d uling  ite ms wo uld  b e : 

9 Misc e lla ne o us Sma lle r Ite ms 

9 Ca rrying  Ca se s 

9 7Filte rs 

 

…. p ro vid ing  the  to ta l va lue  o f the  b la nke te d  ite ms is no t mo re  tha n 10% o f the  to ta l a mo unt o f insura nc e  o n c a me ra s. 

MUSIC A L INSTRUMENTS 

The  fo llo wing  ite ms c a n b e  c o ve re d  und e r a  PAF: 

¾ Music a l Instrume nts 

¾ Instrume nt Ca se s 

¾ So und  Eq uip me nt 

¾ Amp lifie r Eq uip me nt 

 

Sho uld  a  music a l instrume nt b e  use d  a nd  p la ye d  fo r p a y d uring  the  p o lic y p e rio d  it will no t b e  c o ve re d  unle ss a n 

e nd o rse me nt is a d d e d  re fle c ting  this use  a nd  a  muc h hig he r p re mium p a id . 

SILVERWA RE 

Silve rwa re  a nd  g o ld -wa re  ma y a lso  b e  c o ve re d  und e r a  PAF.  Pe ns, p e nc ils, smo king  imp le me nts a nd  je we lry ma y no t b e  

insure d  a s silve rwa re . The se  kind s o f p ro p e rty c a n b e  insure d  a s je we lry. 

G O LFER'S EQ UIPMENT 

G o lf e q uip me nt suc h a s g o lf c lub s g o lf c lo the s will b e  c o ve re d . Othe r g o lf e q uip me nt ma y b e  insure d  und e r a  PAF. 

 

C lo thing  c o nta ine d  in a  lo c ke r is a lso  c o ve re d  while  the  insure d  is p la ying  g o lf.  G o lf b a lls a re  c o ve re d  o nly b y fire  a nd  

b urg la ry p ro vid ing  the re  a re  p hysic a l ma rks o f fo rc ib le  e ntry into  the  b uild ing , ro o m o r lo c ke r. 

FINE A RTS 

¾ Fine  a rts c a n inc lud e  the  fo llo wing : 

¾ Pa inting s 

¾ Antiq ue  Furniture  

¾ Ra re  Bo o ks 

¾ Ra re  G la ss 

¾ Bric -a -b ra c  

¾ Ma nusc rip ts 

 

Fine  a rts a re  insure d  o n a  va lue d  b a sis a nd  must the re fo re  b e  o n a  sc he d ule  with the  a mo unt tha t wa s p a id  fo r tha t ite m 

c le a rly sta te d . Da ma g e s p a id  o n a n a c tua l c a sh va lue  b a sis up  to  the  sta te d  va lue .  Ne wly a c q uire d  fine  a rts will b e  

a uto ma tic a lly insure d  fo r nine ty d a ys.  The  insure d  is re q uire d  to  no tify the  insura nc e  c a rrie r within nine ty d a ys o f a c q uisitio n 

a nd  the  a d d itio na l p re mium d ue  will a c c rue  fro m d a te  o f a c q uisitio n.  The  limit o n fine  a rts p ro p e rty is sub je c te d  to  25% o f 

the  to ta l insura nc e . 

 

Fine  a rts a re  sub je c te d  to  thre e  ma jo r e xc lusio ns:  

9 Da ma g e  c a use d  b y re p a iring , o r re to uc hing  

 

9 Bre a ka g e  o f a rt g la ss wind o ws, g la sswa re , sta tua ry, ma rb le , b ric -a -b ra c , p o rc e la ins, a nd  simila r fra g ile  a rtic le s 

Ho we ve r, the  e xc lusio n d o e s no t a p p ly if fire , lig htning , e xp lo sio n, a irc ra ft, c o llisio n, wind sto rm, e a rthq ua ke , flo o d , 

ma lic io us d a ma g e  o r the ft, a nd  d e ra ilme nt o r o ve rturn o f a  c o nve ya nc e  c a use s the  b re a ka g e  

 

9 Lo ss to  p ro p e rty o n e xhib itio n a t fa irg ro und s o r a t na tio na l o r inte rna tio na l e xp o sitio ns is e xc lud e d  unle ss the  

p re mise s a re  c o ve re d  b y the  p o lic y 
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STAMP AND COIN COLLECTIONS 

The se  c o lle c tio ns a re  insure d  fo r lo ss a nywhe re  in the  wo rld .  The  sta mp s a nd  c o ins ma y b e  insure d  in o ne  o f two  wa ys, 

sc he d ule d  b a sis o r b la nke t b a sis. 

 

The  sc he d ule d  b a sis is sug g e ste d  if the  ite ms a re  e xtre me ly va lua b le . In this wa y e a c h ite m is sp e c ific a lly liste d  a nd  insure d . 

 

Und e r the  b la nke t b a sis the  insura nc e  a p p lie s to  the  e ntire  c o lle c tio n sinc e  e a c h ite m is no t se p a ra te ly d e sc rib e d .  In the  

e ve nt o f a  lo ss to  a  sc he d ule d  ite m, the  a mo unt to  b e  p a id  is the  LOWEST o f the  fo llo wing : 

 

Ac tua l Ca sh Va lue  

 

¾ The  a mo unt fo r whic h the  p ro p e rty wo uld  re a so na b ly b e  e xp e c te d  to  b e  re p a ire d  

¾ The  a mo unt fo r whic h the  p ro p e rty wo uld  re a so na b ly b e  e xp e c te d  to  b e  re p la c e d  

¾ The  a mo unt o f insura nc e  

 

In the  e ve nt o f a  lo ss to  a n ite m c o ve re d  o n a  b la nke t b a sis, the  a mo unt p a id  will b e  the  c a sh ma rke t va lue  a t the  time  o f 

lo ss.  The re  is a  $1,000.00 ma ximum o n a ny unsc he d ule d  c o in c o lle c tio n.  The re  is a  $250.00 ma ximum limit o n a ny o f the  

fo llo wing : 

9 Sing le  Sta mp  o r Sing le  Co in 

9 Ind ivid ua l Artic le  

9 Sing le  Pa ir 

9 Sing le  Blo c k o r Sing le  Se rie s 

9 Sing le  She e t o r Sing le  Co ve r 

9 Sing le  Fra me  o r Sing le  Ca rd  

 

The  fo llo wing  limit is a lso  a p p lie d  to  sta mp s o r c o ins insure d  o n a  b la nke t b a sis. This limit ha s the  e ffe c t o f a  100% c o -

insura nc e  c la use .  

 

It sta te s tha t the  c o mp a ny is no t lia b le  fo r a  g re a te r p ro p o rtio n o f a ny lo ss tha n the  a mo unt o f insura nc e  o n b la nke t p ro p e rty 

b e a rs to  the  c a sh ma rke t va lue  a t the  time  o f lo ss.  In o the r wo rd s, sa y the  insure d  ha s a n un-sc he d ule d  c o in c o lle c tio n o n a  

b la nke t b a sis va lue d  a t $500.00. One  c o in wo rth $50.00 is sto le n.  At the  time  o f the ft, the  e ntire  c o lle c tio n ha d  a  c urre nt 

ma rke t va lue  o f a  $1,000.00. The  insure d 's ma ximum re c o ve ry is $25.00.  Ha d  the  insure d  p urc ha se d  $1,000.00 wo rth o f 

insura nc e , the  $50.00 lo ss wo uld  ha ve  b e e n p a id  in full. 

STAMP AND COIN COLLECTION EXCLUSIONS 

The  fo llo wing  is a  list o f imp o rta nt e xc lusio ns tha t a p p ly to  sta mp  a nd  c o in c o lle c tio ns: 

 

Da ma g e  fro m: 

9 Fa d ing  

9 Cre a sing  

9 De nting  

9 Sc ra tc hing  

9 Te a ring  

9 Thinning  

9 Tra nsfe r o f Co lo rs 

9  Inhe re nt De fe c ts 

9 Da mp ne ss 

9 Extre me s o f Te mp e ra ture  

9 De p re c ia tio n 

9 Da ma g e d  fro m b e ing  Ha nd le d  

9 Da ma g e  fro m b e ing  Wo rke d  o n 

9 Myste rio us Disa p p e a ra nc e  

9  

� NOTE e xc e p t if the  ite m is sc he d ule d  o r sp e c ific a lly insure d , o r is mo unte d  in a  vo lume  a nd  the  

p a g e  to  whic h it is a tta c he d  is a lso  lo st. 

 

9 Pro p e rty lo st in the  c usto d y o f tra nsp o rta tio n c o mp a nie s 

9 Ship me nts b y ma il o the r tha n re g iste re d  ma il 

9 The ft fro m a ny una tte nd e d  mo to r ve hic le  

9 Lo sse s to  p ro p e rty no t p a rt o f a  sta mp  o r c o in c o lle c tio n 
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PERSONAL PROPERTY FLOATER 

This flo a te r p ro vid e s e xte nsive  c o ve ra g e  o n p e rso na l p ro p e rty o wne d  o r use d  b y the  insure d  tha t is ke p t a t the  insure d 's 

re sid e nc e .  This rid e r will a lso  p ro vid e  wo rld wid e  c o ve ra g e  whe n this p ro p e rty is te mp o ra rily a wa y fro m the  re sid e nc e . The  

p ro p e rty is issue d  o n a  sp e c ia l a ll-risk b a sis. This me a ns a ll d ire c t lo sse s a re  c o ve re d  e xc e p t sp e c ific a lly e xc lud e d . 

SCHEDULED PERSONAL PROPERTY FLOATER 

This flo a te r is use d  to  p ro vid e  c o ve ra g e  fo r p e rso na l a rtic le s a nd  va lua b le  ite ms tha t d o  no t fa ll within the  nine  c a te g o rie s 

p re vio usly liste d .  Exa mp le s o f suc h ite ms a re : 

¾ De nture s 

¾ Typ e write rs 

¾ Ca mp ing  Eq uip me nt 

¾ Whe e lc ha irs 

¾ Ste re o  Eq uip me nt 

¾ Gra nd fa the r C lo c ks 

 

This is no t a  c o mp le te  list b ut it c a n b e  sa id  tha t a lmo st a ny kind  o f p e rso na l p ro p e rty ma y b e  insure d  und e r a  sc he d ule d  

p e rso na l p ro p e rty flo a te r.  Sinc e  c o ve ra g e  is p ro vid e d  o n un-file d  fo rms sa id  c o ve ra g e  c o uld  b e  a d a p te d  to  me e t the  

ne e d s o f the  ind ivid ua l insure d . 

SCHEDULED PERSONAL PROPERTY 

A q ue stio n is o fte n a ske d  a b o ut whe n p e rso na l p ro p e rty sho uld  b e  sc he d ule d . As a  rule  p e o p le  who  o wn va lua b le  p e rso na l 

p ro p e rty sho uld  ha ve  it sc he d ule d  a nd  sp e c ific a lly insure d  und e r a  flo a te r p o lic y.  Dia mo nd  ring s, fur c o a ts a nd  o the r 

je we lry o f hig h va lue  sho uld  b e  sp e c ific a lly sc he d ule d .  The  fo llo wing  typ e s o f p e rso na l p ro p e rty sho uld  a lso  b e  c o nsid e re d  

fo r sc he d ule d  c o ve ra g e .  The y a re : 

9 Uniq ue  Ob je c ts 

9 Wo rks o f Art 

9 Ra re  Antiq ue s 

9 Pa inting s 

9 Sta mp  Co lle c tio n 

9 Ra re  Co in Co lle c tio n 

9 Po rta b le  Pro p e rty 

9 Ca me ra s 

9 Ca me ra  Eq uip me nt 

9 Music a l Instrume nts 

9 Sp o rts Eq uip me nt 

9 Fra g ile  Artic le s 

9 Gla sswa re  

9 Sta tua ry 

9 Sc ie ntific  Instrume nts 

9 Typ e write rs 

9 Ho me  Co mp ute rs 

9 Busine ss o r Pro fe ssio na l Eq uip me nt 

 

Sinc e  the  b a sic  ho me o wne r p ro vid e s c o ve ra g e  fo r p e rso na l o r b usine ss p ro p e rty o nly to  a  ma ximum o f $2,500.00 o n the  

re sid e nt p re mise s a nd  $250.00 a wa y fro m the  re sid e nt p re mise s it is sug g e ste d  tha t the  p ro p e rty b e  mo re  a d e q ua te ly 

insure d  b y sc he d uling  the  p ro p e rty with a  sta te d  a mo unt o f insura nc e  sho wn fo r it. 

 

UN- SCHEDULED PERSONAL PROPERTY 

A p e rso na l p ro p e rty flo a te r ma y b e  use d  to  insure  the  fo llo wing  thirte e n c la sse s o f un-sc he d ule d  p ro p e rty: 

¾ Silve rwa re , g o ld  wa re , p e wte r wa re  

¾ Clo thing  

¾ Rug s a nd  Dra p e rie s 

¾ Music a l Instrume nts a nd  Ele c tro nic  Eq uip me nt 

¾ Pa inting s a nd  o the r Art Ob je c ts 

¾ China  a nd  G la sswa re  

¾ Ma jo r Ap p lia nc e s 

¾ Guns a nd  Othe r Sp o rts Eq uip me nt 

¾ Ca me ra s a nd  Pho to g ra p hic  Eq uip me nt 

¾ Build ing  Ad d itio ns a nd  Alte ra tio ns 

¾ Be d d ing  a nd  Line ns 

¾ Furniture  
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¾ All o the r Pe rso na l Pro p e rty a nd  Pro fe ssio na l Bo o ks while  o n the  re sid e nc e  

 

The  to ta l a mo unt o f insura nc e  in e a c h o f the  a b o ve  c a te g o rie s is the  ma ximum limit fo r re c o ve ry in a ny sing le  lo ss in tha t 

c a te g o ry.  The  to ta l a mo unt o f the  thirte e n c a te g o rie s is the  to ta l p o lic y limit. 

NEWLY ACQUIRED PROPERTY 

Any ne wly a c q uire d  p ro p e rty will a uto ma tic a lly b e  c o ve re d  up  to  the  LOWER o f 10% o f the  to ta l a mo unt o f insura nc e  o r 

$2,500.00. 

 

Insura nc e  o n ne wly a c q uire d  p ro p e rty ma y b e  a p p lie d  to  a ny o f the  numb e re d  c la sse s.  Ne wly a c q uire d  p ro p e rty a t the  

p rinc ip a l re sid e nc e  o f the  insure d  will b e  c o ve re d  fo r thirty d a ys fro m the  time  the  p ro p e rty is mo ve d  the re .  The  c o ve ra g e  

o n the  ne wly a c q uire d  p ro p e rty is sub je c t to  the  a mo unt o f the  insura nc e  fo r e a c h numb e re d  c la ss. 

PROPERTY NOT COVERED 

Pe rso na l p ro p e rty flo a te r will no t c o ve r the  fo llo wing  p e rso na l p ro p e rty: 

¾ Anima ls, Fish, Bird s 

¾ Bo a ts, Airc ra ft 

¾ Tra ile rs, Ca mp e rs 

¾ Mo to rc yc le s, Mo to rize d  Bic yc le s 

¾ Mo to r Ve hic le s Eq uip me nt, Mo to r Ve hic le s Furnishing s 

¾ Pro p e rty p e rta ining  to  a  b usine ss, p ro p e rty p e rta ining  to  a  p ro fe ssio na l 

¾ Pro p e rty p e rta ining  to  a n o c c up a tio n 

¾ Pro p e rty usua lly ke p t so me whe re  o the r tha n the  insure d 's re sid e nc e  thro ug ho ut the  ye a r 

 

Ad d itio na lly the  p e rso na l p ro p e rty flo a te r p la c e s sp e c ific  limits o n c e rta in p ro p e rty. 

Fo r e xa mp le :    

¾ A $100.00 limit o n mo ne y 

¾ A $100.00 limit o n numisma tic  p ro p e rty 

¾ A $500.00 limit o n: Se c uritie s, No te s, Sta mp s, Pa ssp o rts, Tic ke ts, Je we lry, Wa tc he s, a nd  Furs 

EXCLUSIONS 

The  p e rso na l p ro p e rty flo a te r a lso  e xc lud e s c e rta in lo sse s suc h a s: 

9 Anima ls o wne d  o r ke p t b y the  insure d  

9 Me c ha nic a l o r struc tura l b re a kd o wn 

9 Wa te r d a ma g e  e xc lusio n c la use  

9 Any wo rk o n c o ve re d  p ro p e rty e xc e p t je we lry, wa tc he s, o r furs 

9 Da mp ne ss/ Extre me  c ha ng e s o f te mp e ra ture  e xc e p t if c a use d  b y: sno w, ra in, ha il, o r sle e t  

9 Bursting  o f p ip e s 

9 Bursting  o f a p p a ra tus 

9 Ac ts o r d e c isio ns o f a ny p e rso n, g ro up , o rg a niza tio n o r g o ve rnme nt b o d y 

9 We a r a nd  Te a r 

9 De te rio ra tio n 

9 Inhe re nt Vic e  

9 Inse c ts o r Ve rmin 

9 Ma rring  o r sc ra tc hing  o f p ro p e rty 

9 Bre a ka g e  o f e ye g la sse s 

9 Gla sswa re  

9 Fra g ile  a rtic le  

9 Lig htning  

9 The ft 

9 Va nd a lism 

9 Ma lic io us misc hie f 

 

Sho uld  p e rso na l p ro p e rty tha t is se p a ra te ly d e sc rib e d  a nd  sp e c ific a lly insure d  b y a ny o the r insura nc e  ha ve  a  lo ss, it will b e  

e xc lud e d  und e r a  sta nd a rd  ho me o wne r p o lic y.  The re fo re  the  a mo unt o f insura nc e  und e r a  flo a te r p o lic y sho uld  b e  

suffic ie nt to  p a y fo r lo sse s in full to  c o ve r the  p ro p e rty.   

 

As a  rule  unsc he d ule d  p e rso na l p ro p e rty und e r a  ho me o wne r's p o lic y is insure d  o n a  re p la c e me nt c o st b a sis. 

 

Co nse q ue ntly the  a d va nta g e s a nd  risks o f d ire c t lo ss c o ve ra g e  und e r the  PPF must b e  c a re fully we ig he d  a g a inst the  

p o ssib ility o f b e ing  und e rinsure d . 
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PERSONAL EFFECTS FLOATER 

The  PEF is d e sig ne d  fo r tra ve le rs who  wa nt c o ve ra g e  o n the ir p e rso na l e ffe c ts while  tra ve ling .  The  PEF will p ro vid e  c o ve ra g e  

o n the  p e rso na l p ro p e rty o f to urists a nd  tra ve le rs a nywhe re  in the  wo rld .  Ho we ve r this will o nly b e  in e ffe c t while  the  

c o ve re d  p ro p e rty is a wa y fro m the  re sid e nc e  p re mise s. This c o ve ra g e  will a p p ly to : the  insure d , his o r he r sp o use , a nd  a ny 

unma rrie d  c hild re n who  p e rma ne ntly re sid e  with the  insure d . 

PERSONAL EFFECTS COVERAGE 

Pro p e rty no rma lly wo rn o r c a rrie d  b y a n ind ivid ua l c o me s und e r the  he a d ing  o f p e rso na l e ffe c ts.  Co ve ra g e  fo r p e rso na l 

e ffe c ts will inc lud e ; p e rso na l e ffe c ts, lug g a g e , c lo the s, c a me ra s, a nd  sp o rts e q uip me nt while  the  insure d  is tra ve ling  o r o n 

va c a tio n. 

PROPERTY EXCLUDED 

The  fo llo wing  p ro p e rty is e xc lud e d  und e r PEF c o ve ra g e : 

9 Auto mo b ile s, Mo to rc yc le s, Bic yc le s o r Bo a ts 

9 Ac c o unts, Bills, Curre nc y, De e d s, Evid e nc e  o f De b ts, o r Le tte rs o f Cre d it 

9 Pa ssp o rts, Do c ume nts, Mo ne y, No te s, Se c uritie s o r Tic ke ts 

9 Tra nsp o rta tio n 

9 Ho use ho ld  Furniture  

9 Ho use ho ld  Anima ls 

9 Auto mo b ile  Eq uip me nt 

9 Sa le sp e rso n Sa mp le s o r Me rc ha nd ise  fo r Sa le  o r Exp o sitio n 

9 Physic ia ns/ Surg e o ns' Eq uip me nt 

9 Artific ia l Te e th 

9 Artific ia l Limb s 

9 The a tric a l Pro p e rty 

ALL- RISKS COVERAGE 

Pe rso na l e ffe c ts will no t b e  c o ve re d  o n a n a ll-risks b a sis. Risks o f d ire c t p hysic a l lo ss to  a  p ro p e rty a re  c o ve re d  e xc e p t a s 

fo llo ws: 

 

Da ma g e  to  p e rso na l e ffe c ts fro m: 

9 We a r a nd  te a r 

9 Gra d ua l d e te rio ra tio n 

9 Inhe re nt vic e s 

9 Ve rmin 

9 Inse c ts 

9 Da ma g e  while  p ro p e rty is b e ing  wo rke d  o n 

 

Bre a ka g e  o f a rtic le s o f a  b rittle  na ture  unle ss c a use d  b y: 

9 Fire  

9 The ft 

9 Ac c id e nts to  a  c o nve ya nc e  

OTHER EXCLUSIONS 

In a d d itio n to  the  e xc lusio ns p re vio usly me ntio ne d  the  fo llo wing  e xc lusio ns a lso  a re  p re se nt: 

 

9 Pe rso na l e ffe c ts a re  no t c o ve re d  while  o n the  na me d  insure d 's re sid e nc e  p re mise s 

9 Pro p e rty in sto ra g e  is no t c o ve re d  

9 Pe rso na l e ffe c ts in the  c usto d y o f stud e nts while  in sc ho o l a re  no t c o ve re d  e xc e p t fo r lo ss b y fire  

LIMITA TIO NS O N C ERTA IN PERSO NA L EFFEC TS 

Je we lry, wa tc he s a nd  furs a re  sub je c t to  a  sing le  a rtic le  limit o f 10% o f the  to ta l a mo unt o f the  insura nc e , with a  ma ximum o f 

$100.00. 

 

Fo c us Po ints 

o Ho me o wne r's p o lic ie s usua lly c o nta in limita tio ns a nd  e xc lusio ns o n c o ve ra g e .   

o Inla nd  Ma rine  Insura nc e  c o ve rs p ro p e rty mo re  c o mp re he nsive ly tha n sta nd a rd  ho me o wne rs p o lic ie s. 

o Inla nd  Ma rine  p o lic ie s p ro vid e  c o ve ra g e  fo r p ro p e rty o f a  “ flo a ting ”  o r mo va b le  na ture . 

 

o Pe rso na l Flo a te r p o lic ie s c a n a lso  b e  use d  to  c o ve r p e rso na l e ffe c ts a nd  p ro p e rty.  
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o Flo a te r p o lic ie s p ro vid e  c o ve ra g e  to  p ro p e rty while  it is c ha ng ing  lo c a tio ns.   

 

o Inla nd  Ma rine  Co ve ra g e  wa s d e ve lo p e d  fro m o c e a n ma rine  insura nc e  in the  1920s.  

 

o Orig ina lly the  ma rine  insure rs c o ve re d  tra nsp o rta tio n lo ss e xp o sure .   

 

o Ma rine  insure rs we re  a b le  to  write  p o lic y line s und e r a n "a ll-risks" c o ntra c t a nd  we re  no t und e r sta te  re g ula tio n. 

 

o Pe rso na l a rtic le  flo a te rs p ro vid e  c o ve ra g e  fo r nine  o p tio na l c la sse s o f p e rso na l p ro p e rty. 

 

o Flo a te r p o lic ie s c a n p ro vid e  c o ve ra g e  hig he r limits b a sic  ho me o wne rs insura nc e . 

 

o Flo a te r p o lic ie s p ro vid e  c o ve ra g e  o n a  "risks o f d ire c t p hysic a l lo ss" b a sis.   

 

o Pro p e rty d e sc rib e d  in mo st flo a te rs is c o ve re d  wo rld wid e  with so me  e xc e p tio ns.  

 

o The  insura nc e  c o mp a ny c a n p urc ha se  muc h o f the  p ro p e rty insure d  in a  flo a te r.  

 

o Pa yme nt fo r lo ss o r d a ma g e  to  a  c o ve re d  p a ir o r se t is no t b a se d  o n a  to ta l lo ss.   

 

o Und e r the  lo st c la use , the  a mo unt o f insura nc e  will no t b e  re d uc e d  e xc e p t fo r the  to ta l lo ss o f the  sc he d ule d  a rtic le .   

 

o Physic a l lo ss c o ve ra g e  to  a  p ro p e rty is p ro vid e d  with e xc e p tio ns. 

 

o Wa r, nuc le a r re a c tio n, a nd  ra d ia tio n a re  g e ne ra l e xc lusio ns tha t a p p e a r in a ll flo a te r p o lic ie s. 

 

o Pe rso na l Artic le s Flo a te rs p ro vid e  c o ve ra g e  o n nine  c la sse s o f p e rso na l p ro p e rty.   

 

o Pe rso na l Artic le s Flo a te rs c a rry c o ve ra g e  tha t is wo rld wid e  e xc e p t fo r fine  a rts.   

 

o Ne wly a c q uire d  p ro p e rty is a uto ma tic a lly c o ve re d  fo r 30.  

 

o Co ve ra g e  o n p e rso na l je we ls a p p lie s a nywhe re  in the  wo rld .   

 

o Ea c h ite m o f je we lry must b e  sc he d ule d  with a  sp e c ific  a mo unt o f insura nc e . 

 

o Be c a use  o f the  mo ra l ha za rd , je we lry is ve ry c a re fully und e rwritte n.   

 

o Insura nc e  c o mp a nie s re q uire  e ithe r the  b ill o f sa le  o r a  sig ne d  a p p ra isa l b e fo re  the  je we lry is insure d .  

 

o Fur ite m must b e  se p a ra te ly liste d  with a  sp e c ific  a mo unt o f insura nc e  sho wn fo r e a c h. 

 

o Pe rso na l Artic le s Flo a te rs c a n b e  use d  to  insure  c a me ra s a nd  p ho to g ra p hic  e q uip me nt. 

 

o Pe rso na l Artic le s Flo a te rs c a n b e  use d  to  insure  music a l instrume nts a nd  e q uip me nt. 

 

o Silve rwa re  a nd  g o ld -wa re  ma y a lso  b e  c o ve re d  und e r a  PAF.   

 

o Go lf e q uip me nt will b e  c o ve re d  und e r a  Pe rso na l Artic le s Flo a te rs   

 

o Fine  a rts a re  insure d  o n a  va lue d  b a sis. 

 

o Ne wly a c q uire d  fine  a rts will b e  a uto ma tic a lly insure d  fo r nine ty d a ys.   

 

o Co ve ra g e  fo r fine  a rt is sub je c t to  thre e  ma jo r e xc lusio ns. 

 

o Sta mp  a nd  c o in c o lle c tio ns a re  insure d  fo r lo ss a nywhe re  in the  wo rld .   

 

o The  sta mp s a nd  c o ins ma y b e  insure d  o n a  sc he d ule d  b a sis o r b la nke t b a sis. 

 

o The  sc he d ule d  b a sis is fo r ite ms o f e xtre me  va lue  whe re  e a c h ite m is sp e c ific a lly liste d  a nd  insure d . 
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o Bla nke t b a sis a p p lie s to  a n e ntire  c o lle c tio n. 

 

o Pe rso na l Pro p e rty Flo a te r p ro vid e s c o ve ra g e  o n p ro p e rty o wne d  o r use d  b y the  insure d  a nd  ke p t a t the  insure d 's 

re sid e nc e .   

 

o Pe rso na l Pro p e rty Flo a te rs p ro vid e  wo rld wid e  c o ve ra g e  whe n the  p ro p e rty is te mp o ra rily a wa y fro m the  re sid e nc e .  

 

o Pro p e rty Flo a te rs a re  issue d  o n a  sp e c ia l a ll-risk b a sis.  

 

o Sc he d ule d  Pe rso na l Pro p e rty Flo a te rs p ro vid e  c o ve ra g e  fo r p e rso na l a rtic le s no t within the  nine  ma in c a te g o rie s.   

 

o Pe rso na l p ro p e rty flo a te r ma y b e  use d  to  insure  the  thirte e n c la sse s o f un-sc he d ule d  p ro p e rty. 

 

o The  Pe rso na l Effe c ts Flo a te r is d e sig ne d  fo r c o ve ra g e  o n p e rso na l e ffe c ts while  tra ve ling .   

 

o Co ve ra g e  und e r a  Pe rso na l Effe c ts Flo a te r is wo rld wid e . 

 

CHAPTER 2: INSURANCE ON WATERCRAFT 

Wa te rc ra ft c a n ra ng e  in size  a s fo llo ws: 

¾ Ro wb o a ts 

¾ Ca no e s 

¾ Outb o a rd  mo to rb o a ts 

¾ Inb o a rd  mo to rb o a ts 

¾ Ding hie s 

¾ Sa ilb o a ts 

¾ Sp e e d b o a ts 

¾ Ho use b o a ts 

¾ Ya c hts 

HULL AND TRAILER LOSS EXPOSURES 

Wa te rc ra ft a s we ll a s the ir e q uip me nt, tra ile rs a nd  furnishing s ma y b e  e xp o se d  to  a  wid e  va rie ty o f the ft a nd  p hysic a l 

d a ma g e  lo ss. Exa mp le s o f a  fe w a re : 

9 Two  sp e e d b o a ts c o llid e . 

9 A sa ilb o a t is o ve rturne d  in he a vy wind s. 

9 A b o a t sinks in a  se ve re  sto rm. 

9 A sa nd b a r stra nd s a  ho use b o a t. 

9 An o utb o a rd  mo to r fa lls into  a  la ke . 

9 A b o a t tra ile r is sto le n. 

9 An e xp lo sio n se rio usly d a ma g e s a  b o a t. 

HOMEOWNER'S POLICY PHYSICAL DAMAGE COVERAGE 

Wa te rc ra ft a nd  tra ile rs a re  c o ve re d  und e r Se c tio n One  o f a  ho me o wne r's p o lic y fo r p hysic a l d a ma g e  a nd  the ft.  Ho we ve r 

this c o ve ra g e  is ve ry limite d .  The  ma jo r limita tio ns o n c o ve ra g e  a re  a s fo llo ws: 

 

Dire c t lo ss to : 

9 Wa te rc ra ft 

9 Tra ile rs 

9 Furnishing s 

9 Eq uip me nt 

9 Outb o a rd  mo to rs fro m wind sto rm o r ha il a re  c o ve re d  ONLY if the  p ro p e rty is insid e  a  fully e nc lo se d  b uild ing . 

 

The ft o f: 

9 Wa te rc ra ft 

9 Tra ile rs 

9 Furnishing s 

9 Eq uip me nt 

9 Outb o a rd  mo to rs a wa y fro m the  re sid e nt p re mise s a re  sp e c ific a lly e xc lud e d  

9 Wa te rc ra ft a nd  o the r b o a ting  p ro p e rty a re  c o ve re d  o nly fo r a  limite d  numb e r o f na me d  p e rils 

 

Co ve ra g e  o n: 

9 Wa te rc ra ft 
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9 Tra ile rs 

9 Furnishing s 

9 Eq uip me nt 

9 Furnishing s  

… Is limite d  to  a  ma ximum o f $1,000.00. 

PERSONAL AUTO POLICY PERSONAL DAMAGE COVERAGE 

An a uto mo b ile  p o lic y is no t d e sig ne d  no r d o e s it c o ve r a ny p hysic a l d a ma g e  to  b o a ts.  The  b o a t tra ile r ho we ve r c a n b e  

insure d  fo r p hysic a l d a ma g e  lo ss und e r a  p e rso na l a uto  p o lic y.  The  tra ile r must b e  d e sc rib e d  fully in the  d e c la ra tio ns o f the  

a uto  p o lic y. 

LIA BILITY LO SS EXPO SURES    

Whe n yo u o wn o r o p e ra te  a  wa te rc ra ft yo u c a n b e  e xp o se d  to  a  wid e  va rie ty o f lia b ility lo sse s e xp o sure s suc h a s: 

 

9 A wa te r-skie r is injure d  b e c a use  o f e xc e ssive  sp e e d  

9 Sp e e d b o a t swa mp s a no the r b o a t c a using  it to  turn 

9 A b o a t runs into  swimme rs a nd  se rio usly injure s the m 

9 A b o a t c o llid e s with a  d o c k c a using  p ro p e rty d a ma g e  

9 Two  b o a ts c o llid e  injuring  the  o c c up a nts 

9 A c hild  fa lls o ve rb o a rd  a nd  d ro wns a nd  wa s no t p ro vid e d  with a  life  p re se rve r b y the  b o a t o p e ra to r 

HOMEOWNER'S POLICY LIABILITY COVERAGE 

Se c tio n II o f a  ho me o wne r's p o lic y p ro vid e s p e rso na l lia b ility insura nc e  a nd  it c o ve rs c e rta in wa te rc ra ft lo ss e xp o sure s 

p ro vid ing  the  b o a t is und e r a  sp e c ifie d  size  a nd  le ng th.  Pe rso na l lia b ility p ro vid e s the  insure d  with p ro te c tio n a g a inst b o d ily 

injury o r p ro p e rty lia b ility tha t a rise s o ut o f the  use  o r o p e ra tio n o f c e rta in o wne d  wa te rc ra ft.  The  lia b ility p ro te c tio n c a n a lso  

a p p ly o n a n e xc e ss b a sis fo r c e rta in c o ve re d  no n-o wne d  wa te rc ra ft. 

 

The re  a re  ho we ve r se ve ra l imp o rta nt c a te g o rie s o f wa te rc ra ft lia b ility tha t the  ho me o wne r's p o lic y e xc lud e s fro m c o ve ra g e .  

The y a re : 

 

¾ Owne d  wa te rc ra ft re g a rd le ss o f size  with inb o a rd  o r inb o a rd / o utb o a rd  mo to r p o we r. 

¾ Re nte d  wa te rc ra ft with a n inb o a rd  o r inb o a rd / o utb o a rd  mo to r p o we r with mo re  tha n 50 ho rse p o we r. 

¾ An o wne d  o r re nte d  sa iling  ve sse l tha t is mo re  tha n 26 fe e t in le ng th. 

¾ Wa te rc ra ft p o we re d  b y o ne  o r mo re  o utb o a rd  mo to rs with mo re  tha n 25 ho rse p o we r if the  mo to rs we re  o wne d  b y 

the  insure d  a t the  inc e p tio n o f the  p o lic y a nd  no t d e c la re d  o r re p o rte d .  Ho we ve r wa te rc ra ft p o we re d  b y o utb o a rd  

mo to rs with mo re  tha n 25 ho rse p o we r a re  c o ve re d  if the  mo to rs we re  a c q uire d  p rio r to  the  p o lic y p e rio d  a nd  

p ro vid ing  the  insure d  d e c la re d  the m a t the  time  o f p o lic y inc e p tio n o r d e c la re d  the m within fo rty-five  d a ys o f 

a c q uisitio n. 

The  a b o ve  e xc lusio ns d o  no t a p p ly whe n the  c ra ft is in sto ra g e . 

 

Fo c us Po ints 

 

o Wa te rc ra ft a nd  tra ile rs a re  c o ve re d  und e r Se c tio n One  o f a  ho me o wne r's p o lic y fo r p hysic a l d a ma g e  a nd  the ft.   

 

o Auto mo b ile  p o lic ie s d o  no t c o ve r p hysic a l d a ma g e  to  b o a ts.   

 

o Bo a t tra ile r c a n b e  insure d  fo r p hysic a l d a ma g e  lo ss und e r a  p e rso na l a uto  p o lic y.   

 

o Se c tio n II o f a  ho me o wne r's p o lic y p ro vid e s p e rso na l lia b ility insura nc e  a nd  c o ve rs c e rta in wa te rc ra ft lo ss e xp o sure s. 

 

o The re  a re  se ve ra l c a te g o rie s o f wa te rc ra ft lia b ility tha t the  ho me o wne r's p o lic y e xc lud e s fro m c o ve ra g e .   

CHAPTER 3: OUTBOARD MOTOR AND BOAT INSURANCE 

This typ e  o f insura nc e  is d e sig ne d  fo r tho se  who  o wn mo to rb o a ts a nd  fo r tho se  who  ha ve  a d e q ua te  p e rso na l lia b ility 

c o ve ra g e  und e r the ir ho me o wne r's p o lic y o r und e r a  c o mp re he nsive  p e rso na l lia b ility p o lic y b ut d e sire  b ro a d e r p hysic a l 

d a ma g e  insura nc e  o n the ir b o a t.  Inla nd  Ma rine  Flo a te r c a n p ro vid e  this p ro te c tio n.  Altho ug h flo a te rs a re  no t sta nd a rd  

the y d o  c o nta in so me  c o mmo n fe a ture s suc h a s: 

COVERED PROPERTY.   

The  insure d  se le c ts the  p ro p e rty to  b e  insure d .  The  flo a te r c a n b e  writte n to  c o ve r the  fo llo wing : 

¾ Hull 

¾ Mo to r o r Mo to rs 

¾ Bo a t Eq uip me nt 
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¾ Bo a t Ac c e sso rie s 

¾ Bo a t Ca rrie r 

¾ Bo a t Tra ile r 

 

Co ve re d  p ro p e rty is writte n o n a n a c tua l c a sh va lue  b a sis a nd  ma y c o nta in a  d e d uc tib le  o f: 

9 $25.00 

9 $50.00 

9 $100.00 

9 Or mo re  

COVERED PERILS 

The  flo a te r c a n b e  writte n o n na me d  p e rils o f risks o f d ire c t lo ss b a sis.  Mo st flo a te rs c urre ntly a re  writte n o n the  risks o f d ire c t 

lo ss b a sis.  The  c o ve ra g e  d o e s no t inc lud e  the  lia b ility fo r b o d ily injury, lo ss o f life , o r illne ss o f ind ivid ua ls. 

 

It is a ssume d  tha t the  insure d  ha s p ro p e r lia b ility insura nc e  und e r a  ho me o wne r's o r lia b ility p o lic y to  c o ve r a ny third  p a rty 

b o d ily injury c la ims.  The  flo a te r, ho we ve r, ma y p ro vid e  c o llisio n d a ma g e  lia b ility insura nc e  tha t p ro te c ts the  insure d  fro m a  

c la im fo r p ro p e rty d a ma g e  fro m the  o wne r o f a no the r b o a t if the  insure d 's b o a t ha p p e ns to  c o llid e  with a no the r b o a t while  

it is a flo a t. 

EXCLUSIONS 

Outb o a rd  mo to r a nd  b o a t insura nc e  c o ntra c ts d o  ha ve  e xc lusio ns.  So me  o f the  c o mmo n e xc lusio ns a re  a s fo llo ws: 

BUSINESS PURSUITS   

¾ No  c o ve ra g e  will b e  a ffo rd e d  if the  b o a t is use d  a s a  p ub lic  c o nve ya nc e  fo r c a rrying  p a sse ng e rs’  c o mp e nsa tio n. 

¾ No  c o ve ra g e  will b e  p ro vid e d  if the  b o a t is re nte d  to  o the rs. 

¾ Co ve ra g e  is e xc lud e d  fo r ra c e  b o a ts o r sp e e d  c o nte sts. 

 

REPA IR O R SERVIC E  

Lo ss o r d a ma g e  fro m: 

¾ Re finishing  

¾ Re no va ting  

¾ Re p a ir is no t c o ve re d . The  p e rso n who  is re p a iring  the  b o a t wo uld  b e  re sp o nsib le  fo r a ny d a ma g e  

G ENERA L RISKS O F DIREC T LO SS EXC LUSIO N 

Co ve ra g e  will no t b e  p ro vid e d  fo r lo ss o r d a ma g e  fro m: 

¾ We a r a nd  te a r 

¾ Gra d ua l d e te rio ra tio n 

¾ Ve rmin 

¾ Ma rine  life  

¾ Rust 

¾ Co rro sio n 

¾ Inhe re nt vic e s 

¾ La te nt d e fe c t 

¾ Me c ha nic a l b re a kd o wn 

¾ Fre e zing  

¾ Extre me s o f te mp e ra ture  

WATERCRAFT PACKAGE POLICIES 

Ma ny insura nc e  c o mp a nie s ha ve  d e ve lo p e d  sp e c ia l b o a t o wne r's p o lic ie s tha t c o mb ine  lia b ility c o ve ra g e , p hysic a l 

d a ma g e  c o ve ra g e , a nd  me d ic a l p a yme nts c o ve ra g e . 

 

Bo a t o wne r’ s p o lic ie s c o nta in c e rta in c o mmo n c ha ra c te ristic s, whic h a re : 

PHYSIC A L DA MA G E C O VERA G E 

Curre ntly mo st b o a t o wne r’ s p o lic ie s a re  writte n o n a  d ire c t a nd  a c c id e nta l lo ss b a sis. The  insura nc e  c o mp a ny a g re e s to  

p a y fo r d ire c t o r a c c id e nta l lo ss d ue  to  c o ve re d  p ro p e rty und e r the  p hysic a l d a ma g e  insuring  a g re e me nt. All lo sse s a re  

c o ve re d  e xc e p t tho se  sp e c ific a lly e xc lud e d .  

 

The  p hysic a l d a ma g e  c o ve rs the  b o a t, e q uip me nt, a c c e sso rie s, mo to r, a nd  tra ile r 

In a d d itio n, if the  b o a t c o llid e s with a no the r b o a t, g e ts d a ma g e  fro m he a vy wind s, o r is sto le n, the  lo ss is c o ve re d . 
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LIA BILITY C O VERA G E 

Lia b ility insura nc e  tha t c o ve rs the  insure d  fo r b o d ily injury a nd  p ro p e rty d a ma g e , lia b ility fro m a  ne g le c t o wne rship  o r 

o p e ra tio n o f the  b o a t, is inc lud e d  in a  b o a t o wne r's p o lic y. Sho uld  the  insure d  a c c id e nta lly d a ma g e  a no the r b o a t o r injure  

swimme rs fo r e xa mp le , p ro te c tio n is p ro vid e d  und e r the  lia b ility c o ve ra g e . 

MEDIC A L PA YMENTS C O VERA G E 

This is simila r to  the  me d ic a l p a yme nts fo und  in a n a uto mo b ile  insura nc e  c o ntra c t. Me d ic a l p a yme nts will b e  ma d e  fo r a ll 

me d ic a l e xp e nse s inc urre d  within thre e  ye a rs fro m the  d a te  o f a  wa te rc ra ft a c c id e nt tha t c a use s b o d ily injury to  a  c o ve re d  

p e rso n. 

Und e r me d ic a l p a yme nts c o ve ra g e , a  c o ve re d  p e rso n is d e fine d  a s the  insure d , a  fa mily me mb e r, o r a ny p e rso n while  

o c c up ying  the  c o ve re d  wa te rc ra ft. 

 

Me d ic a l e xp e nse s will b e  p a id  fo r re a so na b le  c ha rg e s fo r the  fo llo wing : 

9 Me d ic a l 

9 Surg ic a l 

9 X-ra y 

9 De nta l 

9 Amb ula nc e  

9 Ho sp ita l 

9 Pro fe ssio na l Nursing  

9 Pro sthe tic  De vic e s 

9 Fune ra l Se rvic e s 

O THER C O VERA G E’S 

The  fo llo wing  ma y a lso  b e  fo und  in a  b o a t o wne r's p o lic y: 

9 Co st o f re mo ving  a  wre c ke d  ve sse l 

9 Co st o f re mo ving  a  sunke n ve sse l 

9 Life  sa lva g e  

EXC LUSIO NS 

The  fo llo wing  a re  c o mmo nly e xc lud e d  in a  b o a t o wne r's p o lic y und e r p hysic a l d a ma g e  c o ve ra g e : 

9 We a r a nd  Te a r 

9 Inhe re nt Vic e  

9 La te nt De fe c t 

9 Me c ha nic a l Bre a kd o wn 

9 Wa r 

9 Nuc le a r Ha za rd  

9 Da ma g e  Ca use d  b y Re p a ir (e xc e p t fire ) 

9 Da ma g e  Ca use d  b y Re sto ra tio n Pro c e ss (e xc e p t fire ) 

9 Ca rrying  Pe rso ns fo r a  Fe e  

9 Ca rrying  Pro p e rty fo r a  Fe e  

9 Re nting  Co ve re d  Pro p e rty 

9 Ra c ing  Co ve re d  Pro p e rty (e xc e p t sa ilb o a ts) 

9 Sp e e d  te sting  Co ve re d  Pro p e rty (e xc e p t sa ilb o a ts) 

9 Infid e lity o f Pe rso ns to  Who m Co ve re d  Pro p e rty is Entruste d  

9 Po rta b le  Ele c tro nic  Eq uip me nt 

9 Pho to g ra p hic  Eq uip me nt 

9 Wa te r sp o rt’ s Eq uip me nt 

9 Fishing  G e a r 

9 Ca me ra s 

9 Fue l 

9 Po rta b le  Ra d io s 

9 Fishing  Eq uip me nt  

 

The  fo llo wing  a re  c o mmo nly e xc lud e d  fro m a  b o a t o wne r's p o lic y und e r me d ic a l e xp e nse  c o ve ra g e : 

9 Inte ntio na l Injury 

9 Inte ntio na l Da ma g e  

9 Re nting  the  Wa te rc ra ft to  Othe rs 

9 Ca rrying  Pe rso ns fo r a  Fe e  

9 Ca rrying  Pro p e rty fo r a  Fe e  

9 Using  Wa te rc ra ft in a  Ra c e  (e xc e p t sa ilb o a ts) 

9 Using  Wa te rc ra ft in a  Sp e e d  Te st  (e xc e p t sa ilb o a ts) 

9 Lo sse s Co ve re d  und e r Wo rke r’ s Co mp e nsa tio n 

9 Lo sse s b y a  Nuc le a r Ene rg y Lia b ility Po lic y 
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9 Co ntra c tua l Lia b ility 

 

Fo c us Po ints 

o Co ve re d  p ro p e rty is writte n o n a n a c tua l c a sh va lue  b a sis. 

 

o Co ve ra g e  e xc lud e s the  lia b ility fo r b o d ily injury, lo ss o f life , o r illne ss o f ind ivid ua ls. 

 

o Outb o a rd  mo to r a nd  b o a t insura nc e  ma y p ro vid e  c o llisio n d a ma g e  lia b ility insura nc e . 

 

o Bo a t o wne r’ s p o lic ie s a re  writte n o n a  d ire c t a nd  a c c id e nta l lo ss b a sis.  

 

o Und e r Bo a t Owne rs Insura nc e , a ll lo sse s a re  c o ve re d  e xc e p t tho se  sp e c ific a lly e xc lud e d .  

 

o Physic a l d a ma g e  c o ve rs the  b o a t, e q uip me nt, a c c e sso rie s, mo to r, a nd  tra ile r 

 

o Bo a t Owne r's p o lic ie s inc lud e  Lia b ility insura nc e . 

 

o Me d ic a l p a yme nts c o ve ra g e  c o ve rs the  insure d , a  fa mily me mb e r, o r a ny p e rso n o c c up ying  the  c o ve re d  

wa te rc ra ft. 

 

CHAPTER 4: PERSONAL YACHT INSURANCE 

This typ e  o f p o lic y is fo r la rg e r b o a ts suc h a s inb o a rd  mo to rbo a ts a nd  c a b in c ruise rs.  Pe rso na l Ya c ht insura nc e  p ro vid e s hull 

insura nc e , p ro te c tio n a nd  ind e mnity insura nc e , o p tio na l c o ve ra g e  a nd  wa rra ntie s. 

HULL INSURANCE 

This p ro te c tio n re fe rs to  p hysic a l d a ma g e  o n the  b o a t.  This c o ve ra g e  a lso  a p p lie s to  sa ils, ta c kle , ma c hine ry, furniture , a nd  

the  b o a t itse lf. 

 

This insura nc e  p ro vid e s "a ll-risks" p ro te c tio n.  Fo r e xa mp le  if the  b o a t is d a ma g e d  b y: he a vy se a s, c o llisio n, flo o d  o r sinking  

b e c a use  o f a n insure d  p e ril, the  lo ss is c o ve re d . A d e d uc tib le  o f va rying  a mo unts will a p p ly to  a ll p hysic a l d a ma g e  a nd  

lo sse s. 

PROTECTION AND INDEMNITY INSURANCE 

This c o ve ra g e  p ro vid e s the  b o a t o wne r with c o ve ra g e  fo r b o d ily injury a nd  p ro p e rty injury o n a n ind e mnity b a sis.  If fo r 

e xa mp le  the  b o a t we re  to  sma sh into  a  ma rina  a nd  injure s se ve ra l p e rso ns the  lo ss to  the  d o c k a s we ll a s a ny b o d ily injury 

wo uld  b e  c o ve re d  und e r P&I. 

OPTIONAL COVERAGE’S 

Yo u ma y a d d  se ve ra l o p tio ns to  yo ur p e rso na l ya c ht p o lic y, suc h a s, me d ic a l p a yme nts c o ve ra g e , lia b ility o f the  insure d  to  

ma ritime  wo rke rs injure d  in the  c o urse  o f e mp lo yme nt, b o a t tra ile r insura nc e , la nd  tra nsp o rta tio n insura nc e  a nd  wa te r-skiing  

c la use . 

WARRANTIES 

Se ve ra l wa rra ntie s a nd  p ro mise s a re  p ro vid e d  with ya c ht insura nc e . Sho uld  a  wa rra nty b e  vio la te d  hig he r p re miums ma y b e  

re q uire d . 

 

The  ma jo r wa rra ntie s o n ya c ht insura nc e  a re  a s fo llo ws: 

¾ Se a wo rthine ss Wa rra nty 

¾ The  insure d  wa rra nts tha t the  ve hic le  is in se a wo rthy c o nd itio n 

¾ La y-up  Wa rra nty 

¾ The  insure d  wa rra nts the  ve hic le  will no t b e  in o p e ra tio n d uring  c e rta in p e rio d s, suc h a s winte r mo nths 

¾ Na vig a tio na l Limits 

¾ The  ve sse l will b e  use d  o nly in te rrito ria l wa te rs d e sc rib e d  in d e c la ra tio ns 

¾ Priva te  Ple a sure  Wa rra nty 

¾ The  insure d  wa rra nts the  ve sse l will no t b e  hire d  o r c ha rte re d  

UNINSURED BOATERS COVERAGE 

As is the  c a se  with a uto mo b ile  insura nc e  whe re  yo u c a n p urc ha se  uninsure d  mo to rist p ro te c tio n, b o a t p a c ka g e s a lso  

inc lud e  a n o p tio n fo r uninsure d  b o a t c o ve ra g e .  The  c o mp a ny a g re e s to  p a y d a ma g e s tha t a  c o ve re d  p e rso n is le g a lly 

e ntitle d  to  re c o ve r fro m a n insure d  b o a t o wne r o r o p e ra to r d ue  to  b o d ily injury susta ine d  b y a  c o ve re d  p e rso n in a  b o a ting  

a c c id e nt. 
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EXC LUSIO NS 

The  uninsure d  b o a te r’ s c o ve ra g e  ha s se ve ra l e xc lusio ns.  Bo d ily injury fro m the  fo llo wing  a re  e xc lud e d : 

 

¾ While  o c c up ying  o r struc k b y a ny wa te rc ra ft o wne d  b y the  insure d  o r fa mily me mb e r tha t is no t insure d  und e r the  

p o lic y 

¾ If the  b o d ily injury c la im is se ttle d  witho ut the  insura nc e  c o mp a ny's c o nse nt 

¾ While  o p e ra ting  a  c o ve re d  wa te rc ra ft whic h is c a rrying  p e rso ns o r p ro p e rty fo r a  fe e  

¾ While  o c c up ying  a  c o ve re d  wa te rc ra ft b e ing  re nte d  to  o the rs 

¾ Using  a  wa te rc ra ft witho ut a  re a so na b le  b e lie f tha t the  p e rso n is e ntitle d  to  d o  so  

¾ Oc c up ying  a  wa te rc ra ft witho ut the  re a so na b le  b e lie f tha t the  p e rso n is e ntitle d  to  d o  so . 

 

In the  e ve nt the re  sho uld  b e  a  d isa g re e me nt a s to  whe the r a  c o ve re d  p e rso n is le g a lly e ntitle d  to  re c o ve r d a ma g e s fro m 

the  uninsure d  b o a t o wne r o r o p e ra to r, o r o n the  a mo unt o f d a ma g e s, the  c o ve ra g e  ha s a n a rb itra tio n p ro visio n whic h 

sta te s: 

 

Ea c h p a rty se le c ts a n a rb itra to r. The  two  a rb itra to rs the n se le c t a  third  a rb itra to r.   The y ha ve  thirty d a ys to  a g re e . If the y g o  

b e yo nd  thirty d a ys a  jud g e  in a  c o urt o f la w a p p o ints the  a rb itra to r. 

 

Fo c us Po ints 

o Pe rso na l Ya c ht Insura nc e  c o ve rs la rg e r b o a ts suc h a s inb o a rd  mo to rb o a ts a nd  c a b in c ruise rs.   

 

o Pe rso na l Ya c ht insura nc e  p ro vid e s hull insura nc e , p ro te c tio n a nd  ind e mnity insura nc e , o p tio na l c o ve ra g e  a nd  

wa rra ntie s. 

 

o Hull insura nc e  c o ve rs p hysic a l d a ma g e  to  the  sa ils, ta c kle , ma c hine ry, furniture , a nd  the  b o a t itse lf. 

o Pro te c tio n a nd  ind e mnity insura nc e  c o ve rs b o d ily injury a nd  p ro p e rty injury o n a n ind e mnity b a sis.   

 

CHAPTER 5: SPECIALIZED COVERAGE’S 

Ma rine  insura nc e  is a  b ro a d  te rm inc lud ing  o c e a n a nd  inla nd  ma rine  insura nc e . The  Na tio nwid e  Ma rine  Insura nc e  

De finitio n, p ub lishe d  b y the  Na tio na l Asso c ia tio n o f Insura nc e  Co mmissio ne rs, inc lud e s imp o rts, e xp o rts, d o me stic  ship me nts, 

a nd  me a ns o f c o mmunic a tio ns, a nd  p e rso na l a nd  c o mme rc ia l p ro p e rty flo a te rs a s ma rine  insura nc e .  

O C EA N MA RINE      

Oc e a n ma rine  insura nc e  c o ve rs ship s o r hulls, g o o d s o r c a rg o , e a rning s (suc h a s fre ig ht, p a ssa g e  mo ne y, c o mmissio ns, o r 

p ro fit) a nd  lia b ility (kno wn a s p ro te c tio n a nd  ind e mnity). The  ve sse l o wne r o r a ny p a rty inte re ste d  in o r re sp o nsib le  fo r 

insura b le  p ro p e rty b y re a so n o f ma ritime  p e rils ma y p urc ha se  this insura nc e .  

PRO TEC TIO N A ND INDEMNITY INSURA NC E (P&I) 

Is a  b ro a d  fo rm o f ma rine  lia b ility insura nc e  tha t c o ve rs the  o p e ra to r o f a  ship  fo r suc h thing s a s lia b ility to  c re w me mb e rs 

a nd  o the r ind ivid ua ls o n b o a rd  the  ve sse l, a nd  fo r d a ma g e  to  fixe d  o b je c ts, suc h a s d o c ks, re sulting  fro m the  insure d 's 

ne g lig e nc e .  

INLA ND MA RINE INSURA NC E  

Is fo r c o ve ra g e  o f p ro p e rty tha t invo lve s a n e le me nt o f tra nspo rta tio n. The  p ro p e rty must b e  a c tua lly in tra nsit, he ld  b y a  

b a ile e , a t a  fixe d  lo c a tio n tha t is a n instrume nt o f tra nsp o rta tio n, o r b e  a  mo va b le  typ e  o f g o o d s tha t is o fte n a t d iffe re nt 

lo c a tio ns. 

BUMBERSHO O T LIA BILITY 

Bumb e rsho o t c o ve ra g e  is a  p a rtic ula r fo rm o f umb re lla  lia b ility d e sig ne d  fo r a c c o unts whe re  the  p rinc ip a l e xp o sure  is 

ma rine  a nd  invo lve s the  o p e ra tio n o f ve sse ls a nd  use  o f d o c ks.  

 

The  Bumb e rsho o t c o ve rs: p ro te c tio n a nd  ind e mnity; g e ne ra l c o ve ra g e , c o llisio n, sa lva g e  c ha rg e s, sue  a nd  la b o r; a ll o the r 

le g a l a nd  c o ntra c tua l lia b ility inc lud ing  e mp lo ye rs lia b ility, lia b ility und e r a d mira lty la ws o r the  Lo ng sho re me n's Ac t, 

a uto mo b ile  lia b ility, a nd  tho se  ha za rd s usua lly a sso c ia te d  with g e ne ra l lia b ility insura nc e . Insure d 's ne t re te ntio n o f a t le a st 

$100,000 usua lly re q uire d .  

C HA RTER BO A TS 

Sta nd a rd  p ro te c tio n a nd  ind e mnity fo rms issue d  in c o njunc tio n with Hull insura nc e  p o lic ie s o n ve sse ls e xc lud e  c o ve ra g e  o n 

the  use  o f a  b o a t fo r hire  o r c ha rte r. Und e r c e rta in c irc umsta nc e s, a  P & I fo rm, b ro a d e r in c o ve ra g e  tha n a  sta nd a rd  

g e ne ra l lia b ility c o ntra c t, is issue d  to  a n o wne r o r o p e ra to r o f suc h a  ve sse l use d  fo r c a rrying  p a sse ng e rs fo r sig htse e ing , 

fishing , tra nsp o rta tio n, e nte rta inme nt o r ma rine  o b se rva tio ns o n a  fe e  b a sis.  
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Co ve ra g e  fo r lia b ility a lso  ma y b e  a rra ng e d  o n a n OL&T lia b ility fo rm with ra te s se t in the  sp e c ia lty ma rke t a t a  surc ha rg e d  

ra te . Ve sse ls und e r 40 fe e t in le ng th a re  ra te d  a t 50% o f tho se  o ve r 40 fe e t. Co ve ra g e  usua lly is sub je c t to  a  d e d uc tib le . 

Lia b ility e xp o sure  is o f mo re  c o nc e rn to  und e rwrite rs tha n lo ss o r d a ma g e  to  the  hull.  

 

Re sta ura nt a nd  se rving  o f a lc o ho lic  b e ve ra g e s a re  a lso  p rinc ip a l ha za rd s o n la rg e r ve sse ls.  

SHIP C HA RTERER LEG A L LIA BILITY       

This insura nc e  is d e sig ne d  to  p ro te c t a  ve sse l c ha rte re r a g a inst lia b ility inc urre d  fo r lo ss o f, o r d a ma g e  to , the  ve sse l hire d  

und e r the  c ha rte r p a rty. Lia b ility is o rd ina rily limite d  to  d a ma g e  c a use d  in lo a d ing  o r unlo a d ing  o r fa ilure  to  p ro vid e  a  sa fe  

b e rth. Po lic ie s ma y b e  writte n o n a n o p e n b a sis with a  fla t p re mium c ha rg e d  fo r e a c h vo ya g e , o r e a c h vo ya g e  ma y b e  

p la c e d  se p a ra te ly.  

SHIP REPA IRER LEG A L LIA BILITY       

Pro te c ts a n ind ivid ua l ship  re p a ire r, ma rina  o r b o a t ya rd  o p e ra to r fo r le g a l lia b ility to  the  ve sse l's o wne r fo r d a ma g e  to  the  

ve sse l b e ing  re p a ire d . This "c a re , c usto d y o r c o ntro l" c o ve ra g e  p ro vid e s o nly p ro p e rty d a ma g e  lia b ility a nd  ma y b e  

e xte nd e d  to  inc lud e  insure d 's le g a l lia b ility fo r d a ma g e  to  o the r p ro p e rty c a use d  b y a  c o llisio n (o r o the rwise ), while  the  

ve sse l is b e ing  re p a ire d  o r te ste d .  

 

The re  a re  time s whe n situa tio ns c a ll fo r sp e c ia lize d  c o ve ra g e …the  typ e  o f c o ve ra g e  tha t c a n o nly b e  re a lize d  with a n 

Inla nd  Ma rine  p o lic y.  

       

So me  o f the  typ e s o f c o ve ra g e ’ s tha t c a n b e  fo und  in Inla nd  Ma rine  p o lic ie s: 

BUILDERS' RISK    

Build e rs' Risk p o lic ie s c o ve r b uild ing s o r struc ture s d uring  the  c o nstruc tio n, re no va tio n o r re p a ir p ro c e ss. While  c o ve ra g e  is 

o fte n ta ilo re d  to  me e t the  ne e d s o f e a c h c usto me r, the  va st ma jo rity o f p o lic ie s a lso  c o ve r b uild ing  ma te ria ls d e stine d  to  

b e c o me  a  p e rma ne nt p a rt o f the  b uild ing  o r struc ture . This p ro p e rty is c o ve re d  while  in tra nsit, a t te mp o ra ry sto ra g e  

lo c a tio ns a nd  while  sto re d  a t the  jo b  site .  

                         

Build e rs' Risk p o lic ie s a re  a n imp o rta nt insura nc e  p ro d uc t within the  c o nstruc tio n ind ustry b e c a use  the  va st ma jo rity o f b a nks 

re q uire  e vid e nc e  o f Build e rs' Risk insura nc e  p rio r to  c lo sing  o n a  c o nstruc tio n lo a n.  

                         

In a d d itio n, two  o f the  mo st fre q ue ntly use d  c o nstruc tio n c o ntra c ts (the  Asso c ia tio n o f Ge ne ra l Co ntra c to rs a nd  the  

Ame ric a n Institute  o f Arc hite c ts Co ntra c t fo r Co nstruc tio n) c o nta in sp e c ific  p ro visio ns o utlining  re q uire me nts fo r Build e rs' Risk 

insura nc e .  

                         

Eve n p utting  the se  re q uire me nts a sid e , fe w if a ny c o mp a nie s c a n a ffo rd  to  inve st in c o nstruc tio n witho ut insura nc e  

p ro te c tio n.  

                         

Any b usine ss e ntity with a  fina nc ia l inte re st in p ro p e rty und e r c o nstruc tio n, re no va tio n o r re p a ir ne e d s Build e rs' Risk 

insura nc e . Typ ic a l p o lic yho ld e rs inc lud e : 

 Re a l Esta te  De ve lo p e rs  

9 Build ing  Owne rs  

9 Ho me  Build e rs  

9 Ge ne ra l Co ntra c to rs  

9 Munic ip a litie s  

9 Co lle g e s a nd  Unive rsitie s  

C O MPUTERIZED BUSINESS EQ UIPMENT 

Co mp ute rize d  Busine ss Eq uip me nt p o lic ie s c a n c o ve r a ll typ e s o f a uto ma te d  e q uip me nt c a p a b le  o f a c c e p ting  a nd  

p ro c e ssing  d a ta . While  we  typ ic a lly think o f c o mp ute rs a s the  p rima ry sub je c t o f this c o ve ra g e , a uto ma te d  ma nufa c turing  

e q uip me nt, c o mp ute rize d  me d ic a l e q uip me nt, flig ht simula to rs a nd  a ny numb e r o f o the r sp e c ia lize d  e q uip me nt c a n b e  

e lig ib le  fo r c o ve ra g e . 

 

Co ve ra g e  ma y a lso  inc lud e  the  so ftwa re  a nd  d a ta  use d  b y this e q uip me nt a s we ll a s b usine ss inc o me  a nd  e xtra  e xp e nse  

e xp o sure s tha t ma y a rise  fo r a  lo ss to  suc h e q uip me nt o r d a ta . Co ve ra g e  typ ic a lly a p p lie s o n p re mise s, while  in tra nsit a nd  

while  te mp o ra rily a wa y fro m c o ve re d  lo c a tio ns. La p to p s a nd  p o rta b le  c o mp ute rs a re  c o ve re d  wo rld wid e .  

 

Te c hno lo g y re p re se nts a  sig nific a nt inve stme nt to  ma ny b usine sse s. Co mp ute rize d  Busine ss Eq uip me nt c o ve ra g e  is 

imp o rta nt to  a ny b usine ss e ntity tha t re lie s o n te c hno lo g y in the ir d a ily o p e ra tio ns. The  g re a te r the  d e p e nd e nc e  o n 

te c hno lo g y, the  mo re  imp o rta nt it b e c o me s to  p urc ha se  sp e c ia lize d  c o ve ra g e  o n suc h a  c ritic a l a sp e c t o f c o nsume rs 

o p e ra tio ns.  
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C O NTRA C TO RS EQ UIPMENT    

Co ntra c to r’ s Eq uip me nt Co ve ra g e  c a n c o ve r sc he d ule d , le a se d  a nd  misc e lla ne o us p ro p e rty o f the  c o ntra c to r. In a d d itio n, 

c o ve ra g e  is e xte nd e d  to  inc lud e  a ny simila r p ro p e rty o f o the rs fo r whic h he  is lia b le .  

       

Co ve ra g e  e xte nsio ns c a n inc lud e : 

¾ Ad d itio na lly Ac q uire d  Eq uip me nt fo r up  to  a  p o lic y limit o n the  e q uip me nt, whic h the  insure d  b uys, le a se s, re nts o r 

b o rro ws fo r d e fine d  p e rio d  o f d a ys. 

 

¾ Re nta l Exp e nse  Re imb urse me nt, whic h p a ys up  to  a  d e fine d  limit in e xp e nse s – re nt – if c o ve re d  e q uip me nt is 

d a ma g e d  in a  c o ve re d  lo ss.  

 

¾ Insta lla tio n Flo a te r c o ve ra g e  e xte nd s to  p ro p e rty inte nd e d  fo r insta lla tio n while  a t jo b  site , a t a ny o the r lo c a tio n, o r 

in tra nsit. 

 

¾ Va lua b le  Pa p e rs c o ve ra g e  p ro vid e s fo r suc h ite ms a s b lue p rints a nd  o the r d o c ume nts o f va lue  to  the  c o ntra c to r. 

 

¾ Co ntra c to rs Eq uip me nt is o wne d  o r le a se d  to  p e rfo rm a  sp e c ific  func tio n. Use  o f the  e q uip me nt is d ire c tly re la te d  to  

g e ne ra ting  re ve nue , fulfilling  a  c o ntra c t o r p ro vid ing  ma inte na nc e . Witho ut wo rking  e q uip me nt o r the  me a ns to  

re p la c e  e q uip me nt a s so o n a s p o ssib le , a  c o ntra c to r's o b lig a tio ns c a nno t b e  fulfille d .  

 

¾ Co ntra c to rs Eq uip me nt p o lic y he lp s o wne rs e xp e d ite  the  re p a ir o r re p la c e me nt o f d a ma g e d  o r sto le n e q uip me nt. 

In a d d itio n, b e c a use  o f the  hig h c o st o f the  e q uip me nt ma ny b a nks a nd  le nd ing  institutio ns re q uire  insura nc e  o n 

the  e q uip me nt.  

 

Any b usine ss e ntity with a  fina nc ia l inte re st in c o nstruc tio n o r o the r he a vy e q uip me nt ne e d s Co ntra c to rs Eq uip me nt 

insura nc e .  

 

Typ ic a l p o lic yho ld e rs inc lud e :  

9 Re a l Esta te  De ve lo p e rs  

9 Build ing  Owne rs  

9 Ho me  Build e rs  

9 Ge ne ra l Co ntra c to rs  

9 Munic ip a litie s  

9 Stre e t a nd  ro a d  c o ntra c to rs 

9 Exc a va tio n Co ntra c to rs  

9 Po rt Fa c ilite s  

9 Wa re ho use  Op e ra to rs  

FINE A RTS 

Co ve ra g e  fo r wo rks o f a rt a t a  p e rma ne nt lo c a tio n, in tra nsit a nd  while  lo a ne d  to  o the rs.  Ag re e d  Va lue  Fine  Arts c o ve ra g e  

e nsure s tha t c o lle c tio ns a re  tre a te d  p ro p e rly with a  fo rm tha t a d d re sse s the  sp e c ific  c o lle c tio n ne e d s, with a va ila b ility o f 

b re a ka g e  c o ve ra g e , sp e c ia l p a irs a nd  se ts c o ve ra g e , a nd  flo o d  a nd  e a rthq ua ke  c o ve ra g e .  

                         

Fo r sig nific a nt c o rp o ra te  c o lle c tio ns, o r fo r a rtwo rk a nd  c o lle c tib le s in c o mme rc ia l se tting s, Insure rs   o ffe r c o mp re he nsive  

c o ve ra g e  fo r a  b ro a d  sp e c trum o f p a inting s, sc ulp ture , p rints a nd  multip le s, a s we ll a s mo re  sp e c ia lize d  c o lle c tio ns o f 

histo ric a l, c ultura l o r te c hno lo g ic a l sig nific a nc e .  

                         

Who  Ne e d s Fine  Arts Co ve ra g e ?  

                         

Co rp o ra tio ns a nd  c o mme rc ia l a c c o unts ma y ha ve  va lua b le  wo rks o f a rt no t sp e c ia lly c o ve re d  a s Fine  Arts und e r sta nd a rd  

p a c ka g e  p o lic ie s a nd  Ma rine  c o ve ra g e  fits the  b ill.  

                          

INSTA LLA TIO N C O VERA G E  

Insta lla tio n p o lic ie s insure  b uild ing  ma te ria ls a nd  c o mp o ne nts, ma c hine ry, a nd  sp e c ia lize d  e q uip me nt while  b e ing  insta lle d  

in a  b uild ing  o r struc ture , o r e re c te d  o r fa b ric a te d  a t a  sp e c ific  lo c a tio n. Typ ic a l typ e s o f p ro p e rty inc lud e  he a ting , 

ve ntila ting , a ir c o nd itio ning  a nd  e le c tric a l syste ms; a nd  wa llb o a rd , tile , c a rp e ting  a nd  o the r inte rio r finish ma te ria l.  

 

Mo re  sp e c ia lize d  insta lla tio ns inc lud e  wa ste wa te r tre a tme nt fa c ilitie s a nd  c o ntro ls, p ip e line s, e le c tric a l, te le p ho ne  a nd  

c a b le  te le visio n line s; a nd  ra d io  a nd  c e llula r te le p ho ne  to we rs.  

                         

Co ve ra g e  is typ ic a lly e ffe c tive  fro m the  time  the  c usto me r's fina nc ia l inte re st in the  p ro p e rty b e g ins until the ir inte re st 

c e a se s, inc lud ing  while  the  p ro p e rty is in tra nsit, a t te mp o ra ry sto ra g e  lo c a tio ns a nd  while  sto re d  a t the  jo b  site .  
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The  va st ma jo rity o f Insta lla tio n p o lic ie s a re  writte n fo r sub c o ntra c to rs (tra d e  sub c o ntra c to rs in p a rtic ula r). Any b usine ss e ntity 

ha ving  a  fina nc ia l inte re st in p ro p e rty b e ing  insta lle d , e re c te d  o r fa b ric a te d  ma y ha  a  ne e d  fo r Insta lla tio n c o ve ra g e .  

 

Typ ic a l p o lic yho ld e rs inc lud e :  

9 Sp e c ia lty Co ntra c to rs  

9 Go ve rnme nt Autho ritie s a nd  Munic ip a litie s 

9 Utilitie s (Wa te r, G a s, Te le p ho ne , Ele c tric a l)  

9 Ma nufa c ture rs, who le sa le rs, a nd  re ta ile rs o f ma c hine ry, e q uip me nt a nd  ma te ria ls, who  a lso  insta ll wha t the y se ll  

 

Ma rine  und e rwriting  sp e c ia lists ha ve  writte n a ll typ e s o f insta lla tio n p ro je c ts - fro m lo w ha za rd  re sid e ntia l e le c tric a l syste ms 

a nd  te na nt finish-o ut, to  he lic o p te r a ssiste d  to we r insta lla tio ns, to  the  d e lic a te  re lo c a tio n o f e ro sio n thre a te ne d  lig htho use .  

 

Sta nd a rd  p ro g ra ms o ffe r c o ve ra g e  a g a inst risks o f d ire c t p hysic a l lo ss o r d a ma g e  (sub je c t to  c e rta in p o lic y e xc lusio ns), o r 

c o ve ra g e  ta ilo re d  to  a  sp e c ific , c o mp le x p ro je c t. 

MA NUFA C TURERS 

Ma nufa c ture rs Outp ut Po lic y (MOP) inc lud e s c o ve ra g e  fo r the  p e rso na l p ro p e rty o f a  b usine ss a t sp e c ific , a s we ll a s 

unna me d  lo c a tio ns, inc lud ing  while  in tra nsit. 

 

Pe rso na l p ro p e rty c o ve ra g e  inc lud e s suc h ite ms a s ma c hine ry, e q uip me nt, furniture , fixture s a nd  sto c k, imp ro ve me nts, a nd  

inc lud e s a ny o the r simila r p ro p e rty o f o the rs fo r whic h a n insure d  is lia b le .  

 

Co ve ra g e  Exte nsio ns inc lud e : Ac c o unts Re c e iva b le  a nd  Va lua b le  Pa p e rs c o ve ra g e ’ s, a nd  Fire  Pro te c tio n Syste m Re c ha rg e  

Exp e nse s. 

MO TO R TRUC K C A RG O  LEG A L LIA BILITY 

Mo to r Truc k Ca rg o  p o lic ie s insure  c o mmo n a nd  c o ntra c t c a rrie rs fo r lo ss o r d a ma g e  to  c a rg o  in the ir c a re , c usto d y o r 

c o ntro l.  

 

Co ve ra g e  is p ro vid e d  o n a  le g a l lia b ility b a sis a s d e te rmine d  b y the  c o ntra c t o f c a rria g e  b e twe e n the  mo to r c a rrie r a nd  the  

ship p e r (Bill o f La d ing  o r o the r sp e c ia lly ne g o tia te d  c o ntra c t). Ge ne ra lly, a  c a rrie r is lia b le  fo r the  sa fe  d e live ry o f the  

p ro p e rty e ntruste d  to  the m, no t o nly while  o n the ir ve hic le s, b ut a lso  while  te mp o ra rily a t te rmina ls a wa iting  ship me nt.  

 

An insure r’ s Mo to r Truc k Ca rg o  Le g a l Lia b ility p o lic y is d e sig ne d  to  c o ve r tha t lia b ility o n b e ha lf o f the  c a rrie r.  

                                                 

Anyo ne  who  c a rrie s the  p ro p e rty o f o the rs in re turn fo r a  ta riff sho uld  ha ve  Mo to r Truc k Ca rg o  Lia b ility inc lud ing :  

9 Co mmo n Ca rrie rs  

9 Co ntra c t Ca rrie rs 

9 No n-truc king  risks who m b a c kha ul p ro p e rty o f o the rs o n the ir o wn truc k. 

MUSEUMS    

So me  Ma rine  p o lic ie s o ffe r c o ve ra g e  d e ve lo p e d  sp e c ific a lly to  insure  muse um-q ua lity o b je c ts.  

 

The  p o lic y insure s muse um o wne d  p ro p e rty a t sc he d ule d  lo c a tio ns, o n e xhib itio n o r o n lo a n to  o the r o rg a niza tio ns. The  

p o lic ie s a lso  o ffe r c o ve ra g e ’ s fo r p ro p e rty in tra nsit a nd  the  p ro p e rty o f o the rs fo r whic h the  p o lic yho ld e r is le g a lly lia b le .  

Co ve ra g e  is a va ila b le  fo r a rt, histo ry, na tura l histo ry, sc ie nc e  a nd  te c hno lo g y a nd  sp o rts muse ums.  

 

So me  insure rs a lso  o ffe r c o ve ra g e  fo r sp e c ia lize d  institutio ns suc h a s a via tio n a nd  a uto mo b ile  muse ums.  

 

In the  Unite d  Sta te s, the re  a re  mo re  tha n 12,000 muse ums e lig ib le  fo r this c o ve ra g e . The  ma rke t is e xp e c te d  to  e xp a nd  a s 

the  numb e r o f sp e c ia lty muse ums a nd  lo c a l histo ric a l so c ie tie s c o ntinue s to  g ro w. Ma ny o f the se  sma lle r muse ums ha ve  no  

c o ve ra g e  fo r the ir c o lle c tio ns b e c a use  the y p e rc e ive  tha t o ne -o f-a -kind  o b je c ts a re  inva lua b le  a nd  the re fo re  uninsura b le .  

 

Altho ug h a n e xa c t re p la c e me nt is no t a va ila b le , insura nc e  c a n o ffe r c ura to rs the  o p p o rtunity to  sup p le me nt the  re ma ining  

c o lle c tio n with a rtifa c ts o f the  sa me  g e nre  to  ke e p  a nd  p re se rve  the  missio n o f the  muse um. Insure rs suc h a s Tra ve le rs a nd  

o the r p ro vid e  c o ve ra g e  fo r the se  typ e s o f uniq ue  situa tio ns. Wha te ve r the  risk, fro m lo c a l sp e c ia l inte re st muse ums to  la rg e  

na tio na l muse ums, c o mp a nie s suc h a s Tra ve le rs p ro vid e  Insura nc e  c o ve ra g e  fo r the  a rt wo rld 's sp e c ia l insura nc e  ne e d s.  

 

SC HEDULED PRO PERTY 

Sc he d ule d  Pro p e rty c o ve ra g e  is d e sig ne d  to  c o ve r p ro p e rty tha t is uniq ue  o r unusua l o r is no t typ ic a lly c o ve re d  und e r a ny 

o the r ma rine  o r p ro p e rty c o ve ra g e . Co ve ra g e  is a va ila b le  to  p ro te c t a g a inst risks o f d ire c t p hysic a l lo ss o r d a ma g e  (sub je c t 

to  c e rta in inla nd  ma rine  e xc lusio ns).  
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Any c o mme rc ia l p ro p e rty o wne r with p ro p e rty tha t tra ve ls fro m lo c a tio n to  lo c a tio n o r ne e d s c o ve ra g e  fo r o the r tha n re a l 

p ro p e rty o r c o nte nts is a  c a nd id a te  fo r Sc he d ule d  Pro p e rty.  

 

Sc he d ule d  Pro p e rty is fo r a ny b usine ss e ntity tha t wa nts insura nc e  p ro te c tio n fo r uniq ue  p ro p e rty ra ng ing  fro m struc ture s 

o utd o o rs to  mo va b le  p ro p e rty.  

                         

So me  o f the  unusua l typ e s o f risks e lig ib le  fo r this c o ve ra g e  inc lud e : 

9 Circ us rid e s  

9 Lo c o mo tive s a nd  ra il c a rs  

9 Vo ting  ma c hine s  

9 Tra nsit syste ms  

9 Wa te r sto ra g e  ta nks  

9 Antiq ue  a nd  Ra c e c a rs  

9 Ski lifts  

 

Pro g ra m c a n b e  ta ilo re d  to  the  sp e c ific  p ro p e rty. Sc he d ule d  Pro p e rty is c o mp le te ly fle xib le  in c o ve ra g e  sc o p e . Co ve ra g e  

a p p lie s to  p ro p e rty whe re ve r it is lo c a te d  - a t a  sp e c ific  lo c a tio n, in tra nsit o r a t a  te mp o ra ry lo c a tio n. Va lua tio n o p tio ns o f 

a ll typ e s a re  a va ila b le  inc lud ing  a g re e d  a mo unt, a c tua l c a sh va lue  o r re p la c e me nt c o st. Co ve ra g e  is ta ilo re d  to  the  

sp e c ific  typ e s o f p ro p e rty.  

TRA NSPO RTA TIO N    

Tra nsp o rta tio n insura nc e  typ ic a lly c o ve rs a  ship p e r's inte re st in the ir p ro p e rty while  in tra nsit b y p ub lic  mo to r c a rrie r, c o ntra c t 

c a rrie r, ra ilro a d , a ir c a rrie r, o r while  o n the ir o wn ve hic le s.  

 

The  c o ve ra g e  fo rm is o fte n e xte nd e d  to  p ro vid e  insura nc e  fo r lo ss to  p ro p e rty while  it is b e ing  lo a d e d  a nd  unlo a d e d .  

                         

A Tra nsp o rta tio n p o lic y p a ys up  to  the  limit o f insura nc e , re g ard le ss o f the  e xte nt o f the  c a rrie r's le g a l lia b ility o r the  c a rrie r's 

a b ility to  me e t the ir fina nc ia l o b lig a tio ns. In to d a y's fa st p a c e d  wo rld ,  

                        

 Insure d ’ s d o n't ha ve  time  to  sp e nd  c o lle c ting  re imb urse me nt fro m a  c a rrie r in the  e ve nt o f a  lo ss.  So me  Tra nsp o rta tio n 

p o lic ie s a lso  p a y fo r c e rta in lo sse s, e ve n whe n the  c a rrie r ma y no t b e  lia b le , suc h a s Ac ts o f Go d  (flo o d , e a rth mo ve me nt, 

e tc .). And  if the  insure d  ship s F.O .B. a nd  c a nno t c o lle c t the  invo ic e  a mo unt fro m the  c o nsig ne e  b e c a use  o f lo ss o r d a ma g e  

d uring  the  ship me nt, the  p o lic y will c o ve r the  insure d 's inte re st in the  lo st o r d a ma g e d  p ro p e rty. 

                       

Any b usine ss tha t d e a ls in a  p ro d uc t, suc h a s ma nufa c ture s who le sa le rs’  re ta ile rs a nd  d istrib uto rs ne e d  c o ve ra g e  fo r 

inc o ming  a nd  o utg o ing  ship me nts: 

WHO LESA LERS A ND RETA ILERS 

Ac c o unts Re c e iva b le  Co ve ra g e  c o ve rs the  c o st o f re -e sta b lishing  re c o rd s o f Ac c o unts Re c e iva b le , a s we ll a s the  a c tua l 

lo ss c a use d  b y d a ma g e . 

       

Ca me ra  a nd  Music a l Instrume nt De a le rs Co ve ra g e  p ro te c ts me rc ha nd ise  while  a t the  p re mise s o f the  insure d , in tra nsit, o r 

a wa y in c usto d y o f e mp lo ye e s.  

 

Co ve ra g e  is a lso  p ro vid e d  fo r the  p ro p e rty o f o the rs while  in the  insure d ’ s c usto d y. 

       

Eq uip me nt De a le rs Co ve ra g e  a llo ws c o ve ra g e  fo r d e a le r’ s p ro p e rty suc h a s mo b ile  a g ric ultura l a nd  c o nstruc tio n 

e q uip me nt a nd  re la te d  a c c e sso rie s. 

       

Fine  Art De a le rs Co ve ra g e  p ro vid e s fo r d e a le r’ s sto c k a nd  the  p ro p e rty o f o the rs, whic h c o uld  c o nsist o f sc ulp ture , p a inting s, 

d ra wing s, litho g ra p hs a nd  o the r typ e s o f fine  p rints, a ntiq ue s o r c o lle c tib le s. 

      

Flo o r Pla n Co ve ra g e  Fo rm p ro te c ts me rc ha nd ise  fo r sa le  tha t ha s b e e n fina nc e d . This Inla nd  Ma rine  fo rm c o ve rs the  sing le  

inte re st o f the  d e a le r o r the  le nd ing  institutio n o r c o ve rs the ir d ua l inte re st. 

       

Furrie rs Blo c k p ro te c ts a  furrie r’ s sto c k – c o nsisting  ma inly o f furs, fur g a rme nts, g a rme nts trimme d  with fur a nd  fur a c c e sso rie s. 

 

Je we le rs Blo c k c o ve rs me rc ha nd ise  while  a t the  p re mise s o f the  insure d , in tra nsit, a wa y in c usto d y o f e mp lo ye e s, a nd  

e lse whe re .  

 

Tra nsp o rta tio n Co ve ra g e  Fo rm c o ve rs p ro p e rty ship p e d  via  c o mmo n c a rrie r, o r o wne d  ve hic le s. 
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FO R REA L ESTA TE O WNERS  

Build e rs’  Risk c o ve rs b uild ing s und e rg o ing  re no va tio n, inc lud ing  e xisting  struc ture s, in a d d itio n to  ne w c o nstruc tio n p ro je c ts.  

 

Eq uip me nt Flo a te r c o ve rs mo b ile  e q uip me nt use d  in the  se rvic ing  o f b uild ing . 

       

Va lua b le  Pa p e rs Co ve ra g e  p ro vid e s fo r insc rib e d , p rinte d  o r writte n d o c ume nts, ma nusc rip ts o r re c o rd s, inc lud ing  d e e d s, 

d ra wing s, ma p s o r mo rtg a g e s. 

FO R SERVIC E SEC TO RS     

Ac c o unts Re c e iva b le  Co ve ra g e  p ro te c ts the  c o st o f re e sta b lishing  Ac c o unts Re c e iva b le  re c o rd s a s we ll a s a c tua l lo ss d ue  

to  the  ina b ility to  c o lle c t sums re sulting  fro m a  lo ss o r d a ma g e  to  the se  re c o rd s. 

       

Ba ile e  Flo a te r fo r insure d ’ s who  ta ke  c usto d y o f p ro p e rty o f o the rs (e .g ., re p a ir sho p s, d ry c le a ne rs, e tc .). Within the  se rvic e  

se c to r, Inla nd  Ma rine  Flo a te rs tha t e xte nd  to ; 

Ele c tro nic  d a ta  p ro c e ssing  e q uip me nt, d a ta  a nd  me d ia ; misc e lla ne o us p ro p e rty;  

           

Physic ia ns a nd  Surg e o ns Co ve ra g e  fo r the  tra nsp o rta tio n o f g o o d s ship p e d  via  c o mmo n c a rrie r o r o wne d  ve hic le s, a nd  

c o ve ra g e  o f va lua b le  p a p e rs fo r insc rib e d , p rinte d  o r writte n d o c ume nts, ma nusc rip ts o r re c o rd s. 

 

Fo c us Po ints 

o Ma rine  insura nc e  inc lud e s o c e a n a nd  inla nd  ma rine  insura nc e .      

 

o Oc e a n ma rine  insura nc e  c o ve rs ship s o r hulls, g o o d s o r c a rg o , e a rning s a nd  lia b ility. 

 

o Inla nd  Ma rine  Insura nc e  c o ve rs p ro p e rty tha t is tra nsp o rte d . 

 

o Cha rte re r Le g a l Lia b ility p ro te c ts a  ve sse l c ha rte re r a g a inst lia b ility fo r lo ss, o r d a ma g e  to  the  ve sse l hire d  und e r the  

c ha rte r p a rty.  

 

o Ship  Re p a ire r Le g a l Lia b ility p ro te c ts a  ship  re p a ire r, ma rina  o r b o a t ya rd  o p e ra to r fro m lia b ility fo r d a ma g e  to  the  

ve sse l b e ing  re p a ire d .  

 

o Build e rs' Risk p o lic ie s c o ve r b uild ing s und e r c o nstruc tio n, re no va tio n o r re p a ir p ro c e ss.  

 

o Co mp ute rize d  Busine ss Eq uip me nt p o lic ie s c o ve r a ll typ e s o f a uto ma te d  e q uip me nt. 

 

o Co mp ute rize d  Busine ss Eq uip me nt ma y a lso  inc lud e  so ftwa re  a nd  d a ta . 

 

o Co ntra c to r’ s Eq uip me nt Co ve ra g e  c o ve rs sc he d ule d , le a se d  a nd  misc e lla ne o us p ro p e rty o f the  c o ntra c to r.  

 

o Fine  Arts c o ve ra g e  p ro te c ts a rt a t a  p e rma ne nt lo c a tio n, in tra nsit a nd  while  o n lo a n. 

 

o Ma nufa c ture rs Outp ut inc lud e s c o ve ra g e  fo r p ro p e rty o f a  b usine ss a t sp e c ific  o r unna me d  lo c a tio ns a nd  while  in 

tra nsit. 

 

o Mo to r Truc k Ca rg o  p o lic ie s insure  c a rrie rs fo r lo ss o r d a ma g e  to  c a rg o . 

 

o Sc he d ule d  Pro p e rty c o ve rs p ro p e rty no t c o ve re d  und e r o the r ma rine  o r p ro p e rty c o ve ra g e ’ s. 

 

o Tra nsp o rta tio n insura nc e  c o ve rs ship p e r’ s p ro p e rty wile  in tra nsit. 

 

CHAPTER 6: OCEAN MARINE INSURANCE 

Oc e a n ma rine  p o lic ie s we re  the  first fo rm o f insura nc e  c o ve ra g e . The y we re  writte n to  p ro vid e  fina nc ia l p ro te c tio n fo r the  

o wne rs o f ship s a nd  c a rg o e s in the  e ve nt the ir p ro p e rty wa s lo st a t se a .   

 

The  c a rg o  wa s insure d  fro m p o rt to  p o rt. Oc e a n ma rine  p o lic ie s still o ffe r this c o ve ra g e  to d a y a nd  inc lud e  Oc e a n Ca rg o , 

Co mme rc ia l Hull, Hull Build e rs Risk, Ma rina  Op e ra to rs, Bo a t De a le rs, Ship  Re p a ire rs, Ste ve d o re s, Wha rfing e rs a nd  Cha rte re rs.  

 

Ma rine  p o lic ie s c a n b e  writte n to  c o ve r the  mo ve me nt o f a ny le g a l g o o d s. The  p ro p e rty insure d  is no t ite mize d  in the  p o lic y, 

whic h is writte n to  c o ve r “g o o d s a nd  me rc ha nd ise .”  
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Ce rta in typ e s o f p ro p e rty a re  no t inc lud e d  und e r the  g e ne ra l c a te g o ry o f “ g o o d s a nd  me rc ha nd ise ”  a nd  ne e d  to  b e  

sp e c ific a lly c o ve re d .  

 

The se  no t inc lud e d  ite ms a re  thing s suc h a s live sto c k, fro ze n fo o d s, re frig e ra te d  me a ts, p o ultry, g a me , e tc ., a s we ll a s, 

sp e c ie , b ullio n, se c uritie s a nd  simila r p ro p e rty. 

 

The  ma rine  p o lic y ma y b e  writte n no t o nly to  c o ve r the  va lue  o f the  ship p e d  g o o d s b ut a lso  imp o rt d utie s a nd  fre ig ht 

c ha rg e s. 

 

HAZARDS COVERED 

PERILS O F THE SEA  

Und e r this c o ve ra g e  c a me  a ll p e rils whic h a re  p e c ulia r to  tra nsp o rta tio n a nd  whic h c a nno t b e  p re ve nte d  b y a ny 

re a so na b le  e ffo rts o f ma n. Pe rils o f the  se a  must b e  fo rtuito us. Tha t is d ue  to  a n unc o ntro lla b le  a c tio n o f the  se a , no t within 

the  c o ntro l o f a ny p e rso n. 

FIRE 

Fire  is no t a  p e ril o f the  se a , b ut the  p o lic y c o ve rs this risk. The re  is no  c o ve ra g e  a g a inst fire , whic h is d ue  to  the  inhe re nt 

c o mb ustib ility o f the  g o o d s b e ing  c a rrie d . Co mb ustib le  c a rg o e s so me time s a re  insure d  with sp e c ia l c o ve ra g e  sp e c ifie d  in a  

p o lic y. 

BA RRA TRY O F THE MA STER 

Vio la tio n o f trust o f the  ma ste r is c o ve re d  p ro vid e d  it is no t d o ne  with c o nniva nc e  o f the  ship  o wne r. 

A SSA ILING  THIEVES 

Altho ug h p e tty thie ve ry is no t c o ve re d  b y the  p o lic y, the ft a c c o mp a nie d  b y vio le nc e  is c o ve re d . 

JETTISO N 

The  thro wing  o ve rb o a rd  o f c a rg o  is c o ve re d  whe n it is d o ne  to  p re se rve  p ro p e rty fro m lo ss.  

A LL O THER PERILS 

The  p o lic y c o ve rs “a ll o the r p e rils whic h sha ll c o me  to  the  hurt, d e trime nt o r d a ma g e ”  o f the  g o o d s. The  c la use  wo uld  

a p p e a r to  ma ke  the  p o lic y c o ve r a g a inst a ll risks, whic h is d e finite ly no t c o rre c t. It me a ns o nly p e rils o f a  c ha ra c te r simila r to  

tho se  insure d . 

EXPLO SIO N 

Mo st ma rine  p o lic ie s sp e c ific a lly c o ve r the  risk o f e xp lo sio n, whe the r o n la nd  o r se a . 

LA TENT DEFEC TS IN MA C HINERY, HULL, A PPURTENA NC ES 

Mo st ma rine  p o lic ie s a re  e xte nd e d  to  c o ve r d a ma g e  c a use d  b y b ursting  o f b o ile rs, b re a ka g e  o f sha fts o r thro ug h a ny la te nt 

d e fe c ts in the  ma c hine ry, hull o r e q uip me nt, a nd  thro ug h fa ults a nd  e rro rs in na vig a tio n o r ma na g e me nt o f the  ve sse l. 

OTHER TYPES OF COVERAGE’S 

C HA RTERERS LEG A L LIA BILITY 

Whe n a  ship p e r c o ntra c ts with a  ship  o wne r to  use  the ir ve sse l, this a rra ng e me nt is c o nsid e re d  a  c ha rte r.  

                         

De p e nd ing  o n the  typ e  o f c ha rte r, the  c ha rte re r is he ld  le g a lly re sp o nsib le  fo r c e rta in lia b ilitie s a nd  p ro p e rtie s o f the  ve sse l. 

The re  a re  thre e  typ e s o f c ha rte re rs c o mmo nly use d : 

9 Vo ya g e  Cha rte r 

9 Time  Cha rte r  

9 Ba re b o a t Cha rte r.  

 

De p e nd ing  o n the  typ e  o f c o ntra c t the  c ha rte re r e nte rs into , the y ma y b e c o me  lia b le  fo r c e rta in e xp o sure s invo lve d  in the  

o p e ra tio n o f the  ve sse l. A c ha rte re r who  c o ntra c ts the  e ntire  ve sse l fo r a  sing le  o r se rie s o f c o nse c utive  vo ya g e s is 

c o nsid e re d  a  Vo ya g e  Cha rte re r.  

 

In a  Vo ya g e  Cha rte r, the  ship p e r in mo st c a se s is lia b le  fo r a  sa fe  b e rth, lo a d ing  a nd  the  unlo a d ing . The  ship  o wne r re ta ins 

the  re sp o nsib ility fo r na vig a tio n, o p e ra tio n o f the  ve sse l a nd  a ll e xp e nse s. 

 

A c ha rte re r who  c o ntra c ts to  hire  the  e ntire  ve sse l fo r a  sp e c ific  p e rio d  o f time  is c a lle d  a  Time  Cha rte re r. In a  Time  Cha rte r, 

the  ship p e r is re sp o nsib le  fo r p a ying  fo r the  ship 's fue l a nd  fo r p ro vid ing  a  sa fe  b e rth a t the  p o rt o f d e live ry. The  ship  o wne r 

re ma ins re sp o nsib le  fo r na vig a tio n a nd  the  e xp e nse s o f o p e ra ting  the  ve sse l. 
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A c ha rte re r who  c o ntra c ts to  hire  the  e ntire  ve sse l witho ut a  c re w, sto re s o r p ro visio ns is c a lle d  a  Ba re b o a t Cha rte re r. In a  

Ba re b o a t Cha rte r, the  ship p e r is lia b le  fo r the  full o p e ra tio n o f the  ve sse l.  

                         

*No te : Cha rte re rs Le g a l Lia b ility c o ve ra g e  fo rms a re  no t sta nd a rd ize d  so  it is imp o rta nt to  stud y e a c h c o mp a ny's p ro g ra m 

a nd  wo rk with a n e xp e rie nc e d  a g e nt who  ha s a c c e ss to  a n Oc e a n Ma rine  und e rwriting  sp e c ia list.  

                  

HULL PRO TEC TIO N & INDEMNITY 

Hull p o lic ie s c o ve r p hysic a l d a ma g e  lo sse s to  the  ve sse l a rising  o ut o f nume ro us p e rils.  

 

Pro te c tio n a nd  Ind e mnity p o lic ie s c o ve r the  lia b ility o f the  ve sse l o wne r fo r b o d ily injury (inc lud ing  d e a th) o r p ro p e rty 

d a ma g e  a rising  o ut o f sp e c ific  typ e s o f a c c id e nts.  

 

Hull a nd  Pro te c tio n a nd  Ind e mnity c o ve ra g e  is o fte n ta ilo re d  fo r e a c h c usto me r. Typ ic a lly hull c o ve ra g e  is writte n to g e the r 

with the  p ro te c tio n a nd  ind e mnity c o ve ra g e .  

                         

Hull p o lic ie s a re  a  ne c e ssa ry p a rt o f the  ship p ing  ind ustry. Witho ut hull c o ve ra g e , a  p ro sp e c tive  b uye r o f a  ve sse l will b e  

una b le  to  o b ta in a  lo a n to  fina nc e  the  p urc ha se . Hull c o ve ra g e  will p ro te c t the  inte re sts o f the  b a nk a nd  the  ve sse l o wne r if 

a  lo ss d o e s o c c ur. 

                        

Pro te c tio n a nd  Ind e mnity (P & I) p o lic ie s a re  a lso  ne c e ssa ry. Witho ut p ro te c tio n a nd  ind e mnity c o ve ra g e , mo st ve sse ls 

wo uld  no t b e  p e rmitte d  to  sa il. The  ma jo rity o f la b o r unio ns re q uire  tha t a  fle e t ha ve  c o ve ra g e  fo r the  c re wme mb e rs in c a se  

the y b e c o me  ill, injure d , o r a re  kille d  while  e mp lo ye d  b y the  ve sse l.  

                         

Witho ut e vid e nc e  o f a d e q ua te  Pro te c tio n a nd  Ind e mnity insura nc e , the  ve sse ls wo uld  no t b e  ma nne d  a nd  c a rg o  wo uld  

no t le a ve  the  p o rts. Any c o mme rc ia l ship  o wne r a nd / o r o p e ra to r o f a n inla nd / o c e a n g o ing  ve sse l ne e d s Hull a nd  

Pro te c tio n a nd  Ind e mnity insura nc e .  

                         

Typ ic a l p o lic yho ld e rs inc lud e :  

¾ Co nta ine r Ve sse l Owne rs  

¾ Bulk Ca rrying  Ve sse l Owne rs  

¾ Ta nke r Ve sse l Owne rs  

¾ Ba rg e  Owne rs  

¾ Fe rry Owne rs  

¾ He a vy Lift Ve sse l Owne rs  

Hull a nd  Pro te c tio n a nd  Ind e mnity und e rwriting  re q uire s the  a ssista nc e  o f und e rwriting  sp e c ia lists who  ta ke  p rid e  in 

und e rsta nd ing  e a c h c usto me r's sp e c ific  ne e d s. We  d o  use  Ind ustry sta nd a rd  c o ve ra g e  fo rms d o  no t a lwa ys me e t the  ne e d s 

o f a  c usto me r b ut must b e  ta ilo r ma d e  to  re fle c t a  c usto me r's sp e c ific a tio ns.  

 

MA RINA  O PERA TO RS LEG A L LIA BILITY 

Ma rina s p ro vid e  a  numb e r o f se rvic e s to  the  o wne rs o f p riva te  p le a sure  c ra fts inc lud ing  re nting  d o c k sp a c e , fue ling , 

sto ra g e , la unc hing  a nd  ha uling .  

 

The  ma rina  must e xe rc ise  the  a p p ro p ria te  c a re  to  p ro te c t the ir c usto me rs’  p le a sure  c ra ft, e q uip me nt o n b o a rd  a nd  mo to rs 

tha t a re  in the ir c a re , c usto d y o r c o ntro l. If ne g lig e nt in suc h d utie s, a  ma rina  ma y b e  he ld  lia b le  fo r a ny lo ss o r d a ma g e  to  

the ir c usto me r's p ro p e rty.  

                         

Ma rina  Op e ra to rs Le g a l Lia b ility c o ve rs the  insure d 's lia b ility fo r lo ss o f o r d a ma g e  to  c usto me rs’  p riva te  p le a sure  wa te rc ra ft, 

e q uip me nt o n b o a rd  a nd  mo to rs tha t a re  in the ir c a re , c usto dy o r c o ntro l. Any ind ivid ua l o r a ny e ntity with a  fina nc ia l 

inte re st in a  ma rina  o r ya c ht c lub  ne e d s Ma rina  Op e ra to rs Le g a l Lia b ility.  

 

Typ ic a l p o lic yho ld e rs inc lud e  ya c ht c lub  o wne rs a nd  ma rina  o wne rs. 

O C EA N C A RG O  

Oc e a n Ca rg o  p o lic ie s c o ve r p hysic a l lo ss o r d a ma g e  to  g o o d s a nd  me rc ha nd ise  tha t a re  ship p e d  b y va rio us typ e s o f 

c a rrie rs; i.e ., ra il, a ir, wa te r, a nd  mo to r truc k. Be sid e s just c o ve ring  g o o d s while  in tra nsit o ve rse a s, the  c o ve ra g e  fo rm c a n b e  

b ro a d e ne d  to  c o ve r the  g o o d s while  te mp o ra rily sto re d  a t inte rna tio na l a nd  d o me stic  wa re ho use s, while  b e ing  ship p e d  

d o me stic a lly o r while  a t a  d o me stic  o r fo re ig n p ro c e sso r.  

 

Oc e a n Ca rg o  c o ve ra g e  is ta ilo re d  to  me e t the  ne e d s o f e a c h c usto me r. Oc e a n Ca rg o  p o lic ie s a re  a  ne c e ssa ry p a rt o f the  

ship p ing  ind ustry. Witho ut Ca rg o  c o ve ra g e , inte rna tio na l tra nsa c tio ns wo uld  no t ta ke  p la c e .  
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Whe n a  b a nk fina nc e s the  p urc ha se  o f g o o d s, the  b uye r is re q uire d  to  p ro vid e  e vid e nc e  o f a d e q ua te  insura nc e  fo r the  

lo a n p rio r to  a ny a d va nc e me nt o f mo ne y.  

 

Onc e  p ro o f o f a d e q ua te  insura nc e  ha s b e e n g ive n to  the  b a nk, the  ship me nt o f the  g o o d s c a n c o mme nc e . Oc e a n Ca rg o  

insura nc e  typ ic a lly p ro te c ts the  inte re sts o f the  b a nk, the  se lle r o f the  g o o d s a nd  the  b uye r o f the  g o o d s.  

                         

Any ind ivid ua l o r a ny e ntity with a  fina nc ia l inte re st in g o o d s o r me rc ha nd ise  b e ing  ship p e d  inte rna tio na lly ne e d s Oc e a n 

Ca rg o  insura nc e .  

 

Typ ic a l p o lic yho ld e rs inc lud e :  

¾ Multi Na tio na l Co mp a nie s  

¾ Who le sa le rs a nd  Distrib uto rs  

¾ Ma nufa c ture rs a nd  Pro c e sso rs 

¾ Ship p ing  Co mp a nie s  

¾ Imp o rte rs/ Exp o rte rs  

¾ Lo g istic  a nd  Inte rme d d le  Fre ig ht Tra nsp o rta tio n Se rvic e  Co mp a nie s  

 

Und e rwriting  sp e c ia lists must b e  und e rsta nd ing  o f e a c h c usto me r's e xp o sure s a nd  must b e  se nsitive  to  d e sig ning  a  c a rg o  

p o lic y ta ilo re d  to  re fle c t tha t c usto me r's sp e c ific a tio ns. 

SHIP REPA IRERS LEG A L LIA BILITY 

A ship ya rd  d o ing  re p a irs o n a  ve sse l ha s c e rta in re sp o nsib ilitie s to  the  ve sse l o wne r fo r the  sa fe ty o f the ir p ro p e rty. The  

ship ya rd  must a ntic ip a te  the  ha za rd s to  whic h the  p ro p e rty is sub je c t a nd  must e xe rc ise  the  a p p ro p ria te  c a re  to  p ro te c t this 

p ro p e rty.  

 

If ne g lig e nt in suc h d utie s, the  ship ya rd  ma y b e  he ld  lia b le  fo r lo ss o r d a ma g e  to  this p ro p e rty.  

                                                 

Whe n a  ship ya rd  is re p a iring  a  c usto me r's ve sse l, the re  is a  b a ilme nt b e twe e n the  ship ya rd  a nd  ve sse l o wne r while  the  ve sse l 

is in the  c a re , c usto d y, o r c o ntro l o f the  ship ya rd . This b a ilme nt ma ke s the  ship ya rd  lia b le  fo r c e rta in d a ma g e s a nd  the y must 

e xe rc ise  a n o rd ina ry d e g re e  o f c a re  to  p ro te c t the ir c usto me r's p ro p e rty.  

 

The  Ship  Re p a ire rs Le g a l Lia b ility c o ve ra g e  fo rm p ro vid e s lia b ility c o ve ra g e  fo r this e xp o sure .  

                         

Oc e a n Ma rine  Sp e c ia lists must wo rk with e a c h c usto me r to  d e ve lo p  a  c o ve ra g e  fo rm tha t fits the  sp e c ific a tio ns o f the  

c usto me r.  The  insure r’ s Oc e a n ma rine  c la im surve yo rs,  

Ad juste rs a nd  se ttling  a g e nts must a ll wo rk to g e the r p ro vid ing  the  c usto me r the  b e st c o ve ra g e  a va ila b le  to  me e t the  

c usto me r’ s re q uire me nts.  

                         

No te : Ship  Re p a ire rs Le g a l Lia b ility c o ve ra g e  fo rms a re  no t sta nd a rd ize d  so  it is imp o rta nt to  stud y e a c h c o mp a ny's p ro g ra m 

a nd  wo rk with a n e xp e rie nc e d  a g e nt who  ha s a c c e ss to  a n Oc e a n Ma rine  und e rwriting  sp e c ia list.  

STEVEDO RES LEG A L LIA BILITY 

Whe n a  ve sse l e nte rs a  p o rt, its c a rg o  ne e d s to  b e  e ithe r lo a d e d  o r unlo a d e d  sa fe ly a nd  e xp e d itio usly so  the  ve sse l c a n se t 

sa il a g a in with limite d  d e la ys.  

 

An ind e p e nd e nt c o ntra c to r c a lle d  a  Ste ve d o re  is usua lly re sp o nsib le  fo r the  lo a d ing  a nd  unlo a d ing  o p e ra tio ns a t a  p o rt.  

                         

The  Ste ve d o re  c a n b e  le g a lly lia b le  fo r d a ma g e  to  ve sse ls, c a rg o , a nd  p ro p e rty lo c a te d  o n the  p re mise s the y a re  

c o nd uc ting  the ir o p e ra tio ns o n. Co ve ra g e  p ro vid e s p ro te c tio n to  the  Ste ve d o re  fo r the ir o rd ina ry lia b ility to  e xe rc ise  a n 

a p p ro p ria te  d e g re e  o f c a re  fo r ve sse ls, c a rg o  a nd  p ro p e rty in the ir c a re , c usto d y o r c o ntro l.  

                         

No te : Ste ve d o re s Le g a l Lia b ility c o ve ra g e  fo rms a re  no t sta nd a rd ize d  so  it is imp o rta nt to  stud y e a c h c o mp a ny's p ro g ra m 

a nd  wo rk with a n e xp e rie nc e d  a g e nt who  ha s a c c e ss to  a n Oc e a n Ma rine  und e rwriting  sp e c ia list.  

 

TERMINA L O PERA TO RS LEG A L LIA BILITY 

A te rmina l o p e ra to r c a n p e rfo rm ma ny func tio ns inc lud ing  wa re ho using  se rvic e s suc h a s "p ic k a nd  p a c k" o p e ra tio ns, 

la b e ling , inve nto ry c o ntro l a nd  lo c a l truc king . In a d d itio n, the y ma y p ro vid e  a  sa fe  b e rth fo r ve sse ls a nd  ha ve  e mp lo ye e s 

tha t lo a d  a nd  unlo a d  ve sse ls.  

 

One  c o mmo n e xp o sure  tha t e xists in a ll o f the se  o p e ra tio ns is the  te rmina l o p e ra to r's le g a l lia b ility e xp o sure  while  g o o d s a nd  

p ro p e rty o f o the rs a re  in the ir c a re , c usto d y o r c o ntro l.  
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A te rmina l o p e ra to r p ro vid e s a n e xte nd e d  ra ng e  o f se rvic e s tha t c a n inc lud e  o p e ra tio ns p ro vid e d  b y a  Wha rfing e r, 

Ste ve d o re  a nd  Wa re ho use ma n. Whe n d e te rmining  c o ve ra g e  ne e d s, it is imp o rta nt to  e xa mine  the  se rvic e s tha t the  insure d  

p ro vid e s the ir c usto me rs.  

                         

No te : Te rmina l Op e ra to rs Le g a l Lia b ility c o ve ra g e  fo rms a re  no t sta nd a rd ize d  so  it is imp o rta nt to  stud y e a c h c o mp a ny's 

p ro g ra m a nd  wo rk with a n e xp e rie nc e d  a g e nt who  ha s a c c e ss to  a n Oc e a n Ma rine  und e rwriting  sp e c ia list.  

 

WHA RFING ERS LEG A L LIA BILITY 

Whe n a  ve sse l e nte rs a  p o rt it must ha ve  a  sa fe  b e rth b e fo re  it c a n b e  lo a d e d  o r unlo a d e d . The  Wha rfing e r (p ro no unc e d  

"wa r-fin-je r") p ro vid e s the  ve sse l o wne r with a  sa fe  b e rth wa tc he s o ve r the  ve sse l a nd  e xe rc ise s the  a p p ro p ria te  c a re  to  

p ro te c t the  ve sse l fro m lo ss o r d a ma g e .  

                                                 

The  Wha rfing e r is he ld  lia b le  fo r the  ve sse l while  it is in the ir c a re , c usto d y o r c o ntro l. The y a lso  ha ve  c e rta in re sp o nsib ilitie s fo r 

the  sa fe ty o f the  ve sse l. This lia b ility is the  p rinc ip a l e xp o sure  c o ve re d  b y a  Wha rfing e rs p o lic y.  

                         

No te : Wha rfing e rs Le g a l Lia b ility c o ve ra g e  fo rms a re  no t sta nd a rd ize d  so  it is imp o rta nt to  stud y e a c h c o mp a ny's p ro g ra m 

a nd  wo rk with a n e xp e rie nc e d  a g e nt who  ha s a c c e ss to  a n Oc e a n Ma rine  und e rwriting  sp e c ia list.  

 

Fo c us Po ints 

o Oc e a n ma rine  p o lic ie s we re  the  first fo rm o f insura nc e  c o ve ra g e .  

 

o Ma rine  p o lic ie s c a n b e  writte n to  c o ve r the  mo ve me nt o f a ny le g a l g o o d s.  

 

o Oc e a n Ma rine  insura nc e  c o ve rs c ha rte re rs’  le g a l lia b ility. 

 

o Hull p o lic ie s c o ve r p hysic a l d a ma g e  lo sse s to  the  ve sse l. 

 

o Pro te c tio n a nd  Ind e mnity c o ve rs the  ve sse l o wne r fo r b o d ily injury o r p ro p e rty d a ma g e  in sp e c ific  typ e s o f 

a c c id e nts.  

 

o Mo st ve sse ls a re  no t p e rmitte d  to  sa il with o ut Pro te c tio n a nd  Ind e mnity c o ve ra g e .                        

 

o Ma rina  Op e ra to rs Le g a l Lia b ility c o ve rs fo r lo ss o r d a ma g e  to  c usto me rs’  wa te rc ra ft, e q uip me nt a nd  mo to rs in the ir 

c a re . 

 

o Oc e a n Ca rg o  p o lic ie s c o ve r p hysic a l lo ss o r d a ma g e  to  g o o d s ship p e d  b y va rio us typ e s o f c a rrie rs. 

 

o Ste ve d o re s Le g a l Lia b ility c o ve rs c a rg o  tha t is lo a d e d  o r unlo a d e d  fro m a  ve sse l. 

 

            

CHAPTER 7: LLOYD’S OF LONDON 

Llo yd ’ s is a n insura nc e  ma rke t uniq ue  in the  wo rld . Almo st a nything  c a n b e  insure d  a t Llo yd ’ s: fle e ts o f ship s a nd  a irc ra ft, c ivil 

e ng ine e ring  p ro je c ts, fa c to rie s, o il rig s a nd  re fine rie s, p e rso na l line s risks a s we ll a s lia b ility p o lic ie s fo r mo st c o mme rc ia l 

e ve ntua litie s, to  na me  b ut a  fe w o f the  tho usa nd -a nd -o ne  risks whic h a re  p la c e d  a t Llo yd ’ s e a c h ye a r.  

 

The  b usine ss flo ws fro m a ll p a rts o f the  wo rld  a nd  re p re se nts a n inc o me  o f millio ns o f p o und s in p re miums e a c h wo rking  d a y. 

 

Llo yd ’ s is no t a  c o mp a ny. It ha s no  sha re ho ld e rs a nd  a c c e p ts no  lia b ility c e ntra lly fo r risks insure d  in the  ma rke t. Llo yd ’ s is a  

so c ie ty o f ind ivid ua l a nd  c o rp o ra te  me mb e rs e a c h o f who m a c c e p ts insura nc e  risks a s me mb e rs o f o ne  o r mo re  

und e rwriting  synd ic a te s.  

 

Ind ivid ua l me mb e rs a re  lia b le  to  the  full e xte nt o f the ir p riva te  we a lth to  me e t the ir insura nc e  c o mmitme nts, while  the  

c o rp o ra te  e ntitie s tra d e  with limite d  lia b ility. 

 

AN INTRODUCTION TO LLOYD’S 

A p ro p e r und e rsta nd ing  o f the  p re se nt-d a y Llo yd ’ s, ho w it wo rks, why it e xists, is imp o ssib le  to  re vie w witho ut a  b rie f g limp se  

o f the  p a st. 

 



 25

The  o rig ins o f ma rine  insura nc e  a re  b a re ly d isc e rnib le  in the  mists o f time , a ltho ug h the  p ra c tic e  is kno wn to  ha ve  b e e n 

intro d uc e d  to  Eng la nd  b y the  Lo mb a rd ’ s in the  sixte e nth c e ntury. 

 

 The  g ro wing  imp o rta nc e  o f Lo nd o n a s a  c e nte r o f tra d e  a fte r the  Eng lish C ivil Wa r le d  to  a  ste a d y inc re a se  in the  d e ma nd  

fo r insura nc e  o f ship s a nd  c a rg o e s. 

 

This c o inc id e d  with the  rise  in p o p ula rity o f c o ffe e  d rinking  in Eng la nd , a  c usto m tha t ha d  fa r-re a c hing  e ffe c ts up o n the  

na tio n’ s so c ia l a nd  c o mme rc ia l life . The  first Lo nd o n c o ffe e  ho use  o p e ne d  in 1652. Fro m the  time  o f King  Cha rle s’ s 

re sto ra tio n to  the  thro ne  in 1660, c o ffe e  ho use s p ro life ra te d  until b y the  e nd  o f the  c e ntury the y we re  numb e re d  in 

hund re d s. 

 

In c o ntra st to  the  inns a nd  ta ve rns, whic h ha d  a lwa ys e xiste d  in p ro fusio n, c o ffe e  ho use s p ro vid e d  c o ng e nia l me e ting  

p la c e s fo r se rio us a nd  c le a r-he a d e d  d isc ussio n. In the  C ity the ir p o p ula rity a s p la c e s fo r the  tra nsa c tio n o f b usine ss wa s 

q uic kly e sta b lishe d . The   

 

Ro ya l Exc ha ng e , the  tra d itio na l me e ting  p la c e  o f me rc ha nts, o ffe re d  little  in the  wa y o f c o mfo rt a nd  c o nve nie nc e  a nd  

must ha ve  b e e n fre q ue ntly d e se rte d  in fa vo r o f the  c o ffe e  ho use . 

 

Busine ss in tho se  d a ys wa s c o nd uc te d  ve ry info rma lly a nd  the  insura nc e  o f ship s a nd  c a rg o e s wa s a  fa irly simp le  ma tte r o f 

ha wking  a  p o lic y a ro und  the  C ity fo r sub sc rip tio n b y a nyo ne  with the  p riva te  me a ns to  ta ke  a  sha re  o f the  risk in re turn fo r a  

p o rtio n o f the  p re mium.  

 

A me rc ha nt, with a  ship  to  insure , wo uld  re q ue st a n “ insura nc e  o ffic e ”  to  a c t a s a  b ro ke r, ta king  the  p o lic y fro m o ne  

we a lthy me rc ha nt to  a no the r until the  risk wa s fully c o ve re d .  

 

The  b ro ke r’ s skill la y c hie fly in e nsuring  tha t p o lic ie s we re  und e rwritte n o nly b y me n o f suffic ie nt fina nc ia l inte g rity to  me e t 

the ir sha re  o f a  c la im – to  the  full e xte nt, if ne e d  b e , o f the ir p e rso na l fo rtune s. 

 

It wa s a g a inst this b a c kg ro und  tha t Llo yd ’ s Co ffe e  Ho use  ma d e  its a p p e a ra nc e  o n To we r Stre e t so me  time  in 1688, the  ye a r 

tha t the  ‘ b lo o d le ss re vo lutio n’  b ro ug ht Willia m a nd  Ma ry to  the  thro ne  o f Eng la nd . Unfo rtuna te ly, ve ry little  is kno wn e ithe r 

a b o ut Ed wa rd  Llo yd  o r his c o ffe e  ho use .  

 

It wa s o ne  o f ma ny simila r e sta b lishme nts a nd , a p a rt fro m o c c a sio na l re fe re nc e s in c o nte mp o ra ry ne wsp a p e rs, the  re c o rd  is 

b la nk. The  first me ntio n o f Llo yd ’ s a p p e a rs in the  la te  1680s whe n a n a d ve rtise me nt in the  Lo nd o n Ga ze tte  o ffe rs a  re wa rd  o f 

a  g uine a  fo r info rma tio n a b o ut sto le n wa tc he s, c la ima b le  fro m ‘ Mr. Ed wa rd  Llo yd ’ s Co ffe e  Ho use  o n To we r Stre e t’ . 

 

It se e ms ve ry like ly tha t, fro m the  first, Ed wa rd  Llo yd  e nc o ura g e d  a  c lie nte le  o f ship ’ s c a p ta ins, me rc ha nts, ship  o wne rs a nd  

o the rs with a n inte re st in o ve rse a s tra d e . Co ffe e  ho use s in g e ne ra l (a nd  Llo yd ’ s wa s sure ly no  e xc e p tio n) we re  c e nte rs o f 

d isc ussio n whe re , in the  d a ys b e fo re  ne wsp a p e rs, the  la te st g o ssip  c o uld  b e  he a rd . Mo re  tha n this, a t a  time  whe n 

c o mmunic a tio ns we re  la b o rio us a nd  unre lia b le , Ed wa rd  Llo yd  g a ine d  a n e nvia b le  re p uta tio n fo r trustwo rthy ship p ing  ne ws.  

 

This wa s o ne  o f the  b a sic  ing re d ie nts o f suc c e ssful und e rwriting  a nd  p e rha p s mo re  tha n a ny o the r fa c to r, e nsure d  tha t 

‘ Llo yd ’ s c o ffe e  ho use ’ , o ve r a nd  a b o ve  its riva ls, b e c a me  the  re c o g nize d  p la c e  fo r o b ta ining  ma rine  insura nc e . 

 

As fa r a s is kno wn, Ed wa rd  Llo yd  to o k no  p a rt in und e rwriting . He  c o nte nte d  himse lf with p ro vid ing  c o ng e nia l p re mise s a nd  

the  fa c ilitie s fo r his p a tro ns to  d o  b usine ss, re ma ining  a  ‘ c o ffe e -ma n’  until his d e a th in 1713.  

 

Llo yd ’ s c hie f b e q ue st to  p o ste rity wa s his na me  a nd  the  c o ffe e  ho use , whic h b o re  it. 

Up  to  1720 the re  is no thing  to  sug g e st tha t und e rwriting  wa s c a rrie d  o n e xc lusive ly in a ny o ne  p la c e . But in tha t ye a r a  p ie c e  

o f le g isla tio n wa s e na c te d  b y Pa rlia me nt, whic h p ro fo und ly influe nc e d  the  future  o f Llo yd ’ s Co ffe e  Ho use  a s a  c e nte r o f 

ma rine  insura nc e . 

 

Fo r so me  ye a rs p re vio usly the re  ha d  b e e n inte rmitte nt a tte mpts to  se t up  a  se c ure ly b a se d  insura nc e  c o rp o ra tio n (o r 

c ha rte re d  c o mp a ny), whic h it wa s ho p e d , wo uld  b ring  so me  re g ula rity to  the  d iso rd e rly c o mme rc ia l wo rld  o f the  e a rly 

Ge o rg ia n p e rio d .  

 

At this time , to o  muc h we a lth a nd  to o  little  e mp lo yme nt fo r it ha d  g ive n rise  to  the  wild  inve stme nt sp e c ula tio n, whic h swe p t 

Lo nd o n a nd  c ulmina te d  in the  c o lla p se  o f the  So uth Se a  Co mp a ny in 1720, ruining  tho usa nd s o f inve sto rs. 

 

The  ‘ So uth Se a  Bub b le ’  wa s the  mo st sp e c ta c ula r o f ma ny fra ud s a nd  fa ilure s o f c o rp o ra te  e nte rp rise s a t a  time  whe n 

d isre p uta b le  c o mp a nie s b a llo o ne d  a nd  b urst o ve rnig ht. The  ‘ Bub b le  Ac t’  (so  c a lle d  b e c a use  it wa s p a sse d  a s the  d ra ma  o f 

the  So uth Se a  Co mp a ny re a c he d  its c lima x) g ra nte d  c ha rte rs to  the  Ro ya l Exc ha ng e  Assura nc e  a nd  the  Lo nd o n Assura nc e  

Co mp a nie s, p ro hib iting  ma rine  insura nc e  b y a ny o the r c o rp o ra tio n o r b usine ss p a rtne rship .  
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The  le g isla to rs ha d  no  inte ntio n, ho we ve r, o f c urb ing  the  und e rwriting  a c tivitie s o f p riva te  ind ivid ua ls suc h a s the  

re sp e c ta b le  me rc ha nts who  ha d  tra d itio na lly sub sc rib e d  the ir na me s to  insura nc e  p o lic ie s. 

 

Unlike  c o mp a nie s a nd  p a rtne rship  g ro up s, p riva te  und e rwrite rs o n a c c e p ting  a  risk b o und  the mse lve s ‘ e a c h fo r the ir o wn 

p a rt no t fo r o ne  a no the r a nd , b y lo ng  sta nd ing  c usto m, the  who le  o f the ir p riva te  e sta te  wa s p le d g e d  a s se c urity to  me e t a  

c la im. Fo r the se  re a so ns the  Ac t d e lib e ra te ly e xc lud e d  ‘ p riva te  a nd  p a rtic ula r’  p e rso ns fro m its sc o p e  a nd  Llo yd ’ s c a n b e  

fa irly sa id  to  o we  its future  e xiste nc e  to  this o missio n. 

 

The  thre a t p re se nte d  b y the  two  un-e nte rp rising  insura nc e  c o rpo ra tio ns d id  no t p ro ve  to  b e  se rio us, tho ug h it p ro b a b ly 

c a use d  the  me rc ha nt und e rwrite rs to  c o nc e ntra te  in a  c o mmunity o f inte re st a t the  p la c e  mo st fre q ue nte d  b y the m – 

Llo yd ’ s Co ffe e  Ho use , the n lo c a te d  in Lo mb a rd  Stre e t. 

BIRTH O F A  SO C IETY O F UNDERWRITERS 

As the  e ig hte e nth c e ntury d re w o n, the  info rma l g a the ring  o f me rc ha nts a t Llo yd ’ s g ra d ua lly a ssume d  a  mo re  c o he sive  

id e ntity. But the re  wa s little  o r no  re stric tio n o f the  a c tivitie s o f the  p a tro ns a nd  we  c a n a ssume  tha t a  ve ry mixe d  b a g  

g a the re d  und e r its ro o f. In tho se  time s a  thin line  d ivid e d  re spe c ta b le  ma rine  und e rwriting  fro m the  so rt o f insura nc e  tha t 

wo uld  b e  re g a rd e d  e ve n b e yo nd  the  sc o p e  o f a  b o o kma ke r.  

 

Ga mb ling  wa s still the  o utle t o f e xc e ss we a lth a s it ha d  b e e n in the  ye a rs b e fo re  the  ‘ So uth Se a  Bub b le ’  b urst. Sid e  b y sid e  

with the  insure r o f ship s a nd  c a rg o e s the re  e xiste d  me n who  wo uld  ma ke  a  b o o k o n a ny e ve ntua lity – a g a inst a n a iling  

mo na rc h, fo r e xa mp le , d ying  within a  c e rta in time , o r p e rha p s a  hig hwa yma n b e ing  c a ug ht a nd  ha ng e d .  

 

In 1769, ho we ve r, a  numb e r o f Llo yd ’ s mo re  re p uta b le  c usto me rs d e c id e d  to  b re a k a wa y a nd  se t up  a  riva l e sta b lishme nt in 

ne a rb y Po p e s He a d  Alle y d e vo te d  stric tly to  ma rine  insura nc e . This ste p  wa s o ne  o f the  first sig ns o f a ny c o mmunity o f 

inte re st a mo ng  und e rwrite rs a t the  c o ffe e  ho use . It le d  ra p id ly to  the  e sta b lishme nt o f a  p ro p e rly c o nstitute d  so c ie ty o ut o f 

whic h e vo lve d  the  b usine ss institutio n o f to d a y. 

 

‘ Ne w Llo yd ’ s Co ffe e  Ho use ’  a s it wa s c a lle d , so o n p ro ve d  to  b e  to o  sma ll. In 1771 a  c o mmitte e  wa s e le c te d  to  find  ne w 

p re mise s a nd  79 me rc ha nts, und e rwrite rs a nd  b ro ke rs e a c h p a id  £100 into  the  Ba nk o f Eng la nd  fo r tha t p urp o se . 

 

Thre e  ye a rs the  Co mmitte e  in the  Ro ya l Exc ha ng e  a nd  ‘ Ne w Llo yd ’ s’  le a se d  la te r ro o ms le ft the  c o ffe e  ho use  fo r g o o d . 

Altho ug h e ve ryo ne  still re fe rre d  to  ‘ Llo yd ’ s Co ffe e  Ho use ’  fo r ma ny ye a rs to  c o me  the re  is no  d o ub t tha t it imme d ia te ly to o k 

o n the  a p p e a ra nc e  o f a  p la c e  o f b usine ss ra the r tha n o ne  o f re fre shme nt.  The  mo d e rn Llo yd ’ s ha d  b e e n b o rn. Fo r the  ne xt 

c e ntury the  so c ie ty o f und e rwrite rs a t Llo yd ’ s e vo lve d  ste p  b y ste p , g ra d ua lly a ssuming  its p re se nt d a y fo rm. Me mb e rship  

wa s re g ula te d  a nd  the  e le c te d  Co mmitte e  g ive n inc re a se d  a utho rity. 

 

This p e rio d  o f e vo lutio n c ulmina te d  in 1871 with the  inc o rp o ra tio n o f Llo yd ’ s b y Ac t o f Pa rlia me nt. Up  to  the n, Llo yd ’ s 

c o nstitutio n ha d  b e e n b a se d  o n the  ‘ Trust De e d ’ , a  le g a l d o c ume nt d ra wn up  in 1811 a nd  sig ne d  vo lunta rily b y a ll 

sub sc rib e rs to  Llo yd ’ s – o r ‘ me mb e rs’  a s the y we re  c a lle d  a fte r 1843. 

 

 Llo yd ’ s Ac t g a ve  the  So c ie ty a  fo rma l le g a l b a sis e na b ling  it to  a c q uire  p ro p e rty a nd  to  ma ke  b y-la ws, whic h ha d  the  full 

a utho rity o f Pa rlia me nt b e hind  the m. If the  Trust De e d  ma rke d  the  e nd  o f the  c o ffe e  ho use  e ra , Llo yd ’ s Ac t c o nfirme d  the  

e xiste nc e  o f the  mo d e rn b usine ss institutio n se e n a t Llo yd ’ s to d a y. 

 

LLO YD’S A C T 1982 

Llo yd ’ s Ac t o f 1871 ha s b e e n fo llo we d  b y five  furthe r Ac ts to  me e t the  So c ie ty’ s c ha ng ing  ne e d s. The  mo st re c e nt o f the se , 

Llo yd ’ s Ac t 1982, re sulte d  fro m a n inq uiry into  the  so c ie ty’ s c o nstitutio n a nd  the  e ffe c tive ne ss o f its p o we rs o f se lf-re g ula tio n. 

 

The  inq uiry, e sta b lishe d  b y Llo yd ’ s in 1979 a nd  c ha ire d  b y a  fo rme r Hig h Co urt Jud g e , Sir He nry Fishe r, re c o mme nd e d  the  

fo rma tio n o f a  ne w b o d y, the  Co unc il o f Llo yd ’ s, to  a ssume  the  rule -ma king  a nd  d isc ip lina ry func tio ns hithe rto  ve ste d  in 

Llo yd ’ s me mb e rship  a s a  who le . 

 

A Bill to  g ive  e ffe c t to  this a nd  o the r c ha ng e s wa s o ve rwhe lming ly e nd o rse d  b y the  me mb e rship  in No ve mb e r 1980 a nd  

e na c te d  in July 1982 a fte r le ng thy d e b a te  a nd  d e ta ile d  sc rutiny b y c o mmitte e s o f b o th Ho use s o f Pa rlia me nt. 

 

THE HO MES O F LLO YD’S 

Whe n Ed wa rd  Llo yd ’ s b usine ss o utg re w the  o rig ina l To we r Stre e t c o ffe e  ho use  he  mo ve d  in 1691 to  Lo mb a rd  Stre e t ne a re r to  

the  he a rt o f the  C ity o f Lo nd o n. By this time  Llo yd ’ s Co ffe e  Ho use  ha d  b e c o me  o ne  o f the  p rinc ip a l c o mme rc ia l c o ffe e  

ho use s in the  C ity.  
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Me rc ha nts, ship  o wne rs a nd  c a p ta ins, in fa c t e ve ryo ne  with a n inte re st in ma ritime  tra d e , we re  d ra wn to  Llo yd ’ s b y the  

e nte rp rising  p ro p rie to r’ s e xte nsive  ne two rk o f ship p ing  info rma tio n whic h wa s usua lly re lia b le  in tho se  le ss we ll info rme d  

time s. 

 

Ove r the  ne xt 80 ye a rs, und e r va rio us o wne rs a nd  ma na g e rs, Llo yd ’ s Co ffe e  Ho use  p ro sp e re d  a nd  slo wly e vo lve d  into  a  

mo re  fo rma l so c ie ty until in Ma rc h 1774 the  Sub sc rib e rs to  Llo yd ’ s o c c up ie d  ne w p re mise s o ve r the  Ro ya l Exc ha ng e  in 

Co rnhill. 

 

With so me  inte rrup tio n Llo yd ’ s o c c up ie d  p re mise s the re  until 1928 whe n, ha ving  p urc ha se d  the  fre e ho ld  o f a  site  in 

Le a d e nha ll Stre e t, the  ma rke t mo ve d  into  a  ne w b uild ing  the re , the  first e ve r o wne d  b y the  so c ie ty. 

 

By 1948 furthe r e xp a nsio n o f Llo yd ’ s ne c e ssita te d  the  p urc ha se  o f a n a d ja c e nt site  a nd  in 1958 und e rwriting  a c tivitie s 

mo ve d  a c ro ss Lime  Stre e t into  a  se c o nd  ne w b uild ing . In 1978 Llo yd ’ s a g a in fa c e d  the  p ro sp e c t o f una c c e p ta b le  

o ve rc ro wd ing  a nd  a  d e c isio n wa s ta ke n to  re d e ve lo p  the  Le a d e nha ll Stre e t site  o f Llo yd ’ s o ld  b uild ing . 

 

A le a d ing  a rc hite c t Ric ha rd  Ro g e rs (no w Lo rd  Ro g e rs) wa s a p p o inte d  to  d e sig n a  ne w ho me  fo r Llo yd ’ s, whic h wo uld  

e na b le  the  ma rke t to  e xp a nd  we ll into  the  first ha lf o f the  21st c e ntury a nd  ho p e fully b e yo nd . The  ne w b uild ing , whic h is o f 

a d va nc e d  d e sig n a nd  inc o rp o ra te s the  la te st d e ve lo p me nts in e le c tro nic  te c hno lo g y, o p e ne d  fo r b usine ss in Ma y 1986. A 

fo rma l o p e ning  c e re mo ny wa s p e rfo rme d  b y HM The  Q ue e n the  fo llo wing  No ve mb e r. 

 

The  Llo yd ’ s ma rke t no w o p e ra te s o n the  g ro und  flo o r a nd  a  numb e r o f g a lle rie s. The  to ta l p o ssib le  und e rwriting  a re a  is 

200,000 sq ua re  fe e t (19,000 sq ua re  me te rs). The  first six g a lle ry flo o rs a re  c o nstruc te d  ro und  a  c e ntra l a trium, whic h rise s o ve r 

200 fe e t to  a  b a rre l-va ulte d  g la ss ro o f. The  re ma ining  six flo o rs a re  ste p p e d  b a c k a nd  re ve a l the  so uth wind o w with its 

sp e c ta c ula r vie ws a c ro ss Lo nd o n. 

 

THE G O VERNA NC E O F LLO YD’S 

Llo yd ’ s ha s a  thre e -tie r syste m o f g o ve rna nc e . The  Co unc il o f Llo yd ’ s is a  sta tuto ry b o d y e sta b lishe d  und e r Llo yd ’ s Ac t 1982 

c o mp rising  me mb e rs e le c te d  fro m a nd  b y the  wo rking  a nd  e xte rna l me mb e rship  a nd  ind ivid ua ls no mina te d  b y Llo yd ’ s a nd  

a p p ro ve d  b y the  Go ve rno r o f the  Ba nk o f Eng la nd . The  no mina te d  me mb e rs ha ve  no  b usine ss c o nne c tio ns with the  Llo yd ’ s 

ma rke t. The  Co unc il e le c ts the  Cha irma n a nd  De p uty Cha irme n fro m a mo ng  the ir numb e r. 

 

Llo yd ’ s Ma rke t Bo a rd  is c o nc e rne d  with d e ve lo p ing  the  b usine ss o f the  Llo yd ’ s ma rke t, se tting  c o mmo n sta nd a rd s fo r 

syste ms a nd  e nsuring  tha t suc h p ro c e sse s a s risk p la c ing  a nd  c la ims se ttle me nt wo rk e ffic ie ntly a nd  e ffe c tive ly. 

 

Llo yd ’ s Re g ula to ry Bo a rd  is re sp o nsib le  fo r d e ve lo p ing  re g ula to ry p ra c tic e  a nd  p ro c e d ure s a nd  e nsuring  c o mp lia nc e  

thro ug ho ut the  so c ie ty. The  se p a ra tio n o f re g ula tio n fro m b usine ss d e ve lo p me nt wa s a  ke y re c o mme nd a tio n o f the  Llo yd ’ s 

Ta sk Fo rc e  re p o rt p ub lishe d  in 1992 a nd  wa s d ire c te d  a t e limina ting  the  p e rc e ive d  c o nflic ts o f inte re st ma d e  whe n b o th 

re sp o nsib ilitie s we re  ve ste d  in the  Co unc il a s a  sing le  b o d y. 

 

Re sp o nsib ility fo r re g ula tio n o f the  Llo yd ’ s ma rke t will in future  re sid e  with the  Fina nc ia l Se rvic e s Autho rity (FSA). 

 

SEQ UENC E O F DEVELO PMENT 

1688 First kno wn re fe re nc e  to  Ed wa rd  Llo yd ’ s c o ffe e  ho use  in To we r Stre e t (Lo nd o n Ga ze tte  18-21 Fe b rua ry 1688) 

 

1691 Ed wa rd  Llo yd  mo ve s his b usine ss to  Lo mb a rd  Stre e t 

 

1720 Ro ya l c ha rte rs g ra nte d  to  the  Ro ya l Exc ha ng e  Assura nc e  a nd  Lo nd o n Assura nc e  c o mp a nie s. No  o the r b usine ss 

c o rp o ra tio n, c o mp a ny o r p a rtne rship  a llo we d  to   

 c a rry o ut ma rine  insura nc e ; und e rwriting  b y p riva te  insure r – inc lud ing  fre q ue nte rs o f Llo yd ’ s c o ffe e  ho use  – wa s no t 

p ro hib ite d  

 

1734 Llo yd ’ s list e sta b lishe d  a s a  re g ula r we e kly p ub lic a tio n 

 

1769 Esta b lishme nt o f Ne w Llo yd ’ s Co ffe e  Ho use  in Po p e s He a d  Alle y b y p ro fe ssio na l und e rwrite rs 

 

1771 Se ve nty-nine  und e rwrite rs a nd  b ro ke rs e a c h sub sc rib e  £100 to wa rd s mo ve  to   imp ro ve d  p re mise s. Llo yd ’ s thus 

b e c o me s p ro p e rty o f the  sub sc rib e rs ra the r tha n  ma ste r o f the  c o ffe e  ho use . First Co mmitte e  o f Llo yd ’ s, c o nsisting  o f nine  

sub sc rib e rs, e le c te d  

 

1774 Subsc ribe rs re nt ro o ms in the  Ro ya l Exc ha ng e  

 



 28

1796 Co mmitte e  re so lve s inte r a lia  tha t two  o rd ina ry g e ne ra  me e ting s sho uld  b e  he ld  e a c h ye a r a nd  tha t the  Co mmitte e  

sho uld  p re se nt a n a nnua l re p o rt a nd  a c c o unts 

1811 Ge ne ra l me e ting  o f sub sc rib e rs a d o p ts a  trust d e e d , g iving  Llo yd ’ s a  c o nstitutio n; re g ula te s a d missio n to  Llo yd ’ s mo re  

stric tly; a nd  inc re a se s the  Co mmitte e  to  12 me mb e rs, thre e  to  re tire  b y ro ta tio n e a c h ye a r 

 

1824 Pa rlia me nt re p e a ls Bill a llo wing  e xiste nc e  o f insura nc e  c o mp a nie s o the r tha n Ro ya l Exc ha ng e  a nd  Lo nd o n Assura nc e  

 

1838 Ro ya l Exc ha ng e  (a nd  ma ny e a rly Llo yd ’ s re c o rd s) d e stro ye d  b y fire  10 Ja nua ry 

 

1844 Llo yd ’ s ma rke t re turns to  re b uilt Ro ya l Exc ha ng e  

 

1857 First d e p o sit fo r se c urity ma d e  with Co mmitte e  b y a n und e rwriting  me mb e r 

 

1871 Llo yd ’ s inc o rp o ra te d  b y a n Ac t o f Pa rlia me nt 

 

1873 Llo yd ’ s se a l a ffixe d  to  e ve ry Llo yd ’ s p o lic y 

 

Mid  1870’s De ve lo p me nt o f b usine ss writte n b y synd ic a te  

 

1880s He a th write s first Llo yd ’ s re insura nc e  p o lic y o n Ame ric a n risks fo r Eng lish c o mp a ny d o ing  b usine ss in the  US 

 

Circ a  1887 First no n-ma rine  p o lic ie s writte n a t Llo yd ’ s b y Cuthb e rt He a th 

 

1903 Co mmitte e  a c c e p ts first no n-ma rine  d e p o sit, e sta b lishing  no n-ma rine  ma rke t o n e q ua l fo o ting  with ma rine  b usine ss 

 

1904 First Llo yd ’ s mo to r p o lic y issue d . Me mb e rship  631 

 

1906 Sa n Fra nc isc o  e a rthq ua ke  c la ims me t b y Llo yd ’ s und e rwrite rs e sta b lishing  Llo yd ’ s re p uta tio n in the  US 

 

Circ a  1906- 7 Cuthb e rt He a th d e vise s e xc e ss lo ss re insura nc e  fo llo wing  Sa n Fra nc isc o  c la ims 

 

1908 Annua l a ud it a nd  p re miums trust fund  intro d uc e d  (ma d e  c o mp ulso ry b y la w und e r Assura nc e  Co mp a nie s Ac ts 1909-

1946) 

 

1911 First Llo yd ’ s a via tio n p o lic y issue d  

 

1921 Me mb e rship  re a c he s 1,098 

 

1923 Fa ilure  o f Ha rriso n synd ic a te  fo llo wing  fra ud ule nt und e rwriting . Who le  ma rke t  c o ntrib ute s to  me e t a ll va lid  c la ims 

 

1925 Cre a tio n o f Ce ntra l Gua ra nte e  Fund  

 

1928 Llo yd ’ s tra nsfe rs to  ne w Le a d e nha ll Stre e t b uild ing  o p e ne d  b y HM King  Ge o rg e  V a nd  HM Q ue e n Ma ry 

 

1939 Llo yd ’ s Ame ric a n Trust Fund  e sta b lishe d  fo r US d o lla r p re miums 

 

1946 Me mb e rship  re a c he s 2,079 

 

1958 Ma rke t tra nsfe rs to  ne w Lime  Stre e t b uild ing  8 Ap ril (o ffic ia lly o p e ne d  b y HM Q ue e n Eliza b e th The  Q ue e n Mo the r 14 

No ve mb e r 1957) 

 

1962 Me mb e rship  re a c he s 5,126 

 

1965 4, Se p te mb e r Hurric a ne  Be tsy 

 

1968 First o ve ra ll lo ss o f £37.9 millio n (fo r 1965) a nno unc e d . Co mmitte e  a d mits no n-UK o r Co mmo nwe a lth me mb e rs 
 

1969 Co mmitte e  a c c e p ts UK wo me n me mb e rs 

 

1970 Co mmitte e  a d mits no n-UK wo me n me mb e rs 

 

1973 Wo me n me mb e rs a llo we d  to  wo rk in the  Ro o m 
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1974 27 Nove mbe r HM Q ue e n Eliza b e th The  Q ue e n Mo the r e le c te d  first la d y ho no ra ry me mb e r o f Llo yd ’ s. Wo ma n b ro ke rs 

a d mitte d  to  the  Ro o m 

 

1977 Me mb e rship  re a c he s 10,622; c a p a c ity £1,822 millio n 

 

1978 Me mb e rs 14,134 Ca p a c ity £2,417m Synd ic a te s 363  

 Ma rc h Sa sse  lo sse s re ve a le d   £21 millio n) 

 8 Nove mbe r Ge ne ra l me e ting  o f me mb e rs a g re e s e sta b lishme nt o f wo rking  p a rty to  e xa mine  se lf-re g ula tio n a t 

Llo yd ’ s 

 

1979 Me mb e rs 17,279 Ca p a c ity £2,816m Synd ic a te s 404 

Ja nua ry 4th Sir He nry Fishe r a p p o inte d  c ha irma n o f wo rking  p a rty 

 Fo rma tio n o f first Na me s a c tio n g ro up  (Sa sse ) 

 Ma y 3rd HM Q ue e n Eliza b e th The  Q ue e n Mo the r o p e ns Llo yd ’ s Cha tha m b uild ing  

 

1980 Me mb e rs 18,552 Ca p a c ity £3,177m Synd ic a te s 437 

 June  27th Fishe r re p o rt p ub lishe d  

Nove mbe r 4th Dra ft Llo yd ’ s Bill b a se d  o n Fishe r p ro p o sa ls a p p ro ve d  a t EGM o f 

 Llo yd ’ s me mb e rs a t Alb e rt ha ll b y ma jo rity o f 99.6 p e r c e nt  

(First he ld  o utsid e  Llo yd ’ s sinc e  1838) 

 

1981 Me mb e rs 19,137 Ca p a c ity £3,372m Synd ic a te s 427 

  Llo yd ’ s Bill 

 Ja nua ry 22nd Ho use  o f Co mmo ns first re a d ing  

Ma rc h 24th Se c o nd  re a d ing . Se le c t Co mmitte e  d e ma nd s ‘ d ive stme nt 

(se ve ring  links b e twe e n b ro ke rs a nd  ma na g ing  a g e nts) a nd  ‘ d ivo rc e ’   

(se ve ring  inks b e twe e n ma na g ing  a g e nts a nd  me mb e rs’  a g e nts) 

 

July 17th Llo yd ’ s me mb e rship  vo te s in fa vo r o f d ive stme nt a nd  a g a inst d ivo rc e . Bill he ld  o ve r 

 

1982 Me mb e rs 20,145 Ca p a c ity £3,730m Synd ic a te s 431 Llo yd ’ s Bill 

 Ma rc h 9th Ho use  o f Co mmo ns third  re a d ing  

 July 23rd Re c e ive s Ro ya l Asse nt to  b e c o me  Llo yd ’ s Ac t 1982 

Oc tobe r 27th EGM o f me mb e rs’  vo te s to  e xp e l a  me mb e r (CJ Mo ra n) fro m ma rke t (first a nd  o nly e xp ulsio n und e r 

Llo yd ’ s Ac t 1871) 

 Nove mbe r 17th Ele c tio n o f first Co unc il 

 De c e mbe r 13th Ap p o intme nt o f thre e  no mina te d  Co unc il me mb e rs 

 

1983 Me mb e rs 21,601 Ca p a c ity £4,181 Synd ic a te s 409 

 Ja nua ry 5th First me e ting  o f Co unc il o f Llo yd ’ s a p p o ints first Chie f Exe c utive  Co unc il p a sse s b y-la ws c o ve ring        

 inte ra lia  inve stig a tio ns, misc o nd uc t a nd  d isc ip lina ry p ro c e e d ing s 

 

1984 Me mb e rs 23,436 Ca p a c ity £4,987m Synd ic a te s 399  Pro p o se d  d ive stme nt p ro p o sa ls p ub lishe d . Co unc il p a sse s b y-la ws 

 c o ve ring  inte r a lia  synd ic a te  a nnua l re p o rts; synd ic a te  a c c o unting  a nd  a ud it rule s 

 June  11th Co mp le tio n o f first d isc ip lina ry c a se  und e r Llo yd ’ s Ac t 1982 (JA a nd  RSL Pe a rma n) 

De c e mbe r 10th First d isc ip lina ry e xp ulsio n und e r Llo yd ’ s Ac t 1982 (TR Bro o ks) 

 

1985 Ac tive  me mb e rs 26,019 Ca p a c ity £6,432m Synd ic a te s 384 Furthe r b y-la ws p a sse d  inc lud ing  Und e rwriting  Ag e nt’ s 

 Bye la w 

 July 8th Co mp le tio n o f Ho wd e n d isc ip lina ry c a se  (thre e  e xp ulsio ns) 

 Nove mbe r 11th Co mp le tio n o f PCW d isc ip lina ry c a se  (two  e xp ulsio ns, o ne  £1millio n fine ) 

 

1986 Ac tive  me mb e rs 28,242 Ca p a c ity £8,291m Synd ic a te s 370 

 Ja nua ry 10th Go ve rnme nt e sta b lishe s c o mmitte e  o f inq uiry into  se lf-re g ula to ry a rra ng e me nts a t Llo yd ’ s, c ha ire d  b y 

 Sir Pa tric k Ne ill Q C 

 Ma y 27th Busine ss c o mme nc e s in ne w b uild ing  a t One  Lime  Stre e t 

 Nove mbe r 18th Build ing  o ffic ia lly o p e ne d  b y HM The  Q ue e n 

 

1987 Ac tive  me mb e rs 30,936 Ca p a c ity £10,039m Synd ic a te s 365 

 Ja nua ry 22nd Ne ill re p o rt inc lud ing  70 re c o mme nd a tio ns p ub lishe d ; Co unc il a c c e p ts c o re  re c o mme nd a tio n o n 

 c o mp o sitio n o f Co unc il 

 Fe brua ry 4th Co unc il a c ts o n 12 o the r re c o mme nd a tio ns 

 April 9th PCW se ttle me nt o ffe r ma d e  to  Na me s 
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 June  10th Lo nd o n Insura nc e  Ma rke t Ne two rk la unc he d  

 Oc tobe r 16th Euro p e a n wind sto rm 

 

1988 Lloyd’s Te rc e nte na ry Ac tive  me mb e rs 32,433 Ca p a c ity £10,740m Synd ic a te s 376 Outhwa ite  Na me s’  Asso c ia tio n 

 fo rme d  

 July 6th Pip e r Alp ha  Exp lo sio n 

 De c e mbe r 23rd Lo c ke rb ie  Pa nAm Bo e ing  747 d isa ste r 

 

1989 Ac tive  me mb e rs 31, 329 Ca p a c ity £10,622m Synd ic a te s 401 

 Ma rc h 24th Exxo n Va ld e z d isa ste r 

 Se pte mbe r 15th Hurric a ne  Hug o  (US) 

 Oc tobe r 5th Llo yd ’ s Na me s Re vie w Co mmitte e  e sta b lishe d , la te r kno w a s Ha rd ship  Co mmitte e  

 Oc tobe r 17th Sa n Fra nc isc o  e a rthq ua ke  

 Nove mbe r 21fst HRH Princ e ss Anne  e le c te d  ho no ra ry me mb e r o f Llo yd ’ s 

 

1990 Ac tive  me mb e rs 28,770 Ca p a c ity £10,742m Synd ic a te s 401 

 Ja nua ry 25th, 3/ 25/ 28 Fe b rua ry Euro p e a n sto rms 

 June  6th Co unc il a me nd s rule s; a ) to  a d mit no n-EC b ro ke rs; b ) to  fa c ilita te  ne w ro ute s fo r p la c ing  b usine ss a t Llo yd ’ s 

 June  27th Ove ra ll p ro fit o f £509 millio n fo r 1987 a nno unc e d  

 1991 Ac tive  me mb e rs 26,539 Ca p a c ity £11,063m Synd ic a te s 354 

 Ja nua ry 19/ 20th Ma rke t o p e ns fo r we e ke nd  wo rking  (G ulf Wa r) 

 June  26th Ove ra ll lo ss o f £510 millio n fo r 1988 a nno unc e d  (first sinc e  1967 a c c o unt) 

 

1992 Ac tive  me mb e rs 22,259 Ca p a c ity £9,833m Synd ic a te s 279 

 Ja nua ry 15th Ta sk Fo rc e  re p o rt p ub lishe d  

Fe brua ry 21st Sir Da vid  Wa lke r b e g ins e nq uiry into  Lo nd o n ma rke t e xc e ss lo ss o f b usine ss 

 Ma rc h 30th Ele c tro nic -p la c ing  sup p o rt (EPS) g o e s live  

 June  24th Ove ra ll lo ss o f £1,863 millio n fo r 1989 a nno unc e d  

 June  30th First Euro p e a n b ro ke r a d mitte d  

 Aug ust 28th Co unc il re c e ive s vo te  o f c o nfid e nc e  in p o sta l b a llo t (80.3 p e r c e nt o f vo te s) 

 Aug ust 6th Co unc il imp le me nts Mo rse  p la n o n g o ve rna nc e  

 Se pte mbe r 11th Hurric a ne  And re w (US) 

 

1993 Ac tive  me mb e rs 19,537 Ca p a c ity £8,784m Synd ic a te s 228 

 Ja nua ry 1st Da vid  Ro wla nd  (la te r Sir Da vid  Ro wla nd ) a p p o inte d  first full-time  re mune ra te d  Cha irma n o f Llo yd ’ s 

 June  26th Ove ra ll lo ss o f £2,318 millio n fo r 1990 a nno unc e d  

 July 5th Na me s c a ll EGM o n b usine ss p la n; 75 p e r c e nt o f vo te s sup p o rt re so lutio n to  tra d e  o n  

Se pte mbe r 13th First Guid e  to  Co rp o ra te  Me mb e rship  p ub lishe d  

 Oc tobe r 20th EG M o f me mb e rs’  vo te s o ve rwhe lming ly fo r a d missio n o f c o rp o ra te  c a p ita l (95.6 p e r c e nt o f vo te s) 

 De c e mbe r 7th £900 millio n se ttle me nt o ffe r fo r Na me s a nno unc e d  

 

1994 Ac tive  me mb e rs 17,634* Ca p a c ity £10,898m Synd ic a te s 179 

 Ja nua ry 1st First c o rp o ra te  me mb e rs c o mme nc e  und e rwriting  with £1,595 millio n c a p a c ity 

 Fe brua ry 14th Se ttle me nt o ffe r a llo we d  to  la p se  a fte r a c c e p ta nc e  b y o nly 38 p e r c e nt (b y va lue ) o f Na me s 

 Ma y 17th Ove ra ll lo ss o f £2,048 millio n fo r 1991 a nno unc e d  

 Se pte mbe r 15th Fina nc ia l re c o ve ry d e p a rtme nt e sta b lishe d  

 Oc tobe r Old  a nd  o p e n ye a rs p ro je c t (Ne wCo ) re na me d  ‘ Eq uita s’  

 Oc tobe r 4th Go o d a  Wa lke r Na me s win ne g lig e nc e  jud g me nt 

 De c e mbe r 8th Co unc il re vive s ta lks o n furthe r se ttle me nt 
 

1995 Ac tive  me mb e rs 14,984* Ca p a c ity £10,195m Synd ic a te s 170 

 Ma rc h 10th Fe ltrim Na me s win ne g lig e nc e  jud g me nt 

 Ma y 23rd Ove ra ll lo ss o f £1,193 millio n fo r 1992 a nno unc e d  

 Ma y 23rd Re c o nstruc tio n a nd  re ne wa l p la n a nno unc e d  inc lud ing  £2.8 b illio n se ttle me nt o ffe r 

 Ma y 25th Tre a sury a nd  Civil Se rvic e  Se le c t Co mmitte e  o n fina nc ia l se rvic e s re g ula tio n p ub lishe s re p o rt o n Llo yd ’ s 

July 31st First c a p a c ity a uc tio ns c o mme nc e  

 Aug ust 1st Ne w US tra d ing  a rra ng e me nts a p p ro ve d  b y Ne w Yo rk Insura nc e  De p a rtme nt 

 Oc tobe r 9th First Llo yd ’ s g e ne ra l re p re se nta tive  in Ja p a n a p p o inte d  

 Oc tobe r 10th Me rre tt Na me s win ne g lig e nc e  jud g me nt 

 De c e mbe r 8th Anno unc e me nt o f e nd  to  ha rd ship  sc he me  

 De c e mbe r 22nd Llo yd ’ s o f Lo nd o n Pre ss Ltd  so ld  to  ma na g e me nt b uy-o ut te a m fo r £82.5 millio n 

 

1996 Ac tive  me mb e rs 12,960* Ca p a c ity £9,993m Synd ic a te s 167 
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Fe brua ry 6th Sa le , fo r £180 millio n, a nd  le a se b a c k o f 1986 b uild ing  a nno unc e d  

 Ma rc h 8th ind ic a tive  fina lity sta te me nts se nt to  34,000 Na me s 

 Ma rc h 29th Eq uita s re c e ive s c o nd itio na l DTI a utho riza tio n 

 Ma y 10th Llo yd ’ s inc re a se s se ttle me nt o ffe r to  £3.1 b illio n 

 June  20th Furthe r ind ic a tive  sta te me nt se nt to  Na me s; te rms o f fina l se ttle me nt e xp la ine d  

 July 12th Re c o rd  p ure  ye a r o f p ro fit o f £1,084 millio n fo r 1993 a nno unc e d  

 July 15th 1993,1994 a nd  1995 me mb e rs vo te  o n £440 millio n re fund a b le  sp e c ia l c o ntrib utio ns to  fund ing  o f p la n. 

 O ffe r inc re a se d  to  £3.2 b illio n. 

 July 31st Fina lity sta te me nts se nt to  Na me s 

 Aug ust 30th Co unc il d e c la re s se ttle me nt o ffe r unc o nd itio na l fo llo wing  a c c e p ta nc e  b y 91 p e r c e nt o f me mb e rs 

 wo rld wid e  

 Se pte mbe r 4th Cha irma n ring s Lutine  Be ll thre e  time s to  ma rk imp le me nta tio n o f re c o nstruc tio n a nd  re ne wa l a nd  

 unc o nd itio na l a utho riza tio n o f  Eq uita s 

 De c e mbe r 30th Five  ne w b usine ss units o f Co rp o ra tio n o f Llo yd ’ s c re a te d  

 

1997 Ac tive  me mb e rs 10,161* Ca p a c ity £10,323m Synd ic a te s 164 

 Ja nua ry 9th Llo yd ’ s g ra nte d  o p e ra ting  lic e nse s in Ja p a n 

 Ja nua ry 20th 1997 re g ula to ry p la n p ub lishe d  

 Fe brua ry 28th Co nc lusio n o f re c o nstruc tio n a nd  re ne wa l a c c e p te d  b y 95 p e r c e nt o f Na me s 

 Ma y 30th Pure  ye a r p ro fit o f £1,013 millio n fo r 1994 a nno unc e d  

 July 14th Llo yd ’ s future  d ire c tio n: Sta te me nt o f p o lic y b y the  Co unc il o f Llo yd ’ s p ub lishe d , e xp a nd ing  o n nine  

 p rinc ip le s fo r Llo yd ’ s future  d e ve lo p me nt 

 

1998 Ac tive  me mb e rs 7,260* Ca p a c ity £10,168m Synd ic a te s 155 

 Ja nua ry 21st Go ve rnme nt a nno unc e s ind e p e nd e nt e xte rna l o ve rsig ht o f Llo yd ’ s    

 re g ula tio n b y the  Fina nc ia l Se rvic e s Autho rity 

 Ma y 4th Pure  ye a r p ro fit o f £1,149m fo r 1995 a nno unc e d  

 

1999 Ac tive  me mb e rs 4,712* Ca p a c ity £9,868m Synd ic a te s 139 

 Ja nua ry 1st First c a p tive  synd ic a te  c o mme nc e s und e rwriting  (SmithKline      

 Be e c ha m) 

 April 19th Llo yd ’ s se c urity e nha nc e d  b y the  re insura nc e  o f the  Ce ntra l Fund . 

 July 1st Nic k Pre tte jo hn a p p o inte d  CEO 

 Aug ust 23rd Affirma tio n b y Sta nd a rd  & Po o rs o f A+ (Stro ng ) ra ting . AM Be st a ffirms its ra ting  o f A (Exc e lle nt) e a rlie r in 

the  ye a r 

2000 Ac tive  me mb e rs 3,296* Ca p a c ity £10,045m Synd ic a te s 123 

 

 Ja nua ry 12th Ma x Ta ylo r, Cha irma n o f Llo yd ’ s b e c o me s the  first Brito n to  sit o n the  US Insure rs Bo a rd  

 July 3rd Ge ne ra l Insura nc e  Sta nd a rd s Co unc il (G ISC) a ssume s re g ula to ry re sp o nsib ility fo r Llo yd ’ s Bro ke rs 

 July 6th AM Be st re a ffirms it’ s ra ting  o f A (Exc e lle nt) 

  *Inc lud ing  c o rp o ra te  me mb e rs 

 

THE HISTO RY O F THE LUTINE BELL 

Fo r mo re  tha n a  c e ntury, the  Lutine  Be ll ha s b e e n syno nymo us with the  na me  o f Llo yd ’ s, the  wo rld ’ s le a d ing  insura nc e  

ma rke t. Tra d itio na lly rung  to  he ra ld  imp o rta nt a nno unc e me nts to  und e rwrite rs a nd  b ro ke rs in the  Und e rwriting  Ro o m– o ne  

stro ke  fo r b a d  ne ws a nd  two  fo r g o o d  – it is re c o g nize d  thro ug ho ut the n wo rld  a s the  symb o l o f a n o rg a niza tio n who se  

fo rtune s a re  linke d  ine xtric a b ly with na tura l a nd  ma n-ma d e  c a ta stro p he s. 

 

The  b e ll wa s c a rrie d  o rig ina lly o n b o a rd  the  Fre nc h frig a te  La  Lutine , whic h surre nd e re d  to  the  British a t To ulo n in 1793. Six 

ye a rs la te r a s HMS Lutine , c a rrying  a  c a rg o  o f g o ld  a nd  silve r b ullio n, she  sa nk o ff the  Dutc h c o a st. Llo yd ’ s und e rwrite rs who  

p a id  the  c la im in full insure d  the  c a rg o , va lue d  the n a t a ro und  £1 millio n. 

 

The re  ha ve  b e e n nume ro us sa lva g e  a tte mp ts o n the  ve sse l sinc e  she  sa nk. The se  ha ve  yie ld e d  a  numb e r o f g o ld  a nd  silve r 

b a rs, the  ship ’ s rud d e r, fro m whic h a  ta b le  a nd  c ha ir we re  ma d e , a nd  se ve ra l o the r ite ms inc lud ing  the  c a p ta in’ s wa tc h. In 

1859 the  wre c k yie ld e d  its mo st imp o rta nt tre a sure , the  ship ’ s b e ll whic h wa s hung  in the  Und e rwriting  Ro o m whic h Llo yd ’ s 

o c c up ie d  in the  Ro ya l Exc ha ng e  in the  C ity d uring  the  1890s a nd  wa s rung  whe n ne ws o f o ve rd ue  ship s a rrive d  a t Llo yd ’ s. 

 

The  p urp o se  o f ring ing  the  Lutine  b e ll ha s o fte n b e e n misund e rsto o d . Fo r ma ny ye a rs, whe ne ve r a  ve sse l b e c a me  o ve rd ue , 

und e rwrite rs invo lve d  in insuring  the  ve sse l wo uld  a sk a  sp e c ia list b ro ke r to  re insure  so me  o f the ir lia b ility b a se d  o n the  

p o ssib ility o f the  ship  b e c o ming  a  to ta l lo ss. Whe n re lia b le  info rma tio n a b o ut the  ve sse l b e c a me  a va ila b le , the  b e ll wa s rung  

o nc e  fo r b a d  ne ws – suc h a s a  to ta l lo ss – o r twic e  fo r sa fe  a rriva l o r p o sitive  sig hting . This e nsure d  tha t a ll b ro ke rs a nd  

und e rwrite rs with a n inte re st in the  risk b e c a me  a wa re  o f the  ne ws simulta ne o usly. 
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Mo d e rn c o mmunic a tio ns ha ve  e nsure d  tha t the  c ha nc e s o f a  ve sse l b e c o ming  o ve rd ue  a re  no w ve ry sma ll. The  b e ll wa s 

la st rung  o nc e  fo r the  lo ss o f a n o ve rd ue  ship  in 1979, a nd  it wa s la st rung  twic e  fo r a  sa fe  a rriva l in 1981.  

 

The  ring ing  o f the  Lutine  b e ll is no w re stric te d  p rinc ip a lly to  c e re mo nia l o c c a sio ns. 

The  o nly o c c a sio n whe re  the  b e ll wa s rung  thre e  time s wa s o n 4 Se p te mb e r 1996 whe n Da vid  Ro wla nd , Cha irma n o f Llo yd ’ s 

a c c o mp a nie d  b y Antho ny Ne lso n, the n ministe r o f Sta te  fo r Tra d e  a nd  Ind ustry, a nno unc e d  the  imp le me nta tio n o f Llo yd ’ s 

re c o nstruc tio n a nd  re ne wa l p ro g ra m a nd  the  unc o nd itio na l a utho riza tio n o f Eq uita s. 

FA C TS A BO UT THE LUTINE BELL 

Lutine  is a  Fre nc h wo rd  me a ning  ‘ e lf’  o r ‘ sp rite ’ . The  b e ll we ig hs 106 p o und s a nd  me a sure s 18 inc he s in d ia me te r. It b e a rs the  

insc rip tio n St Je a n 1779, whic h ma y ha ve  b e e n e ithe r Lutine ’ s o rig ina l na me  o r the  b e ll ma y ha ve  b e e n a  se c o nd -ha nd  

re p la c e me nt. 

 

The  b e ll ha s hung  in fo ur suc c e ssive  Llo yd ’ s Und e rwriting  Ro o ms: 

¾ The  Ro ya l Exc ha ng e  1890s-1928 

¾ Llo yd ’ s b uild ing  in Le a d e nha ll Stre e t 1928-1958 

¾ Llo yd ’ s first Lime  Stre e t he a d q ua rte rs 1958-1986 

¾ The  p re se nt Llo yd ’ s b uild ing  sinc e  1986 

 

The  la st o c c a sio n o n whic h the  b e ll wa s rung  twic e  fo r a  ve sse l wa s 10 No ve mb e r 1981 whe n it wa s struc k twic e  to  

a nno unc e  ne ws o f c o nta c t with the  o ve rd ue  Lib e ria n mo to r ve sse l G lo ria . 

 

The  b e ll wa s la st rung  o nc e  fo r a  ve sse l o n 9 No ve mb e r 1979 whe n wre c ka g e  o f the  ta nke r Be rg e  Va ng a  (228,000 to ns d wt) 

wa s lo c a te d  in the  so uth Atla ntic . By a  sa d  c o inc id e nc e , the  p re vio us o c c a sio n wa s fo r the  Be rg e  Va ng a ’ s siste r ship  the  

Be rg e  Istra  (227,000 to ns d wt) tha t sa nk in the  Pa c ific  a fte r thre e  e xp lo sio ns o n 19 Ja nua ry 1976. 

 

HM The  Q ue e n ha s ring e d  the  b e ll twic e  fo r g o o d  ne ws o n a  numb e r o f ro ya l o c c a sio ns inc lud ing  the  o p e ning  o f the  

p re se nt b uild ing  o n 18 No ve mb e r 1986. 

 

Altho ug h the  Lutine  b e ll’ s tra d itio ns a re  firmly ro o te d  in Llo yd ’ s ma rine  ma rke t, it wa s rung : 

¾ Twic e  to  a nno unc e  the  sa fe  sp la shd o wn o f the  US Ap o llo  8 sp a c e  missio n o n 

  De c e mb e r 27th, 1968 

¾ Twic e  o n 28 No ve mb e r 1973 to  a nno unc e  the  re le a se  o f e le ve n ho sta g e  fro m a  hija c ke d  Dutc h Bo e ing  747 

¾ Twic e  o n 14 No ve mb e r 1984 whe n Llo yd ’ s Silve r Me d a l fo r Me rito rio us Se rvic e s  wa s p re se nte d  to  the  c re w o f 

the  NASA sp a c e  shuttle  Disc o ve ry who  ha d   suc c e ssfully re c o ve re d  two  c o mmunic a tio ns sa te llite s fro m a n 

inc o rre c t  o rb it. 

 

Llo yd ’ s o f Lo nd o n is the  wo rld ’ s b e st kno wn insura nc e  b ra nd , ye t the  le a st und e rsto o d .  

This is b e c a use  Llo yd ’ s is a  ma rke t ra the r tha n a  c o mp a ny. Llo yd ’ s d e rive s c o nsid e ra b le  stre ng th fro m b e ing  a  ma rke t b ut, a s 

suc h, the  ma nne r in whic h it struc ture s its fina nc e s a nd  c o nd uc ts its b usine ss c a n b e  d iffic ult to  und e rsta nd  whe n c o mp a re d  

to  insura nc e  c o mp a nie s.  

 

Ge ne ra lly, the  Llo yd ’ s ma rke t d o e s no t d e a l with its c lie nts d ire c tly, b ut use s a  g lo b a l ne two rk o f insura nc e  b ro ke rs. 

LLO YD’S TO DA Y 

Llo yd ’ s ma y b e  a b le  to  tra c e  its ro o ts to  a  17th c e ntury c o ffe e  sho p , b ut tha t ha s little  b e a ring  o n the  ma rke t’ s c urre nt 

p ra c tic e s.  

 

To d a y, Llo yd ’ s is ho me  to  so me  o f the  mo st skille d  a nd  e xp e rie nc e d  sp e c ia list und e rwrite rs in the  wo rld , le a d ing  the  ind ustry 

in c re a ting  ne w a re a s o f insura nc e , suc h a s kid na p  a nd  ra nso m, sp a c e  a nd  a via tio n a nd  c yb e r- lia b ility, in a d d itio n to  

c o ve ring  mo re  sta nd a rd  c la sse s o f insura nc e . In te rms o f ho w b usine ss a c tua lly wo rks in the  ma rke t, Llo yd ’ s utilize s a  ra ng e  o f 

mo d e rn IT syste ms fo r p ro c e ssing  the  millio ns o f risks it d e a ls with e ve ry ye a r.  

 

Ce rta in c la sse s o f insura nc e  c a n no w b e  b o ug ht o n- line  fro m re g iste re d  insura nc e  p ro fe ssio na ls b a se d  a t Llo yd ’ s, inc lud ing  

fine  a rt a nd  c a rg o .  Llo yd ’ s o wn we b site , www. Llo yd s. c o m, a llo ws insura nc e  b ro ke rs a nd  o the r p ro fe ssio na ls fro m a ll o ve r 

the  wo rld  to  find  info rma tio n o n a va ila b le  c o ve r in the  ma rke t. 

 

LLO YD’S G LO BA L INSURA NC E INDUSTRY 

Any o rg a niza tio n tha t ha s e xiste d  fo r o ve r 300 ye a rs will ha ve  e xp e rie nc e d  ma ny c ha ng e s. Entire  na tio na l e c o no mie s a nd  

insura nc e  ind ustrie s ha ve  ma ture d  in the  d e ve lo p ing  wo rld , a nd  ne w typ e s o f insura nc e  ha ve  b e e n inve nte d , ma ny b y 

Llo yd ’ s itse lf.  
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To d a y, o ve r 90% o f FTSE 100 c o mp a nie s ha ve  p o lic ie s with Llo yd ’ s (FTSE 100 a nd  Do w Jo ne s IA /  Exc ha ng ing  Ins- sure  

Se rvic e s, a s a t De c . 2002). The  ma rke t a lso  und e rwrite s 29% o f wo rld  a via tio n a nd  12% o f wo rld  ma rine  b usine ss (FTSE 100 a nd  

Do w Jo ne s IA /  Exc ha ng ing  Ins- sure  Se rvic e s, a s a t De c . 2002.) 

 

The  Lo nd o n ma rke t fo r insura nc e  is the  wo rld ’ s le a d ing  c e nte r fo r inte rna tio na l insura nc e  a nd  re insura nc e , a nd  Llo yd ’ s 

a c c o unts fo r 52% o f its g ro ss p re miums (Inte rna tio na l Fina nc ia l Ma rke ts in the  UK, a s a t Ma y 2003 (p g . 9), Fig ure  fo r 2001 e st.) 

 

In 2003, the  Llo yd ’ s ma rke t ha s g ro wn to  re c o rd  size  in te rms o f its a b ility to  a c c e p t insura nc e  p re miums, whic h ha ve  

re a c he d  a  ne w hig h o f $23.2 b illio n (Llo yd ’ s Me mb e rs’  Se rvic e s Unit, a s a t Fe b . 2003. Exc ha ng e  ra te : £1: $1.61), sp re a d  

a c ro ss 71 synd ic a te s (Llo yd ’ s Me mb e rs’  Se rvic e s Unit, a s a t Ja n. 2003.) 

 

Llo yd ’ s sha re  o f the  wo rld ’ s la rg e st insura nc e  ma rke t, the  Unite d  Sta te s, is c o ntinuing  to  inc re a se , with Llo yd ’ s no w the  la rg e st 

sing le  insure r o f ‘ surp lus line s’  b usine ss. This is insura nc e  fo r whic h c o ve ra g e  is no t a va ila b le  in the  sta nd a rd  o r ‘ a d mitte d ’  U. 

S. ma rke t, g e ne ra lly b e c a use  o f the  sc a le  o f risk to  b e  c o ve re d  o r its sp e c ia lize d  na ture . 93% o f c o mp a nie s in the  Do w Jo ne s 

Ind ustria l Ave ra g e  ha ve  p o lic ie s with Llo yd ’ s (FTSE 100 a nd  Do w Jo ne s IA /  Exc ha ng ing  Ins- sure  Se rvic e s, a s a t De c . 2002.) 

 

LLO YD’S IN THE U. S. 

Llo yd ’ s re la tio nship  with the  U. S. ha s b e e n a  lo ng  a nd  inno va tive  o ne . To d a y, Llo yd ’ s is kno wn in the  U. S. p rima rily a s the  

la rg e st surp lus line s insure r a nd  o ne  o f the  la rg e st re insure s, b ut in re a lity, Llo yd ’ s is muc h mo re . In the  1800’ s Llo yd ’ s b e g a n b y 

insuring  ship s a nd  c a rg o s, a nd  o ve r the  ne xt 100 ye a rs d e ve lo p e d  inno va tive  c o ve r suc h a s kid na p  a nd  ra nso m insura nc e , 

b a nke rs’  b la nke t b o nd s a nd  wo rke rs c o mp e nsa tio n insura nc e .  

 

La st c e ntury sa w Llo yd ’ s p ro vid e  insura nc e  a g a inst na tura l c a ta stro p he s suc h a s the  1906 Sa n Fra nc isc o  e a rthq ua ke  a nd  

mo re  re c e ntly c o ve r fo r c la sse s o f me d ic a l ma lp ra c tic e , d ire c to rs a nd  o ffic e rs lia b ility a nd  te rro rism insura nc e .  

 

Thro ug ho ut this lo ng  re la tio nship  with the  U. S., Llo yd ’ s ha s p ro vid e d  Ame ric a n b usine sse s with c re a tive  so lutio ns to  the ir risk 

ma na g e me nt ne e d s. U. S. b uye rs o f insura nc e  fro m Llo yd ’ s b e ne fit fro m the  a d d e d  se c urity o f the  U. S. Trust Fund s, whic h a t 

the  e nd  o f 2002 to ta le d  mo re  tha n $16.5 b illio n (Llo yd ’ s G lo b a l Re p o rt 2002) 

 

All surp lus line s, re insura nc e  a nd  lic e nse d  b usine ss writte n b y Llo yd ’ s a re  sup p o rte d  b y the se  sta tic  re g ula to ry d e p o sits, whic h 

a re  fund s Llo yd ’ s ma inta ins in trust fo r the  b e ne fit o f the  U. S. p o lic yho ld e r. 

 

LLO YD’S FINA NC IA L PERFO RMA NC E 

In the  p a st, fina nc ia l a na lysts ha ve  c o mme nte d  tha t Llo yd ’ s te nd s to  o utp e rfo rm the  re st o f the  insura nc e  ind ustry, d o ing  

b e tte r d uring  p ro fita b le  p e rio d s a nd  und e r p e rfo rming  d uring  p o o re r ma rke t c o nd itio ns. This is d ue , in p a rt, to  Llo yd ’ s 

willing ne ss to  und e rwrite  ne w, d iffic ult a nd  c o mp le x risk, p la c ing  Llo yd ’ s a t the  le a d ing  e d g e  o f the  insura nc e  ind ustry. 

 

Llo yd ’ s ne wly intro d uc e d  fra nc hise  syste m a nd  b usine ss p la nning  a im to  imp ro ve  the  ma rke t’ s fina nc ia l p e rfo rma nc e , g iving  

mo re  c o nsiste nt re sults a nd  lo ng - te rm p ro fita b ility. 

 

Fina nc ia l ra ting s a g e nc ie s A. M. Be st a nd  Sta nd a rd  & Po o r’ s c e rta inly ha ve  suffic ie nt c o nfid e nc e  in Llo yd ’ s to  ra te  it A- 

(Exc e lle nt) a nd  A (Stro ng ) re sp e c tive ly, o ffe ring  its c lie nts first-c la ss se c urity. Llo yd ’ s tra d itio na l thre e - ye a r a c c o unting  syste m 

ha d  ma d e  it d iffic ult to  c o mp a re  its fina nc ia l re p o rt o n a n a nnua l b a sis. In 2002 Llo yd ’ s p ub lishe d  its re sults o n a n a nnua l 

a c c o unting  b a sis, imp ro ving  the  tra nsp a re nc y a nd  c o mp a ra b ility o f Llo yd ’ s to  its p e e rs. Llo yd ’ s c o mb ine d  ra tio  o f 98.6% fo r 

2002 (Llo yd ’ s G lo b a l Re sults 2002) is a  sig nific a nt a c hie ve me nt, a nd  hig hlig hts the  a b ility o f Llo yd ’ s to  o utp e rfo rm o the rs in 

the  ind ustry. 

A N INTERNA TIO NA L INSTITUTIO N 

Altho ug h it is syno nymo us with the  C ity o f Lo nd o n, Llo yd ’ s is a  truly g lo b a l o rg a niza tio n, a ttra c ting  b usine ss a nd  c a p ita l fro m 

a ro und  the  wo rld . The  Llo yd ’ s ma rke t c o nd uc ts b usine ss in o ve r 120 c o untrie s a nd  ha s its o wn o ffic e s a nd  sta ff in 25 

c o untrie s. Llo yd ’ s la rg e st sing le  ma rke t is the  Unite d  Sta te s, whic h a c c o unte d  fo r 35% o f its b usine ss o r $8 b illio n in 2002, 

fo llo we d  b y the  UK, Ca na d a  a nd  Be rmud a . 

 

O f the  c a p ita l tha t no w sup p o rts Llo yd ’ s, o ve r 45% c o me s fro m no n- UK so urc e s, p rima rily the  U. S. a nd  Be rmud a . Insure rs 

fro m a ll o ve r the  wo rld  o p e ra te  b usine sse s a t Llo yd ’ s inc lud ing  Be rkshire  Ha tha wa y (USA), Munic h Re  (G e rma ny), Mitsui 

(Ja p a n), AIG  (USA) a nd  ACE (Be rmud a ). 

 

Llo yd ’ s und e rwrite s a  hug e  ra ng e  o f b usine sse s a nd  p ro je c ts inte rna tio na lly inc lud ing  o ilrig s, und e rg ro und  tra nsp o rt ne two rks, 

a irline s a nd  the  wo rld ’ s to p  five  ma nufa c ture rs o f p e rso na l c o mp ute rs. 
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LLO YD’S C A PITA L 

Whe n Llo yd ’ s wa s fo und e d  in the  17th c e ntury, its fina nc ia l b a c ke rs we re  we a lthy p riva te  ind ivid ua ls who  sta ke d  the ir e ntire  

fo rtune s b y tra d ing  with unlimite d  lia b ility. (Und e r UK la w, a ny so le  tra d e r ha s unlimite d  lia b ility.) Be c a use  the se  ind ivid ua ls 

sig ne d  the ir na me s o n e a rly insura nc e  c o ntra c ts c a lle d  slip s, the y b e c a me  kno wn a s ‘ Na me s’ . 

 

The  Na me s we re  Llo yd ’ s so le  b a c ke rs until 1994 whe n the  ma rke t vo te d  to  a llo w c o rp o ra te  c a p ita l into  the  ma rke t. Sinc e  

the n, the  ma ke - up  o f Llo yd ’ s c a p ita l b a se  ha s g o ne  thro ug h a  ma jo r c ha ng e . 

 

To d a y, 87% o f the  c a p ita l b a c king  a t Llo yd ’ s c o me s fro m c o rpo ra te  b o d ie s – p rima rily the  inte rna tio na l insura nc e  ind ustry. 

Ame ric a n a nd  Be rmud a n c o mp a nie s sup p ly 31% UK insure rs 36% 14 a nd  the  re ma ind e r c o me s fro m o the r o ve rse a s 

c o mp a nie s a nd  Na me s who  ha ve  c o nve rte d  to  limite d  lia b ility b y fo rming  limite d  c o mp a nie s. 

 

In 2003, the  numb e r o f Na me s tra d ing  with unlimite d  lia b ility ha s d ro p p e d  to  just o ve r 2,000. It is no  lo ng e r p o ssib le  fo r a ny 

furthe r unlimite d  lia b ility Na me s to  jo in the  ma rke t. 

 

 

The  re a lity o f Llo yd ’ s in 2003 is a  b o ld  a nd  vib ra nt p ic ture .  It is a  thriving  inte rna tio na l b usine ss with the  a b ility to  a c c e p t 

$23.2 b illio n in insura nc e  p re miums. Llo yd ’ s is a  b usine ss tha t 96% o f the  FTSE 100 a nd  93% o f the  Do w Jo ne s Ind ustria l 

Ave ra g e  c ho se  fo r the ir insura nc e . It is no t witho ut g o o d  re a so n tha t Llo yd ’ s ha s b e e n the  b e st-kno wn b ra nd  in g lo b a l 

insura nc e  – fo r o ve r 300 ye a rs.  As it tra d e s into  the  21st c e ntury, Llo yd ’ s c o ntinue s to  b e  a t the  fo re fro nt o f wo rld  insura nc e . 

 

Llo yd ’ s p re mium inc o me  wa s $26.1 b illio n in 2002, 

 

LLO YD’S BUSINESS BY C LA SS  

¾ Ac c id e nt & He a lth 4%  

¾ Mo to r a nd  Third  Pa rty Lia b ility2% 

¾ Mo to r a nd  Othe r C la sse ss7% 

¾ Ma rine , a via tio n & tra nsp o rt 14% 

¾ Fire  a nd  o the r d a ma g e  p ro p e rty 22%  

¾ Third  Pa rty Lia b ility 23% 

¾ Othe r 3% 

¾ Re insura nc e  Ac c e p ta nc e  25% 

 

LLO YD’S BUSINESS BY REG IO N 

¾ USA 35% 

¾ UK 32% 

¾ EUROPE 14% 

¾ Othe r Ame ric a s 9% 

¾ Asia /  Afric a  7% 

¾ Re st o f Wo rld  3% 

 

So urc e : Llo yd ’ s Ma rke t Re p o rting  Fig ure s a s o f 2002. So urc e : Llo yd ’ s Ma rke t Re p o rting  

 

LLOYD’ S U. S. BUSINESS BY CATEG ORY 2002 

¾ Surp lus line s 50% 

¾ Re insura nc e  37% 

¾ Exe mp t line s 11% 

¾ Sta te  lic e nse d  2% 

Fig ure s a s a t 31 De c e mb e r 2002. So urc e : Llo yd ’ s Wo rld wid e  Ma rke ts 

 

Llo yd ’ s Ame ric a , Inc . is no t lic e nse d  a s a n insure r in a ny sta te . Und e rwrite rs a t Llo yd ’ s a re  lic e nse d  o nly in Ke ntuc ky, Illino is 

a nd  U. S. Virg in Isla nd s, a nd  a re  a p p ro ve d  surp lus line s insure rs in a ll U. S. jurisd ic tio ns e xc e p t Ke ntuc ky a nd  U. S. Virg in Isla nd s. 

Any surp lus line s b usine ss tra nsa c te d  with Llo yd ’ s must b e  thro ug h a  lic e nse d  surp lus line s b ro ke r. Llo yd ’ s is re g ula te d  in the  

Unite d  King d o m b y the  FSA. www. Llo yd s. c o m/  Ame ric a  

LLOYD’S OF CHAIN SECURITY 

All p re miums re c e ive d  a re  he ld  in trust fo r the  p ro te c tio n o f p o lic yho ld e rs. The se  liq uid  a sse ts a re  a va ila b le  to  me e t c la ims 

a nd  o the r und e rwriting  lia b ilitie s o f the  me mb e r. This fo rms the  first link in Llo yd ’ s c ha in o f se c urity. All me mb e rs a re  re q uire d  

to  ho ld  a d d itio na l c a p ita l a t Llo yd ’ s a s furthe r se c urity fo r the ir und e rwriting . This fo rms the  se c o nd  link. Me mb e rs’  o the r 

a sse ts a re  a lso  a va ila b le  to  me e t c la ims, fo rming  the  third  link. 
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Llo yd ’ s o p e ra te s a  c e ntra l fund , whic h is a va ila b le  a t the  d isc re tio n o f the  Co unc il o f Llo yd ’ s, to  me e t a ny p o rtio n o f a ny 

c la im tha t is no t me t fro m the  first thre e  so urc e s.  

 

This, a nd  o the r Llo yd ’ s c e ntra l a sse ts, c o nstitute s the  fo urth link in Llo yd ’ s c ha in o f se c urity. 

 

Se c urity is o f p a ra mo unt imp o rta nc e  to  a ll p o lic yho ld e rs. 

 

The  struc ture  o f se c urity a t Llo yd ’ s is d e te rmine d  b y the  wa y the  Llo yd ’ s ma rke t is c o nstitute d . Llo yd ’ s is a  so c ie ty o f me mb e rs 

who  und e rwrite  insura nc e  in g ro up s, kno wn a s synd ic a te s, b ut e a c h me mb e r is lia b le  fo r the ir o wn sha re  o f e a c h p o lic y a nd  

no t fo r tho se  o f o the r me mb e rs. 

 

The  re p uta tio n o f Llo yd ’ s fo r two  le a d ing  no w re c o g nize s first c la ss se c urity ind e p e nd e nt inte rna tio na l ra ting s a g e nc ie s, A. M. 

Be st a nd  Sta nd a rd  & Po o r’ s, who  ra te  Llo yd ’ s A- (Exc e lle nt) a nd  A (Stro ng ) re sp e c tive ly. The se  ra ting s re fle c t the  stre ng th o f 

the  to ta l re so urc e s o f the  Llo yd ’ s ma rke t o f $43.5 b illio n. 

 

SEC URITY IS PA RA MO UNT 

Pre miums Trust Fund s: $27,657m* Pa yme nt o f c la ims ta ke s p re c e d e nc e  o ve r d istrib utio n o f p ro fits. 

 

All p re miums a nd  re se rve s a t synd ic a te  le ve l a re  he ld  in p re miums trust fund s o r o ve rse a s re g ula to ry d e p o sits. Pro fits a re  

d istrib ute d  o nly whe n a  ye a r o f a c c o unt is c lo se d , no rma lly a fte r thre e  ye a rs. 

 

Me mb e rs’  p re miums trust fund s a nd  o ve rse a s re g ula to ry d e p o sits he ld  a t synd ic a te  le ve l fo rm the  first link in the  c ha in. This is 

whe re  a ll the  p re mium inc o me  a nd  a ny a d d itio na l re se rve s a re  he ld  in trust fo r the  b e ne fit o f p o lic yho ld e rs. Mo nie s a re  

inve ste d  c o nse rva tive ly in o rd e r tha t the y a re  a va ila b le  a s so o n a s re q uire d . 

 

Othe r tha n p a ying  c la ims, the se  fund s c a n b e  use d  o nly to  me e t p e rmitte d  e xp e nse s a nd  o utg o ing s, fo r e xa mp le , 

re insura nc e  p re miums, und e rwriting  e xp e nse s a nd  to  fund  the  o ve rse a s re g ula to ry d e p o sits, whic h a lso  fo rm p a rt o f the  first 

link in the  c ha in. 

 

Me mb e rs a re  una b le  to  re c e ive  p ro fits fro m the  fund s until the  und e rwriting  a c c o unt ha s b e e n c lo se d , thre e  ye a rs la te r, a nd  

a ll o utsta nd ing  lia b ilitie s ha ve  b e e n p ro vid e d  fo r. 

 

*All fig ure s c o rre c t a s a t 31 De c e mb e r 2002. Exc ha ng e  ra te  = £1: $1.61 

MEMBERS’ FUNDS A T LLO YD’S 

Ca p ita l re q uire me nts a re  d e te rmine d  fo r e a c h me mb e r b y Llo yd ’ s risk- b a se d  c a p ita l me tho d o lo g y, sub je c t to  p re sc rib e d  

minimum le ve ls. 

 

Ca p ita l he ld  a t Llo yd ’ s: $14,438m* Ad d itio na l fund s a re  he ld  in trust a s se c urity fo r me mb e rs’  und e rwriting  lia b ilitie s In c a se  

the  re so urc e s in the  p re miums trust fund s p ro ve  insuffic ie nt to  me e t o b lig a tio ns to  p o lic yho ld e rs, e ve ry me mb e r, b o th 

c o rp o ra te  a nd  ind ivid ua l, is re q uire d  to  ho ld  a d d itio na l c a p ita l a t Llo yd ’ s. This is a lso  he ld  in trust fo r the  p ro te c tio n o f 

p o lic yho ld e rs. 

 

To  q ua lify fo r inc lusio n, the se  a sse ts must b e  re a d ily re a liza b le . The y inc lud e  c a sh, se c uritie s, le tte rs o f c re d it, a nd  b a nk a nd  

insura nc e  c o mp a ny g ua ra nte e s. 

 

The  a mo unt o f c a p ita l re q uire d  is d e te rmine d  b y the  na ture  a nd  a mo unt o f risk the  me mb e r und e rwrite s. Tho se  und e rwriting  

riskie r b usine ss a re  re q uire d  to  ha ve  mo re  fund s a t Llo yd ’ s. 

 

Othe r a sse ts o wne d  b y ind ivid ua l me mb e rs o f Llo yd ’ s a re  a lso  a va ila b le  to  me e t c la ims o n the  p o lic ie s the y ha ve  

und e rwritte n, sho uld  the  fund s in the  first two  links p ro ve  insuffic ie nt.  

 

Ind ivid ua l me mb e rs tra d e  with unlimite d  lia b ility a nd  a re  lia b le  to  the  full e xte nt o f the ir p e rso na l we a lth. This is no t sho wn in 

Llo yd ’ s a c c o unts, whic h re c o rd  o nly the  we a lth tha t ha s b e e n d e c la re d  to  Llo yd ’ s. 

 

Co rp o ra te  me mb e rs a re  lia b le  to  the  e xte nt o f the ir re so urc e s. The y a re  o fte n the  sub sid ia rie s o f le a d ing  insura nc e  

c o mp a nie s, fo rme d  sp e c ia lly to  p a rtic ip a te  in the  Llo yd ’ s ma rke t. 

 

Altho ug h a g g re g a te  numb e rs a re  sho wn, the  first thre e  links e a c h o p e ra te  o n a  se ve ra l b a sis. Ea c h me mb e r’ s re so urc e s a re  

o nly a va ila b le  to  me e t the ir sha re  o f c la ims. 
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MEMBERS’ O THER A SSETS 

Ad d itio na l a sse ts, no t ne c e ssa rily he ld  a t Llo yd ’ s. Fre q ue ntly me mb e rs, b o th c o rp o ra te  a nd  ind ivid ua l, ha ve  a d d itio na l 

a sse ts tha t a re  a lso  a va ila b le  if re q uire d  to  me e t c la ims.  

 

Ind ivid ua l me mb e rs und e rwrite  with unlimite d  lia b ility. A c o rp o ra te  me mb e r ma y a lso  ha ve  a sse ts b e yo nd  its fund s a t 

Llo yd ’ s, whic h c a n b e  c a lle d  up o n to  me e t its und e rwriting  lia b ilitie s. 

 

Me mb e rs’  o the r d e c la re d  a sse ts: $452m* 

Me mb e rs’  o the r re so urc e s a re  a lso  a va ila b le  to  me e t c la ims. 

LLO YD’S C ENTRA L A SSETS 

The  Ce ntra l Fund  is a va ila b le , a t the  d isc re tio n o f the  Co unc il o f Llo yd ’ s, in the  e ve nt tha t a  c la im c a nno t b e  me t fro m the  

p re miums trust fund s o r me mb e rs’  fund s a t Llo yd ’ s. 

 

Re so urc e s a va ila b le  to  the  fund : 

¾  $766m* ne t a sse ts, p rinc ip a lly in c a sh a nd  c o nse rva tive  inve stme nts 

¾  Up  to  3% o f a  me mb e r’ s p re mium limit fro m the  p re miums trust fund s 

 

The  Ce ntra l Fund  is a va ila b le  to  b a c k Llo yd ’ s p o lic ie s issue d  a fte r 1993. Po lic ie s issue d  b e fo re  tha t d a te  ha ve  b e e n re insure d  

b y Eq uita s, a n ind e p e nd e nt FSA- a utho rize d  insura nc e  c o mp a ny. 

 

Othe r a sse ts o f the  So c ie ty o f Llo yd ’ s a re  a lso  a va ila b le  to  me e t me mb e rs’  und e rwriting  lia b ilitie s a s a  la st re so rt. 

 

*All fig ure s c o rre c t a s a t 31 De c e mb e r 2002. Exc ha ng e  ra te  = £1: $1.61 

 

The  Ce ntra l Fund  is a va ila b le  a t the  d isc re tio n o f the  Co unc il o f Llo yd ’ s to  me e t a ny p o rtio n o f a ny me mb e r’ s lia b ilitie s tha t 

the y a re  una b le  to  me e t in full. 

 

As a t 31 De c e mb e r 2002 the  Ce ntra l Fund  sto o d  a t $766m* 

 

The  Co unc il is a lso  a b le  to  c a ll fro m me mb e rs’  p re miums trust fund s a n a mo unt o f up  to  3% o f a  me mb e r’ s p re mium limit in 

a ny o ne  ye a r. Othe r a sse ts o f the  Co rp o ra tio n, to ta ling  $140m*, a re  a va ila b le  to  me e t und e rwriting  lia b ilitie s. 

 

Llo yd ’ s ne t c e ntra l a sse ts: $906m* 

¾  Llo yd ’ s Ame ric a n Trust Fund s $780m 

¾  Llo yd ’ s Do lla r Trust Fund s $3,825m 

¾  Cre d it fo r Re insura nc e  a nd  Surp lus Line s Trust Fund s $11,280m 

¾  Jo int Asse t Trust Fund s $433m 

¾  Illino is Trust Fund  $459m 

¾  Ke ntuc ky Trust Fund  $72m 

 

Llo yd ’ s is re q uire d  to  ma inta in re g ula to ry d e p o sits in the  U. S. to  sup p o rt its surp lus line s a nd  re insura nc e  b usine ss a s we ll a s its 

lic e nse d  b usine ss e ma na ting  fro m Illino is a nd  Ke ntuc ky. 

 

The se  U. S. site  Trust Fund s a re  sta tic  fund s, no t wo rking  fund s. Llo yd ’ s ma inta ins the se  fund s in trust while  simulta ne o usly 

p a ying  c la ims a nd  e xp e nse s o ut o f its wo rking  p re miums trust fund s. The  sta tic  fund s a re  a d juste d  o n a  q ua rte rly b a sis. The  

mo st sig nific a nt re g ula to ry d e p o sits ma inta ine d  b y Llo yd ’ s in the  U. S. a re  tho se  sup p o rting  its surp lus line s a nd  re insura nc e  

b usine ss. The se  d e p o sits inc lud e  the  Surp lus Line s Trust Fund s, whic h a re  se ve ra l d e p o sits ma inta ine d  b y Llo yd ’ s synd ic a te s, 

a nd  a re  fund e d  a t a  minimum o f 30% o f g ro ss lia b ilitie s. 

 

The  Cre d it fo r Re insura nc e  Trust Fund s a re  a lso  se ve ra l d e p o sits ma inta ine d  b y Llo yd ’ s synd ic a te s, a nd  a re  fund e d  a t 100% 

o f g ro ss lia b ilitie s whic h inc lud e s IBNR. In a d d itio n, se p a ra te  Jo int Asse t Trust Fund s a re  ma inta ine d  fo r surp lus line s b usine ss a t 

a  minimum o f $250 millio n a nd  fo r re insura nc e  a t a  minimum o f $100 millio n. 

 

A string e nt syste m o f so lve nc y a nd  c o ntro l Llo yd ’ s o p e ra te s a  string e nt syste m o f so lve nc y c o ntro ls to  e nsure  it me e ts its o wn 

hig h sta nd a rd s, tho se  o f the  Fina nc ia l Se rvic e s Autho rity (FSA) a nd  o f o the r re g ula to ry a utho ritie s. 

 

All me mb e rs ha ve  a n o b lig a tio n to  ma inta in suffic ie nt a sse ts in trust to  me e t the ir und e rwriting  lia b ilitie s. The  a nnua l so lve nc y 

p ro c e ss re q uire s the  ma na g ing  a g e nt o f e a c h synd ic a te  to  e stima te  a ll c urre nt a nd  future  lia b ilitie s. An a c tua ry 

ind e p e nd e ntly va lid a te s the se  e stima te s.  
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Llo yd ’ s uniq ue  syste m o f se c urity me a ns tha t the  to ta l a sse ts a va ila b le  to  me e t c la ims c o mp a re s ve ry fa vo ra b ly with 

c o nve ntio na l insura nc e  c o mp a nie s a nd  c o mp a riso n is ma d e  e a sie r b y the  Llo yd ’ s se c urity ra ting s fro m A. M. Be st a nd  

Sta nd a rd  & Po o r’ s. The se  ra ting s a p p ly to  a ll synd ic a te s, re g a rd le ss o f the ir ind ivid ua l p e rfo rma nc e . 

GLOBALIZATION – THE INTERDEPENDENCY OF THE US AND EUROPEAN INSURANCE INDUSTRIES 

This se g me nt is ta ke n fro m a  sp e e c h b y Lo rd  Le ve ne , Cha irma n o f Llo yd 's a t a  sp e e c h to  the  Euro p e a n Insura nc e  Summit in 

Oc to b e r o f 2003. 

 

“  A d e c a d e  o r so  a g o , a  wo rd  e me rg e d  fro m the  und e rg ro wth o f the  Eng lish la ng ua g e . It wa s g lo b a liza tio n. Ne w, e xc iting , 

b ut a t the  sa me  time  ra the r d isturb ing , the  g -wo rd  wa s o n e ve ryo ne ’ s lip s. 

 

Why wa s the re  this sud d e n inte re st in this ne w wo rd ?  Ma yb e  it wa s the  re a liza tio n tha t the  wo rld  wa s b e c o ming  a  muc h 

sma lle r p la c e .  

 

G lo b a l b usine sse s c o uld  se ll g lo b a l b ra nd s a id e d  b y g lo b a l c o mmunic a tio ns. We  c o uld  c o mmunic a te  with the  o the r sid e  o f 

the  wo rld  a t the  to uc h o f a  b utto n. Dista nc e  wa s d ying  b o rd e rs, e va p o ra ting , the  wo rld  wa s shrinking . Or so  we  we re  to ld  a t 

the  time . A d e c a d e  o n, the  fro th a nd  the  hyp e  ha ve  g o ne  a nd  we  c a n no w ta ke  a  c o o l, ha rd  lo o k a t wha t g lo b a liza tio n 

ha s me a nt fo r the  insura nc e  ind ustry. 

 

This mo rning , I wa nt to  d o  just tha t. I wa nt to  b e g in b y a sking  a  q ue stio n: just ho w inte rd e p e nd e nt is o ur ind ustry in this g lo b a l 

a g e ?  Se c o nd , ho w ha ve  g lo b a l links g ro wn, a nd  wha t d o e s this me a n fo r the  d iffe re nt p a rtie s?  Wha t a re  the  c ha lle ng e s fo r 

the  ind ustry?  And , fina lly, wha t d o e s the  future  ho ld ?  

 

Ra the r tha n ta lk a b o ut this in the  a b stra c t, I le t us fo c us o n the  re la tio nship  b e twe e n the  Euro p e a n a nd  No rth Ame ric a n 

ind ustrie s. So  I will d o  e xa c tly tha t, sp e a king  fro m the  p e rsp e c tive  o f a  Euro p e a n insure r a nd  re -insure r. 

THE EXTENT O F INTER- DEPENDENC E 

So , le t us b e g in b y a nswe ring  tha t first q ue stio n: to  wha t e xte nt a re  the  US, Euro p e a n a nd  g lo b a l insura nc e  ind ustrie s 

inte rlinke d ?  

 

Ad je c tive s suc h a s e ntwine d , inte rd e p e nd e nt, e nme she d  c a nno t re fle c t the  re a l e xte nt to  whic h o ur ind ustry is no w truly 

g lo b a l. So  we  ha ve  to  re so rt to  fa c ts a nd  fig ure s. 

 

G lo b a liza tio n d o e s no t simp ly me a n tha t the  wo rld  ha s b e c o me  a  sma lle r p la c e : it me a ns tha t o ur ma rke tp la c e  ha s, in 

so me  re sp e c ts, shrunk.  

 

The re  a re  fe we r re -insure rs d o ing  mo re  b usine ss. In 1990, the  wo rld ’ s la rg e st five  re -insure rs a c c o unte d  fo r 21% o f g lo b a l 

p re mium (*1). By 2001, the  la rg e st five  a c c o unte d  fo r so me  57% - a  hug e  jump  in a  d e c a d e . And  the  tre nd  c o ntinue s (*2). 

The se  re -insure rs a re  truly g lo b a l p la ye rs. The  sa me  thing  ha s b e e n ha p p e ning  in the  b ro king  se c to r. The  p re ssure s o f 

g lo b a liza tio n ha ve  thro wn o ld  c o mp e tito rs to g e the r, a s a na lysis o f Llo yd ’ s b ro ke rs o ve r the  p a st d e c a d e  o r so  sho w.  

 

O f the  twe nty la rg e st firms in 1992, o nly six a re  le ft no w a fte r me rg ing , c o nso lid a ting , o r ta king  e a c h o the r o ve r (*3). O f 

to d a y’ s la rg e st firms, mo st ha ve  he a d q ua rte rs e ithe r in the  US o r Lo nd o n. Almo st a ll o p e ra te  o n the  g lo b a l sta g e , with stro ng  

wo rld wid e  re a c h. And  we  ha ve  se e n the  rise  o f the  me g a -b ro ke rs, suc h a s Ma rsh a nd  Ao n, who se  wo rld wid e  wa ve  o f 

a c q uisitio ns ha s he lp e d  the m g ro w into  insura nc e  g ia nts. 

 

So  muc h fo r the  g lo b a l stre ng th a nd  re a c h o f the  ind ustry. But to  wha t e xte nt a re  the y inte rd e p e nd e nt?  Co nsid e r Euro p e a n 

a nd  No rth Ame ric a n re -insure rs. Are  we  two  he rme tic a lly se a le d  ind ustrie s, Euro p e a ns d o ing  b usine ss he re  a nd  Ame ric a ns 

d o ing  b usine ss the re ?  The  a nswe r is “no , e mp ha tic a lly no t” . 

 

A re c e nt re p o rt fro m the  Re insura nc e  Asso c ia tio n o f Ame ric a  (*4) – the  RAA – sho ws tha t, in 2002, o ve r 4,000 fo re ig n insure rs 

fro m 96 d iffe re nt jurisd ic tio ns p a rtic ip a te d  in the  US ma rke t. The y a c c o unte d  fo r $46.2 b illio n in p re miums; ne a rly d o ub le  the  

fig ure  fro m two  ye a rs b e fo re . 

 

Mo st o f tha t fo re ig n re insura nc e  c a me  fro m Be rmud a , the  Unite d  King d o m, Ire la nd  a nd  Switze rla nd . The  UK itse lf a c c o unte d  

fo r $3.9 b illio n o f re insura nc e  p re miums, muc h o f whic h fo und  the ir wa y to  Llo yd ’ s o f Lo nd o n. 

 

Euro p e ’ s stre ng th is a lso  no ta b le  in d ire c t insura nc e . Ove rse a s insure rs, o r a lie n insure rs a s the y a re  kno wn und e r the  US 

re g ula to ry syste m, a c c o unt fo r o ve r a  third  o f US sp e c ia list d ire c t insura nc e . 

 

La st ye a r, the  a mo unt o f surp lus line s p re mium Llo yd ’ s wro te  in the  US ro se  to  $8.2 b illio n, o ur la rg e st fig ure  e ve r, up  15 p e r 

c e nt o n 2001 (*5). This ma ke s the  US Llo yd ’ s la rg e st sing le  ma rke t. But wha t d o  a ll the se  fa c ts me a ns in p ra c tic e ?  Le t me  g ive  



 38

a n e xa mp le  fro m Llo yd ’ s b usine ss, a s it d e mo nstra te s the  p o int we ll. 93% (*6) o f c o mp a nie s liste d  in the  Do w Jo ne s Ind ustria l 

Ave ra g e  ha ve  p o lic ie s with Llo yd ’ s. No w tha t is, a s a n Ame ric a n mig ht sa y, o ne  he ll o f a  re la tio nship . 

 

So  the  US-Euro p e a n re la tio nship  in the  insura nc e  ind ustry is q uite  uniq ue . I c ha lle ng e  yo u to  think o f a no the r se c to r in whic h 

the  US, the  wo rld ’ s g re a te st tra d ing  p o we r, is so  d e p e nd e nt o n Euro p e . 

 

Le t us p ut the  le ve l o f d e p e nd e nc y into  p e rsp e c tive . US imp o rts fo r c ro ss-b o rd e r insura nc e  se rvic e s o utp a c e  e xp o rts b y a  

fa c to r o f o ve r thre e  to  o ne . The  re ve rse  is true  fo r b a nking  a nd  se c uritie s, whe re  e xp o rts o utp a c e  imp o rts b y the  sa me  

fa c to r. In fa c t, the  Wo rld  Tra d e  Org a niza tio n fig ure s sho w tha t the  US imp o rts a  hug e  48 b illio n d o lla rs o f insura nc e  se rvic e s 

e a c h ye a r (*7). 

 

O f c o urse , the re  is o ne  tra g ic , ho rrific  e ve nt, whic h illustra te d  the  US’ s d e p e nd e nc e  o n the  fina nc ia l stre ng th, se c urity a nd  

re silie nc e  o f Euro p e a n insure rs a nd  re -insure rs: 9/ 11. 

 

O f the  10 insure rs fa c ing  the  hig he st g ro ss lo sse s fro m 9/ 11, o nly two  a re  Ame ric a n (*8). O f the  o the r e ig ht, o ne  is Be rmud a n, 

two  a re  Ja p a ne se , a nd  the  re ma ining  five  a re  Euro p e a n – Llo yd ’ s inc lud e d . In te rms o f the  lo sse s the y susta ine d , the  two  US 

insure rs ne t lo sse s a re  3.4 b illio n d o lla rs; b e twe e n the m the  Euro p e a n insure rs ha ve  a  ne t lo ss o f o ve r 10 b illio n d o lla rs. Llo yd ’ s 

ha s the  sing le  la rg e st lo ss o f a ny insure r a nd  to  d a te , ha ve  p a id  4.2 b illio n d o lla rs in c la ims, whic h I ho p e  is he lp ing  to  re -b uild  

Ma nha tta n (*9). 

 

So , the  c o nc lusio n c o uld  no t b e  c le a re r: the  two  c o ntine nts’  insura nc e  ind ustrie s a re  wo ve n a lmo st se a mle ssly to g e the r. 

DRIVERS A ND SIG NIFIC A NC E O F THE RELA TIO NSHIP  

But ho w ha ve  g lo b a l links g ro wn, a nd  wha t d o e s this me a n fo r the  d iffe re nt p a rtie s?  

 

One  fa c to r tha t ha s le d  to  the  c re a tio n o f the  ‘ g lo b a l insure r’  is the  c ha ng ing  na ture  o f risk itse lf. 9/ 11 sho we d  tha t to d a y’ s 

risks a re  g re a te r a nd  mo re  c o mp le x tha n e ve r b e fo re .  

 

Risks o n this so rt o f sc a le  re q uire  a  g lo b a l re sp o nse , whic h a  sing le  e c o no my c a nno t b e a r. So  the  a d va nta g e s o f sha ring  risk 

a c ro ss wo rld wid e  ma rke ts a re  o b vio us. In the  c a se  o f 9/ 11, the  lo sse s we re  ve ry we ll sp re a d . Ima g ine  if this ha d  no t b e e n the  

c a se . The  fa llo ut wo uld  ha ve  b e e n muc h wo rse  fo r the  US a nd  p e rha p s the  wid e r g lo b a l insura nc e  se c to r.  

 

The  d o me stic  ma rke t c o uld  ha ve  c o lla p se d  a s c a rrie rs fa ile d  a nd  ma ny mo re  we re  imp a ire d . Othe r fina nc ia l ma rke ts, suc h 

a s b o nd  ma rke ts, wo uld  ha ve  b e e n se ve re ly d isrup te d . And  c o nfid e nc e  in the  insura nc e  me c ha nism c o uld  ultima te ly ha ve  

b e e n lo st. Fo rtuna te ly, this wa s no t so . The  US ma rke t wa s a b le  to  tra d e  o n, a nd  the  US a nd  Euro p e a n ind ustrie s b a nd ing  

to g e the r inc re a se d  the ir a b ility to  p ro vid e  p ro te c tio n e xp o ne ntia lly. 

 

9/ 11 a lso  p ro vid e s a  g o o d  e xa mp le  o f the  re sp e c tive  stre ng ths o f the  US a nd  Euro p e a n ma rke ts. In the  d a rk d a ys tha t 

fo llo we d , a mid  the  c o nfusio n a nd  g rie f a nd  the  e me rg e nc e  o f wha t we  mig ht o ne  d a y c o nsid e r to  b e  a  ne w wo rld  o rd e r, 

te rro rism c o ve r wa s e xc lud e d  fro m virtua lly e ve ry c o mme rc ia l p o lic y. No t o nly we re  b usine sse s ha ving  to  d e a l with the ir o wn 

p e rso na l sho c k – a nd  in ma ny c a se s tra g ic  lo sse s o f life  – the y we re  g ra p p ling  with a  se t o f risks, a g g re g a tio ns a nd  a lmo st 

infinite  p o ssib ilitie s tha t fra nkly ma d e  no nse nse  o f muc h o f wha t und e rwrite rs ha d  b e e n tra ine d  to  b e lie ve  a nd  b a se  the ir 

c a lc ula tio ns up o n. 

 

This e p iso d e  hig hlig hte d  ho w risk-hung ry the  Euro p e a n ma rke t is. On a  d a ily b a sis it c o nsid e rs uniq ue  a nd  sp e c ia lize d  risks. 

This ha s b re d  a  d iffe re nt typ e  o f und e rwriting  – und e rwriting , whic h is p re p a re d  to  think o utsid e  the  b o x.  

 

And  in the  c a se  o f Lo nd o n, the  inte rp la y o f b ro ke r a nd  und e rwrite r – the ir fa c e -to -fa c e  ne g o tia tio ns – le a d s to  e nha nc e d  

fle xib ility a nd  a  willing ne ss to  d o  b usine ss. 

 

Do e s the  Ame ric a n insura nc e  ind ustry la c k tha t a ttitud e ?  No , no t e ntire ly. But it c e rta inly d o e s no t ha ve  it in suc h 

a b und a nc e  a nd  in suc h a  stro ng  c o nc e ntra tio n a s the  sq ua re  mile  o f the  C ity o f Lo nd o n.  

 

Do e s it no t ha ve  re -insura nc e  e xp e rtise ?  Ye s, it d o e s, b ut no t with the  sa me  d e p th o f e xp e rie nc e  tha t the  Euro p e a n ma rke ts 

c a n o ffe r. 

 

Why is this so ?  Pro b a b ly b e c a use  the  Ame ric a n a nd  Euro p e a n insura nc e  ma rke ts ha ve  the ir ro o ts in ve ry d iffe re nt e ra s a nd  

d iffe re nt c usto me r ne e d s. 

 

The  Lo nd o n ma rke t first sp ra ng  up  d uring  the  mid -1600s whe n the  first c o ffe e  sho p s – e a rly Sta rb uc ks, b ut no t fro m Se a ttle  – 

sp ra ng  up  in o ur c a p ita l c ity a nd  b usine ss wa s d o ne  o n the se  p re mise s. But fro m tho se  e a rly d a ys o f writing  p o lic ie s to  c o ve r 

ship s a nd  the ir c a rg o e s o n e p ic  vo ya g e s a ro und  the  the n ske tc hily ma p p e d  wo rld , the  Euro p e a n syste m o f risk ta king  ha s 
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le d  to  a  ma rke t a b le  to  write  risks suc h a s te rro rism, wa r, kid na p  & ra nso m, p o litic a l risk, c ivil risk, c yb e r-lia b ility – a nd  e ve n the  

o d d  TV g a me  sho w. 

 

The  Ame ric a n ind ustry, b y c o ntra st, la c ke d  the  g e o g ra p hic a l fo c us tha t c o uld  b e  a c hie ve d  in the  ma jo r Euro p e a n c a p ita l 

c itie s a nd  te nd e d  to  d o  mo re  p e rso na l b usine ss – ho me o wne rs, fa rmste a d s, ra nc he s, sma ll b usine sse s. Afte r a ll, why c ha nc e  

yo ur luc k o n the  hig h-risk b usine ss whe n the  und e rwrite rs b a c k in Euro p e  c o uld  d e a l with tha t?  So , fro m the se  e a rly 

fo und a tio ns, o ur two  ma rke ts ha ve  g ro wn to g e the r a nd  c o ntinue d  to  fo c us o n the ir o wn a re a s o f e xp e rtise . 

 

Third , to d a y’ s c usto me r ne e d s a re  d iffe re nt. To d a y’ s c o mme rc ia l e nviro nme nt is a n inte rna tio na l o ne . To d a y’ s c o mp a nie s 

a re  multi-na tio na ls. So me  o f the  wo rld ’ s mo st suc c e ssful a nd  mo st p o we rful c o mp a nie s a re  the  re sult o f c ro ss-b o rd e r me rg e rs 

a nd  a c q uisitio ns, a nd  the  mo st va lua b le  b ra nd s ha ve  a  wo rld -wid e  re a c h we  tho ug ht unima g ina b le  e ve n a  d e c a d e  a g o .  

 

Se ve n o f the  to p  te n G lo b a l 500 a nd  five  o f the  to p  te n Fo rtune  500 c o mp a nie s re p re se nt ma jo r c ro ss-b o rd e r a c tivity (*10). 

Think o f the  Ang lo -Dutc h Ro ya l Dutc h/  She ll Gro up  o r a c q uisitio n o f British re ta ile r Asd a  b y Ame ric a n Wa l-Ma rt.  

 

The se  ne w, va st b a la nc e  she e ts c re a te  va st le ve ls o f risk, a nd  the se  c o mp a nie s ne e d  insure rs a nd  re -insure rs who  ha ve  the  

sc a le , a nd  the  kno w-ho w to  ta ke  it o n. Drive n p a rtly b y this d e ma nd , a nd  p a rtly b y the  sa me  e c o no mic  imp e ra tive s, o ur 

ind ustry ha s re sp o nd e d . The  c a p ita l e nviro nme nt fo r the  insura nc e  se c to r is d iffe re nt.  

 

The  sp e e d  a t whic h c a p ita l c a n mo ve  – a nd  the  d ista nc e  tha t it is p re p a re d  to  tra ve l in se a rc h o f a  g o o d  re turn – ha s 

inc re a se d  ra d ic a lly. We  sa w tha t in the  a fte rma th o f 9/ 11 whe n fre sh c a p ita l wa s inje c te d  into  o ur ind ustry, o fte n with 

a ma zing  sp e e d . 

 

Whe re  d id  the  c a p ita l e nd  up ?  I ha ve  no  d o ub t tha t so me  o f it wa s sup p lie d  to  d o me stic  US c a rrie rs. But muc h o f it fo und  a  

ho me  fo r itse lf in o the r ma rke ts, mo st no ta b ly Be rmud a  a nd  Lo nd o n. At Llo yd ’ s a lo ne , c a p ita l ha s inc re a se d  b y 20% in the  

la st two  ye a rs (*11). To d a y, No rth Ame ric a  p ro vid e s the  Llo yd ’ s ma rke t with a  sub sta ntia l a mo unt o f c a p ita l. Ove r 30 p e r 

c e nt o f the  c a p ita l b a c king  Llo yd ’ s c o me s fro m the  US a nd  Be rmud a  (*12). 

 

The  c o mmo n d e no mina to r he re  is tha t c a p ita l is no  lo ng e r re stric te d  b y na tio na l b o und a rie s, a nd  tra ve ls to  whe re  it c a n 

mo st e ffic ie ntly a nd  mo st p ro fita b ly b e  d e p lo ye d . 

THE C HA LLENG ES 

Wha t, the n, a re  the  c ha lle ng e s c re a te d  b y this le ve l o f inte rd e p e nd e nc y b e twe e n the  No rth Ame ric a n a nd  Euro p e a n 

ma rke ts?  

 

So me  p e o p le  a sk whe the r o ur inc re a sing ly inte rd e p e nd e nt na ture  – p a rtic ula rly within the  re insura nc e  se c to r - c o uld  p o se  a  

se rio us syste mic  risk to  o ur future . If o ne  d o mino  in the  wa ll o f insura nc e  fe ll, wo uld  o the rs so o n fo llo w?  

 

9/ 11 he lp e d  to  a lla y tho se  fe a rs. It re mind e d  us tha t the  le a d ing  re -insure rs a re  g e o g ra p hic a lly we ll sp re a d . The  to p  25 

re insura nc e  g ro up s ra nke d  b y p re mium d e rive  fro m nine  c o untrie s. Pre miums writte n in 2001 a mo unte d  to  $98 b illio n. Out o f 

tha t to ta l, Ge rma n re -insure rs wro te  29 p e rc e nt, U.S. c o mp a nie s 27 p e rc e nt a nd  the  Swiss a nd  British wro te  9 p e rc e nt e a c h 

(*13). Othe r stud ie s sup p o rt this e vid e nc e  to o .  

 

A re c e nt AM Be st stud y lo o ke d  a t the  c a use  o f ne a rly 700 US ind ustry inso lve nc ie s b e twe e n the  la te  1960s a nd  la te  90s (*14). 

It fo und  tha t the re  wa s no  sing le  c a use  o f c o mp a ny fa ilure . 

 

O f c o urse , Enro n sho we d  us tha t no  o ne  is “ to o  b ig  to o  fa il”  b ut the re  se e ms to  b e  no  e vid e nc e  o f re -insure r c o nta g io n. The  

fina nc ia l c o lla p se  o f e ve n a  'To p  20' wo rld  re -insure r p ro b a b ly p o se s no  syste mic  thre a t to  the  UK, Euro p e a n o r wo rld  

insura nc e  ma rke ts. Whe n the  EU lo o ke d  a t so lve nc y issue s it id e ntifie d  a  numb e r o f fa c to rs, whic h ha d  c o ntrib ute d  to  the  

c o lla p se  o f insura nc e  und e rta king s, b ut a ll b ut o ne  we re  who lly unc o nne c te d  with re insura nc e  (*15). 

 

Tha t sa id  g lo b a liza tio n ha s ma d e  c o mmunic a tio n mo re  d e ma nd ing . And  a d d ing  fue l to  this fire  is the  rise  o f e -c o mme rc e . 

Wha t to o k we e ks o r d a ys no w ta ke s se c o nd s. Bro ke rs a nd  c lie nts c o mmunic a te  a c ro ss d iffe re nt time  zo ne s. An insure r in the  

US c a n use  the  Inte rne t to  re insure  the mse lve s with re -insure rs in Euro p e .  

 

The  re sult?  A we b  o f c o mme rc ia l tra nsa c tio ns, whic h b ind s g lo b a l ind ustrie s to g e the r in a  ne w a nd  p o we rful wa y. It is a  we b  

tha t will o nly g ro w tig hte r a nd  mo re  a ll e nc o mp a ssing , a s the  p o we r o f o ur te c hno lo g y g ro ws stro ng e r. Llo yd ’ s is ta king  this 

c ha lle ng e  ve ry se rio usly. Kinne c t is Llo yd ’ s-b a c ke d  sc he me  to  b ring  a  p re vio usly unkno wn d e g re e  o f inte rc o nne c tivity 

b e twe e n the  IT syste ms o f b ro ke rs a nd  und e rwrite rs in the  US a nd  Unite d  King d o m.  

 

Inte rc o nne c tivity me a ns c o mmunic a ting  with o ne  a no the r – wha t yo u a nd  I a re  d o ing  no w, I ho p e . But tha t is no t so me thing  

tha t we  ha ve , a s a n ind ustry, b e e n ve ry g o o d  a t. Kinne c t will a llo w IT syste ms, whic h ha ve  ne ve r ta lke d  to  e a c h o the r to  d o  
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e xa c tly tha t. The  g e o g ra p hic a l e mp ha sis is ve ry muc h o n the  Euro p e a n a nd  US ma rke ts. And  in ta lking  to  e a c h o the r, risk 

d a ta  will b e  tra nsfe rre d  e a sily a nd  a c c ura te ly, thus c re a ting  ma ssive  sa ving s in time  a nd  re so urc e s. 

 

Ano the r c ha lle ng e  we  ne e d  to  c o nfro nt is the  ne e d  to  sha re  skills. On this, we  ha ve  le a rnt a  lo t fro m the  Ame ric a ns. Ame ric a  

ha s p ro vid e d  us with a  style  o f d o ing  b usine ss tha t is mo re  in ke e p ing  with the  21st c e ntury.  So  ma ny o f the  ma na g e me nt 

id e a s a nd  c o nc e p ts we  re ly up o n to d a y c o me  fro m the  Unite d  Sta te s. Onc e  up o n a  time , Euro p e  wa s d e sc rib e d  a s the  

wo rksho p  o f the  wo rld .  

 

To d a y, the  Unite d  Sta te s is the  think-ta nk o f the  wo rld . The  sa me  a p p lie s to  se rvic e  sta nd a rd s. The  US is rig htly kno wn a s the  

c o untry with the  hig he st c usto me r se rvic e  sta nd a rd s in the  wo rld .  

 

We  in Euro p e  ha ve  to  p la y ‘ c a tc h up ’ . Onc e  up o n a  time , p o o r se rvic e  sta nd a rd s we re  no t a  ma tte r o f c o nc e rn fo r us. Afte r 

a ll, the y ne e d e d  us. But so me  o f tho se  issue s I me ntio ne d  e a rlie r – g lo b a liza tio n, e -c o mme rc e , the  inte rd e p e nd e nc y with the  

US – ha ve  ma d e  it a n issue . We  ha ve  to  p ro vid e  se rvic e s sta nd a rd s tha t ma tc h tho se  a nywhe re  e lse  in the  wo rld . But while  

we  Euro p e a ns ne e d  to  c ha ng e  ho w we  wo rk, Ame ric a  ne e d s to  c ha ng e  to o .  

 

Fo r the re  a re  a lso  d iffic ultie s fo r Euro p e a ns d o ing  b usine ss with Ame ric a .  Firstly, litig a tio n. The  Euro p e a ns ma y ha ve  inve nte d  

it, b ut the  Ame ric a ns to o k it to  a  to ta lly ne w le ve l. Linke d  to  this is the  c o mp e nsa tio n c ulture . 

 

Le t me  g ive  yo u a n e xa mp le . 

 

My ho me  in Lo nd o n is o ve r 200 ye a rs o ld . Do wn in its b a se me nt, the re  is mo ld  g ro wing .  

Ho w d o  I d e a l with it?  We ll, o nc e  e ve ry fe w ye a rs, I g e t it p a inte d  o ve r. No  mo re , no  le ss. I d o  no t sue  a nyb o d y, no r d o  I se e k 

c o mp e nsa tio n. 

 

Tha t a p p ro a c h is p ro b a b ly the  no rm in Euro p e , b ut it p ro b a b ly no  lo ng e r is in the  US.  

 

On a  mo re  se rio us no te , the  US to rt syste m no w c o sts a ro und  200 b illio n d o lla rs a  ye a r. Tha t’ s e q uiva le nt to  a  5% ta x o n 

wa g e s a nd  is fo re c a st to  rise  to  250 b illio n d o lla rs b y 2005. Tha t c re a te s d iffic ulty fo r tho se  o f us d o ing  b usine ss with the  Unite d  

Sta te s. 

 

Diffic ult b e c a use  o f its sc a le . Diffic ult b e c a use  o f the  unc e rta inty it c re a te s (*16). 

 

If yo u d o n’ t b e lie ve  me , lo o k a t the  fa c t tha t 23 b illio n d o lla rs wa s a d d e d  to  US ind ustry re se rve s a lo ne  la st ye a r b e c a use  o f 

a d ve rse  p rio r ye a r lo ss d e ve lo p me nt o n c a sua lty line s (*17). A fa ir p ro p o rtio n o f it re la te s sp e c ific a lly to  lo sse s sp ira ling  

re tro sp e c tive ly b e c a use  o f a sb e sto s, a nd  the  tre nd  ha s c o ntinue d  into  2003. 

 

Se c o nd , the re  re ma in b a rrie rs to  tra d e  whe n d e a ling  with the  US. The se  a re  b a rrie rs, whic h d o  no t e xist in o ur o wn ma rke ts. 

To d a y, insure rs a nd  the ir inte rme d ia rie s a re  g e ne ra lly fre e  to  tra d e  a c ro ss the  Euro p e a n Unio n. 

 

This syste m is no t p e rfe c t. But, if yo u c o mp a re  no w with the  p a st, whe n ma rke ts we re  se g re g a te d , whe n insure rs ha d  to  

c o mp ly with d iffe re nt la ws a nd  p ric e  c o ntro ls in d iffe re nt me mb e r sta te s; whe n the re  wa s a  b e wild e ring  a nd  d ive rse  se t o f 

na tio na l a nd  fina nc ia l rule s to  b e  c o mp lie d  with… b y c o mp a riso n with tha t, to d a y’ s syste m d o e s re p re se nt sub sta ntia l 

p ro g re ss to wa rd s a  sing le  ma rke t fo r insure rs, a nd  inc re a sing ly re -insure rs a nd  inte rme d ia rie s to o . 

 

Ho we ve r, the  syste m o f re g ula tio n in the  US c a use s so me  d iffic ulty fo r fo re ig n re -insure rs. One  o f the  ma jo r c o sts whic h we  

fa c e  the re  is the  o b lig a tio n to  lo c a lize  fund s, whe the r fo r surp lus line s b usine ss o r in re la tio n to  re insura nc e  – whe re  the  fra nkly 

a b surd  Ame ric a n Cre d it fo r Re insura nc e  la ws re q uire  fo re ig n c o mp a nie s to  o ve r-fund  b y e no rmo us a mo unts und e r a  g ro ss 

lia b ility syste m e ve n whe n the y a re  p la c ing  re tro c e ssio n b a c k into  the  US ma rke t. 

 

Suc h syste ms c re a te  c o mp le xity, a nd  d rive  up  the  c o st o f d o ing  b usine ss a nd  tha t c o st is ultima te ly p a sse d  o nto  the  

c o nsume r, p o te ntia lly limiting  c ho ic e  o f ma rke ts fo r to d a y’ s multi-na tio na l c lie nts. 

THE FUTURE 

So , fina lly, ho w will Euro p e ’ s re la tio ns with Ame ric a  c ha ng e  in the  future ?  First, Euro p e  is c ha ng ing  ra p id ly. Euro p e ’ s influe nc e  

will g ro w a s we  b uild  a  sing le  ma rke t, in whic h insure rs, re -insure rs a nd  b ro ke rs c a n tra d e  thro ug ho ut the  e c o no mic  re g io n – 

the  so -c a lle d  p a ssp o rt syste m o f tra d ing . 

 

Me a nwhile , the  EU itse lf is g ro wing  to  b e  a  unio n o f 25 na tio ns. I c a n’ t b e g in to  ima g ine  wha t a  GDP o f $30 trillio n (*18) 

a c tua lly fe e ls like , b ut it me a ns tha t Euro p e  will so o n re p re se nt the  wo rld ’ s la rg e st c o mme rc ia l ma rke t (*19) - a nd  its p o we r 

c a n o nly inc re a se .  Ad d  to  tha t the  mo ve  to wa rd s the  c o mmo n c urre nc y o f the  e uro , a nd  it is c le a r tha t Euro p e  ha s a  ke y 

ro le  a t the  c e nte r o f the  g lo b a l insura nc e  a nd  re insura nc e  ind ustry. Me a nwhile , we  ne e d  to  ke e p  a n e ye  o n sig nific a nt 

c ha ng e s e lse whe re  in the  wo rld .  
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China  is c urre ntly o ne  o f the  wo rld ’ s fa ste st g ro wing  e c o no mie s. In te n ye a rs’  time , China ’ s insura nc e  ma rke t is like ly to  b e  

wo rth a ro und  40 b illio n d o lla rs (*20).  Tha t’ s why we  a t Llo yd ’ s ha ve  a p p lie d  fo r a  re -insura nc e  lic e nse  the re .  

 

Sig nific a nt o the r ma rke ts in Asia  to o  a re  d e re g ula ting  a nd  o p e ning  up , c re a ting  ne w o p p o rtunitie s fo r Euro p e a n insure rs. O f 

c o urse  it ta ke s time  b e fo re  ma rke ts ma rc h in ste p  with the  re st o f the  g lo b a l se c to r. De re g ula tio n c a nno t ha p p e n o ve rnig ht. 

Le a ving  a sid e  the  re g ula to ry infra struc ture , p ro fe ssio na lism a nd  skills ta ke  time  to  d e ve lo p .   

 

But c o nsid e r Sing a p o re . Its fina nc ia l se c to r d e ve lo p me nt ha s b e e n a  ke y fa c to r in it imp re ssive  e c o no mic  suc c e ss o ve r the  

p a st thre e  d e c a d e s, a id e d  b y a  stra te g ic  lo c a tio n in a  fa st g ro wing  re g io n, a  skille d  la b o r fo rc e , p o litic a l a nd  e c o no mic  

sta b ility, a nd  a  stro ng  c o mmitme nt to  o p e nne ss.  

 

Ma ny o f us wo uld  a g re e  tha t the  e c o no mic s o f insura nc e  in a  numb e r o f the  d e ve lo p ing  ma rke ts must c ha ng e  b e fo re  

b usine ss b e c o me s g e ne ra lly a ttra c tive  to  und e rwrite .  

 

So , in the  me d ium to  lo ng e r te rm, ma rke ts in Asia  will sta rt to  p ro vid e  b o th o p p o rtunitie s to  Euro p e a n insure rs a nd  re -insure rs, 

a nd  c o mp e titio n fo r o ur o wn ind ustrie s. 

 

Fina lly, a ll o f the se  tre nd s ha ve  imp o rta nt imp lic a tio ns fo r insura nc e  re g ula tio n. As the  g lo b a l ma rke t b e c o me s fo re ve r mo re  

inte rd e p e nd e nt, re g ula to rs c a nno t ho p e  to  b e  fa milia r, in d e ta il, with e ve ry c a rrie r a ro und  the  wo rld . Re lia nc e  o n hig h 

q ua lity, ho me  c o untry sup e rvisio n b e c o me s a  ne c e ssity if re g ula to rs a re  to  a llo w the ir ma rke t the  a d va nta g e s o f fre e  a c c e ss 

to  o ffsho re  b a la nc e  she e ts. 

 

Org a niza tio ns suc h a s the  IAIS a nd  OECD a re  no w a c tive ly p ro mo ting  g re a te r c o -o p e ra tio n b e twe e n re g ula to ry a utho ritie s, 

g re a te r info rma tio n sha ring , a nd  the  se tting  o f minimum sta nd a rd s fo r re g ula to ry sta nd a rd s. 

 

And  o f c o urse , with a no the r ro und  o f WTO d isc ussio ns no w und e r wa y, mo re  c o untrie s will b e  e nte ring  the  a re na  o f 

lib e ra lize d  tra d e  in fina nc ia l se rvic e s, a nd  mo re  c o rp o ra te  b a la nc e  she e ts re q uiring  a c c e ss to  g lo b a l ma rke ts, this wo rk must 

c o ntinue  a nd  g a the r mo me ntum. 

 

The se  a re  a  fe w e xa mp le s o f the  fo rc e s a c ting  o n the  inte rd e p e nd e nc y. 

 

Ho w the y will c ha ng e  it o ve ra ll, I c a nno t sa y fo r sure , b ut c ha ng e  it the y will. Time  will te ll. Just like  its g lo b a l c usto me rs, the  

insura nc e  a nd  re insura nc e  ind ustry ha s b e c o me  inc re a sing ly inte rna tio na l, o p e ra ting  irre sp e c tive  o f na tio na l b o rd e rs.  

 

If c o mp a nie s a nd  na tio ns a re  to  ma na g e  a nd  sp re a d  the ir risk e ffe c tive ly, the y ne e d  a c c e ss to  g lo b a l b a la nc e  she e ts a nd  

tha t sa me  p rinc ip le  a p p lie s whe the r we  a re  ta lking  a b o ut te rro rism, Euro p e a n flo o d  risk, o r Ja p a ne se  e a rthq ua ke  risk. 

 

Ho we ve r, the  inte rd e p e nd e nc y b e twe e n the  No rth Ame ric a n insura nc e  ind ustry a nd  its Euro p e a n c o unte rp a rt will c o ntinue  

to  b e  a  ro c k a t the  ve ry he a rt o f the  g lo b a l ind ustry.  

 

It is a  uniq ue  re la tio nship  tha t e xists in fe w o the rs se c to rs o f the  e c o no my. It is a  re la tio nship  fo und e d  o n mutua l b e ne fit a nd  

e c o no mic  histo ry. Its p ra c tic a l na ture  is hig hlig hte d  b y the  e ve nts o f Se p te mb e r 11. 

 

G lo b a liza tio n a nd  e -c o mme rc e  will stre ng the n tha t inte rd e p e nd e nc y. The  c o nso lid a tio n o f Euro p e  a nd  the  rise  o f Euro p e a n 

sing le  c urre nc y will und o ub te d ly a lte r it (*21) b ut le t me  e nd  with the  fo llo wing  o b se rva tio n. 

 

Ye s, the re  wa s hyp e  a  d e c a d e  a g o  a b o ut g lo b a liza tio n. It wa s no t a  ne w tre nd . Afte r a ll, the  thre e  hund re d  ye a r histo ry o f 

Llo yd ’ s ha s b e e n o ne  in whic h a  c o ffe e  sho p  ha s b e c o me  a  ma rke t fo r g lo b a l insura nc e . 

 

But a ltho ug h the  tre nd  wa s no t ne w, the  p a c e  o f c ha ng e  c e rta inly wa s. In a  ma tte r o f ye a rs, tha nks to  te c hno lo g y, a nd  ne w 

ma rke ts o p e ning  up , g lo b a l c o mp e titio n b e c a me  mo re  inte nse .  

 

To d a y, no  la rg e  c o mp a ny c a n shie ld  itse lf fro m tha t c o mp e titio n. No  la rg e  c o mp a ny c a n a ffo rd  to  p ull up  the  d ra wb rid g e , 

a nd  hid e  b e hind  na tio na l b o und a rie s, ho p ing  the  re st o f the  wo rld  will g o  a wa y. 

 

Our se c to r ha s b e e n tra nsfo rme d  o ve r the  la st d e c a d e . Tha t’ s no t re a lly surp rising . Insura nc e  is a  na tura l fit fo r g lo b a liza tio n. 

Sha ring  risks tha t o the rs fa c e  o n the  o the r sid e  o f the  Cha nne l, the  Atla ntic  o r the  Wo rld  ha s b e e n o ur sto c k in tra d e  fo r 

c e nturie s. The  d iffe re nc e  to d a y is the  p a c e  o f tra d e , the  size  o f the  risk, a nd  the  c o mp le xity o f the  issue s we  fa c e . 

 

So me  se e  g lo b a liza tio n a s a  ma le vo le nt fo rc e . In insura nc e , tha t is fa r fro m the  c a se . By stre ng the ning  the  links b e twe e n 

c o untrie s, o ur ind ustry c a n he lp  tho se  who m it se rve s.  
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Fo r p ro o f, yo u o nly ne e d  to  lo o k a t o ur a b ility to  c o ve r the  lo sse s o f 9/ 11. 

 

Insura nc e  is a n ind ustry fo und e d  o n the  c o nc e p t o f the  ma ny b a nd ing  to g e the r to  p ro vid e  p ro te c tio n fo r lo sse s suffe re d  b y 

the  fe w. 

 

Tha t is a n id e a  tha t wa s b o rn we ll b e fo re  g lo b a liza tio n wa s a  wo rd  o n p e o p le ’ s lip s. And  tha nks to  the  fo rc e s o f 

g lo b a liza tio n, it ha s a  ne w, stro ng e r le a se  o f life . “  
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LLOYD’S MEMBERS  

Me mb e rs o f Llo yd ’ s o f Lo nd o n p ro vid e  the  sup p o rting  c a p ita l o n whic h the  ma rke t is b uilt. Co rp o ra te  me mb e rs inc lud e  

inve stme nt institutio ns a nd  inte rna tio na l insura nc e  c o mp a nie s. Ind ivid ua l me mb e rs a re  kno wn a s “Na me s” . Ca p ita l 

p ro vid e d  b y me mb e rs o f Llo yd ’ s is use d  to  und e rwrite  insura nc e  risks.  

UNDERWRITING  SYNDIC A TES 

            

An insura nc e  synd ic a te  is a  g ro up  o f Llo yd ’ s me mb e rs, c o rp o ra te  o r ind ivid ua l, who  p ro vid e  c a p ita l to  b a c k the  lia b ilitie s 

the y insure . Synd ic a te s a re  a nnua l ve nture s. Synd ic a te s o p e ra te  a s ind e p e nd e nt b usine ss units within the  Llo yd ’ s ma rke t a nd  

a re  run b y ma na g ing  a g e nts, who  a p p o int the  und e rwriting  te a m, whic h write s risk o n b e ha lf o f the  synd ic a te  me mb e rship . 

                   

The re  we re  71 insura nc e  und e rwriting  synd ic a te s o p e ra ting  within the  ma rke t, c o ve ring  ma ny sp e c ia lty a re a s inc lud ing : 

¾ Ma rine  

¾ Avia tio n 

¾ Ca ta stro p he  

¾ Pro fe ssio na l ind e mnity 

¾ Mo to r 

 

Synd ic a te s ta ilo r so lutio ns to  re sp o nd  to  the  sp e c ific  risks o f the  c lie nt b a se , whic h in 2003 inc lud e s 96% o f FTSE 100 

c o mp a nie s a nd  93% o f the  Do w Jo ne s Ind ustria l Ave ra g e  c o mpa nie s. (So urc e : FTSE 100 a nd  Do w Jo ne s IA /  Xc ha ng ing  Ins-

sure  Se rvic e s, De c e mb e r 2002) 

                   

Synd ic a te s c o mp e te  fo r b usine ss, thus o ffe ring  unp a ra lle le d  c ho ic e , fle xib ility a nd  c o ntinuing  inno va tio n. Synd ic a te s c o ve r 

e ithe r a ll o r a  p o rtio n o f the  risk a nd  a re  sta ffe d  b y und e rwrite rs, the  insura nc e  p ro fe ssio na ls o n who se  e xp e rtise  a nd  

jud g me nt the  ma rke t d e p e nd s.  

MA NA G ING  A G ENTS 

Synd ic a te s a re  run b y ma na g ing  a g e nts who  a re  g ive n a  fra nc hise  to  o p e ra te  within the  Llo yd ’ s ma rke t.  

 

So me  ma na g ing  a g e nts a re  q uo te d  c o mp a nie s liste d  o n the  sto c k e xc ha ng e , while  o the rs a re  p riva te  c o mp a nie s.  

In so me  insta nc e s, ma na g ing  a g e nts a c t a s c a p ita l p ro vid e rs to  the  synd ic a te s the y ma na g e  a nd  so  ha ve  a  multi-fa c e te d  

ro le  a s c o rp o ra te  me mb e rs o f the  ma rke t, a g e nts a nd  in d ue  c o urse , fra nc hise e s. 
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LLO YD’S BRO KERS 

Ac c re d ite d  Llo yd ’ s b ro ke rs p la c e  risk in the  Llo yd ’ s ma rke t o n b e ha lf o f c lie nts. The se  b ro ke rs use  the ir sp e c ia list kno wle d g e  

to  ne g o tia te  c o mp e titive  te rms a nd  c o nd itio ns fo r c lie nts.  

                   

The re  a re  o ve r 150 firms o f b ro ke rs (fig ure s a s a t 1 No ve mb e r, 2002) wo rking  a t Llo yd ’ s, a ll o f who  ha ve  a  g o o d  

und e rsta nd ing  o f the  Llo yd ’ s ma rke t a nd  ma ny o f who  sp e c ia lize  in p a rtic ula r risk c a te g o rie s. 

                  

Llo yd ’ s o p e ra te s a n a c c re d ita tio n p ro c e ss fo r b ro ke rs se e king  a c c e ss to  the  Llo yd ’ s Ma rke t. All b ro ke rs must b e  G ISC o r 

e q uiva le nt re g iste re d . To  sa fe g ua rd  inve sto rs, Llo yd ’ s p e rfo rms a  c a re ful a sse ssme nt o f a ll a p p lic a nt b ro ke rs, a ffirming  the ir 

re p uta tio n a nd  fina nc ia l sta nd ing  a nd  inve stig a ting  the  c ha ra c te r a nd  suita b ility o f o ffic e rs a nd  e mp lo ye e s b e fo re  ma king  

the  d e c isio n to  a c c re d it.  

 

Firms re c e ive  p ro visio na l a c c re d ita tio n fo r thre e  ye a rs b e fo re  b e c o ming  e ntitle d  to  use  the  te rm “Llo yd ’ s b ro ke r” .  

LO C A L BRO KERS 

Any insura nc e  b ro ke r c a n a c c e ss the  e xp e rtise  a nd  re so urc e s o f Llo yd ’ s b y ma king  c o nta c t with a n a c c re d ite d  Llo yd ’ s 

b ro ke r. 

REGULATION OF LLOYD'S    

The  UK Fina nc ia l Se rvic e s Autho rity (FSA), und e r the  Fina nc ia l Se rvic e s a nd  Ma rke ts Ac t 2000, re g ula te s Llo yd ’ s o f Lo nd o n. 

         

The  FSA o ve rse e s Llo yd ’ s re g ula tio n to  e nsure  c o nsiste nc y with g e ne ra l sta nd a rd s in fina nc ia l se rvic e s. In p ra c tic a l te rms 

ho we ve r, in o rd e r to  a vo id  unne c e ssa ry d up lic a tio n, the  FSA d e le g a te s a  sub sta ntia l p a rt o f its re g ula to ry a c tivity to  the  

Co unc il o f Llo yd ’ s a nd  fo c use s o n a  sup e rviso ry ro le . 

 

 

The  Co unc il o f Llo yd ’ s is the  g o ve rning  b o d y o f the  So c ie ty, und e r the  Llo yd ’ s Ac t 1982. 

Muc h o f the  ma rke t’ s rule  struc ture  is e mb e d d e d  in a  se rie s o f b y-la ws p a sse d  b y the  Co unc il. In re c e nt ye a rs ho we ve r, 

the se  ha ve  b e e n sup p le me nte d  b y the  intro d uc tio n o f c o re  p rinc ip le s fo r und e rwriting  a g e nts a nd  a  numb e r o f c o d e s o f 

c o nd uc t a re  p ub lishe d  to  the  ma rke t in a  Co d e s Ha nd b o o k.  

 

Cha ng e s to  re g ula to ry re q uire me nts a re  c o mmunic a te d  to  the  ma rke t b y me a ns o f re g ula to ry b ulle tins. The  Risk 

Ma na g e me nt Divisio n o f the  Co rp o ra tio n o f Llo yd ’ s und e rta ke s Da y to  d a y sup e rvisio n o f the  ma rke t. 

PLACING RISK 

Be fo re  a  risk c a n b e  p la c e d  in the  ma rke t a  numb e r o f inte ra c tio ns must ta ke  p la c e . 

                    

The  c usto me r (whic h mig ht b e  a n ind ivid ua l, c o mp a ny o r o the r Llo yd ’ s o f Lo nd o n synd ic a te ) a p p ro a c he s a  Llo yd ’ s 

a c c re d ite d  b ro ke r with the  d e ta ils o f a  risk to  b e  insure d . 

                     

The  Llo yd ’ s b ro ke r a p p ro a c he s a  sp e c ia list und e rwrite r (a  le a d e r) in the  re le va nt c la ss o f b usine ss to  d isc uss p re mium, te rms 

a nd  c o nd itio ns. If the  und e rwrite r is inte re ste d , a  p ro p o sa l will b e  ma d e  to  a c c e p t a  p e rc e nta g e  o f the  to ta l risk. A numb e r 

o f und e rwrite rs ma y a c c e p t p o rtio ns o f o ne  risk. This is kno wn a s a  sub sc rip tio n ma rke t. The  b ro ke r fe e d s b a c k info rma tio n to  

the  c usto me r to  e na b le  the  c usto me r to  p la c e  a n o rd e r. 

                     

The  b ro ke r p re p a re s a  “ slip ”  with the  d e ta ils o f the  insura nc e , whic h is sig ne d  b y the  le a d  und e rwrite r. The  b ro ke r the n 

a p p ro a c he s the  o the r (fo llo wing ) und e rwrite rs with a  vie w to  o b ta ining  writte n line s o f insura nc e , whic h will to ta l 100% o r 

mo re  o f the  risk. XI p ro c e sse s the  slip  a nd  the  b ro ke r a d justs o r “ sig ns d o wn”  the  line s if the y ha ve  e xc e e d e d  100% o f the  risk. 

                     

The  p re mium is p a id  b y the  insure d  to  the  b ro ke r, who  d e d uc ts a ny a g re e d  b ro ke ra g e  fe e  a nd  sub mits the  ne t a mo unt to  

Llo yd ’ s Ce ntra l Ac c o unting  (LCA) a s p a rt o f a  re g ula r b ulk se ttle me nt p ro c e ss.  

 

LCA a llo c a te s the  p re mium to  the  ma na g ing  a g e nt o f the  synd ic a te s invo lve d . 

O VERSEA S C LIENTS 

Llo yd ’ s is lic e nse d  to  d o  b usine ss in c e rta in c o untrie s.                                     

 

All US b usine ss und e rwritte n a t Llo yd 's must b e  p la c e d  in a c c o rd a nc e  with US re g ula to ry re q uire me nts a nd  c o ve ra g e  must 

c o mp ly with lo c a l la w.  

 

Ne w insura nc e  e nq uirie s fro m US re sid e nts sho uld  b e  d ire c te d  to  a n insura nc e  a g e nt o r b ro ke r who  is lic e nse d  to  c o nd uc t 

b usine ss in the  re le va nt sta te . 
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WHO  INSURES WITH LLO YD'S?  

                  

Llo yd ’ s synd ic a te s insure  the  wo rld ’ s le a d ing  b usine sse s: 

¾ To p  8 mo to r ve hic le  ma nufa c ture rs 

¾ To p  10 g lo b a l p ha rma c e utic a l c o mp a nie s 

¾ To p  7 a irline s 

¾ To p  8 g lo b a l b a nks 

¾ 78% o f the  to p  g lo b a l e le c tro nic s ma nufa c ture rs 

¾ 71% o f ma nufa c turing  b usine sse s 

 

          

RISK MANAGEMENT 

            

Risk Ma na g e me nt id e ntifie s, mo nito rs a nd  a d d re sse s risks tha t c o uld  thre a te n the  a c hie ve me nt o f Llo yd 's fra nc hise  

o b je c tive s. The  Risk Ma na g e me nt d ivisio n re p o rts to  the  Dire c to r o f Fina nc e , Risk Ma na g e me nt a nd  Op e ra tio ns a nd  is 

struc ture d  a s fo llo ws: 

¾ Ad missio ns  

¾ Co ve r ho ld e rs 

¾ Bro ke r Se rvic e s 

¾ Op e ra tio na l Risk 

¾ Risk Re vie w 

¾ Risk Ana lysis 

¾ Lo ss Mo d e ling  

 

A DMISSIO NS  

The  Ad missio ns d e p a rtme nt is re sp o nsib le  fo r id e ntifying  a nd  ma na g ing  the  risks to  Llo yd ’ s a t the  p o int a t whic h firms a nd  

ind ivid ua ls a re  a d mitte d  to  the  ma rke t, o r whe n the y wish to  ma ke  sig nific a nt c ha ng e s to  the  na ture  o f the ir p a rtic ip a tio n.  

                   

In a c c o rd a nc e  with Fra nc hise  Bo a rd  sta nd a rd s, Ad missio ns ma na g e s the  p ro c e ss o f a d mitting  c o rp o ra te  me mb e rs, 

synd ic a te s, und e rwriting  a g e nts a nd  und e rwrite rs a nd  o p e ra te s a  syste m o f ind ivid ua l re g istra tio n fo r se nio r ma rke t 

p e rso nne l. The  d e p a rtme nt a lso  a sse sse s a nd  g ra nts c e rta in p e rmissio ns, inc lud ing  tho se  fo r me rg e rs a nd  inc re a se s in the  

fe e s a nd  p ro fit c o mmissio ns c ha rg e d  b y a g e nts. 

C O VER HO LDERS                 

The  Co ve rho ld e rs d e p a rtme nt is re sp o nsib le  fo r id e ntifying  a nd  ma na g ing  the  risks to  Llo yd ’ s in re la tio n to  firms wo rld wid e  

who  wish to  ha ve  the  a utho rity to  a c c e p t insura nc e  b usine ss o r issue  insura nc e  d o c ume nta tio n o n b e ha lf o f Llo yd ’ s 

und e rwrite rs. The  d e p a rtme nt a c ts a s a  fo c a l p o int fo r the  ma rke t fo r a ny issue s c o nc e rning  Co ve rho ld e rs a nd  the ir b ind ing  

a utho ritie s. 

BRO KER SERVIC ES               

Bro ke r Se rvic e s is re sp o nsib le  fo r ha nd ling  ne w a p p lic a tio ns fo r a c c re d ita tio n a s a  Llo yd 's b ro ke r a nd  the  re -a c c re d ita tio n 

a nd  a nnua l re vie w o f e xisting  Llo yd 's b ro ke rs. 

O PERA TIO NA L RISK                

This d e p a rtme nt id e ntifie s, mo nito rs a nd  wo rks with ma rke t p a rtic ip a nts to  a d d re ss o p e ra tio na l risks tha t thre a te n ind ivid ua l 

b usine sse s within the  ma rke t, a nd  p o te ntia lly  

Llo yd ’ s itse lf.  

 

The  d e p a rtme nt c o nd uc ts re vie ws o f a g e nts a nd  synd ic a te s, fo c using  o n the  ke y risk a re a s. Re vie w find ing s a re  re p o rte d  

b a c k to  tho se  c o nc e rne d  a nd  re me d ia l me a sure s a g re e d  whe re  ne c e ssa ry.  Fe e d b a c k is g ive n to  the  ma rke t o n 

wid e sp re a d  issue s a rising  fro m re vie ws. 

RISK REVIEW                  

This d e p a rtme nt c o nd uc ts sp e c ia lize d  re vie ws o f risk issue s tha t ma y a ffe c t the  who le  o f the  Llo yd ’ s ma rke t o r sig nific a nt 

se c tio ns o f it. Fo r e xa mp le , the  d e p a rtme nt mig ht a sse ss, a c ro ss the  ma rke t, the  a d e q ua c y o f a rra ng e me nts fo r b usine ss 

c o ntinuity. The  re sults a re  fe d  b a c k to  ma rke t p a rtic ip a nts with the  inte ntio n o f id e ntifying  a nd  sp re a d ing  g o o d  p ra c tic e . 

RISK A NA LYSIS A ND LO SS MO DELING                  

The se  a re a s wo rk c lo se ly to g e the r to  mo nito r syste mic  a nd  a g g re g a te  risks a c ro ss the  who le  o r ma jo r p a rts o f the  Llo yd ’ s 

ma rke t.  
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The  first ste p  in this p ro c e ss is g a the ring  c o mp re he nsive  d a ta  fro m the  ma rke t o n b usine ss writte n a nd  re insura nc e  

a rra ng e me nts. The  d a ta  fe e d s into  d e ta ile d  mo d e ling  o f va rio us risk e ve nts a nd  sc e na rio s to  d e te c t a re a s o f p o te ntia l 

c o nc e rn.  

 

In the  e ve nt o f a n a c tua l c a ta stro p he  o c c urring , the  info rma tio n b a se  a nd  risk mo d e l fa c ilita te s time ly a nd  a c c ura te  

e stima te s o f Llo yd ’ s e xp o sure . 

CORE PRINCIPLES FOR UNDERWRITING AGENTS    

 INTEG RITY                 

An a g e nt sho uld  o b se rve  hig h sta nd a rd s o r inte g rity a nd  d e a l o p e nly a nd  fa irly.  

SKILL, C A RE A ND DILIG ENC E                

An a g e nt sho uld  a c t with d ue  skill, c a re  a nd  d ilig e nc e .  

MA RKET C O NDUC T  

An a g e nt sho uld  o b se rve  hig h sta nd a rd s o f c o nd uc t a nd  sho uld  ta ke  a ll re a so na b le  ste p s to  a vo id  c a using  ha rm to  the  

sta nd ing  o r re p uta tio n o f Llo yd 's.  

C O NDUC T TO WA RDS MEMBERS                 

An a g e nt sho uld  c o nd uc t the  a ffa irs o f e a c h o f the  me mb e rs fo r who m it a c ts in a  ma nne r, whic h d o e s no t unfa irly 

p re jud ic e  the  inte re sts o f a ny suc h me mb e r.  

INFO RMA TIO N                   

An a g e nt sho uld  se e k fro m me mb e rs it a d vise s a ny info rma tio n a b o ut the ir c irc umsta nc e s a nd  o b je c tive s whic h mig ht 

re a so na b ly b e  e xp e c te d  to  b e  re le va nt in e na b ling  it to  fulfill its re sp o nsib ilitie s to  the m.  An a g e nt sho uld  a lso  ta ke  a ll 

re a so na b le  ste p s to  g ive  me mb e rs it a d vise s o r fo r who m it e xe rc ise s d isc re tio n, in a  c o mp re he nsib le  a nd  time ly wa y, a ny 

info rma tio n ne e d e d  to  e na b le  the m to  ma ke  b a la nc e d  a nd  info rme d  d e c isio ns. 

 

 An a g e nt sho uld  a lso  b e  re a d y to  p ro vid e  me mb e rs with a  full a nd  fa ir a c c o unt o f the  fulfillme nt o f its re sp o nsib ilitie s to  

the m. (This p rinc ip le  d o e s no t re q uire  a n a g e nt to  g ive  the  me mb e r c o nc e rne d  g re a te r rig hts o f a c c e ss to  d o c ume nts a nd  

info rma tio n tha n tha t me mb e r ha s und e r a ny a g re e me nt with the  a g e nt.) 

C O NFLIC TS O F INTEREST                  

An a g e nt sho uld  se e k to  a vo id  a ny c o nflic t o f inte re st a rising , b ut whe re  a  c o nflic t d o e s a rise , sho uld  ma ke  c o mp re he nsib le  

a nd  time ly d isc lo sure  o f tha t c o nflic t a nd  o f the  ste p s to  b e  ta ke n to  e nsure  the  fa ir tre a tme nt o f a ny me mb e rs a ffe c te d . An 

a g e nt sho uld  no t unfa irly p ut its o wn inte re st a b o ve  its d uty to  a ny me mb e rs fo r who m it a c ts.  

A SSETS                  

An a g e nt sho uld  d e a l with a sse ts a nd  rig hts re c e ive d  o r he ld  o n b e ha lf o f a  me mb e r p rud e ntly a nd  in a c c o rd a nc e  with the  

te rms o f a ny a p p lic a b le  trust d e e d  o r a g re e me nt with the  me mb e r.  

 

FINA NC IA L RESO URC ES                 

An a g e nt sho uld  ma inta in a d e q ua te  fina nc ia l re so urc e s to  me e t its c o mmitme nts a nd  to  withsta nd  the  no rma l risks to  whic h 

it is sub je c t.  

INTERNA L O RG A NIZA TIO N                   

An a g e nt sho uld  o rg a nize  a nd  c o ntro l its inte rna l a ffa irs in a  re sp o nsib le  ma nne r, ma inta ining  p ro p e r re c o rd s a nd  syste ms fo r 

the  c o nd uc t o f its b usine ss a nd  the  ma na g e me nt o f risk. It sho uld  ha ve  a d e q ua te  a rra ng e me nts to  e nsure  tha t sta ff a nd  

o the rs who m it e mp lo ys a re  suita b le , a d e q ua te ly tra ine d  a nd  p ro p e rly sup e rvise d  a nd  tha t it ha s we ll-d e fine d  c o mp lia nc e  

p ro c e d ure s.  

RELA TIO NS WITH LLO YD'S                  

An a g e nt sho uld  d e a l with Llo yd 's in a n o p e n a nd  c o -o p e ra tive  ma nne r a nd  ke e p  Llo yd 's p ro mp tly info rme d  o f a nything  

c o nc e rning  the  a g e nt whic h Llo yd 's mig ht re a so na b ly b e  e xp e c t to  b e  d isc lo se d  to  it.                  

LLOYD'S UNVEIL POLITICAL VIOLENCE COVERAGE                          

Five  Llo yd 's synd ic a te s ha ve  te a me d  up  with inte rna tio na l b ro ke r BPL Glo b a l to  o ffe r multina tio na ls c o mp re he nsive  te rro rism 

a nd  p o litic a l vio le nc e  insura nc e  o n inte rna tio na l la nd -b a se d  a sse ts. 

 

Re fle c ting  inc re a sing  wo rld  insta b ility a nd  a d d re ssing  the  b lurre d  d istinc tio n b e twe e n d iffe re nt fo rms o f p o litic a l vio le nc e , 

the  p o lic y c o ve rs the  full sp e c trum o f p o litic a l vio le nc e . The  c o ve ra g e  ha s a  g lo b a l a p p lic a tio n, b ut is p a rtic ula rly e ffe c tive  

fo r risks in e me rg ing  ma rke ts. 
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Ke y fe a ture s o f the  ne w p o lic y wo rd ing  inc lud e  c o ve ra g e  fo r a  b ro a d  ra ng e  o f p o litic a l vio le nc e  a c ts, o f whic h te rro rism is 

o nly o ne .  

 

Othe r a c ts inc lud e :  

¾ Civil c o mmo tio n 

¾ Rio t a nd  lo o ting  

¾ Up rising s, re b e llio ns a nd  c o up s 

¾ Wa r a nd  c ivil wa r 

 

The  p o lic y a lso  o ffe rs:  

¾ Inc re a se d  c o ntinuity thro ug h no  c a nc e lla tio n p ro visio ns 

¾ A fixe d  p re mium fo r the  p o lic y p e rio d   

¾ Mid -ye a r re ne wa l o p tio ns 

¾ A p a y-o ut e ve n if the  p o lic yho ld e r is una b le  to  re b uild  a  p ro p e rty  

 

The  c o ve ra g e  ha s the  fle xib ility to  b e  ta ilo re d  to  me e t sp e c ific  ne e d s. 

 

This ne w c o ve ra g e  is b e ing  und e rwritte n b y le a d ing  sp e c ia list insure rs a t Llo yd 's inc lud ing : Be a zle y Furlo ng  Limite d , Ca tlin 

Und e rwriting  Ag e nc ie s Limite d , Hisc o x Synd ic a te s Limite d , Lib e rty Synd ic a te  Ma na g e me nt Limite d  a nd  We lling to n 

Und e rwriting  Plc . 

 

CHAPTER 8: PERSONAL UMBRELLA LIABILITY INSURANCE 

A se rio us p e rso na l lia b ility la wsuit c a n re a c h c a ta stro p hic  le ve ls.  The re  ha ve  b e e n jud g me nts tha t d o  e xc e e d  the  lia b ility 

limits c a rrie d  b y the  insure d .  Onc e  the se  lia b ility limits a re  e xha uste d  the  insure d  is o fte n fo rc e d  to  p a y a  sub sta ntia l a mo unt 

o ut o f his p o c ke t.  Thus, the  ne e d  fo r p ro te c tio n a g a inst c a ta stro p hic  la wsuits.  Tho se  tha t usua lly ne e d  this p ro te c tio n a re : 

¾ Hig hly p a id  e xe c utive s 

¾ Physic ia ns 

¾ Surg e o ns 

¾ De ntists 

¾ Atto rne ys 

 

Do  no t b e  mista ke n in the  a ssump tio n tha t o nly tho se  liste d  a b o ve  ne e d  this p ro te c tio n. Co nsid e ring  the  inc re a se d  

fre q ue nc y o f lia b ility la wsuits a nd  the  c o mp le xitie s o f mo d e rn living  mo st p e o p le  re q uire  this p ro te c tio n. 

NATURE OF PERSONAL UMBRELLA INSURANCE 

The  umb re lla  p a c ka g e  is d e sig ne d  to  p ro vid e  the  insure d  with c o ve ra g e  in the  e ve nt o f: 

¾ A c a ta stro p hic  c la im 

¾ A la wsuit 

¾ A jud g me nt 

 

The  a mo unt o f umb re lla  c o ve ra g e  c a n ra ng e  fro m $1,000,000.00 to  $10,000,000.00. 

 

The  c o ntra c t usua lly c o ve rs the  e ntire  fa mily wo rld wid e .  The  umb re lla  typ ic a lly c o ve rs lia b ility lo sse s a sso c ia te d  with the : 

¾ Ho me  

¾ Auto mo b ile  

¾ Bo a ts 

¾ Re c re a tio na l Ve hic le s 

¾ Sp o rts 

¾ Othe r Pe rso na l Ac tivitie s 

 

While  it is true  tha t a n umb re lla  p o lic y is no t a  sta nd a rd  c o ntra c t the y d o  ha ve  so me  c o mmo n fe a ture s suc h a s: 

 

¾ A se lf-insure d  re te ntio n must b e  me t with c e rta in lo sse s c o ve re d  b y the  umb re lla  p o lic y b ut no t c o ve re d  b y a n 

und e rlying  insura nc e  

 

¾ The  umb re lla  p o lic y p ro vid e s e xc e ss c o ve ra g e  o ve r b a sic  und e rlying  p o lic ie s, suc h a s p e rso na l a uto , a nd  

ho me o wne r's insura nc e  

¾ Co ve ra g e  is b ro a d  a nd  inc lud e s c o ve ra g e  fo r so me  lo sse s no t c o ve re d  b y und e rlying  c o ntra c ts 
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EXCESS LIABILITY INSURANCE 

The  umb re lla  p o lic y p a ys o nly a fte r the  limits o f the  und e rlying  p o lic y a re  e xha uste d .  So me  umb re lla  p o lic ie s re q uire  tha t 

the  insure d  c a rry c e rta in minimum a mo unts o f lia b ility o n the  b a sic  und e rlying  c o ntra c ts.  Fo r e xa mp le  o n a n a uto mo b ile  

p o lic y the  minimum re q uire d  o n the  b a sic  c o ntra c t c o uld  b e : 

¾ $100,000.00 p e r p e rso n b o d ily injury lia b ility 

¾ $300,000.00 p e r o c c urre nc e  b o d ily injury lia b ility 

¾ $25,000.00 fo r p ro p e rty d a ma g e  lia b ility 

¾ A c o mb ine d  sing le  limit o f $300,000.00 

 

On a  ho me o wne r's p o lic y the  minimum re q uire d  o n the  b a sic  c o ntra c t c o uld  b e : 

 

$100,000.00 o f p e rso na l lia b ility. 

 

If a  wa te rc ra ft is invo lve d  lia b ility e xp o sure  re q uire me nts ma y b e  $500,000.00 o f sing le  limit und e rlying  c o ve ra g e . 

BROAD COVERAGE 

With re sp e c t to  p e rso na l lo ss e xp o sure s, the  p e rso na l umb re lla  p o lic y p ro vid e s b ro a d  c o ve ra g e .  The  p e rso na l p o lic y 

c o ve ra g e  a lso  c o ve rs c e rta in lo sse s tha t the  und e rlying  c o ntra c t ma y no t c o ve r a fte r a  se lf-insure d  re te ntio n o f d e d uc tib le  is 

me t.  The se  lo sse s inc lud e : 

¾ Pe rso na l injury 

¾ Lib e l c la ims 

¾ Sla nd e r 

¾ De fa ma tio n o f Cha ra c te r 

¾ Fa lse  Arre st 

¾ Fa lse  Imp riso nme nt 

¾ Humilia tio n 

 

He re  a re  five  e xa mp le s o f c la ims tha t ma y b e  p a id  b y umb re lla  insura nc e  c o mp a nie s: 

¾ The  insure d  sla nd e re d  two  p o lic e  o ffic e rs 

 

¾ The  insure d  b o rro we d  a  tra c to r a nd  d a ma g e d  it. Afte r a  se lf-insure d  re te ntio n wa s me t the  umb re lla  c o ve re d  the  

lo ss 

 

¾ The  ma st o n a  re nte d  b o a t b ro ke  d uring  a  ra c e  a nd  se rio usly injure d  a  c re wme mb e r.  Prima ry c o ve ra g e  wa s no t 

a va ila b le  to  the  insure d  

 

¾ The  insure d  re nts a  c a r in Eng la nd  a nd  is invo lve d  in a  se rio us a c c id e nt. The  p e rso na l umb re lla  c o ve rs the  lo ss sinc e  

o nly limite d  und e rlying  c o ve ra g e  wa s a va ila b le  

 

¾ The  insure d 's sp o use  re nts a  mo to rc yc le  a nd  is invo lve d  in a  se rio us a c c id e nt. Sinc e  the  und e rlying  

a uto mo b ile / ho me o wne r c o ntra c ts d o  no t c o ve r the  e nsuing  third -p a rty c la im, the  umb re lla  p a ys 

SELF- INSURED RETENTION 

Whe n a n umb re lla  p o lic y a nd  no t a n und e rlying  insura nc e  p o lic y c o ve r a  lo ss, a  se lf-insure d  re te ntio n o r d e d uc tib le  must b e  

me t.  As a  rule  this d e d uc tib le  is a t le a st $250.00 p e r o c c urre nc e  a nd  c a n b e  hig he r. 

PERSONAL UMBRELLA COVERAGE’S 

¾ Pe rso na l injury lia b ility 

¾ Pro p e rty d a ma g e  lia b ility 

¾ De fe nse  c o sts  

 

PERSO NA L LIA BILITY INJURY 

 

The  insure d 's lia b ility fo r p e rso na l injury is c o ve re d  und e r the  p e rso na l umb re lla  p o lic y.  Pe rso na l injury is d e fine d  to  inc lud e : 

¾ Bo d ily Injury 

¾ Sic kne ss 

¾ Dise a se  

¾ Disa b ility 

¾ Sho c k 

¾ Me nta l Ang uish 

¾ Me nta l Injury 
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This d e finitio n c a n a lso  inc lud e : 

¾ Fa lse  Arre st 

¾ Fa lse  Imp riso nme nt 

¾ Wro ng ful Entry 

¾ Wro ng ful Evic tio n 

¾ Ma lic io us Pro se c utio n 

¾ Humilia tio n 

¾ Lib e l 

¾ Sla nd e r 

¾ De fa ma tio n o f Cha ra c te r 

¾ Inva sio n o f Priva c y 

¾ Assa ult a nd  Ba tte ry (no t inte ntio na lly c o mmitte d  o r d ire c te d  b y a  c o ve re d  p e rso n) 

PRO PERTY DA MA G E LIA BILITY 

Pro p e rty d a ma g e  c a n b e  d e fine d  a s p hysic a l injury to  ta ng ib le  p ro p e rty a nd  inc lud e s lo ss o f use  o f the  injure d  p ro p e rty. The  

umb re lla  insura nc e  c o mp a ny a g re e s to  p a y lo sse s fo r whic h the  insure d  is le g a lly lia b le  a nd  whic h e xc e e d  the  re ta ine d  limit. 

 

The  re ta ine d  limit is e ithe r: 

 

The  to ta l o f a ll a p p lic a b le  limits o f a ll re q uire d  und e rlying  c o ntra c ts a nd  a ny o the r insura nc e  a va ila b le  to  a  c o ve re d  p e rso n, 

o r 

 

The  se lf-insure d  re te ntio n if the  lo ss is no t c o ve re d  b y the  und e rlying  insura nc e . 

DEFENSE C O STS 

Typ ic a lly, le g a l d e fe nse  c o sts in a d d itio n to  the  p o lic y limits a re  p a id  with the  p e rso na l umb re lla  p o lic y.  De fe nse  c o sts 

inc lud e : 

¾ Pa yme nt o f a tto rne y's fe e s 

¾ Pre miums o n a p p e a l b o nd s 

¾ Co urt c o sts 

¾ Inte re st o n the  jud g me nt 

¾ Le g a l c o sts 

 

Ho we ve r, so me  p e rso na l umb re lla  p o lic ie s will inc lud e  the  c o st o f d e fe nd ing  the  insure d  a s p a rt o f the  to ta l lo ss.  It is p o ssib le  

tha t in a  c a ta stro p hic  jud g me nt the  insure d  ma y ha ve  to  a b so rb  p a rt o f the  lo ss.  Mo st umb re lla  p o lic ie s will p ro vid e  a nd  

p a y the  le g a l d e fe nse  c o sts o f a  c o ve re d  lo ss if tha t lo ss is no t c o ve re d  b y a ny und e rlying  insura nc e . 

EXCLUSIONS 

He re  a re  so me  o f the  mo re  c o mmo n e xc lusio ns fo und  in p e rso na l umb re lla  p o lic ie s: 

¾ Wo rke r's c o mp e nsa tio n 

¾ Fe llo w e mp lo ye e  

¾ Ca re , c usto d y o r c o ntro l 

¾ Nuc le a r e ne rg y 

¾ Inte ntio na l a c ts 

¾ Airc ra ft 

¾ Wa te rc ra ft 

¾ Busine ss p ursuits 

¾ Pro fe ssio na l lia b ility 

¾ Offic e rs a nd  d ire c to rs 

¾ Re c re a tio na l ve hic le s 

WO RKERS C O MPENSA TIO N 

Any o b lig a tio n the  insure d  is le g a lly lia b le  fo r und e r wo rke rs c o mp e nsa tio n, d isa b ility b e ne fits, o r simila r la w is no t c o ve re d . 

FELLO W EMPLO YEE 

So me  p e rso na l umb re lla  c o ntra c ts e xc lud e  c o ve ra g e  fo r a ny insure d  (o the r tha n the  na me d  insure d ) who  injure s a  fe llo w 

e mp lo ye e  in the  c o urse  o f e mp lo yme nt a rising  o ut o f the  use  o f a : 

¾ Auto mo b ile  

¾ Wa te rc ra ft 

¾ Airc ra ft 

C A RE, C USTO DY O R C O NTRO L 

Da ma g e  to  p ro p e rty a  c o ve re d  p e rso n o wns is e xc lud e d  und e r a ll p e rso na l umb re lla  c o ntra c ts. Mo st c o ntra c ts a lso  e xc lud e  

d a ma g e  to  a  no n-o wne d  a irc ra ft a nd  no n-o wne d  wa te rc ra ft in the  insure d 's p o sse ssio n.  Ho we ve r mo st umb re lla s will c o ve r 

d a ma g e  to : 
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¾ Pro p e rty re nte d  to  

¾ Pro p e rty use d  b y 

¾ Pro p e rty in the  c a re  o f a n insure d  

 

 (The  Thre e  a b o ve  e xc lud e  a irc ra ft a nd  wa te rc ra ft.) 

NUC LEA R ENERG Y 

All p e rso na l umb re lla  p o lic ie s ha ve  nuc le a r e ne rg y e xc lusio n. 

INTENTIO NA L A C TS 

Any a c t d ire c te d  b y o r c o mmitte d  b y a  c o ve re d  p e rso n with the  inte nt to  c a use  p e rso na l injury o r p ro p e rty d a ma g e  will no t 

b e  c o ve re d . 

A IRC RA FT 

Any lia b ility a rising  o ut o f: 

¾ Owne rship  

¾ Ma inte na nc e  

¾ Use  

¾ Lo a d ing  

¾ Unlo a d ing  a n a irc ra ft is e xc lud e d  fro m c o ve ra g e  

WA TERC RA FT 

La rg e r wa te rc ra ft a re  usua lly e xc lud e d  suc h a s: 

¾ Inb o a rd  wa te rc ra ft 

¾ Inb o a rd / o utb o a rd  wa te rc ra ft e xc e e d ing  50 ho rse p o we r 

¾ Outb o a rd  mo to rs o f mo re  tha n 25 ho rse p o we r 

¾ Sa iling  ve sse ls o f mo re  tha n 26 fe e t lo ng  

BUSINESS PURSUITS 

While  lia b ility a rising  o ut o f b usine ss a c tivity o r b usine ss p ro p e rty is usua lly e xc lud e d , this e xc lusio n d o e s no t a p p ly to  the  

insure d 's o r fa mily me mb e rs use  o f a  p riva te  a uto mo b ile . 

PRO FESSIO NA L LIA BILITY 

While  ma ny insura nc e  c o mp a nie s d o  no t o ffe r this c o ve ra g e  a nd  virtua lly a ll umb re lla  p o lic ie s e xc lud e  p ro fe ssio na l lia b ility, 

so me  c o mp a nie s will c o ve r c e rta in p ro fe ssio na l lia b ility lo ss with a n e nd o rse me nt a nd  b y c ha rg ing  a  hig he r p re mium. 

O FFIC ERS A ND DIREC TO RS 

This e xc lusio n d o e s no t a p p ly to  a  no n-p ro fit c o rp o ra tio n o r o rg a niza tio n. It d o e s e xc lud e  c o ve ra g e  fo r a n a c t o r fa ilure  to  

a c t a s: 

¾ An o ffic e r 

¾ A Truste e  

¾ A Dire c to r o f a  c o rp o ra tio n o r a n a sso c ia tio n 

REC REA TIO NA L VEHIC LES 

Lia b ility a rising  a s a  re sult o f o wne rship  o r ma inte na nc e  o f g o lf c a rts is e xc lud e d .  

 

Fo c us Po ints 

 

o Pe rso na l Umb re lla  Insura nc e  p ro vid e s c o ve ra g e  fro m c a ta stro p hic  c la im, la wsuit o r jud g me nt. 

 

o Pe rso na l Umb re lla  Insura nc e  usua lly c o ve rs the  e ntire  fa mily wo rld wid e .   

 

o Umb re lla  p o lic ie s p a y a fte r the  limits o f the  und e rlying  p o lic y a re  e xha uste d .   

 

o Whe n a n umb re lla  p o lic y c o ve rs a  lo ss a  d e d uc tib le  must b e  me t.   

 

o Lia b ility fo r p e rso na l injury is c o ve re d  und e r the  p e rso na l umb re lla  p o lic y.  

 

o Pro p e rty d a ma g e  is d e fine d  a s p hysic a l injury to  p ro pe rty a nd  inc lud e s lo ss o f use  o f the  injure d  p ro p e rty. 

 

o Umb re lla  c o ve ra g e  p a ys lo sse s fo r whic h the  insure d  is lia b le  a nd  whic h e xc e e d  the  re ta ine d  limit. 

 

o Umb re lla  p o lic ie s will p a y the  le g a l d e fe nse  c o sts o f a  c o ve re d  lo ss with so me  e xc e p tio ns. 

 

o Ob lig a tio ns lia b le  und e r wo rke rs c o mp . o r simila r p ro g ra ms a re  no t c o ve re d  und e r Umb re lla  p o lic ie s. 
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o Pe rso na l Umb re lla  p o lic ie s e xc lud e  c o ve ra g e  to  the  insure d ’ s p e rso na l p ro p e rty. 

 

o All p e rso na l umb re lla  p o lic ie s ha ve  nuc le a r e ne rg y e xc lusio n. 

 

o Lia b ility fro m b usine ss p ro p e rty o r b usine ss a c tivity is e xc lud e d  fro m Pe rso na l Umb re lla  c o ve ra g e . 

CHAPTER 9: THE SPECIAL MULTI- PERIL POLICY (SMP) 

The  e vo lutio n o f c o mme rc ia l p a c ka g e  p o lic ie s a nd  p ro g ra ms c a n b e  tra c e d  to  the  d e ve lo p me nt a nd  imp le me nta tio n o f 

the  ho me o wne rs' p a c ka g e , whic h p ro te c ts a n ind ivid ua l's p e rso na l p ro p e rty a nd  p e rso na l lia b ility.  

HISTO RY O F THE PO LIC Y 

Whe n the  first c o mme rc ia l p o lic ie s, whic h we re  (a nd  still a re ) c a lle d  the  sp e c ia l multi-p e ril p o lic y (SMP), b e c a me  a va ila b le , 

sma ll, me d ium a nd  la rg e  b usine sse s we re  ra te d  in e xa c tly the  sa me  wa y. The  SMP wa s the  so le  c o mme rc ia l p o lic y p a c ka g e  

o n the  ma rke t.  

 

Thus, a  sma ll b usine ss with o nly te n e mp lo ye e s a nd  a  la rg e  c o mp a ny with hund re d s o f wo rke rs we re  ra te d  in the  sa me  wa y 

a nd  we re  insure d  und e r id e ntic a l SMP fo rms. 

Altho ug h the  SMP c o ve re d  ma ny p e rils, fo r so me  sma ll- a nd  me d ium-size d  b usine sse s, the  c o ve ra g e  inc lud e d  p ro te c tio n 

a g a inst risks tha t the se  b usine ss o wne rs wo uld  ne ve r re q uire  b e c a use  the se  b usine sse s, b y the ir ve ry size , a re  e xp o se d  to  

fe we r risks tha n la rg e  c o mp a nie s.  

 

As a  re sult, sma ll- a nd  me d ium-size d  b usine ss o wne rs p a id  fo r c o ve ra g e ’ s tha t the y d id  no t ne e d , a nd , the re fo re , p a id  the  

sa me  p re miums tha t la rg e  c o mp a nie s p a id . Eve n tho ug h the  SMP wa s a  c o nve nie nt, d isc o unte d  p o lic y sinc e  it c o mb ine d  

se ve ra l sing le -line  fo rms o f insura nc e , sma ll- a nd  me d ium-size d  b usine ss o wne rs wa ste d  mo ne y b e c a use  the y we re  p a ying  

fo r c o ve ra g e ’ s tha t the y wo uld  like ly ne ve r use . 

BUSINESS SIZE A S IT RELA TES TO  THE SMP 

While  ma ny sma ll- a nd  me d ium-size d  b usine sse s find  the  c o ve ra g e ’ s o f the  SMP to  b e  the  b e st p o lic y fo r insuring  the ir 

b usine sse s, this in no  wa y me a ns tha t la rg e  b usine sse s d o  no t find  the  SMP to  b e  a  via b le  wa y fo r insuring  itse lf a g a inst 

p ro p e rty o r lia b ility. Altho ug h so me  o f the se  la rg e  c o mp a nie s a re  no t e lig ib le  fo r the  SMP p ro g ra m, ma ny la rg e  b usine sse s 

d o  ind e e d  q ua lify fo r the  p ro g ra m.  

 

Ho we ve r, so me  la rg e  c o mp a nie s, whic h a re  o the rwise  e lig ib le , ha ve  insura nc e  re q uire me nts b e yo nd  the  sc o p e  o f the  SMP 

p ro g ra m. This is, o f c o urse , to  b e  e xp e c te d  if the se  c o mp a nie s a re  e xp o se d  to  risks tha t the  SMP d o e s no t inc lud e  a s p a rt o f 

its p ro te c tio n. Or, inte re ste d  b usine ss o wne rs who  o p e ra te  la rg e  c o mp a nie s ma y d isc o ve r tha t e ve n tho ug h the y a re  

inte re ste d  in the  p la n, the y a re  no t a b le  to  p urc ha se  the  a d d itio na l re q uire d  c o ve ra g e  thro ug h e nd o rse me nt o r o p tio na l 

c o ve ra g e ’ s.  

A DVA NTA G ES O F THE SMP A PPRO A C H  

Whe n d e c id ing  whe the r to  g o  with a  sing le -line  o r a  multip le -line  typ e  o f c o ve ra g e , the  c o mme rc ia l p o lic yho ld e r will 

d isc o ve r tha t whe n his insura nc e  ne e d s a re  c o mb ine d  a s a  multip le -line  p a c ka g e , he  will b e ne fit fro m lo we r c o sts, fro m 

mo re  c o mp le te  c o ve ra g e  in a  sing le  p o lic y c o ntra c t, a nd  fro m fle xib ility o f c ho ic e  whe n se le c ting  o p tio na l c o ve ra g e ’ s.  

REDUC ED C O STS 

Re d uc tio n in c o st is p ro b a b ly the  mo st imp o rta nt a nd  mo st a ttra c tive  fe a ture  o f the  SMP p ro g ra m. The  re d uc tio n in p re mium 

c o sts c a n b e  a sc rib e d  to  the se  e le me nts: the  se le c tio n p ro c e ss, the  ha nd ling  o f just o ne  p o lic y, c a re ful e xa mina tio n o f c la ss 

c ha ra c te ristic s a nd  thro ug h the  re d uc tio n o f risks.  

REDUC ING  C O STS THRO UG H THE SELEC TIO N PRO C ESS 

Elig ib le  p o lic yho ld e rs a re  sc re e ne d  d uring  the  und e rwriting  se le c tio n. Fo r e xa mp le , b usine ss o wne rs, who  b e c a use  o f the ir 

typ e  o f b usine ss o r b e c a use  o f the  typ e s o f risk to  whic h the ir b usine ss is e xp o se d , p ro b a b ly will b e  e limina te d  imme d ia te ly. 

Insura nc e  c o mp a nie s who  sc re e n a p p lic a nts so  tha t the ir und e rwrite rs e limina te  p o o r risks a nd  se le c t o nly the  b e tte r risks 

usua lly will b e ne fit fro m c o st re d uc tio ns ra ng ing  fro m 15 to  30 p e rc e nt.  

 

The se  a re  up -fro nt re d uc tio ns in initia l p re miums. Be c a use  SMPs a re  writte n b y b o th d ivid e nd  a nd  no -nd ivid e nd  p a ying  

insura nc e  c o mp a nie s, so me  p o lic yho ld e rs ma y g a in a d d itio na l sa ving s thro ug h re c e iving  e a rne d  d ivid e nd s. 

 

Ano the r fa c to r in c o st re d uc tio ns is tha t SMP p o lic yho ld e rs, a s a  sta tistic a l c la ss, a re  no t a  we ll-d e fine d  c la ss o r a  p e rma ne nt 

g ro up  c o nsisting  o f tho se  who se  b usine sse s tha t a re  e xp o se d  to  simila r risks.  

 

Ra the r, the y a re  a  c o nsta ntly c ha ng ing  g ro up  tha t is e xp o se d  to  simila r risks. The  insura nc e  c o mp a ny's se le c tio n p ro c e ss 

te nd s to  e nsure  a  p a rtic ula r g ro up  will sta tistic a lly sho w a  b e tte r tha n a ve ra g e  lo ss ra tio , me a ning  tha t SMP p o lic yho ld e rs 

ha ve  le ss e xp o sure  to  risk a nd , the re fo re , file  le ss c la ims.  
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REDUC ING  C O STS BY HA NDLING  O NE PO LIC Y A ND BY EXA MINING  C LA SS C HA RA C TERISTIC S 

Co st re d uc tio n is a lso  a ttrib uta b le  to  two  a d d itio na l fa c to rs. First, b o th the  insura nc e  c o mp a ny a nd  the  insura nc e  a g e nt o r 

b ro ke r b e ne fit fro m p ro c e ssing  re d uc tio ns sinc e  the y will ma na g e  o nly o ne  p o lic y inste a d  o f p e rha p s two  to  te n p o lic ie s a s 

the y wo uld  ha ve  to  d o  with sing le -line  p o lic ie s.  

 

Se c o nd , a no the r c o st re d uc tio n o c c urs b e c a use , o ve ra ll, the  lo sse s suffe re d  b y the  SMP c la ss a re  le ss c o stly a nd  fe we r in 

numb e r tha n the  lo sse s suffe re d  b y o the r c lasse s with simila r c o ve ra g e ’ s tha t a re  writte n und e r a  se rie s o f se p a ra te  p o lic ie s. 

The se  sa ving s, b o th the  c o st o f ha nd ling  o ne  p o lic y ra the r tha n se ve ra l a nd  the  d e c re a se d  c ha nc e s o f the  SMP c la ss 

suffe ring  a  lo ss, a re  p a sse d  o n to  the  p o lic yho lde r usua lly in the  fo rm o f re d uc e d  p re miums. 

REDUC ING  C O STS BY C UTTING  RISKS 

The  se le c tio n p ro c e ss, a s d e sc rib e d  a b o ve , is re p e a te d  a t re ne wa l time . At tha t time , the  lo ss e xp e rie nc e  (o r c la ims file d  o r 

lo sse s suffe re d ) a nd  insp e c tio n re p o rts o f the  c o nd itio n o f the  b usine ss o wne r's p ro p e rty a nd  e q uip me nt (a mo ng  o the r a re a s 

o f e xa mina tio n) o f e a c h p o lic yho ld e r a re  ta ke n into  a c c o unt whe n d e c id ing  whe the r e a c h b usine ss still q ua lifie s fo r the  

SMP p ro g ra m a nd  its d isc o unte d  p re mium.  

 

Ob vio usly, it is ne c e ssa ry fo r a n SMP p o lic yho ld e r to  ma inta in his p re mise s in e xc e lle nt c o nd itio n a nd  to  d e mo nstra te  he  is 

re c e p tive , c o nc e rne d , a le rt to  lo ss p re ve ntio n re c o mme nd a tio ns, a nd  willing  to  imp le me nt sug g e ste d  imp ro ve me nts in a n 

e ffo rt to  re d uc e  e xp o sure  to  lo ss. He  must e xhib it the se  d e sire d  c ha ra c te ristic s if he  wishe s to  c o ntinue  b e ne fiting  fro m the  

re d uc tio ns in insura nc e  c o sts a n SMP p ro vid e s.  

 

To  illustra te  this p o int, sup p o se  tha t a  b usine ss o wne r is a dvise d  b y the  insura nc e  c o mp a ny's re p re se nta tive  to  b uy a nd  to  

insta ll a  b e tte r lo c king  me c ha nism fo r the  c a b ine t whe re  he  sto re s the  g uns tha t he  se lls. The  re p re se nta tive  ma y e ve n urg e  

the  p o lic yho ld e r to  p urc ha se  o ne  o f se ve ra l p ro d uc ts tha t the  insura nc e  c o mp a ny ha s a lre a d y d e e me d  to  b e  the  b e st, o r 

the  mo st e ffe c tive , lo c king  me c ha nisms a va ila b le  in the  c urre nt ma rke tp la c e .  

 

The  p o lic yho ld e r sho uld  c o mp ly with the  re p re se nta tive 's sug g e ste d  imp ro ve me nt sinc e  the  re p re se nta tive  will p ro b a b ly 

no te  in the  p o lic yho ld e r's file  tha t the  re c o mme nd a tio n wa s ma d e  o n a  p a rtic ula r d a te . So me time s, the  re p re se nta tive , 

b e c a use  he  c o nsid e rs the  risk o f d a ma g e  o r lo ss to  b e  sig nific a nt, ma y e ve n ma nd a te  tha t the  lo c king  me c ha nism must b e  

insta lle d  b y a  sp e c ific  time  o n a  na me d  d a y.  

 

This d o e s no t me a n tha t the  insura nc e  c o mp a ny will c o nsta ntly b e  ma king  sug g e stio ns fo r imp ro ve me nt to  the  b usine ss 

o wne r's p ro p e rty o r tha t the  insura nc e  c o mp a ny will infring e  up o n the  b usine ss o wne r's rig ht to  c o nd uc t b usine ss a s he  se e s 

fit. Ra the r, it is o ne  o f the  insura nc e  c o mp a ny's me tho d s fo r re d uc ing  e xp o sure  to  risk, the re b y lo we ring  p re miums a nd  

re d uc ing  the  c ha nc e s o f a  lo ss o c c urring . In tha t wa y, the  c la ss's lo ss e xp e rie nc e  is re d uc e d , o r a t the  ve ry le a st no t 

inc re a se d , b e c a use  b usine sse s a re  willing  to  imp le me nt the  insura nc e  c o mp a nie s' re c o mme nd a tio ns fo r risk re d uc tio n. 

Fina lly, no t c o mp lying  with suc h sug g e stio ns c o uld  me a n tha t the  b usine ss mig ht lo se  its SMP c o ve ra g e  sinc e  the  b usine ss 

o wne r is, in e ffe c t, inc re a sing  the  c ha nc e s o f risk a nd  lo ss fo r his c la ss. 

 

A  SING LE PO LIC Y C O NTRA C T 

Ano the r ma in a d va nta g e  o f the  SMP p o lic y is tha t this p o lic y c o ve rs mo st o f the  b usine ss o p e ra tio ns' e xp o sure . One  p o lic y 

me a ns o nly o ne  e xp ira tio n d a te  to  wo rry a b o ut, o ne  p re mium p a yme nt (o r a  p la nne d  se rie s if a  p a yme nt p la n is use d ), o ne  

insura nc e  p o lic y file , a nd , c o nse q ue ntly, lo w p ro b a b ility tha t the  b usine ss o wne r will ha ve  p e rio d s o f time  whe re  his 

c o ve ra g e  la p se s. Also , o ne  p o lic y c o mb ining  se ve ra l c o ve ra g e ’ s g ive s the  p o lic yho ld e r's a c c o unt a  hig he r p ro file  with the  

insura nc e  c o mp a ny's und e rwrite r.  

 

The o re tic a lly, a  we ll-writte n SMP, to g e the r with a  wo rke rs' c o mp e nsa tio n p o lic y a nd  a n a p p ro p ria te  a uto mo b ile  fo r b usine ss 

usa g e  p o lic y, e nc o mp a sse s a ll o f the  insura nc e  ne e d s (o the r tha n e mp lo ye e  b e ne fits) fo r mo st sma ll- to  me d ium-size d  

b usine ss e nte rp rise s in o ne  d o c ume nt.  

 

Ho we ve r, a n SMP is no t a  p a c ka g e , whic h a uto ma tic a lly p ro vid e s b usine ss o wne rs with a ll o f the ir ne c e ssa ry c o ve ra g e ’ s. 

Se le c ting  a  p o lic y re q uire s tho ug htful d e c isio ns, re vie w a nd  up d a ting  a s the  b usine ss o wne r's situa tio n c ha ng e s. 

FLEXIBILITY O F C HO IC E 

Fle xib ility o f c ho ic e , the  third  a d va nta g e , ma ke s it ne c e ssa ry fo r the  p o lic yho ld e r a nd  his a g e nt o r b ro ke r to  c a re fully re vie w 

his b usine ss ne e d s to  e nsure  tha t se le c te d  c o ve ra g e ’ s re sp o nd  a d e q ua te ly to  his ne e d s. 

 

Fo r e xa mp le , in the  ma nd a to ry p ro p e rty se c tio n, a n insure d  must d e c id e  whe the r the  d e sire d  c o ve ra g e  is g o ing  to  b e  a ll-

risk, na me d  p e ril, o r just fire  a nd  e xte nd e d  c o ve ra g e . If the  insure d  c ho o se s the  la tte r c o ve ra g e , the n he  must d e te rmine  

whe the r the re  is a  ne e d  fo r p ro te c tio n a g a inst sp rinkle r le a ka g e  o r so me  o the r wa te r o r e a rthq ua ke  p ro te c tio n b y wa y o f 

e ithe r a n e nd o rse me nt o r a s a n o p tio na l c o ve ra g e .  
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Fina lly, b usine ss o wne rs who  c ho o se  e ithe r the  na me d  p e ril o r the  a ll-risk fo rm must re vie w a va ila b le  o p tio na l c o ve ra g e ’ s o r 

e nd o rse me nts b e fo re  d e c id ing  whe the r this e xtra  c o ve ra g e ’ s a re  ne c e ssa ry.  

ELIG IBILITY 

To d a y's SMP p o lic y p ro g ra m c o nsists o f e ig ht d iffe re nt c la ssific a tio n g ro up s, e a c h g ro up  o ffe ring  its o wn p a c ka g e  d isc o unt. 

The  g ro up  in whic h a  b usine ss is p la c e d  a ffe c ts the  p re mium tha t the  b usine ss o wne r will p a y. Fo r the  mo st p a rt, the  sa me  

p o lic y fo rms a re  e mp lo ye d  fo r e a c h o f the  e ig ht g ro up s. 

BUSINESSES THA T Q UA LIFY FO R A N SMP 

Elig ib le  insure d  a re  g ro up e d  into  e ig ht tra d e  g ro up  c la ssific a tio ns, whic h d e te rmine  the  size  o f the  a p p lic a b le  d isc o unt: 

¾ Ap a rtme nt ho use s. 

¾ Co ntra c to rs. 

¾ Mo te l-ho te l o p e ra tio ns. 

¾ Ind ustria l a nd  p ro c e ssing  p la nts. 

¾ Institutio ns. 

¾ Me rc a ntile  o p e ra tio ns. 

¾ Offic e s.  

¾ Se rvic e  firms. 

 

The  p a c ka g e  d isc o unts tha t a p p ly to  e a c h g ro up  va ry b y g ro up  a nd  b y sta te . Disc o unts a re  p e rio d ic a lly re c a lc ula te d  to  

re fle c t the  lo ss e xp e rie nc e  o f the  g ro up  o r o f the  c la ss a s a  who le . Fo r e xa mp le , it is p o ssib le  fo r a  g ro up  to  ha ve  a  p a c ka g e  

fa c to r o f 1.00 (no  d isc o unt) o r, if the  lo ss e xp e rie nc e  o f the  g ro up  is lo w, a  fa c to r o f p e rha p s .65 (a  d isc o unt o f 35 p e rc e nt). 

BUSINESSES THA T DO  NO T Q UA LIFY FO R A N SMP 

The  1977 re visio n to  the  SMP p ro g ra m c ha ng e d  the  e lig ib ility rule s so  tha t mo re  insure d ’ s c o uld  q ua lify fo r the  p ro g ra m. Prio r 

to  this, the  e lig ib ility rule s, while  no t imp o ssib le  to  me e t, we re  muc h mo re  stric t.  

 

Pre se ntly, o nly a  fe w c la sse s a re  e xc lud e d  fro m p urc ha sing  a n SMP. The se  inc lud e : 

 

¾ Bo a rd ing  o r ro o ming  ho use s a nd  o the r re sid e ntia l p ro p e rtie s tha t c o nsist o f fe we r tha n thre e  a p a rtme nt units. 

 

¾ Fa rms a nd  fa rming  o p e ra tio ns (this is b e c a use  a  se p a ra te  c o mme rc ia l p a c ka g e  p o lic y e xists fo r fa rme rs). 

 

¾ Auto mo b ile  filling  o r se rvic e  sta tio ns; a uto mo b ile  re p a iring  o r re b uild ing  o p e ra tio ns; a uto mo b ile , mo to r ho me  a nd  

mo to rc yc le  d e a le rs; a nd  p a rking  lo ts o r g a ra g e s unle ss the y a re  inc id e nta l to  the  o the rwise  e lig ib le  c la ss. 

 

¾ Gra in e le va to rs, g ra in ta nks a nd  g ra in wa re ho use s. 

 

¾ Pro p e rtie s o r b usine sse s whic h c a n b e  c a te g o rize d  in o ne  o f five  wa ys:  

a . Hig hly p ro te c te d  risks. 

b . Pe tro le um p ro p e rtie s. 

c . Pe tro c he mic a l p la nts. 

d . Ele c tric  g e ne ra ting  sta tio ns. 

e . Na tura l g a s. 

 

O f c o urse , this list d o e s no t ind ic a te  tha t the se  five  c a te g o rie s o f b usine ss a re  ine lig ib le  fo r a ny typ e  o f c o mme rc ia l 

insura nc e ; it o nly d e fine s tho se  e sta b lishme nts tha t a re  ine lig ib le  fo r p a rtic ip a tio n in the  SMP p ro g ra m. Othe r p o lic ie s tha t 

mo re  a d e q ua te ly a nd  c o mp re he nsive ly a d d re ss the  c o ve ra g e  ne e d s o f the se  typ e s o f b usine sse s ha ve  b e e n c re a te d  

sp e c ific a lly fo r tha t p urp o se  a nd  a re  a va ila b le  a t mo st insura nc e  c o mp a nie s tha t o ffe r b usine ss o wne rs' insura nc e . 

DEFINING  THE TWO  TYPES O F PRO PERTY 

The re  a re  two  b ro a d  c a te g o rie s o f p ro p e rty, whic h must b e  c o nsid e re d —re a l, a nd  p e rso na l b usine ss p ro p e rty. Busine ss 

o wne rs must re c o g nize  the  d iffe re nc e s in the se  typ e s o f p ro p e rty, a s this is e sse ntia l fo r und e rsta nd ing  p ro p e rty c o ve ra g e ’ s 

in Se c tio n I. 

REA L PRO PERTY C O VERA G E 

Ne a rly a ll re a l p ro p e rty is inc lud e d  in the  d e finitio n o f "b uild ing (s)" o n the  SMP c o ve ra g e  fo rms. This inc lud e s b uild ing s; 

struc ture s; a d d itio ns; fixture s; p e rma ne nt e q uip me nt a nd  ma c hine ry use d  fo r ma inte na nc e  a nd / o r se rvic e  o f the  b uild ing ; 

ma te ria ls a nd  sup p lie s inte nd e d  fo r use  in c o nstruc tio n; a lte ra tio ns o r re p a irs; ya rd  fixture s; fire  e xting uishing  a p p a ra tus; 

a p p lia nc e s use d  fo r re frig e ra tio n, ve ntila ting  o r c o o king ; d ishwa shing  a nd  la und e ring  e q uip me nt; a nd  flo o r c o ve ring s.  

 

All o f the se  p ro p e rty typ e s must b e  lo c a te d  o n the  insure d 's p re mise s if the  b usine ss o wne r is to  b e ne fit fro m his p o lic y's 

p ro te c tio n. 
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Ba sic  e xc lusio ns fro m b uild ing  e q uip me nt a re  swimming  p o o ls, fe nc e s, p ie rs, d o c ks, wha rve s, wa lks, c o st o f e xc a va tio n, 

b uild ing  fo und a tio ns a nd  und e rg ro und  p ip e s. The se  typ e s o f p ro p e rtie s, like  o the r e xc lusio ns, ma y b e  p ro te c te d  a g a inst lo ss 

b y p urc ha sing  a  se p a ra te  p o lic y (d e p e nd ing  o n the  typ e  o f p ro p e rty tha t it is), a n e nd o rse me nt o r o p tio na l c o ve ra g e . 

BUSINESS PERSO NA L PRO PERTY C O VERA G E 

Co ve ra g e  is a va ila b le  thro ug h the  SMP fo r b usine ss p e rso na l p ro p e rty, whic h is usua l to  the  insure d 's o c c up a nc y o r to  

b usine ss o p e ra tio ns. Inc lud e d  a lso  a re  te na nt imp ro ve me nts in b uild ing s no t o wne d  b y the  insure d , a nd  a  limite d  e xte nsio n 

to  the  p e rso na l p ro p e rty o f o the rs tha t is in his c a re , c usto d y, o r c o ntro l a t the  time  o f the  lo ss is a lso  inc lud e d . In mo st 

situa tio ns, a s with re a l p ro p e rty, p e rso na l p ro p e rty c o ve ra g e  is limite d  to  p ro p e rty tha t is lo c a te d  o n the  insure d  p re mise s.  

 

The  typ e  o f p e rso na l p ro p e rty c o ve re d  und e r Se c tio n I c o nsist o f, b ut is no t limite d  to , sto c ks (inve nto rie s) o f me rc ha nd ise  

a nd  o f ra w ma te ria ls, sup p lie s a nd  fitting s, a nd  furniture  a s we ll a s fixture s, e q uip me nt a nd  ma c hine ry.  

 

Ba sic  e xc lusio ns a re  a nima ls a nd  p e ts; wa te rc ra ft; a uto mo b ile s, ve hic le s o r tra ile rs lic e nse d  fo r hig hwa y use ; a irc ra ft; 

p e rso na l p ro p e rty while  wa te rb o rne ; ho use ho ld  a nd  ind ivid ua l p e rso na l p ro p e rty; a nd  a c c o unts, b ills, c urre nc y, d e e d s, 

e vid e nc e  o f d e b t, mo ne y a nd  se c uritie s. Va lua b le  p a p e rs, mo ne y a nd  se c uritie s c o ve ra g e  is a va ila b le  und e r Se c tio n III o r 

b y me a ns o f va rio us c rime  e nd o rse me nts. 

 

The se  typ e s o f c o ve ra g e ’ s ma y b e  inc lud e d  if the  b usine ss o wne r o p ts to  p urc ha se  a  se p a ra te  p o lic y (if re q uire d ), a n 

e nd o rse me nt o r o p tio na l c o ve ra g e . 

 

PRO PERTY C O VERA G E (SEC TIO N I) 

The re  a re  two  typ e s o f SMP fo rms fro m whic h a  b usine ss o wne r mig ht c ho o se . A b usine ss o wne r mig ht c ho o se  the  sta nd a rd , 

o r na me d  p e ril a p p ro a c h, o r he  ma y o p t fo r the  a ll-risk a p p ro a c h. Ea c h o f the se  fo rms c o ve rs d iffe re nt p e rils, so  a  b usine ss 

o wne r must c a re fully we ig h whe the r the  a d d itio na l c o st o f the  a ll-risk fo rm b e tte r suits his insura nc e  ne e d s tha n the  le ss 

e xp e nsive , b ut a lso  le ss c o mp re he nsive , na me d  p e ril fo rm. 

THE STA NDA RD (NA MED PERIL) FO RM O F PRO PERTY C O VERA G E 

Co mb ining  se ve ra l d iffe re nt p e ril fo rms p ro vid e s c o ve ra g e  fo r b o th b uild ing s a nd  p e rso na l p ro p e rty. The  b a sic  fo rms a re  the  

g e ne ra l b uild ing  fo rm a nd  the  g e ne ra l p e rso na l p ro p e rty fo rms.  

 

Und e r the se  two  fo rms, insura nc e  c o ve ra g e  is o n a  na me d  p e ril b a sis. The se  p e rils inc lud e  fire , lig htning , wind sto rm, ha il, 

e xp lo sio n a nd  smo ke ; a irc ra ft o r ve hic le  d a ma g e ; rio t, rio t a tte nd ing  a  strike , o r c ivil c o mmo tio n; a nd  va nd a lism o r ma lic io us 

misc hie f. Exc lusio ns o f e le c tric a l injury, inte rrup tio n o f p o we r, e a rth mo ve me nt, flo o d , o r a ny e nfo rc e me nt o f o rd ina nc e  o r 

la w re g a rd ing  the  use , the  c o nstruc tio n, o r the  re p a ir o f a  b uild ing  limit c o ve ra g e .  

 

At the  insure d 's o r insura nc e  c o mp a ny's re q ue st, va nd a lism a nd  ma lic io us misc hie f, whic h is usua lly c o ve re d , ma y b e  

e xc lud e d , whic h d e le te s this p e ril fro m the  g e ne ra l fo rm.  

THE A LL- RISK FO RM O F PRO PERTY C O VERA G E 

As a n a lte rna tive  to  the  na me d  p e ril a p p ro a c h, a n insure d  ma y c o nsid e r c o ve ra g e  o n a n a ll-risks b a sis. The  sp e c ia l b uild ing  

fo rm a nd  sp e c ia l p e rso na l p ro p e rty fo rms p ro vid e  the se  typ e s o f c o ve ra g e ’ s a t a n a d d itio na l c o st. Altho ug h this fo rm o ffe rs 

a  wid e  va rie ty o f c o ve ra g e , c e rta in e xc lusio ns will a lwa ys b e  inc lud e d  a s p a rt o f the  p o lic y.  

 

The  e xc lusio ns a re  lo sse s tha t a re  c a use d  b y the  fo llo wing : 

 

¾ Enfo rc e me nt o f lo c a l o r sta te  o rd ina nc e s re g ula ting  c o nstruc tio n.  

 

¾ Ele c tric a l injury to  e le c tric a l a p p lia nc e s c a use d  b y a n a rtific ia lly g e ne ra te d  c urre nt.  

 

¾ Flo o d , e a rthq ua ke , se we r b a c kup  o r wa te r b e lo w the  surfa c e  o f the  g ro und . 

 

¾ We a r a nd  te a r, g ra d ua l d e te rio ra tio n, rust, c o rro sio n, mo ld , we t o r d ry ro t, o r inhe re nt o r la te nt d e fe c t.  

 

¾ Smo g . 

 

¾ Smo ke , va p o r o r g a s fro m a g ric ultura l o r ind ustria l o p e ra tio ns.  

 

¾ Me c ha nic a l b re a kd o wn, inc lud ing  rup ture  o r b ursting  c a use d  b y c e ntrifug a l fo rc e . 

 

¾ Se ttling , c ra c king , shrinka g e , b ulg ing  o r e xp a nsio n o f p a ve me nts, fo und a tio ns, wa lls, flo o rs o r c e iling s.  

 

¾ Anima ls, b ird s, ve rmin o r o the r inse c ts.  
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¾ Exp lo sio n o f ste a m b o ile rs, ste a m p ip e s o r e ng ine s.   

 

¾ Va nd a lism a nd  ma lic io us misc hie f to  a ny b uild ing  tha t is va c a nt o r tha t is uno c c up ie d  fo r mo re  tha n 30 d a ys.  

 

¾ Co ntinuo us o r re p e a te d  se e p a g e  o r le a ka g e  fro m wa te r o r ste a m fro m p lumb ing , he a ting  a nd  a ir c o nd itio ning , o r 

o the r e q uip me nt.  

 

¾ The ft o f a ny p ro p e rty tha t is no t a n inte g ra l p a rt o f a  b uild ing  a t the  time  o f the  lo ss. 

 

¾ Une xp la ine d  o r myste rio us d isa p p e a ra nc e  o f p ro p e rty.  

 

¾ Lo ss tha t is c a use d  d ire c tly o r ind ire c tly b y a n inte rrup tio n o f p o we r. 

 

A DDITIO NA L O PTIO NA L C O VERA G E’S 

An insure d  ma y p urc ha se  a d d e d  e nd o rse me nts o r o p tio na l c o ve ra g e ’ s so  tha t he  ma y mo re  a d e q ua te ly me e t his 

insura nc e  ne e d s. Be c a use  the  p o lic yho ld e r is a d d ing  c o ve ra g e  to  his b a sic  p o lic y, the  b usine ss o wne r must p a y a n 

a d d itio na l c o st fo r e a c h o f the se  e nd o rse me nts o r o p tio na l c o ve ra g e ’ s.  

 

An insure d 's e nd o rse me nts a re  usua lly fo und  o n the  d e c la ra tio ns p a g e  o f his p o lic y, so  whe n the  p urc ha se r re c e ive s his 

p o lic y, he  sho uld  ma ke  sure  tha t a ll the  a d d itio na l c o ve ra g e ’ s he  p urc ha se d  a re  sp e c ific a lly liste d  o n the  d e c la ra tio ns 

p a g e  so  tha t he  d o e s no t misund e rsta nd  his p o lic y's c o ve ra g e . 

A C C O UNTS REC EIVA BLE, VA LUA BLE PA PERS A ND REC O RDS ENDO RSEMENTS 

The se  e nd o rse me nts p ro vid e  c o ve ra g e  o n a n a ll-risk b a sis, a re  simila r to  inla nd  ma rine  flo a te r e nd o rse me nts, a nd  a re  

e xa mine d  o n a n ind ivid ua l b a sis. 

 

The  a c c o unts re c e iva b le  e nd o rse me nt p ro vid e s c o ve ra g e  fo r a ll mo ne y tha t c usto me rs o we  a  b usine ss, a nd  the se  fig ure s 

inc lud e  inte re st a nd  c o lle c tio n e xp e nse s in c a se  the  insure d  is una b le  to  ma ke  c o lle c tio n b e c a use  o f a  d ire c t lo ss o r 

b e c a use  o f d a ma g e  to  the  a c c o unts re c e iva b le  re c o rd s. De p e nd ing  o n the  ne e d s o f the  insure d , b o th re p o rting  a nd  no n-

re p o rting  fo rms, whic h a re  d isc usse d  b e lo w, a re  o b ta ina b le .  

 

The  va lua b le  p a p e r a nd  re c o rd s e nd o rse me nt p ro vid e s b usine ss o wne rs with insura nc e  c o ve ra g e  fo r va lua b le  p a p e rs a nd  

re c o rd s while  the se  a re  o n the  insure d  p re mise s. Inc lud e d  a re  d o c ume nts a nd  re c o rd s, b o o ks, ma p s, films, d ra wing s, 

a b stra c ts, d e e d s, mo rtg a g e s a nd  ma nusc rip ts. Ho we ve r, mo ne y a nd  se c uritie s a re  e xc lud e d .  

 

The  p e rils insure d  a g a inst a re  p ro te c te d  o n a n a ll-risk b a sis fro m d ire c t p hysic a l lo ss. A se p a ra te  limit o f lia b ility is a llo we d  fo r 

sp e c ific  a rtic le s, a nd  a  b la nke t limit is a va ila b le  to  p ro vid e  c o ve ra g e ’ s fo r a ll ite ms, whic h a re  no t sp e c ifie d . The re  a lso  e xists 

a  limite d  e xte nsio n p ro visio n fo r c o ve ra g e  o f suc h p ro p e rty while  a wa y fro m the  insure d  p re mise s (usua lly 10 p e rc e nt o f the  

c o mb ine d  limits no t to  e xc e e d  $5,000). 

Bro a d  Fo rm Sto re ke e p e rs End o rse me nt 

 

De sig ne d  to  p ro vid e  limite d  fid e lity a nd  b urg la ry c o ve ra g e  fo r sma ll me rc a ntile  sto re s, this e nd o rse me nt is a p p lic a b le  to  

b usine ss o wne rs who  e mp lo y le ss tha n five  e mp lo ye e s. 

 

Busine ss Inte rrup tio n Insura nc e  

 

Busine ss inte rrup tio n insura nc e  inc lud e s a  b ro a d  c a te g o ry o f sp e c ific  lo sse s o f use  o r time  e le me nt insura nc e  c o ve ra g e . 

The se  a re  d e sig ne d  to  ind e mnify, o r to  c o mp e nsa te  fina nc ia lly, the  insure d  fo r a  lo ss o f e a rning s (a s the  p o lic y d e fine s lo ss o f 

e a rning s), tuitio n fe e s, re nts, o r the  e xtra  e xp e nse s invo lve d  in c o ntinuing  o p e ra tio ns in c a se  a n insure d 's p re mise s a re  

d a ma g e d  b y a n insure d  p e ril. Und e r the  SMP p ro g ra m, se ve ra l b usine ss inte rrup tio n fo rms a re  a va ila b le  so  tha t b usine ss 

o wne rs ma y b e tte r se le c t the  ne c e ssa ry b usine ss inte rrup tio n e nd o rse me nt tha t the ir b usine sse s re q uire .  

 

Fo r e xa mp le , c o ve ra g e  ma y b e  a d d e d  to  b usine ss inte rrup tio n insura nc e  b y a d d ing  to  the  p o lic y a  g ro ss e a rning s 

e nd o rse me nt, whic h c o ve rs g ro ss e a rning s le ss no n-c o ntinuing  e xp e nse s, fo r the  a c tua l lo ss susta ine d  b y the  insure d  fro m 

the  inte rrup tio n o f b usine ss. As with a ll g ro ss e a rning s fo rms, inc lud e d  a s p a rt o f the  p o lic y's c o ve ra g e  is a  c o insura nc e  

(so me time s c a lle d  a  c o ntrib utio n) c la use  in the  a mo unt o f 50, 60, 70 o r 80 p e rc e nt o f the  b usine ss's a nnua l g ro ss e a rning s. 

Fa ilure  o f a ny kind  to  ma inta in a n a d e q ua te  a mo unt o f insura nc e  in re sp e c t to  the  se le c te d  c o insura nc e  p e rc e nta g e  will 

re sult in a  c la im p a yme nt p e na lty fo r a  susta ine d  lo ss. 

 

Co ve ra g e  fo r o rd ina ry p a yro ll e xp e nse  e ithe r ma y b e  e xc lud e d  o r limite d  to  a  p e rio d  o f 90 c o nse c utive  d a ys fo llo wing  

d a ma g e  to  the  insure d  p re mise s. If no t sp e c ific a lly inc lud e d  in the  p o lic y a s a  c o ve ra g e , the  b usine ss o wne r's e mp lo ye e s will 
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no t b e  p a id  unle ss he  c a n p ro ve  tha t p a ying  the  p a yro ll is e sse ntia l to  c o ntinuing  o r to  sp e e d ing  the  re sump tio n o f b usine ss 

o p e ra tio ns. 

 

Busine ss inte rrup tio n c o ve ra g e  a lso  ma y b e  writte n o n a n e a rning s e nd o rse me nt, whic h p ro te c ts the  b usine ss o wne r a g a inst 

a c tua l lo sse s suffe re d  (g ro ss e a rning s le ss no n-c o ntinuing  e xp e nse s) with no  c o insura nc e  re q uire me nt. Ho we ve r, re c o ve ry is 

re stric te d  to  a  p e rc e nta g e  o f the  limit o f lia b ility tha t is a p p lic a b le  o n a  mo nthly b a sis.  

 

The  b usine ss o wne r ma y se le c t 16.67 p e rc e nt, 25 p e rc e nt o r 33.33 p e rc e nt d e p e nd ing  o n ho w lo ng  he  e stima te s tha t it 

wo uld  ta ke  to  re p a ir o r to  re sto re  the  p re mise s to  its o rig ina l c o nd itio n. Co ve ra g e  und e r this e nd o rse me nt e nsure s tha t the  

insure d  is p ro te c te d  a g a inst p e rils tha t mig ht d a ma g e  o r d e stro y the  b uild ing  a nd / o r its c o nte nts. 

Build e rs' Risk End o rse me nt 

 

Ano the r e nd o rse me nt, the  SMP b uild e rs' risk e nd o rse me nt, c o nsists o f two  fo rms whic h c a n b e  a p p lie d  e ithe r to  the  na me d  

p e ril o r to  the  a ll-risk p o lic y. Fo r na me d  p e ril p o lic yho ld e rs, the  a p p ro p ria te  fo rm is c a lle d  the  c o mp le te d  va lue  fo rm, a nd  fo r 

b usine ss o wne rs who  c a rry a n a ll-risk p o lic y, the  SMP sp e c ia l b uild e rs' risk c o mp le te d  va lue  fo rm (fo r a ll-risk p o lic ie s), is 

a va ila b le . The  b uild e rs' risk e nd o rse me nt is d e sig ne d  to  p ro vid e  p ro p e rty insura nc e  c o ve ra g e ’ s fo r b uild e rs' risk e xp o sure s 

while  the y a re  c o nstruc ting  a  ne w b uild ing  o r a n insig nific a nt a d d itio n. All b ut insig nific a nt a d d itio ns o r ne w b uild ing s must 

b e  sp e c ific a lly a d d e d  b y e nd o rse me nt.  

C HURC H THEFT ENDO RSEMENT 

This e nd o rse me nt is d e sig ne d  to  p ro vid e  c o ve ra g e  fo r a  c hurc h a g a inst the ft o r a tte mp te d  the ft o f mo ne y, se c uritie s, o r a ny 

o the r p ro p e rty while  a t the  c hurc h, in a  b a nk o r nig ht d e p o sito ry, o r in the  c a re  o r c usto d y o f a n a utho rize d  p e rso n. The  fo rm 

is sub je c t to  d e finitio ns a nd  e xc lusio ns, whic h sho uld  b e  re vie we d . Co ve ra g e ’ s c a n b e  p ro vid e d  a t a n a g re e d  va lue  fo r 

sp e c ifie d  a rtic le s a nd / o r a t a  sp e c ifie d  limit fo r a ll o the r p ro p e rty. 

C O MBINED BUSINESS INTERRUPTIO N A ND EXTRA  EXPENSE ENDO RSEMENT 

The  c o mb ine d  b usine ss inte rrup tio n a nd  e xtra  e xp e nse  e nd o rse me nt p ro vid e s c o ve ra g e  fo r b o th b usine ss inte rrup tio n a nd  

fo r e xtra  e xp e nse  lo sse s with a  sing le , sp e c ifie d  limit o f lia b ility whic h is e xp lic itly sta te d  in the  e nd o rse me nt.  

 

An insure d  ma y se le c t fro m sp e c ifie d  p e rc e nta g e  o p tio ns suc h a s tho se  fo und  in the  b usine ss inte rrup tio n's g ro ss e a rning s 

e nd o rse me nt. Usua lly, the se  p e rc e nta g e s a re  b a se d  o n the  a mo unt o f time  a  b usine ss o wne r e stima te s wo uld  b e  ne c e ssa ry 

fo r re sto ra tio n. 

C O NDO MINIUM O PERA TIO NS ENDO RSEMENT 

The  c o nd o minium o p e ra tio ns e nd o rse me nt ha s b e e n d e ve lo p e d  thro ug h the  use  o f se ve ra l sp e c ia l a rra ng e me nt fo rms 

whic h a re  inte nd e d  to  me e t the  ne e d s o f c e rta in insure d ’ s.  

 

The  SMP c o nd o minium o p e ra tio ns e nd o rse me nt (a n a d d itio na l p o lic y p ro visio ns e nd o rse me nt) is a va ila b le  to  p ro vid e  

na me d  p e ril o r a ll-risk p ro p e rty c o ve ra g e  fo r c o nd o minium o pe ra tio ns. The se  fo rms fo llo w the  na me d  p e ril a nd  the  a ll-risk 

fo rms d isc usse d  e a rlie r with sp e c ia l te rms a nd  c o nd itio ns tha t ha ve  b e e n inc lud e d  to  me e t the  ne e d s o f the  c o nd o minium 

a sso c ia tio n tha t o ve rse e s the  ma inte na nc e  a nd  g e ne ra l up ke e p  o f its p re mise s. 

EA RTHQ UA KE EXTENSIO N ENDO RSEMENT 

An e a rthq ua ke  e xte nsio n e nd o rse me nt c a n b e  a d d e d  to  a ffo rd  c o ve ra g e  tha t is inte nd e d  to  me e t the  ne e d s o f c e rta in 

insure d ’ s b o th und e r the  na me d  p e ril a nd  the  a ll-risk fo rms. This c o ve ra g e  is a p p lic a b le  o nly to  the  insure d  p re mise s. 

EXTRA  EXPENSE ENDO RSEMENT 

So me  c o mp a nie s mig ht find  it a d va nta g e o us to  p urc ha se  insura nc e  p ro te c tio n fo r e xtra  e xp e nse s inc urre d  so  tha t the y c a n 

c o ntinue  the ir o p e ra tio ns sho uld  the ir insure d  p re mise s b e  d a ma g e d  o r d e stro ye d . The  e xtra  e xp e nse  e nd o rse me nt 

a va ila b le  und e r the  SMP p ro g ra m p ro vid e s this typ e  o f c o ve ra g e . 

 

This c o ve ra g e  sho uld  b e  c o nsid e re d  e ithe r in lie u o f o r in a d d itio n to  b usine ss inte rrup tio n insura nc e  fo r tho se  b usine sse s 

whe re  a  shutd o wn is una c c e p ta b le  a nd  whic h wo uld  c a use  a  c o mp le te  c e ssa tio n o f b usine ss a c tivitie s. In suc h situa tio ns, 

the  insure d  will inc ur e xp e nse s fo r le a sing  te mp o ra ry fa c ilitie s a nd  fo r re so urc e s tha t will b e  ne c e ssa ry a nd  tha t e na b le  the  

insure d  to  c o ntinue  se rvic ing  c usto me rs.  

 

Co ve ra g e  is limite d  o n a  mo nthly b a sis (no t mo re  tha n 40 p e rc e nt o f the  e nd o rse me nt's limit fo r a ny o ne  mo nth o r le ss) a nd  

g e ne ra lly fo llo ws the  p e rils insure d  in Se c tio n I. 

 

Re me mb e r tha t the  e xp e nse  p o rtio n o f b usine ss inte rrup tio n p o lic ie s o nly c o ve rs e xtra  e xp e nse s inc urre d  to  the  e xte nt tha t 

the y re d uc e  the  lo ss o f ne t p ro fit. Ac c o rd ing ly, so me  typ e s o f b usine sse s mig ht ne e d  this e nd o rse me nt in a d d itio n to  the  

b usine ss inte rrup tio n e nd o rse me nt. 

INLA ND MA RINE C O VERA G E ENDO RSEMENTS 

The re  a re  se ve ra l o p tio na l inla nd  ma rine  c o ve ra g e  e nd o rse me nts, whic h c a n b e  a d d e d  to  Se c tio n I. 
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The se  p ro vid e  c o ve ra g e  fo r b o th p e rso na l p ro p e rty a nd  fo r the  p ro p e rty o f o the rs tha t is in the  c a re , c usto d y o r c o ntro l o f 

the  insure d . Co ve ra g e  is p ro vid e d  o n a n a ll-risk b a sis a nd  is limite d  b y sp e c ific  e xc lusio ns, te rms a nd  c o nd itio ns. The se  

e nd o rse me nts c lo se ly fo llo w the  usua l inla nd  ma rine  p ro p e rty flo a te r c o ntra c ts.  

 

The  sp e c ific  e nd o rse me nts a va ila b le  a re  the  ra d ium flo a te r, the  fine  a rts flo a te r, the  music a l instrume nts flo a te r, the  ne o n 

sig n e nd o rse me nt, the  g la ss c o ve ra g e  e nd o rse me nt, a nd  the  p hysic ia ns a nd  surg e o n’ s e q uip me nt e nd o rse me nt. 

LIA BILITY FO R G UESTS' PRO PERTY ENDO RSEMENT 

Altho ug h this e nd o rse me nt c o nta ins sp e c ific  e xc lusio ns a nd  limita tio ns, the  lia b ility fo r g ue sts' p ro p e rty e nd o rse me nt 

p ro vid e s c o ve ra g e  fo r a n innke e p e r's lia b ility fo r lo ss o r d a ma g e  to  p ro p e rty o f g ue sts while  this p ro p e rty is within the  insure d  

p re mise s o r while  in the  p o sse ssio n o f the  insure d 's c a re , c usto d y o r c o ntro l. 

LO SS O F RENTS ENDO RSEMENT 

This e nd o rse me nt p ro vid e s c o ve ra g e  fo r lo ss tha t a n insure d  mig ht susta in if te na nts a re  una b le  to  re nt his insure d  p ro p e rty 

b e c a use  o f d a ma g e  o r d e struc tio n to  the  p re mise s b y a n insure d  p e ril.  

 

Co ve ra g e  is usua lly b o und  b y the  e na c ting  o f a  p re d e te rmine d  c o ntrib utio n c la use , whic h e sse ntia lly func tio ns a s a  

c o insura nc e  c la use . Also , the  insura nc e  c o mp a ny is no t lia b le  fo r a  g re a te r p ro p o rtio n o f a ny lo ss tha n the  sta te d  limit o f 

lia b ility; multip lying  the  re nta l va lue s fro m the  p re vio us 12 mo nths b y the  p re -d e te rmine d  c o insura nc e  c la use  p ro d uc e s this 

a mo unt. 

MERC A NTILE O PEN STO C K BURG LA RY ENDO RSEMENT 

Be c a use  a  b usine ss's p e rso na l p ro p e rty ma y b e  e xp o se d  to  lo ss tha t is c a use d  b y b urg la ry, ro b b e ry o r the ft, the re  a re  

se ve ra l e xte nsio n e nd o rse me nts tha t c a n b e  a d d e d  to  Se c tio n I o f the  SMP p o lic y to  p ro te c t a g a inst lo ss b y c rime . The se  

e nd o rse me nts a re  a va ila b le  und e r Se c tio n I, o r in so me  c a se s, und e r Se c tio n III, whic h d e a ls e xc lusive ly with c rime  

c o ve ra g e ’ s a nd  whic h is d isc usse d  in g re a te r d e ta il b e lo w.  

 

Co ve ra g e ’ s und e r this e nd o rse me nt c lo se ly p a ra lle l tho se  tha t a  p e rso n wo uld  find  in a  se p a ra te , o r sing le -line , p o lic y. Also , 

the  me rc a ntile  o p e n sto c k b urg la ry e nd o rse me nt ma y b e  c o mb ine d  with the  g e ne ra l p e rso na l p ro p e rty fo rm so  tha t 

c o ve ra g e  is p ro vid e d  fo r the  b usine ss o wne r's me rc ha nd ise , furniture  a nd  fixture s, a nd  e q uip me nt tha t e xist a t the  insure d  

p ro p e rty.  

 

A wa tc hma n p ro te c ts this p ro p e rty a g a inst lo ss c a use d  b y b urg la ry o r ro b b e ry while  the  p re mise s a re  no t o p e n fo r b usine ss. 

If the  a ll-risk fo rm c o ve rs p e rso na l p ro p e rty, this e nd o rse me nt is no t ne e d e d  b e c a use  tha t typ e  o f p o lic y inc lud e s a s p a rt o f 

its b a sic  p ro te c tio n this c o ve ra g e . 

MERC A NTILE O PEN STO C K BURG LA RY A ND THEFT ENDO RSEMENT 

This e nd o rse me nt p ro vid e s c o ve ra g e  fo r lo ss o r d a ma g e  to  me rc ha nd ise , furniture , fixture s a nd  e q uip me nt tha t a re  lo c a te d  

a t the  insure d  p ro p e rty fo r two  situa tio ns. The  first is fo r b urg la ry o r ro b b e ry o f a  wa tc hma n while  the  p re mise s a re  c lo se d  fo r 

b usine ss, a nd  the  se c o nd  is fo r p ro te c tio n a g a inst the ft o r a tte mp te d  the ft re g a rd le ss o f whe the r o r no t the  p re mise s a re  

o p e n fo r b usine ss.  

 

As sta te d  in the  p re vio us e nd o rse me nt, this e nd o rse me nt is no t ne e d e d  if the  insure d  p urc ha se s a n a ll-risk fo rm sinc e  the  a ll-

risk fo rm a lre a d y p ro te c ts the  insure d  fro m this typ e  o f lo ss. 

MERC A NTILE RO BBERY A ND SA FE BURG LA RY ENDO RSEMENT 

This e nd o rse me nt p ro vid e s c o ve ra g e  fo r lo ss o f mo ne y, se c uritie s a nd  o the r p ro p e rty b o th insid e  a nd  o utsid e  the  insure d  

p re mise s; it inc lud e s a s p a rt o f its c o ve ra g e  the  b urg la ry o f a  sa fe . 

O PTIO NA L PERILS C O VERA G E ENDO RSEMENT 

An o p tio na l p e rils c o ve ra g e  e nd o rse me nt is a va ila b le  o n the  na me d  p e rils fo rm fo r b o th b uild ing s a nd  p e rso na l p ro p e rty 

p ro te c tio n.  

 

Ad d itio na l p e rils c o ve re d  b y this fo rm a re : 

 

¾ Bre a ka g e  o f g la ss (whic h is p a rt o f the  b uild ing  a nd  sub je c t to  limita tio ns);  

 

¾ fa lling  o b je c ts (lo ss o r d a ma g e  to  p e rso na l p ro p e rty in the  o p e n is no t inc lud e d );  

 

¾ we ig ht o f ic e , sno w o r sle e t;  

 

¾ wa te r d a ma g e  (ho we ve r, c o ve ra g e  is inc lud e d  fo r a c c id e nta l d isc ha rg e  o f wa te r o r ste a m fro m p lumb ing , he a ting  

o r a ir c o nd itio ning  syste m, b ut d isc ha rg e  fro m a uto ma tic  sp rinkle r syste ms is e xc lud e d  fro m c o ve ra g e ); a nd   
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¾ lo ss c a use d  b y c o lla p se  o f the  b uild ing  struc ture  itse lf.  

REPLA C EMENT C O ST C O VERA G E ENDO RSEMENT 

No  ma tte r whic h o f the  two  fo rms—the  na me d  p e ril o r the  a ll-risk—tha t a  b usine ss o wne r c ho o se s, o ne  imp o rta nt 

c o nsid e ra tio n is the  me tho d  fo r e sta b lishing  the  va lue  o f insure d  p ro p e rty a t the  time  o f a  lo ss. Unle ss sp e c ific a lly e nd o rse d  

o r sta te d  in the  c o ve ra g e  fo rm, a ll p ro p e rty will b e  va lue d  a c c o rd ing  to  its ACV ra the r tha n o n its re p la c e me nt c o st.  

 

Also , the  p re c ise  d e finitio n o f ACV d e p e nd s up o n the  typ e  o f p ro p e rty und e r c o nsid e ra tio n. The re  a re  va ria tio ns in the  

a p p lic a tio n o f ACV d e p e nd ing  o n whe the r re a l, p e rso na l, finishe d  g o o d , o r sto c k (inve nto ry) p ro p e rtie s a re  b e ing  va lue d . 

 

This b a sis o f a d justme nt ma y b e  mo d ifie d , ho we ve r, b y the  a tta c hme nt o f the  re p la c e me nt c o st c o ve ra g e  e nd o rse me nt. 

Und e r this e nd o rse me nt, insure d  p ro p e rty invo lve d  in a  lo ss will b e  a d juste d  o n the  b a sis o f the  a mo unt ne c e ssa ry to  re p a ir 

o r to  re p la c e  the  d a ma g e d  p ro p e rty, a nd  re imb urse me nt is re stric te d  o nly to  the  p o lic y's limit o f lia b ility witho ut re g a rd  to  

the  a c tua l a g e  o f the  p ro p e rty a t the  time  o f the  lo ss.  

 

Busine ss o wne rs sho uld  b e  a wa re  tha t this e nd o rse me nt d o e s no t d e le te  o r re p la c e  a ny c o insura nc e  re q uire me nt, tha t it is 

no t e xte nd e d  to  c e rta in typ e s o f p ro p e rty suc h a s sto c k, p ro pe rty o f o the rs, va lua b le  p a p e rs, re c o rd s o r fine  a rts, a nd  tha t 

he , the  b usine ss o wne r, no  ma tte r whic h me tho d  fo r e sta b lishing  va lue  tha t his p o lic y use s, must first p a y his d e d uc tib le . 

REPO RTING  FO RMS ENDO RSEMENT 

Ano the r a va ila b le  p ro visio n und e r b o th fo rms is the  a d d itio n o f a  re p o rting  fo rm e nd o rse me nt, whic h c o nve rts b a sic  

p ro p e rty c o ve ra g e  fo rms to  a  re p o rting  b a sis. Two  se p a ra te  fo rms—the  sp e c ific  ra te  fo rm a nd  the  a ve ra g e  ra te  re p o rting  

e nd o rse me nts fo rm—c o mp rise  the  re p o rting  e nd o rse me nt.  

 

This e nd o rse me nt is c o nve nie nt fo r b usine ss o wne rs who se  p e rso na l p ro p e rty va lue s fluc tua te  a nd  fo r b usine ss o wne rs who  

ha ve  d iffic ulty in d e te rmining  the  c o rre c t a mo unts o f insura nc e . Busine ss o wne rs who  o p t fo r this e nd o rse me nt a re  a llo we d  

to  id e ntify the ir b usine ss c yc le s, whic h g e ne ra lly ra ng e  fro m p e a k to  slo w se a so ns.  

 

By using  a  re p o rting  fo rm, a  b usine ss o wne r c a n e sta b lish a  limit o f insura nc e  tha t suffic ie ntly c o ve rs the  ma ximum va lue s o f 

the  insure d  p ro p e rty a t a  g ive n time . The  insure d  re p o rts the  a c tua l va lue  o f the  b usine ss a t sta te d  p e rio d s, a nd  a  p re mium is 

c ha rg e d  o n the  a ve ra g e  va lue  a t risk d uring  the  e ntire  ye a r ra the r tha n b usine ss o wne rs p a ying  hig h p re miums ye a r ro und  

b e c a use  the y ha ve  inc re a se d  risks d uring  p a rtic ula r mo nths o f the  ye a r.  

 

Fo r e xa mp le , a  Christma s o rna me nt b usine ss's b usie st se a so n is a ro und  the  Christma s ho lid a ys, whe n it, the re fo re , ha s a n 

inc re a se d  e xp o sure  to  risk. Exp o sure  to  risk is sig nific a ntly le ss d uring  the  summe r sinc e  this typ e  o f sto re  is no t b usy the n.  

 

To  c a lc ula te  the  p re mium, the  insura nc e  c o mp a ny c a lc ula te s the  b usine ss's a ve ra g e  risk d uring  the  ye a r b y a ve ra g ing  its 

b usy with its slo w p e rio d s ra the r tha n re q uiring  the  b usine ss to  p a y a  p re mium tha t is b a se d  so le ly o n the  inc re a se d  b usine ss 

a c tivity d uring  the  Christma s se a so n.  

 

As a  re sult, the  insure d  kno ws tha t his b usine ss ha s the  b e ne fit o f a d e q ua te  c o ve ra g e  d uring  b o th p e a k a nd  slo we r p e rio d s. 

Furthe rmo re , the  b usine ss o wne r will p a y a  fa ir p re mium tha t is b a se d  o n the  a c tua l va lue  o f the  a nnua l a ve ra g e  o f risk 

e xp o sure  ra the r tha n p a ying  a  muc h hig he r p re mium tha t is b a se d  o n hig he r risk e xp o sure  d uring  o nly sp e c ific  mo nths o f the  

ye a r. 

SPRINKLER LEA KA G E ENDO RSEMENT 

The  sp rinkle r le a ka g e  e nd o rse me nt p ro vid e s p ro te c tio n fo r insure d  p ro p e rty a g a inst na me d  p e rils tha t c a use  d a ma g e  to  the  

b usine ss o wne r's p ro p e rty fro m le a ka g e  o r d isc ha rg e  o f wa te r (o r o the r sub sta nc e ) fro m a n a uto ma tic  fire  p ro te c tio n syste m.  

 

It a lso  inc lud e s c o ve ra g e  fo r lo ss o r d a ma g e  re sulting  fro m the  c o lla p se  o f a  ta nk, whic h is p a rt o f the  sp rinkle r syste m. This 

e nd o rse me nt c o nta ins sp e c ifie d  limits o f lia b ility, c o insura nc e  p e rc e nta g e s, c o nd itio ns, a nd  e xc lusio ns a nd  must b e  

se p a ra te ly re q ue ste d  a nd  p ric e d  whe n d e ve lo p ing  the  SMP c o ntra c t). 

TUITIO N FEES ENDO RSEMENT 

The  tuitio n fe e s e nd o rse me nt p ro vid e s c o ve ra g e  fo r lo st tuitio n fe e s tha t a n e d uc a tio na l institutio n mig ht suffe r if the  sc ho o l's 

p hysic a l fa c ilitie s a re  d a ma g e d  a nd  unusa b le  b e c a use  o f lo ss b y a n insure d  p e ril. The  b a sis o f re c o ve ry is the  a mo unt o f the  

a c tua l lo ss susta ine d  fro m the  d a te  o f lo ss to  the  o p e ning  o f the  sc ho o l ye a r tha t b e g ins a fte r the  p re mise s' re sto ra tio n is 

c o mp le te . Co ve ra g e  is a va ila b le  o n a n 80 p e rc e nt o r o n a  100 p e rc e nt c o insura nc e  b a sis. 

G ENERA L LIA BILITY C O VERA G E (SEC TIO N II) 

The  SMP, in Se c tio n II, d e sc rib e s g e ne ra l lia b ility insura nc e  a nd  is a  ma nd a to ry c o ve ra g e ; just a s p ro p e rty c o ve ra g e  is in 

Se c tio n I.  
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Typ ic a lly, c o ve ra g e  is writte n o n a  c o mp re he nsive  g e ne ra l lia b ility (CGL) b a sis fo r a ny o c c urre nc e  whic h is a ttrib uta b le  to  

o ne  o f two  c a use s—o ne  is the  o wne rship , ma inte na nc e  o r use  o f the  insure d  p re mise s, a nd  the  se c o nd  is fo r b usine ss 

o p e ra tio ns tha t a re  ne c e ssa ry o r inc id e nta l to  the  na me d  insure d 's c o mme rc ia l a c tivitie s.  

 

Furthe rmo re , the  SMP's lia b ility c o ve ra g e  e xte nd s to  the  b usine ss's p ro d uc ts a nd  c o mp le te d  o p e ra tio ns e xp o sure s unle ss the  

insura nc e  p o lic y sp e c ific a lly sta te s tha t the se  a re  e xc lud e d  fo r so me  re a so n. Co ve ra g e  is o n a  c o mb ine d  sing le  limit b a sis 

a ltho ug h o ne  ma y p urc ha se  se p a ra te  limits fo r b o d ily injury a nd  p ro p e rty d a ma g e  if he  fe e ls tha t this b e tte r suits his 

p a rtic ula r ne e d s.  

 

Ag a in, b usine ss o wne rs sho uld  a lwa ys c o nfe r with the ir insura nc e  c o mp a nie s' und e rwrite rs so  tha t the y will b e  we ll info rme d  

a b o ut the ir lia b ility c o ve ra g e  a nd  whe the r the y c a rry the  sta nd a rd  o r the  a ll-risk p a c ka g e  in Se c tio n II o f the ir p o lic y.  

 

Also , the y sho uld  a sk if the ir insura nc e  c o mp a ny ha s c re a te d  its o wn fo rm whic h d e ta ils wha t is p ro te c te d  o n the ir p re mise s 

o r in the ir b usine ss o p e ra tio ns. Ano the r g o o d  q ue stio n to  a sk c o nc e rns a ny o the r o p tio na l c o ve ra g e ’ s o r e nd o rse me nts tha t 

a re  o b ta ina b le  so  the y mig ht b ro a d e n the  sc o p e  o f the  p o lic y's b a sic  c o ve ra g e .  

 

In the  p e rso na l injury se c tio n o f c o ve ra g e , b usine ss o wne rs will usua lly find  tha t the  fo llo wing  c o ve ra g e ’ s a re  inc lud e d : a n 

e mp lo ye r's no n-o wne d  a uto mo b ile , a n a uto mo b ile  fle e t (e mp lo ye rs sho uld  a lwa ys a sk wha t numb e r o f c a rs d e te rmine s a  

fle e t), p ro fe ssio na l lia b ility, c o mp re he nsive  me d ic a l p a yme nts, c o ntra c tua l lia b ility, ind e p e nd e nt c o ntra c to rs, a nd  e le va to r 

c o llisio n.  

 

O f c o urse , p o lic ie s d iffe r fro m c o mp a ny to  c o mp a ny, so  no t a ll o f the se  will b e  fo und  in e ve ry p o lic y's lia b ility se c tio n. 

G ENERA L LIA BILITY C O VERA G E 

Ge ne ra l lia b ility c o ve rs e xp o sure s suc h a s la wsuits o c c urring  b e c a use  o f slip s o r fa lls o n the  insure d  p re mise s, injurie s tha t 

o c c ur b e c a use  o f o p e ra ting  e q uip me nt, a nd  c e rta in lia b ilitie s, whic h a re  a ssume d  a lre a d y to  b e  und e r c o ntra c t o r 

a g re e me nt. As sta te d  a b o ve , this c o ve ra g e  a lso  e xte nd s to  p ro te c t a  b usine ss o wne r a g a inst lia b ility tha t is c a use d  fro m the  

use  o r c o nsump tio n o f p ro d uc ts tha t his b usine ss p ro d uc e s o r se lls.  

 

Ho we ve r, if the  und e rwrite rs fe e l tha t the  p ro d uc t's lia b ility e xp o sure  is to o  se ve re  to  b e  c o ve re d  und e r the  CGL se c tio n, the y 

will e xc lud e  the  p ro d uc t(s) fro m the  SMP a nd  will re q uire  tha t the  b usine ss o wne r p urc ha se  a  se p a ra te  p ro d uc ts lia b ility 

p o lic y a lto g e the r. 

G ENERA L A ND SPEC IA L LIA BILITY EXC LUSIO NS 

The  SMP d o e s no t c o ve r c la ims fo r injury to  e mp lo ye e s b e c a use  this must b e  c o ve re d  und e r a  se p a ra te  wo rke rs' 

c o mp e nsa tio n p o lic y. Re me mb e r tha t wo rke rs' c o mp e nsa tio n is no t inc lud e d  in the  SMP p o lic y. This is a  se p a ra te  p o lic y, no t 

a va ila b le  und e r e nd o rse me nt o r o p tio na l c o ve ra g e , whic h b usine ss o wne rs must p urc ha se  in a d d itio n to  the ir SMP p o lic y.  

 

This is true  a lso  fo r e mp lo ye e  b e ne fit p ro g ra ms a nd  fo r lia b ility tha t o c c urs a s a  re sult o f o p e ra ting  a uto mo b ile s o r truc ks. This 

c o ve ra g e ’ s, like  wo rke rs' c o mp e nsa tio n, a re  no t a va ila b le  b y e nd o rse me nt o r o p tio na l c o ve ra g e  a nd  must b e  insure d  

und e r a n e mp lo ye e  b e ne fits p ro g ra m o r und e r a n a uto mo b ile  fo r b usine ss usa g e  lia b ility p o lic y. 

 

Se ve ra l sp e c ia l e xp o sure s suc h a s lia b ility fo r e rro rs o r o missio ns b y p ro fe ssio na ls a re  no t p ro te c te d  und e r Se c tio n II o f the  

SMP. Se c tio n II o f a n SMP d o e s no t c o ve r p ro fe ssio na l e rro rs in p ro fe ssio ns suc h a s a rc hite c ture , e ng ine e ring , the  me d ic a l o r 

le g a l fie ld , o r a c c o unting . Inste a d , a  se p a ra te  p ro fe ssio na l lia b ility p o lic y is ne c e ssa ry if a  b usine ss o wne r wa nts to  p ro te c t 

himse lf a g a inst e xp o sure  to  the se  risks. 

 

To  a vo id  a ny future  p ro b le ms a nd  to  p ro te c t a g a inst c o mmo n o r sp e c ia l lia b ilitie s, whe n the  b usine ss o wne r is se tting  up  his 

p o lic y, he  must fully d e sc rib e  his p ro p e rty a nd  o p e ra tio ns to  a n e xp e rie nc e d , kno wle d g e a b le  a nd  d e p e nd a b le  insura nc e  

a g e nt a nd  re ly up o n the  a g e nt's p ro fe ssio na l a d vic e  to  b e  sure  o f p ro p e r p ro te c tio n. 

C RIME C O VERA G E (SEC TIO N III) 

Crime  c o ve ra g e , a va ila b le  und e r Se c tio n III, is e ntire ly a n o p tio na l c o ve ra g e . Its p urp o se  is to  p ro vid e  c o ve ra g e  fo r mo ne y 

a nd  se c uritie s, ne g o tia b le  instrume nts, a nd  e mp lo ye e  d isho ne sty. Pro te c tio n a g a inst lo ss b y c rime  is inte nd e d  to  c lo se ly 

p a ra lle l the  sing le -line  c o ve ra g e ’ s, whic h a re  a va ila b le  und e r se p a ra te  p o lic ie s o r und e r the  thre e -D p o lic y (d isho ne sty, 

d e struc tio n o r d isa p p e a ra nc e ).  

 

As me ntio ne d  in the  p ro p e rty se c tio n, b o th p ro p e rty fo rms, the  na me d  p e ril a nd  the  a ll-risk, e xc lud e  c rime  c o ve ra g e  sinc e  it 

is c o ve re d  und e r Se c tio n III. Furthe rmo re , the  SMP o ffe rs o nly limite d  c o ve ra g e  fo r the se  e xp o sure s und e r the  va rio us c rime  

e nd o rse me nts a t a n a d d itio na l c o st.  

 

So me  b usine sse s, ho we ve r, mig ht d e c id e  no t to  inc lud e  this se c tio n a s p a rt o f the ir SMP p o lic y b e c a use  the y mig ht ne e d  

b ro a d e r c o ve ra g e  tha n wha t is a va ila b le , the y ma y d e sire  hig he r limits tha n wha t this se c tio n o ffe rs, o r the y simp ly ma y no t 
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e ve n b e  e lig ib le  fo r c o ve ra g e  und e r the  limite d  e nd o rse me nts tha t the y c o uld  a d d  b e c a use  the  und e rwrite rs ha ve  d e c id e d  

tha t risk o f lo ss is to o  g re a t fo r the ir b usine ss.  

 

On the  o the r ha nd , the  SMP p a c ka g e  d isc o unt ma y ma ke  it se nsib le  fo r so me  b usine ss o wne rs to  inc lud e  the  c rime  

c o ve ra g e  in this se c tio n. 

 

The re  a re  thre e  b a sic  c o ve ra g e ’ s und e r this se c tio n: the  c o mp re he nsive  c rime  c o ve ra g e  e nd o rse me nt, the  b la nke t c rime  

c o ve ra g e  e nd o rse me nt, a nd  the  p ub lic  e mp lo ye rs b la nke t e nd o rse me nt.  

 

A b la nke t fo rm is a  fo rm o f c o ntra c t b e twe e n a n insure d  a nd  a n insura nc e  c o mp a ny, whic h p ro vid e s c o ve ra g e  fo r simila r 

typ e s o f p ro p e rty a t d iffe re nt lo c a tio ns o r fo r d iffe re nt typ e s o f p ro p e rty lo c a te d  a t the  sa me  lo c a tio n.  

 

Also , the  p ub lic  e mp lo ye rs b la nke t e nd o rse me nt p ro vid e s c o ve ra g e  fo r a ll e mp lo ye e s o r fo r a  c la ss o f e mp lo ye e s witho ut 

the ir b e ing  sp e c ific a lly na me d . 

 

The  ma in d iffe re nc e  b e twe e n the  c o mp re he nsive  c rime  a nd  the  b la nke t c rime  e nd o rse me nts is tha t und e r the  b la nke t 

fo rm, a ll insura nc e  a g re e me nts, whic h a re  b ro a d ly d e fine d  a s the  p ro mise s ma d e  b y the  insura nc e  c o mp a ny to  the  insure d , 

a re  ma nd a to ry p ro te c te d  fro m lo ss.  

 

Und e r the  c o mp re he nsive  c rime  e nd o rse me nt, the  insure d  ma y se le c t sp e c ific  c o ve ra g e  a g re e me nts a nd  va rying  limits o f 

lia b ility a nd  c o ve ra g e  fo r e mp lo ye e  d isho ne sty o n a  b la nke t p o sitio n b a sis. The  b la nke t p o sitio n c o ve ra g e  fo r e mp lo ye e  

d isho ne sty und e r this e nd o rse me nt a lso  a llo ws the  sta te d  limit o f lia b ility to  b e  a p p lie d  to  e a c h e mp lo ye e  ra the r tha n to  the  

e mp lo ye e s a s a  g ro up .  

 

The re fo re , fo r e xa mp le , if thre e  e mp lo ye e s a c te d  to g e the r to  ste a l $30,000, $10,000 b la nke t p o sitio n c o ve ra g e  wo uld  c o ve r 

the  lo ss in full sinc e  e a c h o f the  e mp lo ye e s is c o nsid e re d  to  b e  a  se p a ra te  e ntity. In c o ntra st, the  b la nke t limit o f lia b ility 

a p p lie s o n a  p e r o c c urre nc e  b a sis fo r a ny o ne  lo ss, re g a rd le ss o f the  numb e r o f e mp lo ye e s invo lve d . In the  p re vio us 

e xa mp le , a  $30,000 c o mme rc ia l b la nke t b o nd  wo uld  b e  re q uire d  to  c o ve r the  lo ss in full.  

 

In a d d itio n to  p ro vid ing  c o ve ra g e  fo r lo ss b y e xto rtio n unle ss it ha s b e e n sp e c ific a lly e xc lud e d , fo llo wing  a re  the  c o ve ra g e ’ s 

tha t a re  a va ila b le  und e r the  c o mp re he nsive  c rime  e nd o rse me nt, whic h c o nsists o f five  kind s o f p ro te c tio n a g a inst lo ss 

c a use d  b y c rimina l a c ts. The se  five  c a te g o rie s c a n b e  se le c te d  se p a ra te ly. In fa c t, b usine ss o wne rs ma y o p t fo r o nly se ve ra l 

o f the se  b e c a use  so me  o f the se  c o ve ra g e ’ s a re  mo re  c o mp re he nsive  tha n o the rs.  

 

The se  five  c a te g o rie s a re : 

 

1A)  Emp lo ye e  Disho ne sty (c o mme rc ia l b la nke t). This a g re e me nt p ro vid e s c o ve ra g e  fo r lo ss o f mo ne y, se c uritie s a nd  

 o the r p ro p e rty b e c a use  o f a ny d isho ne st o r fra ud ule nt a c ts b y the  insure d 's e mp lo ye e (s). The  sta te d  limit is the  

 a mo unt tha t c a n b e  a p p lie d  to  e a c h o c c urre nc e , re g a rd le ss o f the  numb e r o f e mp lo ye e s, whic h ma y b e  

 invo lve d . The  limit wo uld  typ ic a lly a p p ly to  e a c h o c c urre nc e , no t to  e a c h e mp lo ye e .  

 

1B) Emp lo ye e  Disho ne sty (b la nke t p o sitio n). Co ve ra g e  und e r this a g re e me nt is simila r to  tha t p ro vid e d  und e r 1A. 

 Ho we ve r, the  limit o f lia b ility is a p p lie d  o n a  p e r e mp lo ye e  ra the r tha n o n a  p e r o c c urre nc e  b a sis. All e mp lo ye e s o f 

 the  insure d  a re  c o ve re d  a nd  a re  c o nsid e re d  to  b e  a  se p a ra te  e ntity. If the  limit wa s $10,000 a nd  thre e  e mp lo ye e s 

 we re  invo lve d , the  a mo unt a p p lic a b le  wo uld  b e  $30,000 if $10,000 ha d  b e e n sto le n. 

 

2) Mo ne y a nd  Se c uritie s Lo ss Insid e  the  Pre mise s. This p ro vide s c o ve ra g e  up  to  the  sp e c ifie d  limit fo r lo ss o f mo ne y a nd  

 se c uritie s b y d e struc tio n, d isa p p e a ra nc e , o r wro ng ful a b stra c tio n insid e  the  insure d  p re mise s o r a t a ny b a nking  

 p re mise s. 

 

3) Mo ne y a nd  Se c uritie s. Lo ss Outsid e  the  Pre mise s. Co ve ra g e  und e r this a g re e me nt is the  sa me  a s tha t a va ila b le  

 und e r 2, e xc e p t tha t it c o ve rs mo ne y a nd  se c uritie s tha t a re  o utsid e  the  p re mise s, tha t a re  b e ing  tra nsp o rte d  b y a  

 me sse ng e r, tha t a re  in the  ho me  o f a  me sse ng e r, o r tha t a re  in a n a rmo re d  c a r. 

 

4) Mo ne y Ord e rs a nd  Co unte rfe it Pa p e r Curre nc y Co ve ra g e . This a g re e me nt p ro vid e s c o ve ra g e  fo r the  insure d  

 a g a inst lo ss d ue  to  the  a c c e p ta nc e , in g o o d  fa ith, o f a ny c o unte rfe it mo ne y o r mo ne y o rd e rs while  in the  c o urse  o f 

 b usine ss. 

 

5) De p o sito rs Fo rg e ry Co ve ra g e . Co ve ra g e  und e r this a g re e me nt is p ro vid e d  fo r the  insure d  o r fo r the  b a nk, whe n a  

 sa ving s o r c he c king  a c c o unt is ma inta ine d , fo r lo ss, whic h o c c urs a s a  re sult o f fo rg e ry o f c he c ks, d ra fts o r o the r 

 ne g o tia b le  instrume nts.  
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6) La stly, c o ve ra g e  und e r the se  a g re e me nts is no t a lwa ys inc lusive . Busine ss o wne rs  must c a re fully re vie w the se  fo rms 

 fo r the  e nd o rse me nt's sp e c ific  limita tio ns a nd  e xc lusio ns. Furthe rmo re , the  c o nsid e ra tio n o f d e d uc tib le s sho uld  no t 

 b e  o ve rlo o ke d .  

BO ILER A ND MA C HINERY C O VERA G E (SEC TIO N IV) 

Bo ile r a nd  ma c hine ry c o ve ra g e , Se c tio n IV o f the  SMP, is o p tio na l a nd , if se le c te d , is e lig ib le  fo r the  SMP p a c ka g e  d isc o unt. 

Usua lly c o ve ra g e  is p ro vid e d  o r re c o mme nd e d  o n the  b a sis o f a  surve y tha t is c o mp le te d  b y the  insura nc e  c o mp a ny a nd  is 

b a se d  o n a  b usine ss o wne r's re sp o nse s. The  sp e c ific  limits, lo c a tio ns a nd  te rms a re  o utline d  o n a  se p a ra te  d e c la ra tio ns 

e nd o rse me nt.  

 

Whe n se tting  up  his p o lic y, a  b usine ss o wne r sho uld  a lwa ys d e sc rib e  in d e ta il his b usine ss o p e ra tio ns to  a n a g e nt b e c a use  

he  ma y no t re a lize  his no rma l b usine ss o p e ra tio ns ma y re q uire  his p urc ha sing  insura nc e  whic h p ro te c ts b o ile rs, re frig e ra tio n 

e q uip me nt, e le c tric a l a p p a ra tus a nd  o the r kind s o f ma c hine ry.  

 

By d isc lo sing  info rma tio n d e ta ils a b o ut the  wa y his c o mp a ny o p e ra te s, he  a vo id s future  d isa ste r tha t mig ht ha ve  b e e n 

p ro te c te d  a g a inst ha d  he  c a rrie d  the  p ro p e r insura nc e  c o ve ra g e . 

 

So me  insura nc e  c o mp a nie s will no t insure  this typ e  o f c o ve ra g e  b ut, thro ug h a no the r insura nc e  c o mp a ny who  sp e c ia lize s in 

this a re a  o f insura nc e , will o b ta in a  c o o p e ra tive  a rra ng e me nt. The  c o mp a ny tha t sp e c ia lize s in b o ile r a nd  ma c hine ry 

insura nc e  will p ro vid e  the  und e rwriting , p ric ing  a nd  lo ss c o ntro l se rvic e s. In fa c t, e ve n tho ug h the  insura nc e  is p ro vid e d  

thro ug h a no the r c o mp a ny, this e nd o rse me nt ma y b e  a d d e d  to  the  b usine ss o wne r's p o lic y a t the  p a c ka g e  d isc o unt.  

 

Fina lly, c o ve ra g e  is writte n o n a n ACV b a sis unle ss the  b usine ss o wne r p re fe rs p ro te c ting  his e q uip me nt o n a  re p a ir a nd  

re p la c e me nt c o st b a sis, whic h must b e  a d d e d  b y e nd o rse me nt.  

Bo ile rs 

 

The  SMP b o ile r a nd  ma c hine ry c o ve ra g e  e nd o rse me nt inc lud e s c o ve ra g e  fo r a ll b o ile rs, unfire d  p re ssure , ve sse ls a nd  p ip ing  

tha t a re  e ithe r in use  o r tha t is c o nne c te d  a nd  re a d y fo r use . Be c a use  a lmo st a ll fire  a nd  e xte nd e d  c o ve ra g e  p o lic ie s 

e xc lud e  d a ma g e  tha t re sults fro m e xp lo sio n o f b o ile rs o r o the r p re ssure  ve hic le s, this c o ve ra g e  is ne e d e d  if insure d  p ro p e rty 

c o nta ins a ny he a ting  b o ile r, p ro c e ss b o ile r, o r a ny ste a m g e ne ra to r tha t o p e ra te s und e r p re ssure . 

  

Ano the r imp o rta nt c o nsid e ra tio n whe n d e c id ing  whe the r o r no t to  a d d  this e nd o rse me nt is tha t the  lia b ility c o ve ra g e  in 

Se c tio n II sp e c ific a lly e xc lud e s lia b ility, whic h o c c urs a s a  re sult o f the se  kind s o f e xp lo sio ns. The  a d d itio n o f this p ro te c tio n 

a lso  inc lud e s the  insure d 's lia b ility fo r d a ma g e  to  the  p ro p e rty o f o the rs a nd  a ny a sso c ia te d  d e fe nse  c o sts if a  la wsuit sho uld  

b e  b ro ug ht a g a inst the  c o mp a ny o r the  b usine ss o wne r. 

MA C HINERY 

Ma c hine ry c o ve ra g e  insure s a g a inst d a ma g e  a nd  c o sts tha t re sult fro m the  b re a kd o wn o f ma c hine ry while  it is o n the  

p re mise s. The  e q uip me nt to  b e  insure d  must b e  sc he d ule d , o r ite mize d , o n the  p o lic y. Busine ss o wne rs, in a n e ffo rt to  p ro te c t 

the ir b usine ss o p e ra tio ns, usua lly insure  o nly tho se  ma c hine s tha t a re  a b no rma lly e xp e nsive , time  c o nsuming  to  re p a ir o r a re  

c ritic a l to  the ir b usine ss o p e ra tio ns.  

 

The  c o ve ra g e  e xte nd s to  d a ma g e  to  surro und ing  p ro p e rty, whic h, like  b o ile r c o ve ra g e , is e xc lud e d  in b a sic  fire  a nd  

e xte nd e d  c o ve ra g e  p o lic ie s. It is wise  to  a sk if the  insura nc e  c o mp a ny ha s a  g o o d  b o ile r a nd  ma c hine ry insp e c tio n se rvic e , 

fo r the se  insp e c tio ns c a n b e  a s imp o rta nt a s the  c o ve ra g e ’ s the mse lve s. 

 

Co ve ra g e  o n o the r typ e s o f ma c hine ry is usua lly a va ila b le  thro ug h a n a d d itio na l o b je c t g ro up ’ s e nd o rse me nt. Eq uip me nt 

und e r this e nd o rse me nt must b e  sc he d ule d  o n the  p o lic y.  

A DDITIO NA L C O VERA G E’S 

Busine ss inte rrup tio ns c o ve ra g e  ma y b e  a va ila b le  und e r Se c tio n IV o n a  d a ily o r a  we e kly ind e mnity b a sis. Extra  e xp e nse  

c o ve ra g e  a lso  ma y b e  p urc ha se d  fo r the  p e rio d  a  b usine ss o wne r e stima te s it wo uld  ta ke  fo r him to  c o ntinue  his o p e ra tio ns 

e lse whe re  while  his usua l p re mise s a re  b e ing  re sto re d  to  the ir o rig ina l sta te .  

 

In a d d itio n, c o ve ra g e  ma y b e  a va ila b le  fo r p re ve ntio n o f o c c up a nc y a nd  c o nse q ue ntia l d a ma g e  tha t mig ht o c c ur b y a  

c o mp a ny who  le a se s its p re mise s o r whic h o c c urs if a  b usine ss must c o ntinue  its o p e ra tio ns a t a  d iffe re nt lo c a tio n while  the  

p re mise s a re  b e ing  re sto re d  to  the ir o rig ina l sta te . 

IMPA C T A ND FUTURE O F THE SMP PRO G RA M 

As me ntio ne d  p re vio usly, the  SMP, intro d uc e d  in mo st sta te s in 1960, wa s the  first sta nd a rd  p a c ka g e  p o lic y fo r c o mme rc ia l 

e nte rp rise s. The  p a c ka g e  a s o rig ina lly intro d uc e d  c o ntinue d  with o nly minima l mo d ific a tio ns until 1977, whe n a  fa irly 

c o mp re he nsive  re visio n wa s ma d e . Be c a use  the  p o lic y wa s a c c o mp lishing  e ffe c tive ly wha t it wa s inte nd e d  to  d o , the  

c o nc e p t a nd  the  struc ture  o f the  p o lic y d id  no t sig nific a ntly c ha ng e ; the  o nly o b vio us c ha ng e s we re  tha t e lig ib ility rule s 

we re  b ro a d e ne d  a nd  p o lic y fo rms we re  simp lifie d  to  inc re a se  the ir re a d a b ility. 
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The  imp a c t o f the  SMP p ro g ra m ha s b e e n sig nific a nt. This is e vid e nc e d  b y the  no ta b le  inc re a se  in p re mium d o lla rs tha t 

insura nc e  c o mp a nie s ha ve  w ritte n fo r the ir p o lic yho ld e rs. A lso , o ne  m ust re m e m b e r tho se  tw o  o the r 

suc c e ssful p o lic ie s, the  BO P a nd  fa rm e rs'  insura nc e , o rig ina te d  fro m  the  SMP.  

 

It is unlike ly the re  will b e  sig nific a nt c o ve ra g e  a nd  e lig ib ility re visio n in the  SMP p ro g ra m fo r se ve ra l ye a rs. Ho we ve r, p e rio d ic  

mino r c ha ng e s a nd  up d a te s will b e  ma d e  to  its c urre nt fo rm. Elig ib ility is no w q uite  b ro a d , the  c o ve ra g e  o p tio ns a re  

sta b ilize d , a nd  c o st sa ving s ha ve  b e e n e sta b lishe d . The  o nly like ly a d justme nts in the  fo re se e a b le  future  mig ht b e  slig ht 

mo d ific a tio ns ma d e  to  p a c ka g e  d isc o unts fo r ind ivid ua l b usine ss g ro up s. 

 

FOCUS POINTS 

o Busine ss o wne rs must a sse ss the ir insura nc e  ne e d s fro m two  sta nd p o ints-e xp o sure  to  lo ss a nd  a lso  c o nsid e r the  limits 

o f lia b ility tha t the  p o lic y c o nta ins.  

 

o Busine ss o wne rs must we ig h the  a d va nta g e s o f lo we r p re miums a g a inst ha ving  hig h d e d uc tib le s o r lo w limits o f 

p ro te c tio n.  

 

o Whe n the  first c o mme rc ia l p o lic ie s, sp e c ia l multi-p e ril p o lic y (SMP), b e c a me  a va ila b le , sma ll, me d ium a nd  la rg e  

b usine sse s we re  ra te d  in e xa c tly the  sa me  wa y.  

 

o In the  b e g inning  the  SMP wa s the  so le  c o mme rc ia l p o lic y p a c ka g e  o n the  ma rke t.  

 

o Be c a use  the  SMP c o ve re d  ma ny p e rils, sma ll- a nd  me d ium-size d  b usine sse s-inc lud e d  p ro te c tio n a g a inst risks tha t 

the se  b usine ss o wne rs wo uld  ne ve r re q uire . The y p a id  fo r c o ve ra g e ’ s tha t the y d id  no t ne e d ,  

 

o Whe n d e c id ing  to  g o  with a  sing le -line  o r a  multip le -line  typ e  o f c o ve ra g e , the  c o mme rc ia l p o lic yho ld e r will 

d isc o ve r tha t whe n his ne e d s a re  c o mb ine d  a s a  multip le -line  p a c ka g e , he  will b e ne fit fro m lo we r c o sts, fro m mo re  

c o mp le te  c o ve ra g e , a nd  fro m fle xib ility o f c ho ic e  whe n se le c ting  o p tio na l c o ve ra g e ’ s.  

 

o Re d uc tio n in c o st is o ne  o f the  mo re  imp o rta nt a nd  a ttra c tive  fe a ture s o f the  SMP. 

 

o The  re d uc tio n in p re mium c o sts c a n b e  a sc rib e d  to  the  se le c tio n p ro c e ss, the  ha nd ling  o f just o ne  p o lic y, c a re ful 

e xa mina tio n o f c la ss c ha ra c te ristic s a nd  thro ug h the  re d uc tio n o f risks.  

 

o Elig ib le  p o lic yho ld e rs a re  sc re e ne d  d uring  the  und e rwriting  se le c tio n. 

 

o Insura nc e  c o mp a nie s who  sc re e n a p p lic a nts thro ug h und e rwrite rs e limina te  p o o r risks a nd  se le c t o nly the  b e tte r 

risks, usua lly b e ne fit fro m c o st re d uc tio ns o f 15 to  30 p e rc e nt.  

 

o A ma in a d va nta g e  o f the  SMP p o lic y is tha t this p o lic y c o ve rs mo st o f the  b usine ss o p e ra tio ns' e xp o sure .  

 

o To d a y's SMP p o lic y p ro g ra m c o nsists o f e ig ht d iffe re nt c la ssific a tio n g ro up s, e a c h g ro up  o ffe ring  its o wn p a c ka g e  

d isc o unt.  

 

o The  g ro up  in whic h a  b usine ss is p la c e d  a ffe c ts the  p re mium tha t the  b usine ss o wne r will p a y.  

 

o The  e ig ht tra d e  g ro up  c la ssific a tio ns whic h d e te rmine  the  size  o f the  a p p lic a b le  d isc o unt inc lud e s Ap a rtme nt 

ho use s, Co ntra c to rs, Mo te l-ho te l o p e ra tio ns, Ind ustria l a nd  p ro c e ssing  p la nts, Institutio ns, Me rc a ntile  o p e ra tio ns, 

O ffic e s, Se rvic e  firms. 

 

o The  p a c ka g e  d isc o unts tha t a p p ly to  e a c h g ro up  va ry b y g ro up  a nd  b y sta te . 

 

o Disc o unts a re  p e rio d ic a lly re c a lc ula te d  to  re fle c t the  lo ss e xp e rie nc e  o f the  g ro up  o r o f the  c la ss a s a  who le .  

 

o The  1977 re visio n to  the  SMP p ro g ra m c ha ng e d  the  e lig ib ility rule s so  tha t mo re  insure d ’ s c o uld  q ua lify fo r the  

p ro g ra m.  

 

o Cla sse s e xc lud e d  fro m a n SMP inc lud e  Bo a rd ing , ro o ming  ho use s a nd  o the r re sid e ntia l p ro p e rtie s o f fe we r tha n 

thre e  a p a rtme nt units. Fa rms a nd  fa rming  o p e ra tio ns. Auto mo b ile  filling  o r se rvic e  sta tio ns; a uto mo b ile  re p a iring  o r 

re b uild ing  o p e ra tio ns; a uto mo b ile , mo to r ho me  a nd  mo to rc yc le  d e a le rs; a nd  p a rking  lo ts o r g a ra g e s unle ss the y 

a re  inc id e nta l to  the  o the rwise  e lig ib le  c la ss. Gra in e le va to rs, g ra in ta nks a nd  g ra in wa re ho use s. 
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o Cla sse s e xc lud e d  fro m a n SMP inc lud e  Pro p e rtie s o r b usine sse s tha t c a n b e  c a te g o rize d  in o ne  o f five  wa ys: Hig hly 

p ro te c te d  risks, Pe tro le um p ro p e rtie s, Pe tro c he mic a l p la nts, a nd  Ele c tric  g e ne ra ting  sta tio ns, Na tura l g a s. 

 

o Ne a rly a ll re a l p ro p e rty is inc lud e d  in the  d e finitio n o f "b uild ing (s)" o n the  SMP c o ve ra g e  fo rms. This inc lud e s 

b uild ing s; struc ture s; a d d itio ns; fixture s; p e rma ne nt e q uip me nt a nd  ma c hine ry use d  fo r ma inte na nc e  a nd / o r se rvic e  

o f the  b uild ing ; ma te ria ls a nd  sup p lie s inte nd e d  fo r use  in c o nstruc tio n; a lte ra tio ns o r re p a irs; ya rd  fixture s; fire  

e xting uishing  a p p a ra tus; a p p lia nc e s use d  fo r re frig e ra tio n, ve ntila ting  o r c o o king ; d ishwa shing  a nd  la und e ring  

e q uip me nt; a nd  flo o r c o ve ring s. 

 

o Ba sic  e xc lusio ns fro m b uild ing  e q uip me nt a re  swimming  p o o ls, fe nc e s, p ie rs, d o c ks, wha rve s, wa lks, c o st o f 

e xc a va tio n, b uild ing  fo und a tio ns a nd  und e rg ro und  p ip e s.  

 

o The  typ e  o f p e rso na l p ro p e rty c o ve re d  und e r Se c tio n I c o nsist o f, b ut is no t limite d  to , sto c ks (inve nto rie s) o f 

me rc ha nd ise  a nd  o f ra w ma te ria ls, sup p lie s a nd  fitting s, a nd  furniture  a s we ll a s fixture s, e q uip me nt a nd  ma c hine ry.  

 

o Ba sic  e xc lusio ns a re  a nima ls a nd  p e ts; wa te rc ra ft; a uto mo b ile s, ve hic le s o r tra ile rs lic e nse d  fo r hig hwa y use ; a irc ra ft; 

p e rso na l p ro p e rty while  wa te rb o rne ; ho use ho ld  a nd  ind ivid ua l p e rso na l p ro p e rty; a nd  a c c o unts, b ills, c urre nc y, 

d e e d s, e vid e nc e  o f d e b t, mo ne y a nd  se c uritie s.  

 

o The re  a re  two  typ e s o f SMP -the  sta nd a rd , o r na me d  p e ril a p p ro a c h, o r the  a ll-risk a p p ro a c h.  

 

o Co mb ining  se ve ra l d iffe re nt p e ril fo rms p ro vid e s c o ve ra g e  fo r b o th b uild ing s a nd  p e rso na l p ro p e rty. 

 

o The  b a sic  fo rms a re  the  g e ne ra l b uild ing  fo rm a nd  the  g e ne ra l p e rso na l p ro p e rty fo rms.  

 

o Und e r the se  two  fo rms, insura nc e  c o ve ra g e  is o n a  na me d  p e ril b a sis. The se  p e rils inc lud e  fire , lig htning , wind sto rm, 

ha il, e xp lo sio n a nd  smo ke ; a irc ra ft o r ve hic le  d a ma g e ; rio t, rio t a tte nd ing  a  strike , o r c ivil c o mmo tio n; a nd  

va nd a lism o r ma lic io us misc hie f.  

 

o Exc lusio ns o f e le c tric a l injury, inte rrup tio n o f p o we r, e a rth mo ve me nt, flo o d , o r a ny e nfo rc e me nt o f o rd ina nc e  o r la w 

re g a rd ing  the  use , the  c o nstruc tio n, o r the  re p a ir o f a  b uild ing  limit c o ve ra g e .  

 

o As a n a lte rna tive  to  the  na me d  p e ril a p p ro a c h is c o ve ra g e  o n a n a ll-risks b a sis. Sp e c ia l b uild ing  fo rm a nd  sp e c ia l 

p e rso na l p ro p e rty fo rms p ro vid e  the se  typ e s o f c o ve ra g e ’ s a t a n a d d itio na l c o st. 

 

o The  a c c o unts re c e iva b le  e nd o rse me nt p ro vid e s c o ve ra g e  fo r a ll mo ne y tha t c usto me rs o we  a  b usine ss, a nd  the se  

fig ure s inc lud e  inte re st a nd  c o lle c tio n e xp e nse s in c a se  the  insure d  is una b le  to  ma ke  c o lle c tio n b e c a use  o f a  

d ire c t lo ss o r b e c a use  o f d a ma g e  to  the  a c c o unts re c e iva b le  re c o rd s.  

 

o The  va lua b le  p a p e r a nd  re c o rd s e nd o rse me nt p ro vid e s b usine ss o wne rs with insura nc e  c o ve ra g e  fo r va lua b le  

p a p e rs a nd  re c o rd s while  the se  a re  o n the  insure d  p re mise s.  

 

o The  p e rils insure d  a g a inst a re  p ro te c te d  o n a n a ll-risk b a sis fro m d ire c t p hysic a l lo ss. A se p a ra te  limit o f lia b ility is 

a llo we d  fo r sp e c ific  a rtic le s, a nd  a  b la nke t limit is a va ila b le  to  p ro vid e  c o ve ra g e ’ s fo r a ll ite ms, whic h a re  no t 

sp e c ifie d .  

 

o Bro a d  Fo rm Sto re ke e p e rs End o rse me nt is d e sig ne d  to  p ro vid e  limite d  fid e lity a nd  b urg la ry c o ve ra g e  fo r sma ll 

me rc a ntile  sto re s, this e nd o rse me nt is a p p lic a b le  to  b usine ss o wne rs who  e mp lo y le ss tha n five  e mp lo ye e s. 

 

o Busine ss inte rrup tio n insura nc e  inc lud e s a  b ro a d  c a te g o ry o f sp e c ific  lo sse s o f use  o r time  e le me nt insura nc e  

c o ve ra g e .  

 

o Busine ss inte rrup tio n is d e sig ne d  to  ind e mnify, o r to  c o mpe nsa te  fina nc ia lly, the  insure d  fo r a  lo ss o f e a rning s (a s the  

p o lic y d e fine s lo ss o f e a rning s), tuitio n fe e s, re nts, o r the  e xtra  e xp e nse s invo lve d  in c o ntinuing  o p e ra tio ns in c a se  a n 

insure d 's p re mise s a re  d a ma g e d  b y a n insure d  p e ril. 

 

o Co ve ra g e  fo r o rd ina ry p a yro ll e xp e nse  e ithe r ma y b e  e xc lud e d  o r limite d  to  a  p e rio d  o f 90 c o nse c utive  d a ys 

fo llo wing  d a ma g e  to  the  insure d  p re mise s. If no t sp e c ific a lly inc lud e d  in the  p o lic y a s a  c o ve ra g e , the  b usine ss 

o wne r's e mp lo ye e s will no t b e  p a id  unle ss he  c a n p ro ve  tha t p a ying  the  p a yro ll is e sse ntia l to  c o ntinuing  o r to  

sp e e d ing  the  re sump tio n o f b usine ss o p e ra tio ns. 

 

o Busine ss inte rrup tio n c o ve ra g e  a lso  ma y b e  writte n o n a n e a rning s e nd o rse me nt, whic h p ro te c ts the  b usine ss o wne r 

a g a inst a c tua l lo sse s suffe re d  (g ro ss e a rning s le ss no n-c o ntinuing  e xp e nse s) with no  c o insura nc e  re q uire me nt.  
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o The  SMP b uild e rs' risk e nd o rse me nt c o nsists o f two  fo rms, whic h c a n b e  a p p lie d  e ithe r to  the  na me d  p e ril o r to  the  

a ll-risk p o lic y. Fo r na me d  p e ril p o lic yho ld e rs, the  a p p ro p ria te  fo rm is c a lle d  the  c o mp le te d  va lue  fo rm, a nd  fo r 

b usine ss o wne rs who  c a rry a n a ll-risk p o lic y, the  SMP sp e c ia l b uild e rs' risk c o mp le te d  va lue  fo rm (fo r a ll-risk p o lic ie s), 

is a va ila b le . 

 

o The  b uild e rs' risk e nd o rse me nt is d e sig ne d  to  p ro vid e  p ro p e rty insura nc e  c o ve ra g e ’ s fo r b uild e rs' risk e xp o sure s while  

the y a re  c o nstruc ting  a  ne w b uild ing  o r a n insig nific a nt a d d itio n.  

 

o The  c o mb ine d  b usine ss inte rrup tio n a nd  e xtra  e xp e nse  e nd o rse me nt p ro vid e s c o ve ra g e  fo r b o th b usine ss 

inte rrup tio n a nd  fo r e xtra  e xp e nse  lo sse s with a  sing le , sp e c ifie d  limit o f lia b ility whic h is e xp lic itly sta te d  in the  

e nd o rse me nt.  

 

o The  SMP c o nd o minium o p e ra tio ns e nd o rse me nt (a n a d d itio na l p o lic y p ro visio ns e nd o rse me nt) is a va ila b le  to  

p ro vid e  na me d  p e ril o r a ll-risk p ro p e rty c o ve ra g e  fo r c o nd o minium o p e ra tio ns.  

 

o An e a rthq ua ke  e xte nsio n e nd o rse me nt c a n b e  a d d e d  to  a ffo rd  c o ve ra g e  tha t is inte nd e d  to  me e t the  ne e d s o f 

c e rta in insure d ’ s b o th und e r the  na me d  p e ril a nd  the  a ll-risk fo rms. This c o ve ra g e  is a p p lic a b le  o nly to  the  insure d  

p re mise s. 

 

o The  lo ss o f re nt e nd o rse me nt p ro vid e s c o ve ra g e  fo r lo ss tha t a n insure d  mig ht susta in if te na nts a re  una b le  to  re nt his 

insure d  p ro p e rty b e c a use  o f d a ma g e  o r d e struc tio n to  the  p re mise s b y a n insure d  p e ril.  

 

o An o p tio na l p e rils c o ve ra g e  e nd o rse me nt is a va ila b le  o n the  na me d  p e rils fo rm fo r b o th b uild ing s a nd  p e rso na l 

p ro p e rty p ro te c tio n.  

 

o Unle ss sp e c ific a lly e nd o rse d  o r sta te d  in the  c o ve ra g e  fo rm, a ll p ro p e rty will b e  va lue d  a c c o rd ing  to  its ACV ra the r 

tha n o n its re p la c e me nt c o st.  

 

o The  p re c ise  d e finitio n o f ACV d e p e nd s up o n the  typ e  o f p ro p e rty und e r c o nsid e ra tio n. The re  a re  va ria tio ns in the  

a p p lic a tio n o f ACV d e p e nd ing  o n whe the r re a l, p e rso na l, finishe d  g o o d , o r sto c k (inve nto ry) p ro p e rtie s a re  b e ing  

va lue d . 

 

o This b a sis o f a d justme nt ma y b e  mo d ifie d , ho we ve r, b y the  a tta c hme nt o f the  re p la c e me nt c o st c o ve ra g e  

e nd o rse me nt. Und e r this e nd o rse me nt, insure d  p ro p e rty invo lve d  in a  lo ss will b e  a d juste d  o n the  b a sis o f the  

a mo unt ne c e ssa ry to  re p a ir o r to  re p la c e  the  d a ma g e d  p ro p e rty, a nd  re imb urse me nt is re stric te d  o nly to  the  

p o lic y's limit o f lia b ility witho ut re g a rd  to  the  a c tua l a g e  o f the  p ro p e rty a t the  time  o f the  lo ss.  

 

o The  sp rinkle r le a ka g e  e nd o rse me nt p ro vid e s p ro te c tio n fo r insure d  p ro p e rty a g a inst le a ka g e  o r d isc ha rg e  o f wa te r 

(o r o the r sub sta nc e ) fro m a n a uto ma tic  fire  p ro te c tio n syste m 

 

o The  tuitio n fe e s e nd o rse me nt p ro vid e s c o ve ra g e  fo r lo st tuitio n fe e s tha t a n e d uc a tio na l institutio n mig ht suffe r if the  

sc ho o l's p hysic a l fa c ilitie s a re  d a ma g e d  a nd  unusa b le  b e c a use  o f lo ss b y a n insure d  p e ril.  

 

o The  SMP, in Se c tio n II, d e sc rib e s g e ne ra l lia b ility insura nc e  a nd  is a  ma nd a to ry c o ve ra g e ; just a s p ro p e rty c o ve ra g e  

is in Se c tio n I.  

 

o Typ ic a lly, c o ve ra g e  is writte n o n a  c o mp re he nsive  g e ne ra l lia b ility (CGL) b a sis fo r a ny o c c urre nc e  whic h is 

a ttrib uta b le  to  o ne  o f two  c a use s—o ne  is the  o wne rship , ma inte na nc e  o r use  o f the  insure d  p re mise s, a nd  the  

se c o nd  is fo r b usine ss o p e ra tio ns tha t a re  ne c e ssa ry o r inc id e nta l to  the  na me d  insure d 's c o mme rc ia l a c tivitie s.  

 

o SMP's lia b ility c o ve ra g e  e xte nd s to  the  b usine ss's p ro d uc ts a nd  c o mp le te d  o p e ra tio ns e xp o sure s unle ss the  

insura nc e  p o lic y sp e c ific a lly sta te s tha t the se  a re  e xc lud e d  fo r so me  re a so n. Co ve ra g e  is o n a  c o mb ine d  sing le  limit 

b a sis a ltho ug h o ne  ma y p urc ha se  se p a ra te  limits fo r b o d ily injury a nd  p ro p e rty d a ma g e  if he  fe e ls tha t this b e tte r 

suits his p a rtic ula r ne e d s.  

 

o In the  p e rso na l injury se c tio n o f c o ve ra g e , b usine ss o wne rs will usua lly find  tha t the  fo llo wing  c o ve ra g e ’ s a re  

inc lud e d : a n e mp lo ye r's no n-o wne d  a uto mo b ile , a n a uto mo b ile  fle e t (e mp lo ye rs sho uld  a lwa ys a sk wha t numb e r 

o f c a rs d e te rmine s a  fle e t), p ro fe ssio na l lia b ility, c o mp re he nsive  me d ic a l p a yme nts, c o ntra c tua l lia b ility, 

ind e p e nd e nt c o ntra c to rs, a nd  e le va to r c o llisio n.  
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o Ge ne ra l lia b ility c o ve rs e xp o sure s suc h a s la wsuits o c c urring  b e c a use  o f slip s o r fa lls o n the  insure d  p re mise s, injurie s 

whic h o c c ur b e c a use  o f o p e ra ting  e q uip me nt, a nd  c e rta in lia b ilitie s whic h a re  a ssume d  a lre a d y to  b e  und e r 

c o ntra c t o r a g re e me nt 

 

o The  SMP d o e s no t c o ve r c la ims fo r injury to  e mp lo ye e s b e c a use  this must b e  c o ve re d  und e r a  se p a ra te  wo rke rs' 

c o mp e nsa tio n p o lic y.  

 

o Se ve ra l sp e c ia l e xp o sure s suc h a s lia b ility fo r e rro rs o r o missio ns b y p ro fe ssio na ls a re  no t p ro te c te d  und e r Se c tio n II 

o f the  SMP.  

 

o Crime  c o ve ra g e , a n o p tio na l c o ve ra g e , p ro vid e s c o ve ra g e  fo r mo ne y a nd  se c uritie s, ne g o tia b le  instrume nts, a nd  

e mp lo ye e  d isho ne sty.  

 

o The re  a re  thre e  b a sic  c o ve ra g e ’ s und e r c rime  c o ve ra g e : the  c o mp re he nsive  c rime  c o ve ra g e  e nd o rse me nt, the  

b la nke t c rime  c o ve ra g e  e nd o rse me nt, a nd  the  p ub lic  e mp lo ye rs b la nke t e nd o rse me nt.  

 

o A b la nke t fo rm is a  fo rm o f c o ntra c t b e twe e n a n insure d  a nd  a n insura nc e  c o mp a ny, whic h p ro vid e s c o ve ra g e  fo r 

simila r typ e s o f p ro p e rty a t d iffe re nt lo c a tio ns o r fo r d iffe re nt typ e s o f p ro p e rty lo c a te d  a t the  sa me  lo c a tio n.  

 

o Und e r the  b la nke t c rime  fo rm, a ll insura nc e  a g re e me nts, whic h a re  b ro a d ly d e fine d  a s the  p ro mise s ma d e  b y the  

insura nc e  c o mp a ny to  the  insure d , a re  ma nd a to ry p ro te c te d  fro m lo ss.  

 

o Und e r the  c o mp re he nsive  c rime  e nd o rse me nt, the  insure d  ma y se le c t sp e c ific  c o ve ra g e  a g re e me nts a nd  va rying  

limits o f lia b ility a nd  c o ve ra g e  fo r e mp lo ye e  d isho ne sty o n a  b la nke t p o sitio n b a sis. 

 

o The  b la nke t p o sitio n c o ve ra g e  fo r e mp lo ye e  d isho ne sty und e r the  c o mp re he nsive  e nd o rse me nt a llo ws the  sta te d  

limit o f lia b ility to  b e  a p p lie d  to  e a c h e mp lo ye e  ra the r tha n to  the  e mp lo ye e s a s a  g ro up .  

 

o In a d d itio n to  p ro vid ing  c o ve ra g e  fo r lo ss b y e xto rtio n unle ss it ha s b e e n sp e c ific a lly e xc lud e d , fo llo wing  a re  the  

c o ve ra g e ’ s tha t a re  a va ila b le  und e r the  c o mp re he nsive  c rime  e nd o rse me nt: Emp lo ye e  Disho ne sty, Mo ne y a nd  

Se c uritie s Lo ss Insid e  the  Pre mise s, Mo ne y a nd  Se c uritie s-Lo ss Outsid e  the  Pre mise s. Mo ne y Ord e rs a nd  Co unte rfe it 

Pa p e r Curre nc y Co ve ra g e , De p o sito rs Fo rg e ry Co ve ra g e .  

 

o Bo ile r a nd  ma c hine ry c o ve ra g e , Se c tio n IV o f the  SMP, is o p tio na l a nd , if se le c te d , is e lig ib le  fo r the  SMP p a c ka g e  

d isc o unt.  

 

o The  SMP b o ile r a nd  ma c hine ry c o ve ra g e  e nd o rse me nt inc lude s c o ve ra g e  fo r a ll b o ile rs, unfire d  p re ssure , ve sse ls 

a nd  p ip ing  tha t a re  e ithe r in use  o r tha t is c o nne c te d  a nd  re a d y fo r use . Be c a use  a lmo st a ll fire  a nd  e xte nd e d  

c o ve ra g e  p o lic ie s e xc lud e  d a ma g e  tha t re sults fro m e xp lo sio n o f b o ile rs o r o the r p re ssure  ve hic le s, this c o ve ra g e  is 

ne e d e d  if insure d  p ro p e rty c o nta ins a ny he a ting  b o ile r, p ro c e ss b o ile r, o r a ny ste a m g e ne ra to r tha t o p e ra te s und e r 

p re ssure . 

 

o Ma c hine ry c o ve ra g e  insure s a g a inst d a ma g e  a nd  c o sts tha t re sult fro m the  b re a kd o wn o f ma c hine ry while  it is o n 

the  p re mise s.  

 

o Busine ss inte rrup tio ns c o ve ra g e  ma y b e  a va ila b le  und e r Se c tio n IV o n a  d a ily o r a  we e kly ind e mnity b a sis 

 

o The  SMP, intro d uc e d  in mo st sta te s in 1960, wa s the  first sta nd a rd  p a c ka g e  p o lic y fo r c o mme rc ia l e nte rp rise s.  

 

o The  SMP p a c ka g e  a s o rig ina lly intro d uc e d  c o ntinue d  with o nly minima l mo d ific a tio ns until 1977. The  o nly o b vio us 

c ha ng e s we re  tha t e lig ib ility rule s we re  b ro a d e ne d  a nd  p o lic y fo rms we re  simp lifie d  to  inc re a se  the ir re a d a b ility. 

 

CHAPTER 10: OBJECTIVES OF UNDERWRITING 

Cha ng e s a re  ine vita b le . The  re a so ns fo r tra d itio na l und e rwriting  p ra c tic e s so und  p e rfe c tly lo g ic a l to  a n e xp e rie nc e d  

und e rwrite r. But the  q ue stio ning  o f la ws a nd  re g ula tio ns a re  fo rc ing  c ha ng e s. Fo rme r und e rwriting  p ra c tic e s must g ive  wa y 

to  ne w c o nc e p ts. 

MAJOR GOALS 

Und e rwriting  o f a ll typ e s is d e sig ne d  to  a c c o mp lish thre e  ma jo r g o a ls. 
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It he lp s the  c o mp a ny to  a c hie ve  und e rwriting  g a ins. 

 

It c o ntrib ute s to  so c ie ty. 

 

It a ssists in ma inta ining  a  stro ng , so lve nt ind ustry, whic h c a n se rve  the  p ub lic  in the  future . 

  

Ea c h o f the se  g o a ls must b e  re c o g nize d  a nd  und e rsto o d  b e fo re  c ha ng e s in p ra c tic e s c a n b e  suc c e ssfully a d a p te d  to  the  

ne w re g ula tio ns a nd  p re ssure s. 

UNDERWRITING  G A INS 

The  first g o a l o f und e rwriting  is to  he lp  to  a c hie ve  und e rwriting  g a ins. 

 

In sto c k c o mp a nie s, the se  g a ins c a n b e  c a lle d  "p ro fits." With mutua l c o mp a nie s a nd  re c ip ro c a ls, the  g a ins re sult in 

inc re a se d  d ivid e nd s o r surp lus. In a ll c a se s, the  g o a l is to  b e  a b le  to  sho w a  mo d e st g a in a fte r lo sse s a nd  e xp e nse s a re  p a id . 

 

Und e rwriting  c o ntrib ute s to  the se  g a ins b y se le c ting  a p p lic a nts who  fit within the  p a ra me te rs o f the  ra te s, whic h ha ve  b e e n 

d e ve lo p e d . Eve ry ra te  struc ture  c o nte mp la te s a  c e rta in typ e  o r c la ss o f risk.  

 

Und e rwriting  ha s the  re sp o nsib ility o f a c c e p ting  a nd  re ta ining  tho se  p ro p e rtie s a nd  e xp o sure s, whic h fit the  e xp e c te d  

p a tte rn. Und e rwriting  g a ins c a nno t b e  a c hie ve d  b y a c c e p ting  a p p lic a nts who se  p ro b a b ility o f lo ss is g re a te r tha n tha t 

whic h is a ntic ip a te d  b y the  ra te s. 

 

Ap p lying  c o ntra c t p ro visio ns, whic h a re  c o nte mp la te d  b y the  ra te  struc ture , c a n ma ke  a  furthe r c o ntrib utio n. Co ve ra g e  

c a nno t b e  und uly b ro a d e ne d , e xc lusio ns c a nno t b e  re mo ve d  a nd  c o nd itio ns c a nno t b e  wa ive d  witho ut je o p a rd izing  the  

e xp e c te d  und e rwriting  g a ins. 

 

Ra te s, c o ntra c ts a nd  se le c tio n a re  c lo se ly re la te d . Imp ro p e r use  o f a ny o f the m c a n d e stro y a ll ho p e  o f und e rwriting  g a ins. If 

a ny o f the  thre e  is ina d e q ua te , o ne  o r b o th o f the  o the rs must b e  a d juste d  a c c o rd ing ly, o r und e rwriting  lo sse s will o c c ur. 

 

To ta l re sp o nsib ility d o e s no t fa ll o n und e rwrite rs. Tho se  who  p ro mulg a te  ra te s a nd  tho se  who  d ra ft c o ntra c ts c a rry a  sha re  o f 

the  b urd e n. But in the  fina l a na lysis, it is the  und e rwrite r who  must se le c t a p p lic a nts who  fit the  ra te s a nd  c o ntra c t p ro visio ns, 

whic h a re  d e sig ne d  to  p ro d uc e  und e rwriting  g a ins. If a rtific ia l re stra ints a re  imp o se d  o n und e rwriting , e ithe r ra te  must b e  

inc re a se d  o r c o ntra c ts re stric te d ; o the rwise  und e rwriting  g a ins c a nno t b e  re a lize d . 

C O NTRIBUTIO N TO  SO C IETY 

Insura nc e  c o ntrib ute s a  g re a t d e a l to  so c ie ty. In fa c t, it is d iffic ult to  ima g ine  ho w this c iviliza tio n c o uld  e xist witho ut 

insura nc e . So c ie ty b e ne fits fro m insura nc e  b y the  re d uc tio n in unc e rta inty whic h insura nc e  p ro vid e s. With this le sse ning  o f 

unc e rta inty, p e o p le  c a n b uy a nd  furnish ho use s, e sta b lish ma nufa c turing  a nd  p ro c e ssing  firms, sto c k wa re ho use s a nd  re ta il 

e sta b lishme nts, a nd  c o nd uc t the  d istrib utio n o f g o o d s. 

 

If this unc e rta inty wa s no t re d uc e d , p e o p le  c o uld  no t e mb a rk o n the se  ve nture s. Pe rha p s mo re  imp o rta ntly, le nd ing  

institutio ns wo uld  no t b e  a b le  to  fina nc e  the se  e nte rp rise s, so  a nything  b e yo nd  a  c o tta g e -typ e  o f b usine ss wo uld  b e  a lmo st 

imp o ssib le .   

 

Mo st o f the  re c e nt strid e s in ind ustria l a nd  te c hno lo g ic a l fie ld s wo uld  ha ve  b e e n unthinka b le , a nd  mo st c o nsume rs wo uld  

no t ha ve  b e e n a b le  to  a c c umula te  the  vo lume  o f g o o d s, whic h ma rks the  a fflue nc e  o f so c ie ty. 

 

Insura nc e  sup p lie s a  g o o d  sha re  o f the  fund s, whic h fina nc e  lo ng -te rm inve stme nts. The  a c c umula tio n o f c a p ita l, whic h is 

ne e d e d  to  g ua ra nte e  the  p a yme nt o f future  lo sse s, c a n b e  use d  to  p ro mo te  e xp a nsio n in ho me  o wne rship  a s we ll a s in 

b usine ss a nd  ind ustria l fie ld s. 

 

Ano the r ma jo r b e ne fit o f insura nc e  is the  c o mp e titio n, whic h re sults fro m the  sta b ility a nd  re d uc tio n o f unc e rta inty, whic h 

a re  p re se nt in o ur e c o no my. Sma ll firms c a n c o mp e te  with la rg e  e nte rp rise s b e c a use  the y d o  no t ne e d  to  a c c umula te  

la rg e  sums o f mo ne y to  he lp  survive  d isa ste rs. The  p ro te c tio n g ive n to  insura nc e  p e rmits e ve ry firm to  survive  b o th he a vy 

lo sse s to  p ro p e rty a nd  c la ims fo r lia b ilitie s. Thus fund s c a n b e  use d  fo r g ro wth, a nd  so c ie ty b e ne fits fro m the  re sulting  

c o mp e titio n. 

 

Und e rwrite rs a re  the  fo c a l p o int thro ug h whic h mo st o f the  b e ne fits o f insura nc e  a re  sup p lie d  to  so c ie ty. It is und e rwrite rs 

who  a rra ng e  to  p ro te c t a lmo st e ve ry c o nc e iva b le  typ e  o f lo ss a nd  in a mo unts o f insura nc e , whic h me e t the  ne e d s o f 

so c ie ty. Whe n ne w e xp o sure s to  lo ss a rise , und e rwrite rs d e ve lo p  me tho d s o f insuring  tho se  e xp o sure s. 

 

A ma jo r c o ntrib utio n o f und e rwriting  is b e ing  c e rta in tha t the  insura nc e  ne e d s o f so c ie ty a re  me t. This imp o se s a  b urd e n 

up o n und e rwrite rs to  c o nd uc t the ir o p e ra tio ns in suc h a  ma nne r tha t so c ie ty d o e s b e ne fit fro m insura nc e . Ava ila b ility, 

a ffo rd a b ility, c a p a c ity a nd  so lve nc y a re  so me  o f the  g o a ls o f und e rwriting .  
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Two  imp o rta nt a ims o f und e rwrite rs a re  to  sup p o rt a c tivitie s, whic h will b e ne fit so c ie ty, a nd  to  o p p o se  c ha ng e s, whic h will 

te nd  to  re stric t the se  b e ne fits. No t o nly und e rwrite rs must a na lyze  the  imme d ia te  re sults o f c ha ng e s b ut a lso  the ir lo ng -ra ng e  

e ffe c ts.  

 

Eve ry und e rwriting  a c tio n a nd  e ve ry und e rwriting  rule  o r g uid e  sho uld  b e  c o nsid e re d  in lig ht o f the  ultima te  e ffe c t o n 

so c ie ty a s a  who le . 

 

Cha ng e s in so c ie ty a nd  in its d e ma nd s a re  ha ving  a n e ffe c t o n und e rwriting  p ra c tic e s. Ad a p ta tio n to  the se  p re ssure s will b e  

re q uire d  if und e rwriting  is to  survive . The  le a d e r o f a  p ro d uc e r’ s o rg a niza tio n, in a  sp e e c h re fe rring  to  the  c urre nt mo o d  o f 

the  "d a y o f the  c o nsume r," sa id : 

 

"...The  fo rc e s imp a c ting  o n the  ind ustry will stimula te  a  re vie w o f its re sp o nsib ilitie s.... so me  a utho ritie s b e lie ve  tha t the  

insura nc e  ind ustry d id  suc h a  g re a t jo b  o f c o nvinc ing  p e o p le  o f the  ne e d  fo r insura nc e  tha t it is no w re g a rd e d  a s a  

ne c e ssity to  whic h the  p ub lic  is e ntitle d .  If insura nc e  to d a y is a  so c ia l a nd  e c o no mic  ne c e ssity, the n the  ind ustry ha s a n 

o b lig a tio n to  so c ie ty. While  insura nc e  p ro d uc ts a nd  se rvic e s a re  ne e d e d , the re  is re a so n fo r imp ro ve me nt." 

MA INTA IN A  STRO NG  INSURA NC E INDUSTRY 

The  g re a te st c o ntrib utio n tha t und e rwrite rs c a n ma ke  to  the ir c o mp a nie s a nd  to  so c ie ty is to  he lp  ma inta in a  stro ng  a nd  

so lve nt insura nc e  ind ustry. 

 

Und e rwriting  g a ins, a s d isc usse d  a b o ve , a re  a n e sse ntia l e le me nt in ma inta ining  this stre ng th. Ano the r fa c to r is ste a d y, so lid  

g ro wth; this re q uire s a n a na lysis o f ma rke ts a nd  a  se le c tio n o f a p p lic a nts who  re p re se nt a  b ro a d , d e sira b le  sp re a d . Still 

a no the r e le me nt is a n a b ility to  me e t the  ne e d s o f b uye rs o f insura nc e , fo r o nly in this wa y c a n insura nc e  c o mp a nie s survive .  

 

In a ll o f the se  a re a s und e rwriting  c o ntrib ute s b e st whe n it c la ssifie s a nd  a c c e p ts a p p lic a nts o n the  b a sis o f re a so na b le  

c rite ria , e q uita b ly a p p lie d . A c o nsta nt o b je c tive  o f und e rwriting  must b e  to  a na lyze  se le c tio n sta nd a rd s, c ha ng e  the  

sta nd a rd s a nd  c la ssific a tio ns whe n c o nd itio ns re q uire  a nd  a d ministe r the m fa irly in d a ily a c tivitie s. 

 

So c ie ty b e ne fits d ire c tly fro m the  e xiste nc e  o f stro ng  a nd  sta b le  insura nc e  c o mp a nie s. Only this typ e  o f insure r c a n me e t the  

ne e d s a s d e sc rib e d  e a rlie r. The  future  d e ma nd s o f a  c ha ng ing  so c ie ty will p la c e  ne w b urd e ns o n the  insura nc e  ind ustry.  

 

Ne w e ne rg y re q uire me nts, a d va nc e d  te c hno lo g ie s, the  c ha lle ng e s o f sp a c e  tra ve l, the  o p p o rtunitie s fo r inc re a se d  le isure  

a c tivitie s, the  o p e ning  o f ma rke ts in und e ve lo p e d  la nd s a nd  a ll o f the  o the r p o ssib ilitie s whic h will b e  p re se nte d  b y the  

b ra ve  ne w wo rld  to  c o me —a ll will re q uire  e ve n mo re  insura nc e  p ro te c tio n tha n is a va ila b le  to d a y. A stro ng , so lve nt 

insura nc e  ind ustry is a  ne c e ssity if a rtific ia l b ra ke s a re  no t to  b e  a p p lie d  to  the se  ma ny ne w p o ssib ilitie s fo r fo rtune  a nd  

g ro wth. 

 

The  future  o f und e rwriting  is the  a na lysis o f c ha ra c te ristic s o f a p p lic a nts in o rd e r to  find  me a ning ful fa c to rs up o n whic h to  

b a se  und e rwriting  se le c tio n. This is the  c ha lle ng e  o f the  future  fo r und e rwrite rs. La ws a nd  re g ula tio ns will imp o se  ne w rule s. 

Pre ssure s will c a use  o the rs to  lo se  the ir e ffe c tive ne ss. But und e rwriting  must survive  if a  stro ng  insura nc e  ind ustry is to  e xist. This 

will re q uire  a d a p ta tio n b y und e rwrite rs, thro ug h the  use  o f re vise d  a p p ro a c he s, whic h will a c hie ve  the  e sta b lishe d  

o b je c tive s. 

 

The  Cha irma n o f the  Te xa s Insura nc e  Bo a rd , in sp e a king  a b o ut the  re la te d  sub je c t o f ra te s, ma d e  this tho ug htful sta te me nt, 

whic h a p p lie s to  a ll a sp e c ts o f insura nc e : 

 

“ It is a s imp o rta nt to  g ua ra nte e  the  c o nsume rs o f this sta te  a  stro ng , via b le  insura nc e  ind ustry a s it is to  g ua ra nte e  e q uita b le  

ra te s. No  a rtific ia lly sup p re sse d  ra te  c a n ultima te ly b e  b e ne fic ia l to  o ur sta te ’ s p o lic yho ld e rs.”  

 

ALTERNATIVE COURSES OF ACTION 

Und e rwrite rs c a n re a c t in ma ny d iffe re nt wa ys to  rule s a nd  re g ula tio ns, whic h a re  a d o p te d . If the y d o  no t c o nsid e r c a re fully 

the  ultima te  c o nse q ue nc e s, the y ma y re a c t in wa ys, whic h will d a ma g e  the ir re p uta tio ns. In the  lo ng  run, the  d a ma g e  will 

b e  irre vo c a b le  a nd  will a ffe c t the  e ntire  insura nc e  ind ustry. 

UNDERWRITING  INDIVIDUA LS 

The  o nly re a lly via b le  a lte rna tive  is to  und e rwrite  with mo re  a p p lie d  inte llig e nc e  a nd  kno wle d g e . This will inc lud e  se c uring  

mo re  fa c ts, e va lua ting  a p p lic a nts a s ind ivid ua ls, ma king  o b je c tive  a na lyse s a nd  ta king  p ro mp t a c tio n in c o nfo rmity with the  

la ws a nd  re g ula tio ns. 

 

As a  sta rting  p o int, und e rwrite rs must kno w why c e rta in rule s o r g uid e s we re  use d  in the  p a st. Fo r e xa mp le , the  a p p lic a nt’ s 

o c c up a tio n wa s no t a  fa c to r b e c a use  the re  wa sn’ t a nything  wro ng  with p e o p le  who  we re  e ng a g e d  in tho se  o c c up a tio ns.  
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The y we re  no t wic ke d , d isho ne st no r a b ho rre nt. Ra the r, e xp e rie nc e  ha s sho wn tha t p e rso ns in tho se  o c c up a tio ns te nd e d  to  

b e  unsta b le . The y mo ve d  a ro und  a  g re a t d e a l.  

 

This insta b ility c a n b e  a  p ro b le m to  insure rs, so  c a utio n wa s use d  in a c c e p ting  a p p lic a nts who  we re  e ng a g e d  in tho se  

o c c up a tio ns. The  o c c up a tio n sho uld  no t ha ve  b e e n a  firm rule  b ut just a  g uid e  (a ltho ug h it is like ly tha t so me  und e rwrite rs 

use d  it a s a n una c c e p ta b le  fa c to r). 

 

Sup p o se  tha t o c c up a tio n is p ro hib ite d  a s a  fa c to r in und e rwriting . The  insta b ility o f the  a p p lic a nt ma y still b e  a  p ro b le m. If 

this is d isc o ve re d  to  b e  the  c a se , the  a p p lic a tio n ma y ne e d  to  b e  re je c te d .  The  re a so n fo r the  re je c tio n is no t o c c up a tio n, 

b ut insta b ility. The  la tte r c a n b e  ind ic a te d  b y fa c to rs o the r tha n o c c up a tio n a nd  ma y ne e d  mo re  inve stig a tio n to  d isc o ve r.  

 

Oc c up a tio n c a nno t b e  use d  a s a  re a so n fo r und e rwriting  a c tio n, b ut it c a n still p o int o ut the  ne e d  fo r mo re  fa c ts, whic h 

ma y ma ke  the  a p p lic a tio n una c c e p ta b le . If unsta b le  c o nd itio ns a re  no t fo und , a nd  o the r fa c to rs a re  no t p re se nt, the  

a p p lic a tio n sho uld  b e  a c c e p te d . 

 

The  ke y to  b e tte r und e rwriting  is to  se c ure  a ll re le va nt info rma tio n. No  lo ng e r will it b e  e no ug h to  find  o ut a  fe w fa c ts, suc h 

a s o c c up a tio n, a nd  the n ta ke  a c tio n.  

 

Bo th o b je c tive  a nd  sub je c tive  ma te ria l c a n b e  se c ure d , d e p e nd ing  up o n the  c irc umsta nc e s a nd  the  ma na g e me nt o f the  

insure r.  

 

Obje c tive  informa tion the  mo st re lia b le  d a ta  is tha t re c e ive d  fro m o b je c tive  o utsid e  so urc e s. Mo to r ve hic le  re p o rts a nd  

a c c id e nt info rma tio n fro m the  file  is the  mo st c o mmo n fo r ve hic le  insura nc e . The  c o nd itio n o f the  p ro p e rty, p ho to g ra p hs, a  

d o c to r’ s re p o rt o f p hysic a l imp a irme nts a nd  the  le ng th o f d riving  e xp e rie nc e  a re  o the r e xa mp le s fo r va rio us line s. 

 

Subje c tive  informa tion Pure ly p e rso na l a nd  p riva te  info rma tio n ma y b e  use d  und e r so me  c irc umsta nc e s. Ord ina rily, this is 

b e st if se c ure d  fro m the  a p p lic a nt, no t fro m o utsid e  so urc e s. The  a p p lic a tio n, te le p ho ne  ve rific a tio n a nd  a  re ne wa l 

q ue stio nna ire  a re  d e vic e s, whic h a re  use d  to  g e t fa c ts fro m a p p lic a nts a nd  p o lic yho ld e rs.  

 

So me  insure rs ha ve  use d  p syc ho lo g ic a lly o rie nte d  se lf-c o mp le tio n q ue stio nna ire s a s inve stig a tive  to o ls fo r ne w a p p lic a nts, 

p a rtic ula rly fo r p e rso na l a uto mo b ile  insura nc e . So me  o f the se  so urc e s ma y a ro use  a nta g o nism fro m a p p lic a nts o r 

p ro d uc e rs, b ut the y a re  illustra tio ns o f the  so urc e s tha t a re  a va ila b le . 

 

Rig ht to  p riva c y la ws a nd  o the r re stra ints imp o se d  b y g o ve rnme nt c a n re stric t the  info rma tio n, whic h c a n b e  se c ure d . This 

situa tio n o nly ma ke s the  und e rwrite r’ s jo b  mo re  d iffic ult a nd  re q uire s mo re  inno va tio n to  lo c a te  p e rmissib le  d a ta . The  first 

ste p  in und e rwriting  still re q uire s the  se c uring  o f a s muc h re le va nt info rma tio n a s is ne c e ssa ry o r a va ila b le . 

 

UNDERWRITING  BY C LA SS, BY INDIVIDUA L RISK 

The  se c o nd  ste p  is a na lysis o f the  info rma tio n. The re  a re  two  d iffe re nt wa ys o f lo o king  a t a p p lic a tio ns: b y c la ss a nd  b y 

ind ivid ua l risk. 

 

Tra d itio na lly, p e rso na l line s ha ve  b e e n sub je c t to  c la ss und e rwriting . This me a ns tha t c la sse s o r g ro up s a re  id e ntifie d  a s b e ing  

p ro b le ms a nd  a re  no t writte n. Und e rwrite rs re c o g nize  tha t so me  ind ivid ua ls in e a c h c la ss wo uld  b e  a c c e p ta b le .  

 

Ho we ve r, it wo uld  b e  mo re  e xp e nsive  to  lo c a te  the m, a nd  the re  is usua lly no t muc h info rma tio n re a d ily a va ila b le  up o n 

whic h to  ma ke  the  d e c isio n.  If a n e xc e p tio n is ma d e  a nd  a  lo ss o c c urs, c ritic ism ma y re sult. On the  o the r ha nd , the re  will b e  

no  c ritic ism if the  a p p lic a nt is re je c te d . 

 

Co mme rc ia l line s mo re  c o mmo nly use  ind ivid ua l risk und e rwriting . Mo re  c o mp le x fa c to rs a re  p re se nt, a nd  p re miums a re  

hig h e no ug h to  p e rmit mo re  inve stig a tio n. In mo st c o mp a nie s, c e rta in g ro up s ha ve  b e e n id e ntifie d  a s p re se nting  p ro b le ms, 

a nd  the se  ma y b e  o n a n una c c e p ta b le  list.  

 

Still, e xc e p tio ns a re  ma d e  fo r me rito rio us a p p lic a nts b a se d  o n ind ivid ua l c ha ra c te ristic s. This p a tte rn is c o mmo n a mo ng  

la rg e r c o mme rc ia l risks; sma lle r o ne s ma y b e  ha nd le d  mo re  o n a  c la ss b a sis. 

 

This tra d itio na l d iffe re nc e  b e twe e n c la ss a nd  ind ivid ua l risk und e rwriting  is d isa p p e a ring  in to d a y’ s so c ia l a nd  re g ula to ry 

c lima te . Pe o p le  no  lo ng e r to le ra te  b e ing  ha nd le d  a s me mb e rs o f a  c la ss witho ut re g a rd  to  ind ivid ua l c ha ra c te ristic s. 

 

Ma ny o f the  la ws a nd  re g ula tio ns a re  a ime d  a t p re c ise ly this fa c to r. Sinc e  so me  p hysic a lly imp a ire d  p e o p le  a re  g o o d  

d rive rs, it is no  lo ng e r p e rmissib le  to  re je c t the m simp ly b e c a use  o the r p hysic a lly imp a ire d  p e o p le  ma y b e  p ro b le m d rive rs.  
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Ra the r, the  rule s p ro hib iting  the  use  o f c e rta in c ha ra c te ristic s re q uire  tha t e a c h p e rso n b e  c o nsid e re d  o n the  b a sis o f 

ind ivid ua l fa c to rs a lo ne . 

 

The  a na lysis o f a p p lic a nts, und e r g o ve rnme nt re g ula tio ns, must inc lud e  a  stud y o f ind ivid ua l c ha ra c te ristic s, no t just the  

g ro up  to  whic h the  a p p lic a nt b e lo ng s. This d o e s no t ne c e ssa rily invo lve  a  g re a t d e a l mo re  time  a nd  e xp e nse .  

 

Ra the r, it ta ke s o nly a  little  mo re  e ffo rt to  c o nsid e r if the  a p p lic a nt is d iffe re nt, in so me  re le va nt wa y, fro m the  o the r risks o f 

the  sa me  typ e . If so , the  d iffe re nc e s must b e  a na lyze d . 

 

This typ e  o f a na lysis is ne w fo r mo st und e rwrite rs, p a rtic ula rly tho se  ha nd ling  p e rso na l line s. Ed uc a tio n, tra ining  a nd  fre q ue nt 

a ud its will b e  ne e d e d . 

 

The  third  ste p  in und e rwriting  is to  ma ke  a  d e c isio n a nd  ta ke  a c tio n. This c a n b e  a  p e rilo us p a rt o f the  p ro c e ss, o r it c a n b e  a  

g o ld e n o p p o rtunity to  se rve  the  p ub lic  a nd  the  ind ustry. 

 

The  ma nne r in whic h und e rwriting  g uid e s a re  writte n a nd  the  wa y tha t the  re a so ns fo r a d ve rse  a c tio n a re  sta te d  c a n b e  

ve ry imp o rta nt. This is the  p o int a t whic h the  true  inte ntio ns o f the  c o mp a nie s a re  me a sure d . Und e rwrite rs sho uld  a vo id  using  

wo rd s like  "lo c a tio n," "se x," "a g e " a nd  "ma rita l sta tus" whe n re je c ting  o r c a nc e ling  insura nc e . The se  ma y b e  fa c to rs to  b e  

c o nsid e re d  in the  e va lua tio n, b ut the y c a nno t b e  use d  a s the  p rima ry re a so n fo r re je c tio n. Re a so ns must b e  g ive n, a nd  

the se  sho uld  b e  sp e c ific .  

 

Und e rwrite rs must sto p  using  suc h g e ne ra l te rms a s "c o nd itio n o f the  p ro p e rty." The  p ub lic  insists up o n kno wing  why a d ve rse  

a c tio n is ta ke n. The  re a so ns must b e  c le a rly e xp la ine d . Ac tio n must b e  ta ke n p ro mp tly. Re stric tio ns p la c e  a  b urd e n o n 

und e rwrite rs to  a vo id  p ro c ra stina tio n. Ma ny sta te s p ro hib it c a nc e lla tio n o f ne w p o lic ie s a fte r a  "d isc o ve ry p e rio d "—usua lly 

a b o ut 60 d a ys.  

 

No n-re ne wa ls a re  o fte n p e rmitte d  o nly if no tic e  is se nt to  the  p o lic yho ld e r we ll in a d va nc e  o f the  e xp ira tio n d a te . The se  

rule s re q uire  p ro mp t a nd  firm a c tio n, p re ve nting  the  d e la ys, whic h p re vio usly ma rke d  the  d e c isio n-ma king  p ro c e ss o f so me  

und e rwrite rs. 

 

In summa ry, und e rwrite rs must a vo id  the  spe c ific  use  o f fa c to rs, whic h a re  p ro hib ite d , a ltho ug h the se  fa c to rs ma y b e  use d  

a s ind ic a to rs a lo ng  the  p a th. Ap p lic a nts a nd  p o lic yho ld e rs must b e  a na lyze d  a s ind ivid ua ls, no t a s me mb e rs o f a  c la ss o r 

g ro up . Ac tio ns must b e  ta ke n p ro mp tly, a nd  a lwa ys in c o mp lia nc e  with the  la ws. Re je c tio n o r c a nc e lla tio n ma y b e  ta ke n 

o nly fo r re le va nt re a so ns, a nd  ne ve r b e c ause  o f fa c to rs, whic h a re  p ro hib ite d . The  re a so ns must b e  e xp la ine d  in sp e c ific  

te rms. 

 

The  p re vio usly me ntio ne d  a re  the  g e ne ra l a p p ro a c he s, whic h must b e  fo llo we d  b y und e rwrite rs und e r g o ve rnme nt 

re stra ints. As a  first ste p , ma na g e me nt o f the  c o mp a ny sho uld  o utline  g e ne ra l p rinc ip le s, ind ic a ting  ho w und e rwriting  is to  

b e  c o nd uc te d .  

 

The se  p rinc ip le s, whic h sho uld  b e  sta te d  in b ro a d  te rms, will g ive  the  ne c e ssa ry g uid a nc e  to  und e rwrite rs.  

 

It is o b vio us tha t c o mp lia nc e  with a ll la ws a nd  re g ula tio ns sho uld  b e  the  c o rne rsto ne  o f the se  p rinc ip le s. The n, g e ne ra l 

sta te me nts a re  ne e d e d  a s to  the  d e g re e  o f inve stig a tio n to  b e  fo llo we d , the  me tho d  o f c o mmunic a ting  d e c isio ns a nd  the  

ha nd ling  o f c o mp la ints.  Suc h a  sta te me nt o f p rinc ip le s will sup p le me nt the  und e rwrite rs’  kno wle d g e  o f g e ne ra l a p p ro a c he s 

to  b e  use d  a nd  will p ro vid e  a  b ro a d  b a se  o f g uid a nc e  fo r future  und e rwriting . 

SPEC IFIC  PRA C TIC ES 

De sk und e rwrite rs ne e d  sp e c ific  instruc tio ns o n p ra c tic e s to  b e  fo llo we d  whe n the y e nc o unte r situa tio ns o f the  typ e s 

d e sc rib e d  in p re vio us se c tio ns. While  g e ne ra l sta te me nts a re  he lp ful, the y a re  ina d e q ua te  fo r the  d a y-to -d a y ha nd ling  o f 

ind ivid ua l risks. 

 

Sta te me nts o f g e ne ra l p rinc ip le s must first b e  d e ve lo p e d  a nd  a d o p te d  b y insura nc e  c o mp a ny ma na g e me nt. Suc h 

sta te me nts a re  ne e d e d  b e fo re  d e sk und e rwrite rs c a n ma ke  d e c isio ns, whic h fo llo w the  wishe s o f ma na g e me nt. Witho ut 

suc h sta te me nts, und e rwrite rs c a n b e  e xp e c te d  to  c o ntinue  the  o ld  p ra c tic e s whic h ha ve  le d  to  the  c urre nt a tmo sp he re  o f 

c ritic ism a nd  d e ma nd s fo r c ha ng e . 

 

De sk und e rwrite rs, using  the  sta te me nt o f p rinc ip le s, must ma ke  d e c isio ns o n ind ivid ua l risks. This is the  fo c a l p o int o f a ll o f the  

so und  a nd  fury b e ing  he a rd  thro ug ho ut the  c o untry. This is the  le ve l a t whic h the  d e c isio ns a re  ma d e  o n ind ivid ua l risks. If 

tho se  d e c isio ns a re  in c o mp lia nc e  with b o th the  la ws a nd  the  e xp e c ta tio ns o f the  p ub lic  a nd  the  re g ula to rs, a ll will b e  we ll. 

If the y a re  no t, furthe r re stric tio ns will b e  imp o se d . Tho se  re stric tio ns will ha ve  a n e ve n g re a te r imp a c t o n the  a b ility o f 

insure rs to  d e c id e  up o n the  typ e s o f b usine ss, whic h the y wish to  write . 
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Und e rwrite rs must le a rn o f the  la ws a nd  re g ula tio ns a ffe c ting  the  insura nc e  b e ing  c o nsid e re d . Co ntro ls must b e  e sta b lishe d  

to  b e  c e rta in tha t b o th ne w a nd  e xisting  la ws a nd  re g ula tio ns a re  c o mmunic a te d  to  a ll und e rwrite rs. Ne xt, sup e rviso rs must 

c o nd uc t e no ug h a ud its to  b e  c e rta in tha t d e sk und e rwrite rs a re  fo llo wing  a ll o f the  a p p lic a b le  la ws a nd  re g ula tio ns. 

 

Muc h mo re  tha n this is ne e d e d , ho we ve r, if und e rwriting  is to  survive  a s it is kno wn to d a y. The  sp irit a s we ll a s the  le tte r o f 

la ws a nd  re g ula tio ns must b e  fo llo we d . Mo st rule s ha ve  lo o p ho le s if so me o ne  lo o ks ha rd  e no ug h fo r the m. If und e rwrite rs 

find  lo o p ho le s in la ws o r re g ula tio ns a nd  und e rwrite  o n tha t b a sis, furthe r re stric tio ns will b e  a d o p te d  to  c lo se  the  lo o p ho le s. 

 

Co mp la ints a nd  c ritic isms must b e  he a rd . Whe n re a so na b le  a d a p ta tio ns to  und e rwriting  p ra c tic e s c a n b e  ma d e  to  me e t 

tho se  o b je c tio ns, this sho uld  b e  d o ne . No t e ve ry c o mp la int must b e  me t, o r no  und e rwriting  c o uld  e xist fo r lo ng . The  

p ro b le m is to  se p a ra te  tho se , whic h a re  re a so na b le  a nd  lo g ic a l fro m tho se , whic h a re  no t. The  a p p lic a tio n o f the se  

p rinc ip le s will no t b e  e a sy. The  re a so ns fo r e a c h typ e  o f c ritic ism must b e  kno wn. The  o ld  p ra c tic e s must b e  mo d ifie d  in 

ma ny re sp e c ts. 

 

The  fo llo wing  se c tio ns c o nta in re c o mme nd a tio ns fo r me a ns o f ha nd ling  the  ma jo r typ e s o f c o mp la ints. 

LOSS HISTORY 

The  re c o rd  o f p a st lo sse s re ma ins a s o ne  o f the  b e st fa c to rs, whic h und e rwrite rs c a n use  in the  se le c tio n p ro c e ss. It is fa c tua l, 

re le va nt a nd  we ll a c c e p te d  a s a  fa c to r, whic h re a so na b ly se p a ra te s o ne  risk fro m a no the r. 

 

At the  sa me  time , und e rwrite rs must re a lize  tha t no t a ll lo sse s c a n b e  c o nsid e re d . So me  lo sse s a re  p e rc e ive d  b y the  p ub lic  

a s b e ing  o f typ e s, whic h d o  no t re fle c t a d ve rse ly o n the  ind ivid ua l invo lve d . If the  lo ss wa s no t re c e nt, o r if the  a p p lic a nt 

wa s no t a t fa ult, its imp o rta nc e  is d iminishe d  o r re mo ve d . 

 

A C C IDENT REC O RD 

Auto mo b ile  und e rwrite rs sho uld  c o ntinue  to  use  a c c id e nt re c o rd s a s o ne  o f the  p rima ry se le c tio n to o ls. Whe n fa c ts a re  

a va ila b le , mo st a c c id e nts a re  re lia b le  ind ic a to rs o f d e sira b ility a nd  a re  g e ne ra lly a c c e p te d  a s suc h. 

 

Mo d ific a tio ns in so me  p a st rule s o r g uid e s a re  ne e d e d , ho we ve r. Und e rwrite rs must no t c o nsid e r tho se  typ e s o f a c c id e nts, 

whic h d o  no t ha ve  a  c le a r re la tio nship  to  p o ssib le  future  a c c id e nts. Also , the y must no t use  the  typ e s o f a c c id e nts, whic h 

a re  sp e c ific a lly p ro hib ite d  b y sta tute  o r re g ula tio n. 

 

FA ULT 

The  q ue stio n o f fa ult is mo st imp o rta nt. Altho ug h sta tistic a l stud ie s d o  no t se p a ra te  a c c id e nts b y fa ult, a nd  und e rwrite rs ma y 

fe e l tha t a ll a c c id e nts ind ic a te  a  d riving  p a tte rn, the  p ub lic  d o e s no t se e  the  re le va nc e  o f no t-a t-fa ult a c c id e nts. 

 

Mo st und e rwrite rs, fo r so me  time , ha ve  g ive n little  we ig ht to  the  mo st o b vio us o f the  no t-a t-fa ult a c c id e nts. The y d isre g a rd  

tho se  whe re  a n a p p lic a nt wa s struc k while  le g a lly p a rke d  o r while  sto p p e d  fo r a  tra ffic  sig na l. In the  future , the  d e finitio n o f 

no t-a t-fa ult a c c id e nts must b e  e xp a nd e d .  

 

A n a p p lic a nt w ho  re c o v e rs in  full fro m  a no the r p a rty  is o f the  firm  o p inio n tha t no  fa ult sho uld  b e  a ffixe d  

o n his o r he r b e ha lf. Und e rwrite rs must ta ke  suc h fa c to rs into  a c c o unt a nd  no t c o nsid e r tho se  a c c id e nts whe re  a n a p p lic a nt 

wa s no t c ha rg e d  with fa ult. 

 

The  d e te rmina tio n o f fa ult is no t e a sy, p a rtic ula rly with a c c id e nts tha t o c c ur b e fo re  risk is insure d . So me time s the  

d e te rmina tio n c a n b e  ma d e  o nly b y se c uring  a  c o p y o f a  p o lic e  re p o rt o r b y c o nta c ting  the  p re vio us insure r. The se  so urc e s 

ma y b e  e xp e nsive  a nd  ma y e ve n b e  p ro hib ite d . This le a ve s the  und e rwrite r with no  a lte rna tive  b ut to  a c c e p t the  

d e sc rip tio n o f the  a c c id e nt a s g ive n b y the  a p p lic a nt, sub je c t to  ve rific a tio n b y a  mo to r ve hic le  re p o rt, a s muc h a s p o ssib le . 

 

Mo d e rn tra ffic  c o nd itio ns le a d  to  ma ny a c c id e nts whe re  fa ult is d iffic ult to  a sc e rta in. Eve nts ha p p e n q uic kly a nd  e a c h p a rty 

ma y fe e l tha t the  o the r p e rso n wa s c o mp le te ly a t fa ult. It will no t b e  a c c e p ta b le  fo r und e rwrite rs to  d isre g a rd  the se  fe e ling s 

a nd  a ssume  a  d e g re e  o f fa ult whe re  b o th p a rtie s a p p e a re d  to  sha re  the  b la me .  

 

Ap p lic a nts who  fe e l tha t the y we re  fa ultle ss in a n a c c id e nt will re se nt b e ing  und e rwritte n o n the  b a sis o f a n a t-fa ult 

a c c id e nt. This re se ntme nt c o uld  b e  tra nsla te d  into  le g isla tio n, whic h wo uld  d e ny a ll a c c id e nt info rma tio n in the  und e rwriting  

p ro c e ss. 

 

The  va lue  o f p a st a c c id e nts a s p re d ic to rs o f the  future  is to o  g re a t to  je o p a rd ize  b y so me  "c lo se  c a lls." If fa ult d o e s no t 

a p p e a r to  fa ll o n the  a p p lic a nt, the  und e rwrite r sho uld  ig no re  it. The  a lte rna tive  ma y b e  the  lo ss o f this vita l fa c to r 

a lto g e the r. 
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NUMBER O F A C C IDENTS 

Und e rwrite rs no t o nly c o nsid e r e ve ry a c c id e nt, the y so me time s d e c id e  tha t o ne  a c c id e nt in the  e xp e rie nc e  is to o  ma ny to  

p e rmit a c c e p ta nc e . Co mp a nie s a tte mp ting  sup e r-se le c tio n ma y sta te  tha t a n a p p lic a nt is una c c e p ta b le  if the re  ha ve  

b e e n a ny a c c id e nts d uring  the  p a st two  o r thre e  ye a rs. This a p p ro a c h ma y b e  to o  se ve re  fo r the  future . The  tra ffic  

c o ng e stio n o f to d a y, e sp e c ia lly in the  la rg e r c itie s, ma ke s it e xtre me ly d iffic ult to  a vo id  a n o c c a sio na l sma ll a c c id e nt.  

 

A b lind  sp o t d uring  a  la ne  c ha ng e , visio n o b sc ure d  b y a  we t wind o w in the  ra in, a  sud d e n c ha ng e  in a  tra ffic  sig na l, a n 

une xp e c te d  sto p p ing  o f tra ffic —a ll c a n re sult in a c c id e nts. A d rive r who  is usua lly ve ry c a re ful a nd  who  ha s b e e n a c c id e nt-

fre e  fo r ye a rs ma y inc ur o ne  inc id e nt o f this typ e . All tha t is re q uire d  is a  mo me nt’ s ina tte ntio n o r c a re le ssne ss. 

 

It wo uld  no t b e  re a so na b le  to  re fuse  insura nc e  to  a n a p p lic a nt who  ha s inc urre d  just o ne  lo ss o f this typ e .  Two  o r mo re  

a c c id e nts mig ht b e ; b ut o nly o ne  a c c id e nt, p e rha p s in ma ny ye a rs, d o e s no t ma ke  a  d rive r a  p o o r risk in the  mind s o f mo st 

p e o p le . 

 

The  so lutio n is to  c o nsid e r mo re  c a re fully the  typ e  o f lo ss ra the r tha n just the  numb e r. If tha t o ne  lo ss o c c urre d  sho rtly a fte r 

mid nig ht o n a  Sa turd a y nig ht a nd  wa s the  re sult o f a p p a re nt hig h sp e e d  a nd  po ssib le  d rinking , the  und e rwrite r wo uld  b e  

justifie d  in b e ing  c o nc e rne d . On the  o the r ha nd , if the  lo ss ha p p e ne d  a t 5:15 o n a  Tue sd a y e ve ning  a nd  wa s a  sma ll re a r-

e nd  a c c id e nt o n a  c ro wd e d  e xp re sswa y, it is d iffic ult to  ma inta in tha t this is a  g o o d  ind ic a tio n o f p o ssib le  future  a c c id e nts. 

 

Und e rwrite rs must sto p  p la ying  a  "numb e rs g a me " a nd  sta rt a na lyzing  the  lo sse s. Two  o r thre e  sma ll a c c id e nts sc a tte re d  o ve r 

a  thre e -ye a r p e rio d  ma y b e  le ss ind ic a tive  o f future  lo ss invo lve me nt tha n o ne  re c e nt a c c id e nt whe re  the  c irc umsta nc e s 

ind ic a te  tha t a  d riving  p ro b le m e xists.  

 

No  kno wn le g isla tio n ha s a tte mp te d  to  c o ntro l the  numb e r o r typ e  o f a c c id e nts, whic h c a n b e  c o nsid e re d  in und e rwriting . 

This situa tio n d o e s no t me a n tha t the se  fa c to rs c a n b e  d isre g a rd e d . Ab use  o f the  p rivile g e  o f c o nsid e ring  a c c id e nts in the  

se le c tio n p ro c e ss ma y le a d  to  re stric tio ns. 

 

Auto mo b ile  und e rwriting  to d a y re q uire s mo re  tha n a  simp le  sta te me nt o n the  ma ximum numb e r o f a c c id e nts p e rmitte d  

d uring  a  sp e c ifie d  p e rio d . Und e rwrite rs must se c ure  a ll p e rtine nt info rma tio n c o nc e rning  d e ta ils o f a c c id e nts fro m wha te ve r 

so urc e s a re  re a so na b ly a va ila b le . The y the n must a na lyze  the  lo sse s to  se e  if a n ind ic a tio n o f a  p o o r d riving  p a tte rn e xists. If 

it d o e s, und e rwriting  a c tio n c a n b e  ta ke n with little  fe a r o f c ha lle ng e . But if it d o e s no t, the re  ma y b e  se ve re  c ritic ism o f 

a c tio n ta ke n so le ly b e c a use  the  lo ss is o n re c o rd . Co ntinuing  a c tio n o f the  la tte r typ e  ma y le a d  to  re stric tive  le g isla tio n o r 

re g ula tio n. 

C O MMERC IA L/ PERSO NA L 

The  a na lysis o f ind ivid ua l lo sse s, ra the r tha n me re ly c o unting  the  numb e r, will ta ke  c a re  o f the  p ro b le m b e twe e n 

c o mme rc ia l a nd  p e rso na l risks in mo st c a se s. An a p p lic a nt, who  inc urs a c c id e nts b e c a use  o f p o o r d riving , whe the r in a  

truc k o r a  c a r, sho uld  b e a r the  re sp o nsib ility und e r a ll typ e s o f ve hic le  insura nc e .  

 

If the  und e rwrite r lo o ks a t the  fa c ts surro und ing  e a c h lo ss, mo st o f the  p re ssure  to  d isre g a rd  a c c id e nts fro m a no the r line  o f 

insura nc e  will d isa p p e a r. 

 

Na tura lly, whe re  la ws p ro hib it c o nsid e ra tio n o f a c c id e nts fro m a no the r line , suc h a s "e me rg e nc y ve hic le s," the re  is no  

o p p o rtunity to  use  suc h lo sse s in the  se le c tio n o f risks. 

 

PRO PERTY LO SSES 

Co nsid e ra tio n o f the  d e g re e  o f fa ult o r re sp o nsib ility sho uld  b e  a  p a rt o f the  und e rwriting  p ro c e ss o n p ro p e rty a s we ll a s 

a uto mo b ile  c la ims. The  typ e  o f lo ss a nd  the  c irc umsta nc e s surro und ing  the  lo ss a re  c lue s to  the  d e g re e  to  whic h the  

a p p lic a nt c o uld  ha ve  p re ve nte d  the  lo ss. Altho ug h the re  is no  kno wn le g isla tio n o n the  use  o f p ro p e rty lo sse s, und e rwrite rs 

sho uld  no t ta ke  a d va nta g e  o f this situa tio n. Re c kle ss d isre g a rd  o f fa c to rs c a using  a  lo ss c o uld  le a d  to  re stric tio ns, a nd  the se  

p ro b a b ly will b e  stric te r tha n und e rwrite rs wo uld  imp o se  o n the mse lve s. Thus, iso la te d  lo sse s fro m fa c to rs b e yo nd  the  c o ntro l 

o f the  a p p lic a nt sho uld  b e  d isre g a rd e d  o r use d  with c a re . If c o nd itio ns ha ve  c ha ng e d , this fa c t sho uld  b e  p a rt o f the  

a na lysis. Inte llig e nt und e rwriting  re q uire s no thing  le ss. 

 

At the  sa me  time , a  p a tte rn o f lo sse s ma y re ve a l c o nd itio ns, whic h a re  like ly to  le a d  to  future  lo sse s. Re p e a te d  wind sto rm o r 

ha il lo sse s ma y ind ic a te  tha t the  lo c a tio n o f p ro p e rty is in a  "p o c ke t" whe re  suc h lo sse s a re  c o mmo n. Re p e a te d  c rime  lo sse s 

ma y sho w tha t the  ne ig hb o rho o d  is c o nd uc ive  to  tho se  typ e s o f lo sse s a nd  tha t the  p a tte rn c an b e  e xp e c te d  to  c o ntinue . 

 

No rma l und e rwriting  p ra c tic e s sho uld  c o ntinue , b ut te mp e re d  with c a re ful c o nsid e ra tio n o f the  c irc umsta nc e s surro und ing  

the  lo ss, no t just a  ta b ula tio n o f the  numb e r o f lo sse s. 
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LIA BILITY LO SSES 

Bo th p e rso na l a nd  c o mme rc ia l lia b ility lo sse s sho uld  b e  ha nd le d  muc h the  sa me  a s p ro p e rty lo ss. La ws ha ve  no t ye t b e e n 

e na c te d  to  re g ula te  the  use  o f the  la tte r lo sse s, b ut unre a so na b le  a p p lic a tio n o f und e rwriting  rule s c o uld  le a d  to  c o ntro ls. 

 

The  fa c ts surro und ing  lo sse s sho uld  b e  a na lyze d  c a re fully. If the re  is no  p a tte rn, a nd  the  lo ss wa s b e yo nd  the  c o ntro l o f a  

re a so na b le  p e rso n, the  und e rwrite r sho uld  no t ma ke  the  d e c isio n o n tha t lo ss a lo ne . On the  o the r ha nd , a  p a tte rn o f lo ss, o r 

fa ilure  to  ta ke  no rma l p re c a utio n a g a inst injury, is va lid  und e rwriting  c rite ria . 

REC O MMENDA TIO NS FO R IMPRO VEMENT 

Pro p e rty a nd  lia b ility lo sse s o fte n a re  the  re sult o f unsa fe  c o nd itio ns. Ra the r tha n re fuse  insura nc e  b e c a use  o f the se  

c o nd itio ns, o r ra ise  the  p re mium, it wo uld  b e  b e tte r fo r und e rwrite rs to  re c o mme nd  imp ro ve me nts, whic h wo uld  re d uc e  

future  lo sse s.  

 

This a p p ro a c h re c o g nize s a  re sp o nsib ility o n the  p a rt o f und e rwrite rs to  furnish insura nc e  whe ne ve r p o ssib le  a nd  a lso  to  

re d uc e  lo sse s a nd  injurie s. 

 

Und e rwrite rs who  a na lyze  lo sse s o fte n a re  a b le  to  se e  c o nd itio ns, whic h sho uld  b e  c o rre c te d . If the se  a re  no t o b vio us, a nd  it 

is mo me nta rily wo rthwhile , e ng ine e rs o r insp e c to rs c a n b e  use d  to  id e ntify unsa fe  p ra c tic e s, a nd  the ir re p o rts c a n b e  p a rt o f 

the  a na lysis o f the  c a use  o f the  lo ss. In a d d itio n, suc h re p o rts c a n b e  the  b a sis o f re c o mme nd a tio ns fo r imp ro ve me nt. 

 

The  und e rwrite r, wishing  to  se rve  the  p ub lic  a nd  a vo id  und ue  re g ula tio n, will d o  mo re  tha n a c c e p t o r re je c t a p p lic a tio ns. 

An e ffo rt will b e  ma d e  to  write  insura nc e , ta ilo ring  the  c o ntra c t a nd  the  ra te  to  the  risk. An imp o rta nt p a rt o f this a p p ro a c h is 

to  d isc o ve r a re a s whe re  c o nd itio ns c a n b e  imp ro ve d  a nd  to  re c o mme nd  a c tio n to  the  a p p lic a nt. 

 

Ad d itio na l e xp e nse  will b e  inc urre d  b y this a p p ro a c h. Ho we ve r, mo re  b usine ss will b e  writte n, a nd  fe we r lo sse s mig ht b e  

inc urre d . Mo re  imp o rta ntly, this a p p ro a c h will he lp  to  fulfill the  d uty o f sup p lying  c o ve ra g e  in the  mo st e c o no mic a l fa shio n 

to  e ve ry d e se rving  risk.  

 

Unive rsa l use  o f this a p p ro a c h will g o  a  lo ng  wa y to wa rd  limiting  future  a d ve rse  le g isla tio n a nd  re g ula tio n. 

TRA FFIC  VIO LA TIO NS 

Und e rwrite rs c a n c o ntinue  to  use  tra ffic  vio la tio ns in se le c tio n a nd  ra ting . This use  is sub je c t to  sp e c ific  sta te  la ws o r 

re g ula tio ns, whic h limit c e rta in typ e s o f vio la tio ns. Whe re  po ssib le , ho we ve r, und e rwrite rs sho uld  use  jud g me nt in the ir 

c o nsid e ra tio n o f vio la tio ns. The  e mp ha sis sho uld  b e  o n tho se  c o nvic tio ns, whic h a p p e a r to  ha ve  so me  e le me nt o f future  

a c c id e nt p re d ic ta b ility. 

 

Eq uip me nt vio la tio ns sho uld  b e  g ive n little  we ig ht. The y ma y ind ic a te  a  c a re le ss a ttitud e , a n "I-d o n’ t-c a re " a p p ro a c h to  

a uto mo b ile  sa fe ty. Whe re  this a p p e a rs to  b e  the  c a se , furthe r inve stig a tio n is ne e d e d  to  d e te rmine  the  fa c ts. In o the r c a se s, 

e q uip me nt vio la tio ns sho uld  b e  ig no re d . 

 

Eve n the  mo re  se rio us typ e s o f vio la tio ns sho uld  b e  a na lyze d  with c a re . An iso la te d  c a se  o f a  re la tive ly mino r typ e  ma y 

ind ic a te  o nly a  b rie f la p se  o f c a re  o r e ve n the  p re se nc e  o f a  sp e e d  tra p . By c o ntra st, a  lo ng  re c o rd  o f vio la tio ns c a lls fo r 

c lo se  sc rutiny.  

 

A sp e e d ing  c ita tio n a t 2 a .m. is o rd ina rily mo re  se rio us tha n o ne  a t 2 p .m., a nd  running  a  re d  lig ht a t mid nig ht c a n b e  mo re  

o f a n ind ic a tio n o f a n a d ve rse  d riving  p a tte rn tha n g o ing  thro ug h a  ye llo w lig ht a t no o n. 

 

Co nvic tio ns ra the r tha n c ita tio ns sho uld  b e  use d  whe ne ve r p o ssib le . Whe re  b o th a re  a va ila b le , c o nvic tio ns sho uld  b e  

c o nsid e re d . Whe re  c o nvic tio ns a re  no t a va ila b le , o r wo uld  re q uire  c o nsid e ra b le  a d d itio na l e xp e nse  to  se c ure , c ita tio ns 

ma y b e  use d , b ut with a d justme nts b a se d  o n ind ic a tio ns tha t no  c o nvic tio n wa s a c tua lly ha nd e d  d o wn. 

In a ll o f the se  c a se s, sta te  la ws a nd  re g ula tio ns must g o ve rn the  a c tio ns o f und e rwrite rs.  

 

If sp e e d s in e xc e ss o f 55 mile s p e r ho ur a re  to  b e  d isre g a rd e d , und e rwrite rs sho uld  c o mp le te ly ig no re  the m. Whe re  the  

p ro hib itio n a p p lie s o nly to  ra ting , c o nsid e ra tio n c a n b e  g ive n in se le c tio n. If the  p ro hib itio n a p p lie s to  b o th, the  und e rwrite r 

must p a y no  he e d  to  the  inc id e nt. 

NO N- VERIFIA BLE REC O RD 

The  use  o f a  no n-ve rifia b le  d riving  re c o rd  is so und  und e rwriting , unle ss the  p ra c tic e  is p ro hib ite d . Only b y a  ve rifia b le  re c o rd  

c a n the  d riving  a b ility b e  d e te rmine d . 

 

Suc h rule s must b e  a p p lie d  in a  re a so na b le , no nd isc rimina to ry fa shio n. The  time  p e rio d  must no t b e  e xc e ssive ; thre e  ye a rs is 

a  ma ximum p e rio d  in mo st c a se s. The  rule  must a p p ly to  a ll a p p lic a nts a nd  no t b e  use d  a s a  sc re e ning  d e vic e  fo r yo uthful 

o p e ra to rs.  
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Thus, a ssume  a  mid d le -a g e d  c o up le  with a  c le a n a c c id e nt a nd  c o nvic tio n re c o rd  b ut with o nly o ne  o f the m who  d rive s. If 

the  o the r sp o use  the n g e ts a no the r c a r a nd  sta rts to  d rive , the  no n-ve rifia b le  rule  must b e  a p p lie d , e xa c tly a s it wo uld  b e  if 

the  ne w d rive r we re  a  yo uth just sta rting  to  d rive . 

 

By a p p lying  the  rule  in a  re a so na b le  a nd  no nd isc rimina to ry fa shio n und e rwrite rs will b e  e mp lo ying  a  g o o d  to o l a nd  will still 

b e  inc urring  a  minimum e xp o sure  to  la ws o r re g ula tio ns, whic h wo uld  p ro hib it the  p ra c tic e . 

 

SOURCES OF INFORMATION  

In d e te rmining  the  re c o rd  o f tra ffic  vio la tio ns, it is c ruc ia l tha t und e rwrite rs use  a ll re lia b le  so urc e s o f info rma tio n. Mo to r 

ve hic le  re p o rts, o r MVR’ s a re  the  b e st so urc e . The y must b e  se c ure d  whe re  it is imp o rta nt to  se e  the  tra ffic  re c o rd . 

Arra ng e me nts sho uld  b e  ma d e  to  se c ure  MVR's a s q uic kly a nd  ine xp e nsive ly a s p o ssib le .  

 

Arra ng e me nts c a n o fte n b e  ma d e  to  se c ure  MVR info rma tio n d ire c tly fro m the  c o mp ute rs o f the  sta te  mo to r ve hic le  

d e p a rtme nts, e ithe r d ire c tly b y the  insure r o r thro ug h a  se rvic e  o rg a niza tio n. Pro mp t info rma tio n is o f g re a t va lue  in e ffe c tive  

se le c tio n o f a p p lic a nts. 

 

So me  tra ffic  vio la tio n info rma tio n, like  so me  a c c id e nt d a ta , is no t a lwa ys a va ila b le  thro ug h a n MVR. Fo r e xa mp le , so me  

tra ffic  c o urts ha ve  a d o p te d  the  p ro c e d ure  o f se nd ing  vio la to rs to  a  tra ffic  sc ho o l. Up o n c o mp le tio n o f the  c o urse , the  

re c o rd  o f the  vio la tio n is d e stro ye d . No  e ntry is e ve r ma d e  o n the  MVR. 

 

This p ro c e d ure  ma y b e  e ffe c tive  fro m the  sta nd p o int o f la w e nfo rc e me nt o ffic ia ls, b ut it d e stro ys the  c o nc e p t o f 

und e rwriting  o n the  b a sis o f p a st d riving  p e rfo rma nc e . Und e rwrite rs must e sta b lish te c hniq ue s fo r se c uring  info rma tio n o n a ll 

tra ffic  vio la tio ns a s muc h a s p o ssib le . Pro p e r q ue stio ning  o n the  a p p lic a tio n is o ne  so urc e . Effe c tive  inve stig a tio n te c hniq ue  

is a no the r. 

DRIVING  REC O RD 

The  mo st sig nific a nt fa c to r, whic h c a n b e  use d  in und e rwriting  a nd  ra ting , is the  d riving  re c o rd . Tra ffic  vio la tio ns a re  the  

ma jo r c o mp o ne nt o f d riving  re c o rd s, a ltho ug h a c c id e nts a re  usua lly inc lud e d . Almo st e ve ryo ne  who  a g re e s tha t so me  typ e  

o f se le c tio n a nd  ra ting  d iffe re nc e s a re  justifie d  will c o nc ur tha t the  d riving  re c o rd  is mo st c ritic a l. 

 

Fina lly, a  risk sho uld  no t b e  a c c e p te d  if a  d rive r’ s lic e nse  is susp e nd e d  o r re vo ke d . To  sup p ly insura nc e  to  suc h p e rso ns is to  

e nc o ura g e  the m to  d rive  in vio la tio n o f la w. Whe n inve stig a tio n re ve a ls tha t the  lic e nse  o f a  d rive r is no t va lid , the  

a p p lic a tio n sho uld  b e  re je c te d .  

 

The  o nly e xc e p tio n is a  c a se  whe re  it is re p re se nte d  tha t the  p e rso n witho ut a  lic e nse  will no t d rive . If this is ve rifie d , the  

fa c to r c a n b e  d isre g a rd e d . Afte r the  lic e nse  is re insta te d , the  und e rwrite r sho uld  a na lyze  the  re a so n fo r susp e nsio n o r 

re vo c a tio n a nd  no t re je c t the  a p p lic a nt o nly b e c a use  o f the  p re vio us a c tio n b y lic e nsing  a utho ritie s. 

C O NDITIO N O F PRO PERTY 

Und e rwrite rs ha ve  mo re  o p p o rtunity to  p ra c tic e  ind ivid ua l risk se le c tio n o n the  b a sis o f p ro pe rty c o nd itio n tha n o n mo st 

o the r fa c to rs. By a vo id ing  a rb itra ry rule s a nd  lo o king  a t sp e c ific  risk c ha ra c te ristic s, und e rwrite rs c a n imp ro ve  the ir se le c tio n 

p ra c tic e s a nd  still me e t the  o b je c tio ns o f re g ula to rs. Bo th a uto mo b ile  a nd  p ro p e rty line s a re  sub je c t to  und e rwriting  o n the  

b a sis o f p ro p e rty c o nd itio n. 

C O NDITIO N O F A UTO MO BILE 

Go o d  und e rwriting  re q uire s c o nsid e ra tio n o f the  a uto mo b ile ’ s c o nd itio n. It is imp o rta nt tha t jud g me nt b e  a p p lie d  unifo rmly 

a nd  tha t o nly re le va nt c o nd itio ns b e  ta ke n into  a c c o unt. Me c ha nic a l d e fic ie nc ie s sho uld  b e  ha nd le d  c a re fully.  

 

If c ritic a l func tio ns a re  invo lve d , suc h a s b ra ke s o r lig hts, the  risk sho uld  no t b e  a c c e p te d . Pub lic  sa fe ty, a s we ll a s insuranc e  

p rinc ip le s, re q uire s tha t a uto mo b ile s with se rio us d e fic ie nc ie s suc h a s the  fo re g o ing  sho uld  no t b e  e nc o ura g e d  to  o p e ra te  

o n the  stre e ts. 

 

The  p ro p e r und e rwriting  te c hniq ue  is no t to  me re ly re je c t insura nc e . Suc h a c tio n ma y c a use  the  o wne r to  d rive  witho ut 

insura nc e  o r to  se e k a no the r insure r, whic h ma y no t d isc o ve r the  p ro b le m. Ra the r, the  und e rwrite r sho uld  p o int o ut the  

d e fic ie nc y, sug g e st tha t it b e  c o rre c te d  a nd  o ffe r to  write  the  insura nc e  whe n c o rre c tio n is ma d e . In this ma nne r, the  

fina nc ia l e xp o sure s o f the  p ub lic  a nd  the  o wne r will b e  p ro te c te d , a nd  the  insure r will write  a no the r p o lic y. 

 

Be fo re  this c o rre c tive  a c tio n c a n b e  ta ke n, the  c o nd itio n must b e  id e ntifie d . If the  fa c ts a re  re p o rte d  o n the  a p p lic a tio n, the  

und e rwrite r c a n a c t imme d ia te ly. If no t, the  c o nd itio n c a n b e  d e te rmine d  o nly b y a n insp e c tio n o n a  ne w sub missio n if it is 

e c o no mic a lly fe a sib le  to  d o  so .  
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On e xisting  p o lic ie s, a  c la ims re p o rt ma y ind ic a te  the  e xiste nc e  o f p ro b le ms. In e ithe r c a se , it is imp o rta nt tha t the  

und e rwrite r se c ure  the  fa c ts. The n the  a lte rna tive s c a n b e  c o nsid e re d  a nd  o ne  o f the se  sho uld  c e rta inly b e  to  re c o mme nd  

c o rre c tio n o f the  me c ha nic a l d e fic ie nc y a s a  c o nd itio n to  writing  o r c o ntinuing  insura nc e . 

 

Un-re p a ire d  d a ma g e  c a n b e  ha nd le d  in the  sa me  wa y. Mino r d a ma g e  c a n b e  ig no re d , e xc e p t p e rha p s to  no te  its 

e xiste nc e  so  tha t it is no t inc lud e d  a g a in und e r the  se ttle me nt o f a  la te r lo ss. Mo re  se rio us d a ma g e  c a n b e  d a ng e ro us to  

p e d e stria ns o r o c c up a nts. Ag a in, the  b e st p ro c e d ure  is no t to  re je c t c o ve ra g e  a uto ma tic a lly, b ut to  b e  c e rta in tha t the  

fa c ts a re  c o rre c t a nd  to  the n re c o mme nd  c o rre c tio n. If re p a irs a re  ma d e , the  risk will b e  sa tisfa c to ry fro m tha t sta nd p o int, 

a nd  a  p o lic y mig ht b e  sa ve d . 

 

Und e rwrite rs sho uld  no t c o nc lud e  tha t, a s a  c la ss, p e o p le  who  d o  no t c o rre c t me c ha nic a l d e fe c ts o r re p a ir b o d y d a ma g e  

a re  und e sira b le . The re  ma y b e  ma ny re a so ns why imp ro ve me nts ha ve  no t b e e n ma d e .  

 

If the  sp e c ific  c o nd itio n o f a n ind ivid ua l a uto mo b ile  is p o o r, insura nc e  sho uld  no t b e  writte n. But if c o rre c tio n is ma d e , this 

fa c to r sho uld  b e  d isre g a rd e d . Und e rwriting  c o nsid e ra tio n sho uld  b e  g ive n to  the  a c tua l c o nd itio n o f the  ve hic le , no t the  

und e rwrite r’ s o p inio n a s to  why the  d e fic ie nc y wa s no t c o rre c te d  until a n und e rwrite r ma d e  a  d e ma nd . 

 

Alte re d  c a rs, o r tho se  d e c o ra te d , d o  no t ne c e ssa rily ind ic a te  a n und e sira b le  risk. So me  o p e ra to rs o f the se  ve hic le s a re  

inc line d  to  sp e e d  a nd  ta ke  c ha nc e s in c lo se  situa tio ns, b ut o the rs a re  g o o d , sa fe  d rive rs.  

 

The  fa c t tha t a  p e rso n like s a  sho wy c a r d o e s no t me a n tha t p e rso n a lso  d rive s in a  c a re le ss fa shio n. This is a  fa c to r, whic h 

sho uld  b e  c he c ke d  c a re fully b ut the n und e rwritte n o n the  fa c ts o f e a c h ind ivid ua l c a se . 

 

Whe n und e rwrite rs o f a uto mo b ile  insura nc e  a re  c o nsid e ring  a  ve hic le ’ s c o nd itio n, two  rule s must b e  fo llo we d . The  first is to  

g e t the  fa c ts, to  find  o ut wha t is a c tua lly the  c a se  o n a  sp e c ific  risk ra the r tha n to  ma ke  a ssump tio ns b a se d  o n e xp e rie nc e  

with the  c la ss.  

 

The  se c o nd  rule  is to  a p p ly jud g me nt to  e a c h risk b a se d  o n its ind ivid ua l c ha ra c te ristic s, a nd  no t b e c a use  it is a  me mb e r o f 

a  g ro up  o f risks. As with the  d riving  re c o rd , the  c o nd itio n o f a  sp e c ific  risk b e ing  c o nsid e re d  is a  c ritic a l fa c to r. This a p p lie s to  

the  me c ha nic a l c o nd itio n, a ny un-re p a ire d  d a ma g e  a nd  a ny sho wy a lte ra tio ns. 

C O NDITIO N O F BUILDING S 

The  c o nd itio n o f b uild ing s must b e  und e rwritte n c a re fully. De fic ie nc ie s, whic h p re se nt a n a b no rma l d e g re e  o f risk, must b e  

c o rre c te d  b e fo re  insura nc e  c a n b e  writte n. On the  o the r ha nd , und e rwrite rs must g ua rd  a g a inst ta king  a c tio n so le ly o n the  

b a sis o f o utwa rd  a p p e a ra nc e s.  

 

Unc ut g ra ss a nd  p e e ling  p a int ma y b e  ind ic a tive  o f a  c a re le ss a ttitud e , whic h ma y a lso  b e  re fle c te d  in fra ye d  wiring  a nd  

o ve rlo a d e d  c irc uits. The se  c o nd itio ns ma y a lso  ind ic a te  a  te mp o ra ry illne ss o f the  a p p lic a nt o r a  te mp o ra ry fina nc ia l 

re ve rsa l, ne ithe r, o f whic h ha s a d ve rse  imp lic a tio ns fro m a n und e rwriting  sta nd p o int. 

 

It is justifie d  to  re fuse  writing  insura nc e  whe re  the  c o nd itio n o f p ro p e rty is so  p o o r tha t the  c ha nc e  o f lo ss is ma te ria lly 

inc re a se d . It is no t justifie d  to  re je c t a  risk b e c a use  the  c o nd itio n o f the  b uild ing  d o e s no t me a sure  up  to  the  sta nd a rd  o f 

ne a tne ss, whic h a n und e rwrite r fe e ls is d e sira b le .  

 

Ne ithe r the  p ro p e rty a p p lic a tio n itse lf no r a  re la te d  line  suc h a s a uto mo b ile  sho uld  b e  re je c te d  me re ly b e c a use  the  

ho use ke e p ing  is p o o r b y a n und e rwrite r’ s sta nd a rd s, p ro vid e d  the  c o nd itio n d o e s no t re a lly inc re a se  the  c ha nc e  o f a  lo ss. 

 

Furthe rmo re , o utrig ht re je c tio n is und e sira b le  in c a se s whe re  the  c o nd itio n o f p ro p e rty is so  p o o r tha t insura nc e  c a nno t b e  

writte n. Ra the r, the  und e rwrite r sho uld  p o int o ut the  typ e s o f imp ro ve me nts, whic h c o uld  b e  ma d e  to  a c hie ve  

a c c e p ta b ility. Re a so na b le  d e ma nd s fo r imp ro ve me nts will b e ne fit a ll p a rtie s a nd  a re  p e rfe c tly le g itima te . Ag a in, ho we ve r, 

the  d e ma nd s must b e  re a so na b le  a nd  no t a rb itra ry. 

 

Und e rwrite rs must re c o g nize  tha t sta nd a rd s o f ne a tne ss va ry b y ind ivid ua ls, a nd  tho se  o nly re p a irs, whic h a c tua lly a ffe c t the  

e xp o sure  to  lo sse s, must b e  d e ma nd e d . Whe n p ro b le m a re a s suc h a s p o o r wiring  a nd  o the r so -c a lle d  fa ults o f 

ma na g e me nt a re  id e ntifie d , the  p ro p e rty o wne r sho uld  b e  no tifie d . This g ive s the  o wne rs a n o p p o rtunity to  c o rre c t the  

p ro b le m. The n, if c o rre c tio n is ma d e , the  c o ve ra g e  c a n b e  writte n.  

 

This a p p ro a c h a c c o mp lishe s se ve ra l thing s: mo re  b usine ss is writte n, p ro p e rty o wne rs a re  e d uc a te d  o n p ro p e r me tho d s o f 

ma inta ining  b uild ing s a nd  p ub lic  re la tio ns a re  imp ro ve d . This c o urse  o f a c tio n is muc h b e tte r tha n me re ly re je c ting  the  risk, if 

the  c o nd itio n is o ne , whic h c a n b e  imp ro ve d . 

 

The  fa c ts must b e  o b ta ine d  b e fo re  suc h d e c isio ns c a n b e  ma d e . So me time s the  a nswe rs o n the  a p p lic a tio n a re  suffic ie nt, 

p a rtic ula rly if a  p ho to g ra p h o f p ro p e rty is a lso  a va ila b le . Othe r time s, a n insp e c tio n is ne e d e d .  The  p ro d uc e r, a  fie ld  
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und e rwrite r o r sp e c ia l a g e nt, o r a n insp e c tio n c o mp a ny c a n d o  the se . Re g a rd le ss o f the  me tho d  use d , it is e sse ntia l tha t the  

und e rwrite r ha ve  the  fa c ts a va ila b le  b e fo re  ta king  a c tio n o n the  c o nd itio n o f the  p ro p e rty.  

 

As a  ma tte r o f p ro c e d ure , the  fa c ts sho uld  b e  o b ta ine d , usua lly b y p hysic a l insp e c tio n, b e fo re  re je c ting  a  risk b e c a use  o f 

p o o r c o nd itio n, whe the r this invo lve s a c tua l unsa fe  c o nd itio ns o r p o o r ma inte na nc e  o f the  b uild ing . 

A G E O F BUILDING S 

The  a g e  o f a  b uild ing  is no t a  re lia b le  ind ic a tio n o f its d e sira b ility a s a n insura nc e  risk, o the r tha n ne w o r a lmo st-ne w 

struc ture s. Afte r a  fe w ye a rs, d e te rio ra tio n se ts in, b ut re p a irs o r re no va tio n c a n o ffse t it. Ag e  is a n ind ic a tio n tha t the re  ma y 

b e  p ro b le ms.  An o ld e r ho me , p e rha p s o ne  o ve r 25 ye a rs o f a g e , sho uld  b e  c he c ke d  c a re fully. The re  ma y b e  p ro b le ms in 

wiring , o ve rlo a d ing  o f c irc uits o r in the  he a ting  syste m.  

 

On the  o the r ha nd , e a c h o f the se  p o te ntia l p ro b le ms c a n b e  c o rre c te d . A ho use  c a n b e  re wire d , ne w c irc uits c a n b e  

a d d e d  a nd  a  ne w he a ting  syste m c a n b e  insta lle d . With suc h imp ro ve me nts, a  40-ye a r-o ld  ho use  ma y b e  sa fe r tha n o ne , 

whic h is 25 ye a rs o ld . Only p ro p e r insp e c tio n c a n d e te rmine  if the se  imp ro ve me nts ha ve  b e e n ma d e . 

 

The  a c c e p ta b ility o f a  p ro p e rty risk sho uld  no t b e  b a se d  o n its a g e  a lo ne . If it is o ld e r, b ut the  c ritic a l p a rts ha ve  b e e n 

mo d e rnize d  a nd  the  b uild ing  ha s b e e n ma inta ine d  p ro p e rly, the  a g e  sho uld  no t b e  a  fa c to r. 

 

Two  a re a s ma y b e  a ffe c te d  b y the  a g e  o f a  b uild ing . One  is the  ra te  a nd  the  o the r is the  typ e  o f c o ve ra g e  b e ing  o ffe re d . 

 

Ra te s c a n va ry b y the  d e g re e  o f e xp o sure  to  lo ss. A 4-ye a r-o ld  ho use , whic h ha s no t b e e n mo d e rnize d , is o rd ina rily mo re  

susc e p tib le  to  fire  lo sse s tha n a  five -ye a r-o ld  ho use , a nd  the  ra te s c a n va ry. If the  o ld e r ho me  ha s b e e n c o mp le te ly re wire d  

a nd  ha s re c e ive d  a  ne w he a ting  syste m, the  c ha nc e s o f a  fire  lo ss a re  a p p ro xima te ly the  sa me  a s fo r the  ne we r struc ture . 

Othe r p e rils ma y b e  d iffe re nt, so  a  g re a te r p ro b le m c a n b e  c a use d  b y the  p e rils inc lud e d  in a  p o lic y. 

VA LUE O F BUILDING S 

It is imp e ra tive  tha t und e rwrite rs d e te rmine  the  a p p ro xima te  va lue  o f b uild ing s b e fo re  writing  insura nc e . Se c uring  p ro p e r 

insura nc e -to -va lue  is the  ke y to  the  p ro fita b le  writing  o f p ro p e rty insura nc e . 

 

Whe n a  c o -insura nc e  c la use  o r a ve ra g e  c la use , is use d  ma king  the  insure d  a  c o -insure r if the  a mo unt o f insura nc e  is le ss 

tha n the  re q uire d  a mo unt p ro te c ts the  und e rwrite r. This p ro te c tio n a p p lie s o nly to  the  p a yme nt o f lo ss, no t to  p ro te c tio n 

fro m c ritic ism o r c o nd e mna tio n whe n misund e rsta nd ing s o c c ur.  

 

Pro p e rty sho uld  a lmo st ne ve r b e  writte n with a  c o -insura nc e  c la use  if a n o b vio us d e fic ie nc y is p re se nt. So me  c irc umsta nc e s 

ma y e xist whe re  a  p o lic y is kno wing ly issue d  fo r le ss tha n the  re q uire d  a mo unt, b ut the se  c a se s sho uld  b e  ra re , a nd  the  

sp e c ific  a g re e me nt o f the  insure d  sho uld  b e  se c ure d  in e ve ry c a se , p re fe ra b ly in writing . 

 

The  80 p e rc e nt re q uire me nt o f the  re p la c e me nt c o st p ro visio n tha t a p p lie s to  the  ho me o wne r’ s p o lic y is a  typ e  o f c o -

insura nc e  c la use .  

Und e rwrite rs, fo llo wing  the  a b o ve  p rinc ip le s, d o  no t kno wing ly wa nt to  und e r-insure  a  d we lling  und e r the se  fo rms. This ra ise s 

the  p ro b le m o f a va ila b ility o f a  d e sire d  c o ve ra g e : ho me o wne rs’  p o lic ie s. 

 

Und e rwrite rs d o  no t wa nt to  write  a  p o lic y fo r le ss tha n 80 p e rc e nt o f re p la c e me nt c o st. Ap p lic a nts d o  no t wa nt to  p a y 

p re miums fo r a mo unts o f insura nc e , whic h a re  sub sta ntia lly hig he r tha n we re  p a id  fo r the  p ro p e rty o r tha n c o uld  b e  re a lize d  

a t time  o f sa le . Eve n if p ro p e rty o wne rs wo uld  wa nt to  c a rry tha t muc h insura nc e , the  p ro b le m the n e xists tha t the y mig ht 

e xp e c t to  p ro fit fro m a  lo ss, whic h inc re a se s the  mo ra l ha za rd .  

 

At the  sa me  time , the re  is stro ng  p re ssure  to  o ffe r ho me o wne rs c o ve ra g e  to  a ll p e o p le  who  d e sire  the m. To  d o  o the rwise  is 

to  a p p e a r to  d e ny a  typ e  o f insura nc e  to  so me  ind ivid ua ls so le ly b e c a use  o f p ro p e rty va lue . This ha s the  e a rma rks o f unfa ir 

d isc rimina tio n a g a inst lo we r inc o me  p e o p le . The  a nswe r is to  d e ve lo p  a nd  use  a  ho me o wne rs’  p o lic y, whic h d o e s no t 

c o nta in the  re p la c e me nt c o st p ro visio n. Struc ture s c a n b e  insure d  fo r a c tua l c a sh va lue . 

 

Und e r the  sta te me nt o f p rinc ip le s a nd  o b je c tive s o n insura nc e  re d lining , whic h wa s fo rmula te d  b y the  NAIC Re d lining  Ta sk 

Fo rc e  a nd  sub se q ue ntly a d o p te d  b y the  NAIC, it is the  p o sitio n o f the  la tte r tha t: 

 

"As a lte rna tive  fo rms o f p ro p e rty a nd  a uto mo b ile  insura nc e  c o ve ra g e  fo r ind ivid ua ls a re  d e ve lo p e d , c o nsid e ra tio n sho uld  

b e  g ive n to  suc h c o ve ra g e  a s: 

 

An a c tua l c a sh va lue  (ACV) ho me -o wne rs' insura nc e  p o lic y whic h wo uld  inc lud e  b a sic  c o ve ra g e  o f fire , e xte nd e d  

c o ve ra g e , va nd a lism a nd  ma lic io us misc hie f, b urg la ry o r c rime  c o ve ra g e , a nd  lia b ility c o ve ra g e . Ho me o wne rs’  insura nc e  

p o lic ie s p ro vid ing  re p la c e me nt c o st c o ve ra g e  o n p a rtia l lo sse s up  to  the  a c tua l c a sh va lue  o f the  re a l p ro p e rty..." 
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Po lic ie s o f this sug g e ste d  na ture  a re  c urre ntly b e ing  d ra fte d . Und e rwrite rs to  furnish c o ve ra g e  to  o wne rs o f lo we r va lue  

ho me s sho uld  use  the se  p o lic ie s. 

 

Whe the r o n fire  fo rms o r ho me o wne rs’  p o lic ie s, the  fo re g o ing  so lutio n still le a ve s p ro b le ms with the  minimum a mo unts o f 

insura nc e , whic h c a n b e  writte n. Re a so na b le  minimum a mo unts c a n b e  use d , p a rtly b e c a use  the  minimum a mo unts o f 

p re mium ne e d e d  to  c o ve r e xp e nse s a nd  the  p o int b e lo w whic h p ro pe rty is simp ly uninsura b le  in a ny b ut a  sp e c ia lty ma rke t.  

 

A stro ng  te nd e nc y e xists fo r und e rwrite rs to  ke e p  p ushing  the  minimum a mo unt o f insura nc e  up wa rd . As b uild ing  c o sts 

inc re a se , the  c ut-o ff p o int fo r d e sira b ility rise s; va lue s rise  with b uild ing  c o sts. 

 

Sp e c ia l ha nd ling  sho uld  b e  ta ke n with o wne rs o f sma ll o r lo w-va lue d  ho me s.  The  o the rs sho uld  b e  a c c o mmo d a te d  in the  

re g ula r ma rke t. Und e rwrite rs sho uld  re sist the  te nd e nc y to  se t e ve r-inc re a sing  minimum va lue s a nd  sho uld  try to  o ffe r 

insura nc e  to  mo st risks. Ra te s a nd  minimum p re miums ma y ne e d  to  b e  ra ise d  if the  sta tistic s justify this a c tio n, b ut 

a c c e p ta b ility sho uld  no t b e  a ffe c te d . The  va lue  o f a  b uild ing , a b o ve  a  re a so na b le  minimum, sho uld  no t b e  a  fa c to r in 

und e rwriting . The  risk sho uld  b e  e lig ib le , a nd  a c c e p ta b ility sho uld  b e  b a se d  o n o the r fa c to rs. 

 

Va lue d  p o lic y la ws re q uire  sp e c ia l ha nd ling  a s we ll. Und e rwrite rs must a vo id  o ve r-insura nc e  in o rd e r to  re d uc e  o r e limina te  

the  te mp ta tio n fo r a rso n. This c a n b e  a c c o mp lishe d  o nly b y a n insp e c tio n o f e ve ry struc ture  o n whic h the re  is a ny susp ic io n 

tha t the  a mo unt o f insura nc e  re q ue ste d  is in e xc e ss o f the  va lue .  

 

Insp e c tio ns fo r this p urp o se  will no t e nc o unte r o p p o sitio n fro m the  re g ula to rs, q uite  the  o p p o site . An a vo we d  p urp o se  o f the  

la ws is to  re q uire  insp e c tio ns to  b e  c e rta in tha t the  a mo unt o f insura nc e  is in line  with the  va lue . 

 

The  va rio us sta te  FAIR p la ns a lso  c o uld  c re a te  p ro b le ms whe n p ro p e rty va lue s a re  no t ve rifie d , e sp e c ia lly whe n insura nc e  

p o lic ie s c a n b e  p urc ha se d  fo r a ny a mo unt re q ue ste d  b y the  insure d -o wne r.  

 

Whe n the  a mo unt o f insura nc e  e xc e e d s the  va lue  o f p ro p e rty, the  situa tio n ma y c re a te  a n inc e ntive  fo r a rso n with p ro fit in 

mind . While  d e sk und e rwrite rs c a nno t mo d ify the  rule s o f the se  sta te  p la ns, the y c a n b e  a wa re  o f the  p o te ntia l p ro b le m 

whe n ha nd ling  the ir vo lunta ry b usine ss. 

O C C UPA NC Y O F BUILDING S 

Und e rwrite rs a re  justifie d  in c o nsid e ring  the  o c c up a nc y o f b uild ing s, p ro vid e d  the  c o nsid e ra tio ns a re  b a se d  o n fa c t a re  no t 

a rb itra ry.   

 

Dwe lling  risks with c o mme rc ia l typ e s o f o c c up a nc ie s p re se nt d iffe re nt c ha ra c te ristic s tha n tho se  with o nly re sid e ntia l 

o c c up a nts. So me  o f the se  b usine ss p ursuits ma y ha ve  little  imp a c t o n d e sira b ility, b ut o the rs c a n sub sta ntia lly inc re a se  the  

c ha nc e  o f lo ss.  

 

Und e rwrite rs who  ha ve  id e ntifie d  the  d iffe re nc e s a nd  who  fe e l tha t so me  e xp o sure s a re  g re a te r tha n the y wa nt c a n 

c o nsid e r the se  o c c up a nc ie s a s una c c e p ta b le . Little  c ritic ism c a n b e  e xp e c te d  if the  rule s a re  b a se d  o n o b je c tive  fa c to rs. 

Ho we ve r, a  p re fe ra b le  c o urse  o f a c tio n is to  a c c e p t the  risk a nd  c ha rg e  a  hig he r p re mium if this c a n b e  a c c o mp lishe d . 

 

Te na nt-o c c up ie d  d we lling s ma y we ll re q uire  d iffe re nt ra te s tha n o wne r-o c c up ie d  o ne s. As fo r a c c e p ta b ility, the re  ma y b e  

re a so ns fo r re fusing  to  write  te na nt-o c c up ie d  p ro p e rty; a n e xa mp le  mig ht b e  whe n the ft lo sse s o n suc h o c c up a nc ie s a re  

hig he r tha n the  ra te s tha t a re  e xp e c te d  to  ha nd le  the  e xp o sure .  

 

The  p ro b le m with using  suc h rule s is tha t the y ma y se e m to  b e  a c tua lly b a se d  o n o the r fa c to rs, suc h a s the  ne ig hb o rho o d  in 

whic h the  p ro p e rty is lo c a te d . The se  rule s o rd ina rily a re  sa tisfa c to ry if b a se d  o n a c tua l e xp e rie nc e  a nd  if a p p lie d  unifo rmly 

to  a ll suc h risks. 

 

Va c a nc y c a n b e  a  p ro b le m in b o th p e rso na l a nd  c o mme rc ia l risks. Exte nd e d  va c a nc y o f a  b uild ing  c a n le a d  to  

d e te rio ra tio n, va nd a lism a nd  a  te mp ta tio n fo r a rso n. Und e rwrite rs a re  justifie d  in re je c ting  a p p lic a tio ns fo r insura nc e  whe re  

e xte nd e d  va c a nc y e xists.  

 

This a c tio n is e ve n p e rmitte d  b y sta te  FAIR p la ns whe re  ve ry fe w und e rwriting  c rite ria  a re  a llo we d . Ho we ve r, this rule  must b e  

te mp e re d  with re a so n, a nd  no  d e c lina tio n is justifie d  if the  va c a nc y is fo r a  limite d  time  o nly b e twe e n c ha ng e s o f 

o c c up a nts. 

 

Co mme rc ia l risks must b e  writte n o n the  b a sis o f o c c up a nc y. Ne ve rthe le ss, this sho uld  just b e  the  sta rting  p o int. Almo st a ll 

o c c up a nc ie s c a n b e  imp ro ve d  b y the  use  o f p ro te c tive  me a sure s. The  b la nke t listing  o f o c c up a nc ie s a s b e ing  

una c c e p ta b le , witho ut c o nsid e ra tio n o f the  ind ivid ua l risk c ha ra c te ristic s, c a n o nly le a d  to  c ritic ism a nd  mo re  re g ula tio n. 
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It is muc h b e tte r fo r und e rwrite rs to  try to  find  a  me a ns o f a c c e p ting  e ve ry a p p lic a nt ra the r tha n to  e xc lud e  so me  risks b y 

typ e  o f o c c up a nc y a lo ne . This a p p ro a c h me a ns tha t mo re  insp e c tio ns will b e  ne e d e d  a lo ng  with a  c a re ful p re p a ra tio n o f 

re c o mme nd a tio ns a nd  ve rific a tio n tha t the y ha ve  b e e n c o mp le te d .  

 

If re a so na b le  a nd  ne c e ssa ry imp ro ve me nts a re  no t ma d e , the  und e rwrite r will no t b e  fo rc e d  to  a c c e p t the  risk. But if 

sub sta ntia l c o mp lia nc e  with re c o mme nd a tio ns is ve rifie d , the  risk sho uld  b e  a c c e p te d . Ra te s ma y ne e d  to  va ry b y 

o c c up a nc y, b ut the  insura nc e  sho uld  b e  ma d e  a va ila b le . 

 

The  use  o f p ro te c tive  d e vic e s is e nc o ura g e d . Und e rwrite rs sho uld  re q uire  a la rms, d e a d  b o lts, b a rre d  wind o ws o r o the r 

d e vic e s whe re  the y will imp ro ve  b o rd e rline  risks. The  va lid ity o f the se  re q uire me nts is d e mo nstra te d  b y the ir inc lusio n in the  

fe d e ra l c rime  p ro g ra m. 

 

Und e rwrite rs sho uld  c o nsid e r the  a c tua l o c c up a nc y o f e a c h a p p lic a nt a nd  the  p ro b le ms a sso c ia te d  with tha t c o mme rc ia l 

o c c up a nc y. Insp e c tio ns ma y b e  ne e d e d  to  se c ure  a ll o f the  ne c e ssa ry info rma tio n, a ltho ug h d e ta ile d  info rma tio n ma y 

a lre a d y b e  a va ila b le  fro m lo c a l insura nc e  se rvic e s, o ffic e s whic h sta ff insp e c to rs a nd  e ng ine e rs fo r tha t p urp o se .  

 

Re c o mme nd a tio ns fo r imp ro ve me nts sho uld  b e  ma d e , b ut o nly whe re  ne e d e d  a nd  ne ve r o n a n ind isc rimina te  b a sis. The  

c o nd itio ns a nd  ha za rd s o f e a c h risk sho uld  b e  a na lyze d , a nd  the  insura nc e  sho uld  b e  writte n if a  me a ns c o uld  b e  fo und  to  

d o  so . Only in this wa y will und e rwrite rs d isc ha rg e  the ir d utie s to  the  p ub lic  a nd  to  the ir c o mp a nie s. 

NEIG HBO RHO O D 

Insura nc e  p ra c tic e s b a se d  o n risk lo c a tio n must c ha ng e . If re visio ns a re  no t ma d e  vo lunta rily, the y will b e  ma nd a te d  b y 

g o ve rnme nt d e c re e . Bo th risk se le c tio n a nd  ra ting  will b e  a ffe c te d . 

 

One  p o ssib le  re sp o nse  o f insura nc e  c o mp a nie s is to  d e ny tha t re d lining  e xists. At he a ring s b y the  NAIC Sub c o mmitte e , a n 

a na lyst fo r the  Ho use  o f Re p re se nta tive s in the  sta te  o f Wa shing to n d e fine d  re d lining  to  b e  "a  p ra c tic e  whic h re sults in 

sig nific a nt fa ir o r unfa ir g e o g ra p hic  d isc rimina tio n in te rms o f ra te s, e xte nt o f c o ve ra g e  o r a va ila b ility o f c o ve ra g e ." 

 

Wha te ve r re a so ns, und e rwrite rs use  to  e xp la in sub je c tive  se le c tio n b a se d  o n g e o g ra p hic  lo c a tio n, the  p ub lic  a nd  the  

re g ula to rs simp ly will no t to le ra te  the  p ra c tic e . Se le c tio n must b e  b a se d  o n the  c ha ra c te ristic s o f the  risk itse lf, no t the  

ne ig hb o rho o d . 

 

This a p p ro a c h must e xte nd  to  the  e va lua tio n o f p ro d uc e rs. A c o mp a ny sho uld  no t re fuse  to  a p p o int a  p ro d uc e r b e c a use  o f 

the  la tte r’ s o ffic e  lo c a tio n o r the  lo c a tio n o f his o r he r c usto me rs. Existing  p ro d uc e rs sho uld  no t b e  te rmina te d  o r re stric te d  

b e c a use  o f tho se  fa c to rs o f lo c a tio n e ithe r. 

A G E O F THE INSURED 

Und e rwrite rs ha ve  lo ng  fe lt tha t sinc e  a c c id e nt fre q ue nc y o f yo uthful d rive rs, a s a  c la ss, is c o nsid e ra b ly a b o ve  the  a ve ra g e , 

sp e c ia l a tte ntio n sho uld  b e  g ive n to  a ll me mb e rs o f tha t c la ss. Yo ung  p e o p le  ha ve  b e e n d riving  o nly a  re la tive ly sho rt time ; 

to o  b rie f a  p e rio d  to  ha ve  e sta b lishe d  the ir o wn p a tte rns. Ind ivid ua ls ma y ha ve  g o o d  d riving  re c o rd s, b ut this ma y ste m 

fro m the ir limite d  a c c e ss to  a n a uto mo b ile  a nd  to  c a re ful d riving  b e c a use  the y kno w the y a re  b e ing  wa tc he d . The  o nly sa fe  

a p p ro a c h is to  limit a c c e p ta b ility o f the  c la ss me mb e rs a nd  to  c ha rg e  hig he r ra te s to  a ll o f the m until the y ha ve  re a c he d  

e no ug h ma turity to  e sta b lish the ir o wn d riving  p a tte rns. 

 

Eld e rly d rive rs ha ve  b e e n vie we d  in muc h the  sa me  fa shio n a s yo uthful o p e ra to rs. The y a re  ma ture  a nd  ha ve  d e mo nstra te d  

the ir me tho d  o f d riving , b ut so me  lo ss o f a b ility is c o mmo n a s a  p e rso n a g e s.  

 

Ag a in, the  unc e rta inty c o nc e rning  the  c la ss is p re se nt. Kno wing  tha t so me  p e rso ns lo se  so me  o f the ir d riving  a b ility a b o ve  

a g e  68 o r 70, und e rwrite rs te nd  to  re je c t a ll suc h a p p lic a nts. This p ra c tic e  ha s c o ntinue d  e ve n while  a c tua rie s ha ve  

d e te rmine d  tha t e ld e rly d rive rs a re  b e tte r tha n the  a ve ra g e , a nd  re d uc e d  ra te s ha ve  re p la c e d  the  fo rme r surc ha rg e s. 

 

Ind ivid ua ls in b o th o f the  a fo re me ntio ne d  g ro up s c o mp la in tha t the y sho uld  b e  e va lua te d  o n the ir o wn p e rfo rma nc e . The y 

re se nt b e ing  g ro up e d  with o the r d rive rs o f similar a g e s, so me  o f who  ha ve  p o o r d riving  re c o rd s. 

 

The re  a re  so lid  re a so ns fo r a b a nd o ning  the  o ld  p ra c tic e s. Yo ung  p e o p le  a re  b e c o ming  mo re  c o nc e rne d  a b o ut so c ia l a nd  

e c o no mic  c o nd itio ns tha n fo rme rly a nd  a re  b e c o ming  a c tive  in o p p o sitio n to  p ra c tic e s whic h the y p e rc e ive  to  b e  unfa ir. 

The  ra nks o f the  e ld e rly a re  inc re a sing  a t a n a sto nishing  ra te . Fo r e xa mp le , the  Ame ric a n Co unc il o f Life  Insura nc e , in a  p re ss 

a rtic le , sta te d : 

 

"Ea c h d a y a p p ro xima te ly 1,300 p e rso ns jo in the  ra nks o f the  o ld e r p o p ula tio n, the  Co unc il no te s, whic h a d d  up  to  ne a rly 

500,000 mo re  re tire d  p e o p le  a nnua lly. 

The re  we re  a p p ro xima te ly 22.9 millio n p e rso ns, a g e  65 a nd  o ld e r in the  U.S. in 1976, the  Co unc il sa ys. By the  ye a r 2000 the  

fig ure  is e xp e c te d  to  re a c h 31.8 millio n. And  b y the  ye a r 2030, the  numb e r o f p e rso ns a g e  65 a nd  o ld e r is e xp e c te d  to  re a c h 

55 millio n." 
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SEX A ND SEXUA L PREFERENC E 

Und e rwrite rs ha ve  b e e n ha ving  d iffic ulty in a d justing  to  the  c o nc e p t o f ig no ring  se x a nd  se xua l p re fe re nc e  in b o th se le c tio n 

a nd  ra ting . The  c urre nt p ro hib itio ns se e m to  d o  ha rm to  the  e sta b lishe d  p ra c tic e s tha t c o nfo rmity is ha rd  to  a c c e p t.  

 

Sta tistic s ha ve  se e me d  to  sup p o rt d iffe re nt ra te s a nd  se le c tio n p a tte rns b y se x, p a rtic ula rly in yo uths. Eve n tho ug h so me  

la te r sta tistic s a p p e a r to  e ra se  ma ny o f the  d iffe re nc e s, the se  sta tistic s a re  no t ye t c o nc re te  e no ug h to  c o nvinc e  

und e rwrite rs to  c ha ng e  vo lunta rily. 

 

Whe re  sta tistic s a re  c re d ib le  a nd  irre futa b le , insure rs ma y b e  a b le  to  use  d iffe re nt c la ssific a tio ns fo r a  time , a ltho ug h this ma y 

d isa p p e a r in the  ne a r future . Whe re  d a ta  is no t so  c e rta in, und e rwrite rs sho uld  imme d ia te ly d ro p  a ll c o nsid e ra tio n o f the se  

fa c to rs; a ny c o ntinua tio n und e r the se  c irc umsta nc e s will o nly le a d  to  furthe r la ws a nd  re g ula tio ns. 

MA RITA L STA TUS 

Using  ma rita l sta tus in insura nc e  ra ting  ma y so o n d isa p p e a r, unle ss sta tistic a l p ro o f o f the  va lid ity o f the  c la ssific a tio ns is 

e sta b lishe d  b e yo nd  q ue stio n. 

SING LES 

The  p ra c tic e  o f sing le  p e o p le  living  to g e the r ha s g ro wn d uring  the  p a st fe w ye a rs a nd  sho ws no  sig n o f a b a ting . As lo ng  a s 

this c o ntinue s, und e rwrite rs will b e  a tta c ke d  stre nuo usly if the y use  this p ra c tic e  a s a  re a so n fo r re je c ting  a n a p p lic a nt fo r 

insura nc e . 

 

Ma ny o f the  yo ung  p e o p le  who  a d o p t this living  a rra ng e me nt a re  in a  te mp o ra ry o r tra nsitio na l situa tio n, whic h se rve s a s a  

p re lud e  to  e nte ring  into  mo re  c o nve ntio na l fa mily living . 

 

In a uto mo b ile  insura nc e , it ma y b e  ne c e ssa ry to  ra te  fo r the  o the r p a rtne r in the  a rra ng e me nt. If this is re siste d , a n e xc lusio n 

o f tha t d rive r mig ht b e  ne e d e d  if p e rmitte d  in the  sta te . The se  ste p s a ssume  tha t the  und e rwrite r ha s d e te rmine d  tha t the  

a p p lic a nt is a c c e p ta b le  b ut tha t the  o the r p a rty is no t a c c e p ta b le , a t le a st no t a t the  ra te  le ve l e sta b lishe d . 

 

In ho me o wne rs insura nc e , the  p ro b le m is to  e sta b lish va lue s a nd  o wne rship . If the se  a re  d iffic ult to  d e te rmine , a n inve nto ry 

o f the  p ro p e rty o wne d  b y the  a p p lic a nt ma y b e  re q uire d . Ano the r p o ssib ility is to  write  a  se p a ra te  p o lic y, in the  sa me  

c o mp a ny, fo r the  o the r ming ling  p a rtne r.  

 

Bo th a t inc e p tio n a nd  a t re ne wa l, the  o wne rship  o f ma jo r ite ms sho uld  b e  e sta b lishe d  in o rd e r to  a vo id  c o nfusio n a fte r a  

lo ss. In this wa y the  und e rwrite r will b e  a b le  to  d e te rmine  if p ro p e r insura nc e  to  va lue  is writte n. 

 

The  first ste p , in a ny line , is to  g e t the  fa c ts. Whe re  a  sing le s situa tio n is p re se nt o r susp e c te d , inve stig a tio n must b e  ma d e  to  

find  o ut if the re  is a no the r p e rso n who  mig ht d rive  the  c a r o r o wn so me  o f the  p ro p e rty in the  re sid e nc e . If so , the  d riving  

re c o rd  o f tha t p e rso n sho uld  b e  e va lua te d  if a uto mo b ile  insura nc e  is writte n. The n the  und e rwrite r will kno w wha t ste p s to  

ta ke  re g a rd ing  tha t d rive r.  

 

Ne g o tia tio n mig ht b e  ne c e ssa ry b e c a use  the  first re a c tio n o f the  a p p lic a nt o fte n will b e  tha t "the  o the r p e rso n will ne ve r 

d rive  my c a r." Und e r the se  c irc umsta nc e s, the  o the r d rive r sho uld  b e  e xc lud e d , b ut a  re q ue st b y the  und e rwrite r fo r 

a p p ro va l o f the  e xc lusio n e nd o rse me nt usua lly re sults in p ro te sts, thus ind ic a ting  tha t the  p e rso n ma y, ind e e d , o c c a sio na lly 

d rive  the  c a r. Ra te s must the n b e  b a se d  o n tha t p o te ntia l e xp o sure . 

 

Re je c tio n o f the  risk b e c a use  o f a no the r d rive r o r a no the r o wne r o f so me  o f the  p ro p e rty ma y le a d  to  c ritic ism o r la wsuits. 

Eno ug h c a se s o f this typ e  ha ve  o c c urre d  to  ind ic a te  this p o ssib le  re sult. The  o nly way to  a vo id  suc h unp le a sa ntne ss is to  no t 

re je c t a  risk so le ly b e c a use  o f a  sing le s situa tio n. Whe re  la ws o r re g ula tio ns p ro hib it c o nsid e ra tio n o f the  ma rita l sta tus, 

na tura lly this fa c to r c a nno t b e  use d . The  o nly c o nsid e ra tio n, the n, is to  se c ure  a  p ro p e r p re mium fo r the  e xp o sure s. 

 

One  p ro b le m still re ma ins, ho we ve r: the  p o ssib ility tha t the  ming ling  p a rtne rs will se p a ra te  a nd  a  ne w p a rtne r will e nte r the  

sc e ne . The re  is no  wa y to  a vo id  this situa tio n. The  e xp o sure s must b e  und e rwritte n, a s the y e xist a t the  mo me nt.  

 

A g o o d  und e rwrite r, re c o g nizing  a  situa tio n, whic h a p p e a rs to  b e  unsta b le , will ma ke  a rra ng e me nts to  c he c k the  fa c ts a t 

the  time  o f re ne wa l. A "ming le s" a rra ng e me nt is g e ne ra lly te mp o ra ry, b y its ve ry na ture , so  p e rio d ic  mo nito ring  o f the  risk is 

imp o rta nt. 

SING LE, SEPA RA TED, WIDO WED A ND DIVO RC ED PERSO NS 

Sing le , se p a ra te d , wid o we d , d ivo rc e d —the se  typ e s o f ma rita l sta tus sho uld  b e  ig no re d  in the  se le c tio n o f risks. The y ma y b e  

ra te d  d iffe re ntly, if this c a n b e  sho wn to  b e  va lid , a t le a st in mo st sta te s a t the  p re se nt time . 

 

One  imp o rta nt re a so n fo r d isre g a rd ing  the  ma rita l sta tus is tha t suc h a  p ra c tic e  is p ro hib ite d  in ma ny sta te s. In o the rs, it is 

fro wne d  up o n a nd  will so o n b e  p ro hib ite d  if a  p a tte rn o f se le c tio n a g a inst the se  p e o p le  is fo und  to  e xist. 
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Eve n if re g ula to ry re stra ints we re  no t imp o se d , the  ma rke ting  p ra c tic e s o f insure rs mig ht so o n re q uire  a n a d justme nt in 

thinking . Unma rrie d  p e rso ns no  lo ng e r live  o nly in sma ll re nte d  ro o ms, o wning  ve ry little  p ro p e rty wo rth insuring . To d a y, 

inc re a sing  numb e rs o f sing le s a re  b e c o ming  o wne rs o f ho me s. This is p a rtly d ue  to  inc re a se d  inc o me s, p a rtly d ue  to  a  

re a liza tio n tha t a  ho use  c a n b e  a  g o o d  inve stme nt in a n infla tio na ry p e rio d  a nd  p a rtly b e c a use  living  a lo ne  ha s b e c o me  

a n a c c e p ta b le  life  style . 

 

In summa ry, ma rita l sta tus sho uld  b e  ig no re d  in the  se le c tio n risks. This fa c to r is p ro hib ite d  in ma ny sta te s a nd  will b e  

p ro hib ite d  in o the rs if se le c tio n sta nd a rd s c o ntinue  to  c o nsid e r the  ma rita l sta tus o f the  a p p lic a nt. Furthe rmo re , SSWD's 

re p re se nt suc h a  la rg e  sha re  o f the  ma rke t tha t the y c a nno t b e  re je c te d  witho ut a  se rio us re d uc tio n in p o te ntia l sa le s.  

 

The  c o nc lusio n is o b vio us: ma rita l sta tus sho uld  b e  re mo ve d  fro m the  list o f se le c tio n c rite ria  a nd  c o mp le te ly d isre g a rd e d . 

O C C UPA TIO N 

The  o c c up a tio n o f the  a p p lic a nt is no t c o nsid e re d  b y to  b e  a  va lid  se le c tio n fa c to r. Its use  is p ro hib ite d  in so me  sta te s.  In 

o the r sta te s, the  tre nd  is the  sa me , a nd  a  re a so na b le  a p p ro a c h to  und e rwriting  re q uire s tha t o c c up a tio n no t b e  use d  a s a  

se le c tio n d e vic e . 

This is no t to  sa y tha t o c c up a tio n must b e  c o mp le te ly ig no re d .  

 

It mig ht b e  a  c lue  to  o the r fa c to rs, whic h sho uld  le a d  to  re je c tio n o f the  a p p lic a tio n. The  o c c up a tio n ma y ind ic a te  a  risk, 

whic h ne e d s to  b e  inve stig a te d  in c e rta in re sp e c ts in o rd e r to  d e te rmine  a c c e p ta b ility. The  c ha ra c te ristic s o f the  ind ivid ua l 

a p p lic a nt sho uld  b e  the  g uid e , no t the  o c c up a tio na l g ro up  in whic h the  a p p lic a nt fa lls. If so me  o c c up a tio ns a re  ma rke d  b y 

c e rta in und e sira b le  tra its in ma ny c a se s, the  ind ivid ua ls who  b e a r tho se  tra its ma y ne e d  to  b e  re je c te d .  

 

On the  o the r ha nd , tho se  who  d o  no t sho w tho se  tra its sho uld  no t b e  re je c te d  simp ly b e c a use  the y wo rk in tha t o c c up a tio n. 

Sp e c ific  e xa mp le s, using  tra d itio na l g ro up s, illustra te  the  p ra c tic e s, whic h sho uld  b e  use d . 

TRA VEL 

The re  is no  d o ub t, tha t so me  p e o p le , who  tra ve l e xte nsive ly, a re  mo re  e xp o se d  to  the ft a nd  lo ss tha n no rma l. This inc re a se d  

e xp o sure  c a n b e  c a use d  b y the  me rc ha nd ise  c a rrie d , the  typ e  o f tra nsp o rta tio n use d , the  g e o g ra p hic  a re a  tra ve le d , the  

typ e  o f living  q ua rte rs use d  while  tra ve ling  a nd  the  a ttitud e  o f the  a p p lic a nt to wa rd  p ro te c ting  p ro p e rty. 

 

If a n a p p lic a nt ha s a  histo ry o f lo sse s b e c a use  o f the se  c ha ra c te ristic s, the  a p p lic a tio n ma y ne e d  to  b e  re je c te d , o r limite d  

in p e rils o r b y d e d uc tib le s, b e c a use  o f tho se  lo sse s. In suc h c a se s, the  und e rwriting  a c tio n is ta ke n b e c a use  o f lo ss histo ry, 

no t o c c up a tio n itse lf.  

 

An a p p lic a nt who  tra ve ls in the  c o urse  o f wo rk b ut who  ha s no t ha d  a ny suc h lo sse s is a p p a re ntly no t sub je c t to  the se  

a d ve rse  tra its e xhib ite d  b y o the rs. A g o o d  lo ss histo ry c a n b e  d ue  to  ma ny fa c to rs. If suc h is the  c a se , a n ind ivid ua l sho uld  

no t b e  re je c te d  o n the  b a sis o f the  o c c up a tio na l ha za rd s. 

 

Ea c h ind ivid ua l a p p lic a nt sho uld  b e  und e rwritte n o n o the r a sp e c ts o f lo ss e xp o sure s, no t just the  fa c t tha t tra ve l is a n 

inhe re nt p a rt o f the  o c c up a tio n. 

TRA NSIENTS 

Exa c tly the  sa me  typ e  o f a p p ro a c h sho uld  b e  use d  d uring  the  und e rwriting  o f a p p lic a nts who se  o c c up a tio ns’  a re  

histo ric a lly c o nsid e re d  to  b e  he ld  b y tra nsie nts. Ma ny o f the se  p e o p le  a re  in the  re sta ura nt, ho te l a nd  o the r suc h se rvic e  

b a se s ind ustrie s a nd  te nd  to  d rift fro m jo b  to  jo b , b ut ma ny o the rs a re  just a s ste a d y a s o ffic e  wo rke rs. 

 

Mo st o f the  p o te ntia l und e rwriting  p ro b le ms o f p e o p le  in the se  o c c up a tio ns c a n b e  sp e c ific a lly id e ntifie d . Exc e ssive  usa g e s 

o f a lc o ho l o r d rug s, hig h inc o me s tha t a ttra c t la wsuits a nd  p o o r p re mium p a yme nt re c o rd s a re  ma jo r c o nc e rns. Ea c h o f 

the se  ma y b e  justific a tio n fo r ta king  und e rwriting  a c tio n. 

 

Whe n a  p e rso n in o ne  o f the se  tra nsie nt-typ e  o c c up a tio ns is fo und  to  p re se nt a  sp e c ific  p ro b le m, a c tio n sho uld  b e  ta ke n o n 

tha t b a sis. On the  o the r ha nd , if a n ind ivid ua l a p p lic a nt d o e s no t p re se nt the se  p ro b le ms, a c tio n sho uld  no t b e  ta ke n so le ly 

b e c a use  o f o c c up a tio n. The  e mp ha sis sho uld  b e  o n the  ind ivid ua l c ha ra c te ristic s o f the  a p p lic a nt, no t o n the  g e ne ra l 

c ha ra c te ristic s o f the  g ro up  in tha t o c c up a tio n. 

O THER TYPES 

The  sa me  typ e  o f ha nd ling  is d e sira b le  o n a p p lic a nts in o the r o c c up a tio ns. Milita ry, stud e nts, ministe rs a nd  o the r g ro up s, 

whic h c o nc e rn so me  und e rwrite rs, c a n inc lud e  b o th a c c e p ta b le  a nd  una c c e p ta b le  risks. The  und e rwrite r sho uld  g e t the  

fa c ts a b o ut the  sp e c ific  q ua litie s o f e a c h a p p lic a nt a nd  ma ke  a  d e c isio n o n tha t b a sis, no t o n the  o c c up a tio n itse lf. 

 

Ille g a l a c tivitie s a re  the  e xc e p tio n. No  g o ve rnme nt a g e nc y wo uld  re q uire  the  writing  o f insura nc e  o n kno wn ille g a l a c tivitie s. 

Whe re  the  fa c ts sho w tha t the  a p p lic a nt is e ng a g e d  in suc h a c tivitie s a s smug g ling  o r ma inta ining  a  ho use  o f ill re p ute , 

re je c tio n is the  o nly re a so na b le  c o urse . 
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STA BILITY 

The  a p p lic a nt’ s sta b ility sho uld  no t b e  a  fa c to r in se le c tio n, witho ut furthe r d e finitio n. It is to o  imp re c ise  fo r e ffe c tive  

a d ministra tio n. Fa c to rs, whic h ind ic a te  sta b ility o r insta b ility, must b e  use d  c a re fully. So me  o f the se  a re  d isc usse d  in o the r 

se c tio ns, suc h a s ma rita l sta tus a nd  o c c up a tio n.  

 

Othe rs, whic h a re  so me time s a p p lie d , a re  the  p e rio d  o f time  o n the  jo b  o r in the  a re a , the  numb e r o f jo b s o r a d d re sse s 

d uring  re c e nt ye a rs (suc h a s five  ye a rs) a nd  tra nsie nt typ e s o f living  q ua rte rs (ho te ls o r mo te ls, fo r e xa mp le ). 

 

Und e rwrite rs c a n use  suc h fa c to rs if the y c a n p ro ve  tha t the  c ha nc e  o f lo ss is inc re a se d  in suc h c a se s. So me  c o mp a nie s 

ma y ha ve  sta tistic s o n p o lic yho ld e rs with ho te l o r p o st o ffic e  b o x a d d re sse s. With a d e q ua te  p ro o f, suc h rule s c a n b e  use d .  

 

Witho ut sta tistic a l p ro o f, und e rwrite rs sho uld  no t use  the se  sta b ility fa c to rs a s p rima ry se le c tio n rule s. Ho we ve r, info rma tio n o n 

the se  ite ms c a n b e  g a the re d  b e c a use  the y mig ht p o int to  o the r typ e s o f p ro b le ms. 

 

The se  sta b ility fa c to rs sho uld  o rd ina rily b e  use d  o nly to  ind ic a te  p o ssib ility o f o the r p ro b le ms. Mo re  fa c ts ma y b e  ne e d e d , 

whe n insta b ility is ind ic a te d , in o rd e r to  und e rwrite  the  a p p lic a tio n in a  tho ro ug h ma nne r. 

 

Te na nts ma y o ffe r p a rtic ula r p ro b le ms. The  lo ss ra tio  o n te na nts' ho me o wne r p o lic ie s ma y b e  wo rse  tha n fo r p o lic ie s, whic h 

insure  the  d we lling  a s we ll a s c o nte nts a nd  p e rso na l lia b ility. If c e rta in g ro up s o f te na nts c a n b e  id e ntifie d  a s b e ing  wo rse  

tha n the  a ve ra g e , suc h a s tho se  who  ha ve  live d  in fo ur o r mo re  lo c a tio ns d uring  the  p a st five  ye a rs, this c o uld  b e  use d  a s a  

se le c tio n fa c to r. In the  a b se nc e  o f suc h spe c ific  sta tistic s, ra te  a d justme nts a re  a  mo re  lo g ic a l so lutio n tha n me re ly a ssuming  

tha t a ll te na nts a re  unsta b le . 

 

Co mme rc ia l und e rwrite rs c o uld  justify the  use  o f a  ye a rs-in-b usine ss rule  fo r a c c e p ta b ility, b a se d  o n sta tistic s sho wing  fa ilure s 

a nd  b a nkrup tc ie s. Suc h a n a rb itra ry rule , p a rtic ula rly if it is lo ng e r tha n o ne  ye a r, will re stric t sa le s a nd  ma y b e  c o nsid e re d  

unre a so na b le . It wo uld  b e  p re fe ra b le  to  use  this a s a  g uid e , b ut to  lo o k a t the  wo rk histo ry a nd  e xp e rie nc e  o f the  a p p lic a nt 

in ma king  the  fina l d e c isio n. 

SOCIAL MALADJUSTMENT 

The  invo lve me nt o f a p p lic a nts with suc h so c ia l a g e nc ie s a s we lfa re  a nd  p ub lic  he a lth c linic s ma y b e  sta tistic a lly p ro ve n to  

inc re a se  lo ss fre q ue nc ie s. Ho we ve r, this fa c to r sho uld  ne ve r b e  use d  a s a  so le  re a so n fo r ta king  und e rwriting  a c tio n. As with 

o the r fa c to rs, this typ e  o f invo lve me nt ma y ind ic a te  o the r p ro b le ms.  

 

Whe n suc h is the  c a se , a c tio n ma y b e  re q uire d  b e c a use  o f the se  o the r fa c to rs.  Und e rwrite rs sho uld  d isre g a rd  a ny a p p a re nt 

so c ia l ma la d justme nt in a p p lic a nts, e sp e c ia lly if this is ind ic a te d  b y c o nta c ts with so c ia l a g e nc ie s, unle ss o the r a d ve rse  

fa c to rs a re  p re se nt. 

A TTITUDE 

Und e rwrite rs a re  inte re ste d  in e ve ry fa c to r tha t ma y a ffe c t the  c ha nc e s o f lo ss invo lving  a p p lic a nts a nd  p o lic yho ld e rs. Thus, 

und e rwrite rs c o uld  b e  e xp e c te d  to  use  stud y re sults, whic h sho w tha t c e rta in "a ttitud ina l c ha ra c te ristic s" ha ve  b e e n p re se nt 

in a  la rg e  numb e r o f fa ta l a c c id e nts. The  use  o f the se  c ha ra c te ristic s ha s no t b e e n p ro hib ite d . At the  sa me  time , 

und e rwrite rs sho uld  b e  a wa re  tha t a b use s o f a  fa c to r suc h a s this c o uld  le a d  to  re stric tio ns. 

 

Und e rwrite rs wa nting  to  use  the  a ttitud e  o f the  a p p lic a nt a s a  se le c tio n to o l will ha ve  d iffic ulty in se c uring  a c c ura te  

info rma tio n. An inve stig a tio n re p o rt is virtua lly the  o nly so urc e , whic h c a n b e  use d  o n p ro sp e c tive  ne w c lie nts. With the se  

re p o rts, the re  is a lwa ys the  d a ng e r o f a  p e rso na lity c la sh b e twe e n the  inve stig a to r a nd  the  a p p lic a nt o r a  se t o f 

c irc umsta nc e s, whic h the  inve stig a to r mig ht re a d  inc o rre c tly.  

 

A ne ig hb o r ma y b e a r a  g rud g e  to wa rd  a  p e rso n a nd  will a c c use  tha t p e rso n o f b e llig e re nc e  o r a rg ume nta tive ne ss. 

Ca utio n must b e  e xe rc ise d  in using  info rma tio n se c ure d  fro m a  sing le  so urc e  whe n it invo lve s a  fa c to r o f this typ e . 

 

Info rma tio n o n e xisting  p o lic yho ld e rs ma y b e  se c ure d  fro m c la ims re p o rts. This ma y b e  the  b e st so urc e  to  le a rn a b o ut 

a ttitud e  b e c a use  it is a t the  time  o f a  lo ss tha t ve rb a l a c c usa tio ns, ne g a tivism, b e llig e re nc e  a nd  simila r tra its a re  mo st like ly 

to  b e  re ve a le d . The  p o te ntia l p ro b le m o f a  p e rso na lity c la sh is p re se nt he re , so  c a re  must b e  ta ke n in using  this info rma tio n. 

 

Whe n a d ve rse  a ttitud e s ha ve  b e e n ve rifie d , und e rwrite rs ma y ta ke  a c tio n o n tha t b a sis. The y must re a lize  tha t suc h a  

d e c isio n is sub je c t to  c ha lle ng e  a nd  p e rha p s re ve rsa l b y a  re g ula to r. On a  c a se  b a sis, this fa c to r ma y b e  ve ry re le va nt a nd  

d e fe nsib le . 

 

To o  muc h use  o f this fa c to r c a n le a d  to  p ro b le ms. Ta king  a c tio n o n b o rd e rline  c a se s, o r witho ut p ro p e r ve rific a tio n, c o uld  

c a use  re g ula tio ns to  b e  imp o se d . The re fo re , this c ha ra c te ristic  sho uld  b e  e mp lo ye d  o nly in se rio us c a se s, a nd  the n o nly with 

o the r typ e s o f p ro b le ms, whic h ind ic a te  the  d e sira b ility o f und e rwriting  a c tio ns. 
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C RIMINA L REC O RD 

Und e rwrite rs who  b e c o me  a wa re  o f a n a p p lic a nt’ s c rimina l re c o rd  must g ive  se rio us c o nsid e ra tio n to  this fa c to r. Ce rta in 

typ e s o f p a st c rimina l a c tivity, c o mb ine d  with the  te mp ta tio ns a nd  o p p o rtunitie s o f ma ny line s o f insura nc e , c o uld  

sub sta ntia lly inc re a se  the  c ha nc e s o f lo ss. On the  o the r ha nd , o the r typ e s o f p a st c rimina l a c tivity ma y ha ve  no  re la tio nship  

to  the  e xp o sure s o f a  p a rtic ula r line  o f insura nc e . Whe re  this is the  c a se , no  und e rwriting  a c tio n is justifie d . 

 

The  ind ivid ua l c irc umsta nc e s o f e a c h c a se  a re  e xtre me ly imp o rta nt. The  d a te  o f the  c rime  ma y g o ve rn; a  c o nvic tio n fo r c a r 

the ft b y a  yo uth ma y no t b e  re le va nt to  the  e xp o sure s whe n tha t p e rso n ha s g ro wn to  mid d le  a g e .  

 

The  typ e  o f c rime  ma y b e  imp o rta nt; a ssa ult a nd  b a tte ry ma y b e  no  p ro b le m fo r fire  insura nc e  b ut c ritic a l to  a uto mo b ile  

insura nc e . A re c o rd  o f p e tty the ft o r sho p lifting  ma y no t c o nc e rn a n a uto mo b ile  und e rwrite r b ut ma y b e  ve ry imp o rta nt to  a  

c o mme rc ia l und e rwrite r. 

 

In e ve ry c a se , the  und e rwrite r must se c ure  a ll o f the  re le va nt fa c to rs whe n a  c rimina l re c o rd  is d isc o ve re d . This fa c to r ma y 

justify a  re je c tio n. Ma ny c a se s, ho we ve r, will no t b e  a ffe c te d  b y this fa c to r, a nd  no  a c tio n is wa rra nte d . Whe re  

c irc umsta nc e s d o  no t c a ll fo r und e rwriting  a tte ntio n, a  se tting  a sid e  o f this info rma tio n will b o th he lp  sa le s a nd  a ssist in 

ke e p ing  o utsid e  re stric tio ns to  a  minimum. 

 

MENTAL INCOMPETENCE 

Und e rwrite rs c a nno t ig no re  e vid e nc e  o f me nta l inc o mp e te nc e  o f a p p lic a nts. This c o nd itio n c a n b e  ve ry se rio us, p a rtic ula rly 

while  d riving  a  c a r. The  p re ssure s o f d riving , o r e ve n o f living  und e r ma ny c o nd itio ns, a re  g re a t e no ug h fo r no rma l p e o p le  

witho ut a d d ing  the  e xtra  fa c to r o f me nta l insta b ility.  

 

This c o nd itio n is d iffic ult to  me a sure . The re  a re  ma ny d e g re e s o f inc o mp e te nc e . So me  p e o p le  c a n re sp o nd  to  tre a tme nt, 

re sulting  in c o mp le te  re c o ve ry. A b la nke t a p p ro a c h is no t va lid . 

 

The  fa c ts o f e a c h c a se  must b e  o b ta ine d . Whe n the y ind ic a te  a  no n-ha rmful d e g re e  o f inc o mp e te nc e , o r a  full re c o ve ry, 

the  fa c to r sho uld  b e  ig no re d . Whe n the  fa c ts ind ic a te  p o te ntia l p ro b le ms, c a re ful c o nsid e ra tio n must b e  g ive n. So me  o f 

the se  p e o p le  sho uld  no t b e  d riving  c a rs, a nd  und e rwrite rs sho uld  no t e nc o ura g e  the ir d riving  b y furnishing  insura nc e . 

 

All o f the  a va ila b le  fa c ts a b o ut e a c h suc h c a se  must b e  a na lyze d . The  d e c isio n must b e  b a se d  o n the se  fa c ts, whe the r to  

a c c e p t o r re je c t. Whe n c a re  is ta ke n, a nd  the  d e c isio n is b a se d  o n a  c a re ful we ig hing  o f the  fa c ts, und e rwrite rs c a n e xp e c t 

sup p o rt in the ir a c tio ns, no t c ritic ism. 

PHYSICAL IMPAIRMENTS 

Stud ie s ha ve  sho wn tha t p hysic a lly ha nd ic a p p e d  d rive rs a re  g e ne ra lly no  wo rse  tha n a ve ra g e  d rive rs. In ma ny c a se s, the y 

a re  b e tte r. 

 

In the  fa c e  o f the se  ind ic a tio ns, und e rwrite rs must a b a nd o n the ir lo ng -he ld  imp re ssio ns o f d riving  p ro b le ms e xp e c te d  whe n 

insuring  a p p lic a nts with p hysic a l imp a irme nts. Whe re  la ws p ro hib it the  use  o f the se  fa c to rs in the  se le c tio n o f risks, na tura lly 

the se  la ws must b e  fo llo we d . In o the r sta te s, jud g me nt must b e  use d , b ut with c o nsid e ra tio n o f e a c h ind ivid ua l c a se , no t a  

b la nke t re fusa l to  write  suc h a p p lic a nts. 

 

The  o nly line  o f p ro p e rty/ lia b ility insura nc e  in whic h, the  p hysic a l c o nd itio n o f the  a p p lic a nt ha s b e e n use d  b y und e rwrite rs is 

a uto mo b ile  insura nc e , b o th p e rso na l a nd  c o mme rc ia l. The  p ro b le m, the n, is to  d e te rmine  tho se  c ha ra c te ristic s, whic h 

a ffe c t the  d riving  a b ility. Diffe re nt typ e s o f ha nd ic a p s c a n o ffe r d iffe re nt typ e s o f p ro b le ms. 

O RTHO PEDIC S 

The  o rtho p e d ic  g ro up  inc lud e s tho se  p hysic a lly ha nd ic a p p e d  p e rso ns who  d o  no t ha ve    use  o f o ne  o r mo re  e xtre mitie s 

b e c a use  o f lo ss, p a ra lysis o r se rio us d e fo rmity. 

As a  g ro up , the se  d rive rs p e rfo rm a b o ut a s we ll a s the  a ve ra g e  o f a ll d rive rs, a c c o rd ing  to  stud ie s, whic h ha ve  b e e n ma d e . 

So me  d rive rs within this g ro up  ma y b e  mo re  susc e p tib le  to  lo sse s, so  und e rwrite rs ne e d  to  kno w the  typ e s o f c ha ra c te ristic s, 

whic h c a n b e  e xp e c te d . 

 

Lic e nse  re stric tio ns in ma ny sta te s c a n g ive  a  c lue  to  the  p ro b le m. One  typ e  o f re stric tio n is to  re q uire  ha nd  c o ntro ls o n a  

ve hic le ; the se  d rive rs o fte n a re  p a ra p le g ic s, ha ving  little  o r no  use  o f the ir le g s. Mo st o f the se  p e o p le  c a n ha nd le  a  c a r we ll, 

p ro vid ing  it is p ro p e rly e q uip p e d . An insp e c tio n re p o rt usua lly will re ve a l if the  p ro p e r e q uip me nt ha s b e e n insta lle d . 

 

Ano the r lic e nse  re stric tio n is to  re q uire  the  we a ring  o f a n a rtific ia l le g  (o r two ) whe n o p e ra ting  a  ve hic le . Ag a in, whe n the  

c o rre c t p ro sthe sis is use d , the se  p e rso ns c a n o p e ra te  a  c a r in a  no rma l ma nne r. Still a no the r re stric tio n use d  o n d rive rs’  

lic e nse s in so me  sta te s is to  re q uire  tha t the  ve hic le  b e  e q uip p e d  with a  kno b  a tta c hme nt o n the  ste e ring  whe e l.  
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Typ ic a lly, the se  d rive rs ha ve  ha d  o ne  a rm p a rtia lly o r fully a mp uta te d  o r d isa b le d . Mo st o f the se  d rive rs d e mo nstra te  a n 

a ve ra g e  a b ility to  d rive  a  c a r, if it is p ro p e rly e q uip p e d . 

 

The  und e rwrite r ma y ne e d  to  se c ure  a d d itio na l info rma tio n a b o ut the se  ha nd ic a p p e d  d rive rs. If c irc umsta nc e s so me time s 

se e m to  re q uire  tha t the  p e rso n o p e ra te  a  c a r witho ut the  p ro pe r a d a p ta tio n, d riving  p ro b le ms c a n re sult. This ne e d s to  b e  

ve rifie d  a s muc h a s p o ssib le . If the  a p p lic a b le  mo d ific a tio n is a lwa ys use d , a s fa r a s c a n b e  d e te rmine d , d rive rs with 

o rtho p e d ic  p ro b le ms c a n b e  e xp e c te d  to  ha ve  a  no rma l d riving  e xp e rie nc e  a nd  sho uld  no t b e  re je c te d  o n the se  g ro und s. 

MEDIC A L 

Physic a l imp a irme nts, whic h mig ht b e  c a lle d  "me d ic a l" o r "se izure s" inc lud e  he a rt a ilme nts, d ia b e te s, e p ile p sy a nd  sp a stic s. 

Altho ug h stud ie s ha ve  no t b e e n d e ta ile d  o n e a c h o f the se , ind ic a tio ns a re  tha t the se  p e rso ns g e ne ra lly ha ve  b e tte r d riving  

re c o rd s tha n the  a ve ra g e . This me a ns tha t und e rwrite rs a re  no t justifie d  in a uto ma tic a lly re je c ting  a p p lic a nts ha ving  the se  

ha nd ic a p s. At the  sa me  time , und e rwriting  is c o nc e rne d  with ind ivid ua l a p p lic a nts, a nd  so me  p e rso ns ha ving  the se  

imp a irme nts ma y b e  sub je c t to  d riving  p ro b le ms. The  d iffic ulty is in find ing  tho se  ind ivid ua ls who  ma y b e  e xp e c te d  to  ha ve  

a c c id e nts. 

 

He a rt p ro b le ms a re  d iffic ult to  ha nd le  b y und e rwriting . Do c to rs ma y kno w a b o ut the  la st se izure , b ut the y a re  no t a b le  to  

p re d ic t future  o c c urre nc e s with muc h a c c ura c y. Mo st p a tie nts who  ha ve  ha d  he a rt a tta c ks a re  a b le  to  live  no rma l live s 

with so me  c a re  in d ie t a nd  with me d ic ine . The  o nly o ne s in this c a te g o ry who  wo uld  c o nc e rn und e rwrite rs a re  tho se  who  

re fuse  to  fo llo w the  p re sc rib e d  c o urse . The se  ind ivid ua ls a re  d iffic ult to  id e ntify. If the y a re  id e ntifie d  thro ug h me d ic a l re po rts 

o r o the r info rma tio n, und e rwrite rs a re  justifie d  in re fusing  insura nc e  o n suc h line s a s a uto mo b ile . Othe rwise , this fa c to r sho uld  

b e  d isre g a rd e d . 

 

Dia b e te s me llitus sho ws a  mixe d  re c o rd  o f d riving  e xp e rie nc e . Drive rs with e p ile p sy o r d ia b e te s a p p e a r to  ha ve  hig he r tha n 

a ve ra g e  a c c id e nt ra te s. Pe rso ns who  suffe r fro m fa inting  sp e lls a lso  c o mp a re  p o o rly to  o the r d rive rs, b ut p e rso ns with he a rt 

d ise a se  o r visio n d e fe c ts ha ve  a ve ra g e  a c c id e nt ra te s.  

 

The  stud y wa s ma d e  o n the  sta te ’ s me d ic a lly re stric te d  d rive rs c o mp ute d  b y a g e , se x a nd  d ise a se . The se  a c c id e nt ra te s 

we re  the n c o mp a re d  to  a ve ra g e  ra te s fo r a ll Wa shing to n d rive rs in the  sa me  a g e  a nd  se x g ro up s. 

 

The  stud y sho we d  tha t sub je c ts with e p ile p sy ha d  33 p e rc e nt mo re  a c c id e nts tha n o the r d rive rs o f the  sa me  a g e s, a nd  

d ia b e tic s ha d  19 p e rc e nt mo re . Pe rso ns who , fo r va rio us re a so ns, we re  sub je c t to  fa inting  sp e lls ha d  83 p e rc e nt hig he r ra te s 

tha n no rma l. 

 

The  typ e  o f d ia b e te s c a n b e  imp o rta nt. Juve nile -o nse t d ia b e te s is the  mo st se rio us, usua lly b e ing  c o ntro lle d  o nly b y insulin. 

Suc h a  p e rso n is sub je c t to  a  sud d e n se izure  a nd  c o ma . Ad ult-o nse t d ia b e te s c a n usua lly b e  c o ntro lle d  b y d ie t a nd  o ra l 

a g e nts a nd  is muc h le ss like ly to  re sult in a  c o ma . 

 

An und e rwrite r sho uld  a tte mp t to  find  o ut the  typ e  o f d ia b e te s invo lve d  a nd  g e t a s muc h info rma tio n a s p o ssib le  a b o ut the  

c ha nc e s o f a  c o ma . Whe re  the re  is little  o r no  ind ic a tio n o f a  p ro b le m, this imp a irme nt c a n b e  d isre g a rd e d . Othe rwise , 

e xtre me  c a re  sho uld  b e  ta ke n, a nd  limita tio ns o r e ve n re je c tio n mig ht b e  justifie d .  

 

Othe r typ e s o f se izure s, suc h a s fa inting  sp e lls, must a lso  b e  und e rwritte n c a re fully. Ea c h c a se  must b e  inve stig a te d  to  

d e te rmine  if the re  a p p e a rs to  b e  a  p o te ntia l d riving  p ro b le m. Whe re  ind ic a tio ns o f p o ssib le  d iffic ultie s a p p e a r, a uto mo b ile  

insura nc e  mig ht no t b e  writte n. 

HEA RING  IMPA IRMENTS 

The re  a re  ma ny typ e s a nd  d e g re e s o f he a ring  imp a irme nts. One  a utho rity e xp la ins the m this wa y: 

 

"The  te rm d e a fne ss is use d  lo o se ly to  re fe r to  a ny a mo unt o f he a ring  lo ss, b ut in p la nning  the  re ha b ilita tive  p ro g ra m fo r 

a d ults, o r a n e d uc a tio na l p ro g ra m fo r c hild re n, it is ne c e ssa ry to  ma ke  a  d istinc tio n b e twe e n the  'd e a f' a nd  the  'ha rd  o f 

he a ring .' In the  mind  o f the  la yp e rso n, 'd e a f' me a ns 'c o mp le te ly witho ut he a ring .' Ac tua lly, the re  a re  ve ry fe w ind ivid ua ls 

who se  a ud ito ry me c ha nism is c o mp le te ly d e a d . Mo st p e rso ns e d uc a tio na lly c la ssifie d  a s d e a f ha ve  so me  shre d s o f he a ring  

re ma ining ; tha t is, the y ha ve  so me  le ve l o f he a ring  whic h is d e mo nstra b le  o n a n a ud io me tric  te st. It is the  use fulne ss o f this 

re sid ua l he a ring  whic h d e te rmine s whe the r a  p e rso n is d e a f o r ha rd -o f-he a ring ." 

 

Mo st p e o p le  with he a ring  imp a irme nts c a n he a r tra ffic  no ise s, o fte n with the  use  o f he a ring  a id s, e ve n tho ug h ma ny o f 

the m c a nno t d isting uish wo rd s. It is this a b ility to  he a r tra ffic  so urc e s tha t is c ruc ia l to  a uto mo b ile  und e rwrite rs.  

 

Ma ny "d e a f" ind ivid ua ls d rive  c a rs. The y c a n id e ntify the  p re se nc e  o f e me rg e nc y ve hic le s b y o b se rving  the  tra ffic  p a tte rns. 

The y te nd  to  d rive  mo re  c a re fully a nd  to  o b se rve  the  tra ffic  a ro und  the m, whic h he lp s to  c o mp e nsa te  fo r the ir ina b ility to  

he a r no ise s, whic h c o uld  wa rn o f p ro b le ms.  
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Stud ie s c o nd uc te d  in so me  sta te s ha ve  ind ic a te d  tha t p e o p le  with imp a ire d  he a ring  a re  b e tte r d rive rs tha n the  a ve ra g e . 

Othe r stud ie s ha ve  a rrive d  a t the  o p p o site  c o nc lusio n. The re  is o nly o ne -wa y to  fo r the  und e rwrite r to  re c o nc ile  the se  

c o nflic ting  re p o rts; und e rwrite  o n a n ind ivid ua l b a sis. Und o ub te d ly, so me  d e a f p e o p le  a re  e xc e lle nt d rive rs while  o the rs 

ha ve  p o o r d riving  re c o rd s.  

 

This is the  sa me  a s fo r a ny o the r g ro up . A b la nke t rule  fo r a ll me mb e rs o f a  g ro up  simp ly d o e s no t fit. Whe re  he a ring  

imp a irme nts a re  p re se nt, und e rwrite rs sho uld  b e  c a utio us—the  sa me  a s the y a re  whe n a ny p o te ntia l d iffic ulty is d isc o ve re d . 

Ad d itio na l info rma tio n ma y b e  ne e d e d .  

 

The  a p p lic a nt sho uld  b e  jud g e d  o n the  a c tua l c irc umsta nc e s, no t o n a  p re c o nc e ive d  no tio n. If the  d riving  re c o rd  is g o o d , 

a nd  no  o the r unusua l fa c to rs a re  p re se nt, the  a p p lic a tio n sho uld  b e  a c c e p te d . Othe rwise , limita tio ns o r re je c tio n a re  

justifie d . 

IMPA IRED SIG HT 

Diffe re nt d e g re e s o f imp a ire d  sig ht a lso  a re  fo und  in the  p o p ula tio n. Ma ny d rive rs we a r g la sse s a nd  mo st o f the se  d rive rs 

e njo y a d e q ua te  c o rre c tio n to  p e rmit no rma l living . 

 

Mo no c ula r (o ne -e ye d ) d rive rs we re  sho wn to  ha ve  d riving  re c o rd s, whic h a re  b e tte r tha n the  a ve ra g e . To ta lly b lind  p e rso ns 

o ffe r so me wha t mo re  o f a  p ro b le m. One  sta te  (Uta h) ha s a d o pte d  a  re g ula tio n, the  vio la tio n o f whic h c o uld  re sult in 

re vo c a tio n o f a  c o mp a ny’ s lic e nse . It re a d s, in p a rt: 

 

"The  fo llo wing  a re  he re b y id e ntifie d  a s a c ts o r p ra c tic e s whic h c o nstitute  unfa ir d isc rimina tio n b e twe e n ind ivid ua ls o f the  

sa me  c la ss: re fusing  to  insure , o r re fusing  to  c o ntinue  to  insure , o r limiting  the  a mo unt, e xte nt o r kind  o f c o ve ra g e  a va ila b le  

to  a n ind ivid ua l, o r c ha rg ing  a n ind ivid ua l a  d iffe re nt ra te  fo r the  sa me  c o ve ra g e  so le ly b e c a use  o f b lind ne ss o r p a rtia l 

b lind ne ss, e xc e p t whe re  the  re fusa l, limita tio n o r ra te  d iffe re ntia l is b a se d  o n so und  a c tua ria l p rinc ip le s o r is re la te d  to  a c tua l 

o r re a so na b ly a ntic ip a te d  e xp e rie nc e  a s ma y b e  a c c e p te d  b y the  Insura nc e  Co mmissio ne r." 

 

The  fo re g o ing  re g ula tio n a p p lie s to  a ll line s o f insura nc e , b ut p re suma b ly a uto mo b ile  insura nc e  c o uld  b e  re fuse d  to  a  to ta lly 

b lind  p e rso n und e r the  "so und  a c tua ria l p rinc ip le s" e xc e p tio n o f the  la w. 

 

Fire  insura nc e , he a lth insura nc e  a nd  o the r line s p ro b a b ly c o uld  no t a p p ly und e rwriting  se le c tio n b e c a use  o f to ta l o r p a rtia l 

b lind ne ss, unle ss a c tua l e xp e rie nc e  ind ic a te d  tha t suc h a c tio n is justifie d . Othe r sta te s ha ve  a d o p te d  la ws o r re g ula tio ns, 

whic h re fe r to  the  "p hysic a lly ha nd ic a p p e d " o r the  "p a rtia lly sig hte d ." The se  te rms wo uld  a p p ly to  imp a ire d  sig ht unle ss 

sp e c ific a lly e xc lud e d . 

 

Whe re  the se  c o ntro ls a re  in e ffe c t, und e rwrite rs must no t use  the se  fa c to rs in the  se le c tio n p ro c e ss, o f c o urse . In o the r sta te s, 

e a c h ind ivid ua l a p p lic a nt sho uld  b e  c o nsid e re d  o n the  me rits o f the  c a se . Se rio us imp a irme nt o f sig ht c o uld  b e  justific a tio n 

fo r re fusing  to  write  a uto mo b ile  insura nc e , b ut it se ld o m wo uld  b e  justifie d  o n o the r line s.  

If the  imp a irme nts a re  no t se rio us, the  a p p lic a nt sho uld  b e  a c c e p te d . 

A LC O HO L A ND DRUG S 

Und e rwrite rs a re  justifie d  in b e ing  c o nc e rne d  a b o ut the  use  o f a lc o ho l a nd  d rug s b y d rive rs. Stud ie s ha ve  ind ic a te d  tha t 

usa g e  is inc re a sing  a nd  is a  c o ntrib uting  fa c to r in a c c id e nts. Alc o ho l is e stima te d  to  b e  invo lve d  in ro ug hly o ne -ha lf o f a ll 

hig hwa y fa ta litie s, a c c o rd ing  to  va rio us surve ys c o nd uc te d  b y the  Na tio na l Sa fe ty Co unc il a nd  o the rs. 

 

Drug s a re  b e ing  id e ntifie d  a s a  fa c to r in a n e ve r-inc re a sing  numb e r o f a c c id e nts. The  p ic ture  is no t ye t c le a r a s to  the  

vo lume  o f c a se s invo lving  o nly d rug s o r tho se  invo lving  b o th a lc o ho l a nd  d rug s. One  stud y wa s re p o rte d  in this wa y: 

"Ma rijua na  wa s fo und  in the  b lo o d  o f ne a rly o ne  in five  susp e c te d  d runke n d rive rs who se  b lo o d  c o nta ine d  into xic a ting  

le ve ls o f a lc o ho l o r le ss, a c c o rd ing  to  a  sta te  Justic e  De p a rtme nt stud y ne a ring  c o mp le tio n. 

 

So me  la w e nfo rc e me nt o ffic ia ls ha ve  susp e c te d  mo to rists sto p p e d  fo r d runke n o r e rra tic  d riving  b ut who  e a sily p a sse d  

b lo o d  a lc o ho l, b re a th o r urine  te sts we re  using  ma rijua na  o r a  c o mb ina tio n o f ma rijua na  a nd  a lc o ho l...the  stud y a lso  fo und  

ma rijua na  in the  b lo o d  o f 15 p e rc e nt o f the  he a vie r d rinke rs, tho se  with mo re  tha n 0.10 p e rc e nt o f a lc o ho l in the ir b lo o d ." 

FO REIG N BO RN 

The  na tio na l o rig in o r a nc e stry o f a n a p p lic a nt sho uld  no t b e  a  c a use  fo r re je c tio n. Bo th la ws a nd  the  p re se nt c lima te  

p ro hib it ta king  und e rwriting  a c tio n b e c a use  o f this fa c to r. 

 

Mo st a p p lic a tio ns fo r insura nc e  no  lo ng e r re q ue st info rma tio n o n na tio na l o rig in o r a nc e stry. Se ld o m d o  the y re q ue st 

a nswe rs c o nc e rning  the  a b ility o f the  a p p lic a nt to  re a d , sp e a k o r und e rsta nd  Eng lish. In sp ite  o f susp e c te d  und e rwriting  

p ro b le ms b e c a use  o f the se  d e fic ie nc ie s, the  info rma tio n simp ly is no t a va ila b le  o n mo st ne w sub missio ns.  

Ho we ve r, the se  fa c ts will c o me  to  the  a tte ntio n o f und e rwrite rs in so me  c a se s.  
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Pro d uc e rs c o nc e rning  a  la ng ua g e  d e fic ie nc y mig ht a d d  c o mme nts to  a p p lic a tio ns. O fte n, a  c la im will re ve a l the  p ro b le m, 

a nd  the  a d juste r ma y p o int this o ut to  the  und e rwrite r. Whe re  la ng ua g e  o r c o mp re he nsio n d iffic ulty is d isc o ve re d , the  

und e rwrite r sho uld  no t ta ke  a c tio n so le ly o n tha t fa c t. This is p ro hib ite d  in ma ny sta te s a nd  wo uld  b e  c ritic ize d  in o the rs. 

 

At the  sa me  time , this info rma tio n d o e s no t ne e d  to  b e  ig no re d . Furthe r inve stig a tio n mig ht b e  c o nd uc te d  to  d e te rmine  if 

the re  a re  o the r p o te ntia l p ro b le ms. So me  p e rso ns with la ng ua g e  d iffic ultie s ma y b e  fo und  to  ha ve  p o o r d riving  re c o rd s, 

whe the r re la te d  to  this fa c to r o r no t. Othe r p ro b le ms ma y a lso  b e  fo und  a nd  the  c o mb ina tio n o f b o rd e rline  ite ms ma y b e  

e no ug h to  justify d e c lina tio n o r c a nc e lla tio n. 

 

Und e rwriting  a c tio n sho uld  ne ve r b e  ta ke n so le ly b e c a use  o f the  na tio na l o rig in o r a nc e stry o f a n ind ivid ua l. This fa c to r c a n 

b e  use d  a s o ne  ite m in the  to ta l p ic ture , a nd  ma y p o int to  o the r d e fic ie nc ie s, whic h wo uld  re q uire  a c tio n. 

RELA TED BUSINESS 

Und e rwrite rs sho uld  no  lo ng e r re q uire  the  p urc ha se  o f o the r p o lic ie s with the  sa me  c o mp a ny b e fo re  a  re q ue ste d  c o ve ra g e  

is writte n. The  e c o no mie s in inve stig a tio n a nd  c la ims a d justing  e xp e nse s, a nd  the  d e sire  fo r a  mo re  p ro fita b le  c o ve ra g e  to  

o ffse t a n unp ro fita b le  o ne , simp ly c a nno t b e  justifie d . Ea c h line  sho uld  b e  p ric e d  so  tha t it c a n sta nd  o n its o wn. 

 

Mo st imp o rta ntly, p ra c tic e s a re  fo rb id d e n whic h sma c k o f c o e rc io n o r c o mp ulsio n b y insure rs. The  p re se nt fe e ling  is tha t 

p o te ntia l b uye rs ha ve  a  rig ht to  p urc ha se  the  c o ve ra g e ’ s the y d e sire , fro m the  c o mp a nie s the y d e sire , witho ut a ny 

re q uire me nts o f re la te d  b usine ss b y o ne  insure r. The  re q uire me nt ma y b e  a ime d  o nly a t e ffic ie nc y, b ut it c o me s a c ro ss a s 

c o mp ulsio n to  b uye rs. 

PRIO R INSURA NC E 

Und e rwrite rs a re  ta ug ht to  se c ure  a s muc h info rma tio n a s p o ssib le  in o rd e r to  se le c t a p p lic a nts inte llig e ntly. One  ite m o f 

info rma tio n, whic h wa s use d  re g ula rly, wa s the  na me  o f the  p rio r insure r, if a ny. This p ra c tic e  c o uld  c o ntinue  if its o nly 

p urp o se  wa s to  ve rify the  a c c id e nt re c o rd  fro m the  p rio r insure r.  

 

While  so me  insinua tio ns ha ve  b e e n ma d e  a b o ut "e xc ha ng e s o f p rivile g e d  info rma tio n" a nd  so me  und e rwrite rs fe e l tha t the  

Fa ir Cre d it Re p o rting  Ac t (inc lud ing  re la te d  sta te  la ws) ma y p ro hib it this p ra c tic e , this is p ro b a b ly a  va lid  so urc e  o f re lia b le  

info rma tio n. 

 

Unfo rtuna te ly, und e rwrite rs c a nno t ig no re  o the r fa c ts, whic h re a c h the m. If the  p rio r insure r is a  sub sta nd a rd  write r, a n 

und e rwrite r c a nno t o ve rlo o k this. If no  insura nc e  is re p o rte d  to  ha ve  b e e n c a rrie d , it is a  na tura l te nd e nc y to  wo nd e r if 

so me thing  is b e ing  hid d e n. It is this re la te d  use  o f the  info rma tio n tha t a ro use s susp ic io ns a mo ng  re g ula to rs. It is d iffic ult to  

d e lib e ra te ly se t a sid e  info rma tio n, whic h ma y b e  he lp ful. Ho we ve r, this must b e  d o ne  if so me  o f the  fa c ts a re  d e sire d . 

 

Und e rwrite rs ha ve  o nly two  p o ssib le  p a ths o f a c tio n in suc h c ase s.  Use  the  na me  o f the  p rio r insure r o nly a s a  me a ns o f 

se c uring  fa c ts a b o ut the  lo sse s, whic h ha ve  o c c urre d  o r, d isre g a rd  a ll o the r p o ssib le  use s o f the  info rma tio n. If suc h c o urse s 

a re  no t p ra c tic a l, d o  no t e ve n re q ue st d a ta  a b o ut the  p rio r insure r. Dro p  the  q ue stio n fro m a ll a p p lic a tio ns. 

PRIO R C A NC ELLA TIO N 

In the  p re vio us se c tio n, it wa s ind ic a te d  tha t und e rwrite rs mig ht wa nt to  c o ntinue  to  se c ure  sp e c ific  info rma tio n c o nc e rning  

a  p rio r insure r. Re g a rd le ss o f mo st info rma tio n, it is o b vio us tha t no  a c tio n sho uld  b e  ta ke n so le ly b e c a use  o f a  p re vio us 

re je c tio n o r c a nc e lla tio n. 

  

Se ve re  c ritic ism will re sult fro m und e rwriting  d e c isio ns b a se d  so le ly o n the  a c tio ns o f o the rs. Und e rwriting  rule s a re  d iffe re nt 

b y c o mp a ny. One  o f the  q uic ke st wa ys to  a ro use  a nta g o nism is to  re je c t o r c a nc e l c o ve ra g e  so le ly b e c a use  a no the r 

und e rwrite r to o k simila r a c tio n. 

 

This d o e s no t me a n, ho we ve r, tha t a n und e rwrite r sho uld  ig no re  the  a c tio ns o f p rio r insure rs. In fa c t, this ma y b e  the  mo st 

va lua b le  ite m o f info rma tio n, whic h is se c ure d  b y find ing  o ut a b o ut the  p re vio us insure r. This fa c to r is o ne  o f the  b e st 

e xa mp le s o f ho w "b a la nc e d  und e rwriting " c a n b e  p ra c tic e d . The  se c re t is ho w und e rwrite rs use  the  info rma tio n tha t a  p rio r 

insure r ha d  o b ta ine d  to  re je c t o r c a nc e l the  c o ve ra g e . 

 

The  wro ng  c o urse  is to  a uto ma tic a lly re je c t the  a p p lic a nt. No t o nly will this b ring  d o wn the  wra th o f re g ula to rs, it ma y a lso  

c a use  the  re je c tio n o f so me  b usine ss, whic h wo uld  b e  p e rfe c tly a c c e p ta b le  sinc e  insure rs a im a t d iffe re nt se c to rs o f the  

ma rke t. 

 

The  rig ht c o urse  is to  use  the  fa c t o f a  p rio r c a nc e lla tio n a s a no the r wa rning  fla g . A sma rt und e rwrite r will imme d ia te ly sta rt 

to  se c ure  mo re  info rma tio n a b o ut the  a p p lic a nt. Suc h inve stig a tio n ma y re ve a l a  p o o r d riving  re c o rd  o r o the r suc h fa c to rs, 

whic h wo uld  b e  a d e q ua te  c a use  fo r re je c tio n.  
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This la st fa c to r to  b e  d isc usse d , the  re je c tio n o r c a nc e lla tio n b y a  p rio r insure r, is a  g o o d  illustra tio n o f ho w und e rwrite rs c a n 

c o ntinue  to  se le c t risks und e r the  wa tc hful e ye  o f g o ve rn-me nta l re g ula to rs. Fa c to rs, whic h ha ve  c a use d  c o nc e rn to  

und e rwrite rs in the  p a st, ne e d  no t b e  ig no re d . Ho we ve r, the y sho uld  no t le a d  to  a  b lind  re a c tio n b a se d  o n p a st p ra c tic e s.  

 

Ra the r, the se  fa c to rs c a n p o int o ut the  ne e d  fo r the  se c uring  o f mo re  fa c ts b e fo re  a c c e p ting  a n a p p lic a nt. The n, b a se d  o n 

c o mp le te  info rma tio n, a  d e c isio n c a n b e  ma d e  whic h c o mp lie s with the  la ws a nd  re g ula tio ns a nd  still se nse s the  ne e d s o f 

the  c o mp a ny a nd  the  p ub lic . 

 

Fo c us Po ints 

o The  first g o a l o f und e rwriting  is to  he lp  to  a c hie ve  und e rwriting  g a ins. 

 

o Und e rwrite rs se le c t a p p lic a nts who  fit the  p a ra me te rs o f the  ra te s d e ve lo p e d  b y the  c o mp a ny.  

 

o Insura nc e  b e ne fits so c ie ty b y re d uc ing  the  unc e rta inty o f c e rta in typ e s o f risks. 

 

o Und e rwrite rs a re  the  fo c a l p o int fro m whic h the  b e ne fits o f insura nc e  a re  sup p lie d .  

 

o The  g re a te st c o ntrib utio n und e rwrite rs c a n ma ke  is to  ma inta in a  stro ng  a nd  so lve nt insura nc e  ind ustry. 

 

o Be tte r und e rwriting  is a  p ro d uc t o f se c uring  a ll re le va nt info rma tio n. 

 

o Ob je c tive  info rma tio n is the  mo st re lia b le  d a ta  re c e ive d  fro m o utsid e  so urc e s.  

 

o Sub je c tive  info rma tio n is p e rso na l info rma tio n o b ta ine d  b y the  a p p lic a nt. 

 

o Rig ht to  p riva c y la ws re stric t the  info rma tio n, whic h c a n b e  se c ure d .  

 

o Ap p lic a tio ns c a n b e  lo o ke d  a t b y c la ss o r b y ind ivid ua l risk. 

 

o Cla ss usua lly und e rwrite s p e rso na l line s. 

 

o Co mme rc ia l line s usua lly und e rwritte n b y ind ivid ua l risk. 

 

o Lo c a tio n, se x, a g e , a nd  ma rita l sta tus c a nno t b e  use d  a s the  p rima ry re a so n fo r re je c tio n.  

 

o Any re a so ns fo r re je c tio n o f a p p lic a tio n must b e  g ive n a nd  sho uld  b e  sp e c ific . 

 

o Ma ny sta te s p ro hib it c a nc e lla tio n o f ne w p o lic ie s a fte r a  d isc o ve ry p e rio d . 

 

o De sk und e rwrite rs use  sta te me nts o f p rinc ip le  to  ma ke  d e c isio ns o n ind ivid ua l risk. 

 

o Lo ss histo ry is the  re c o rd  o f p a st lo sse s. 

 

o Auto mo b ile  und e rwrite rs use  a c c id e nt re c o rd s a s the ir p rima ry to o l. 

 

o Info rma tio n o n e xisting  p o lic yho ld e rs ma y b e  se c ure d  fro m c la ims re p o rts. 

 

o If fa ult d o e s no t a p p e a r to  fa ll o n the  a p p lic a nt, the  und e rwrite r sho uld  ig no re  it.  

 

o Und e rwrite rs sho uld  c o nsid e r typ e  o f lo ss ra the r tha n just the  numb e r o f lo sse s. 

 

o No  le g isla tio n e xists c o ntro lling  the  numb e r o r typ e  o f a c c id e nt tha t c a n b e  c o nsid e re d  in und e rwriting . 

 

o The  d e g re e  o f fa ult sho uld  c o nsid e re d  in p ro p e rty a nd  a uto mo b ile  c la ims. 

 

o Pa tte rns o f lo sse s c a n b e  use d  in the  p re d ic tio n o f future  lo sse s. 

 

o Pro p e rty a nd  lia b ility lo sse s o fte n a re  the  re sult o f unsa fe  c o nd itio ns.  

 

o Und e rwrite rs wishing  to  se rve  the  p ub lic  will d o  mo re  tha n a c c e p t o r re je c t a p p lic a tio ns.  

 

o Und e rwrite rs use  tra ffic  vio la tio ns in se le c tio n a nd  ra ting  we re  a llo we d . 
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o Mo to r ve hic le  re p o rts a re  the  mo st re lia b le  so urc e  o f info rma tio n in d e te rmining  re c o rd s o f tra ffic  vio la tio ns. 

 

o The  mo st imp o rta nt fa c to r in und e rwriting  a nd  ra ting  a n a p p lic a nt is the  d riving  re c o rd . 

 

o A risk sho uld  no t b e  a c c e p te d  if a  d rive r’ s lic e nse  is susp e nd e d  o r re vo ke d .  

 

o Auto mo b ile  a nd  p ro p e rty line s c a n b e  und e rwriting  o n the  b a sis o f p ro p e rty c o nd itio n. 

 

o The  a g e  o f a  b uild ing  is no t a  re lia b le  ind ic a tio n o f a n insura nc e  risk. 

 

o Und e rwrite rs sho uld  d e te rmine  the  a p p ro xima te  va lue  o f b uild ing s b e fo re  writing  insura nc e .  

 

o Se c uring  p ro p e r insura nc e -to -va lue  is the  ke y to  the  p ro fita b le  writing  o f p ro p e rty insura nc e . 

 

o Und e rwrite rs sho uld  no t write  a  p o lic y fo r le ss tha n 80 p e rc e nt o f re p la c e me nt c o st.  

 

o If the  a mo unt o f insura nc e  e xc e e d s the  va lue  o f p ro p e rty, a n inc e ntive  fo r a rso n ma y b e  c re a te d . 

 

o Co mme rc ia l risks must b e  writte n o n the  b a sis o f o c c up a nc y.  

 

o Insura nc e  b a se d  o n risk lo c a tio n is a  c o mmo n p ra c tic e . 

 

o Using  ma rtia l sta tus in insura nc e  ra ting  ma y so o n d isa p p e a r. 

 

o Using  ma rita l sta tus in se le c tio n o f risk is p ro hib ite d  in ma ny sta te s. 

 

o Oc c up a tio n o f the  a p p lic a nt is no t a  va lid  risk se le c tio n fa c to r.  

 

o Using  o c c up a tio n in se le c tio n o f risk is p ro hib ite d  in so me  sta te s. 

 

o The  a p p lic a nt’ s sta b ility sho uld  no t b e  a  fa c to r in se le c tio n, witho ut furthe r d e finitio n.  

 

o The  und e rwrite r must se c ure  a ll o f the  re le va nt fa c to rs if a  c rimina l re c o rd  is d isc o ve re d .  

 

o Und e rwrite rs c a nno t ig no re  e vid e nc e  o f me nta l inc o mp e te nc e  o f a p p lic a nts.  

 

o Stud ie s sho w tha t p hysic a lly ha nd ic a p p e d  d rive rs a re  g e ne ra lly no  wo rse  tha n a ve ra g e  d rive rs.  

o The  o rtho p e d ic  g ro up  inc lud e s ha nd ic a p p e d  p e rso ns who  d o  no t ha ve  use  o f o ne  o r mo re  e xtre mitie s. 

o As a  g ro up , o rtho p e d ic  d rive rs p e rfo rm a b o ut a s we ll a s the  a ve ra g e  o f a ll d rive rs.  

 

o Mo no c ula r d rive rs ha ve  d riving  re c o rd s, whic h a re  b e tte r tha n the  a ve ra g e .  

 

o The  na tio na l o rig in o f a n a p p lic a nt c a nno t b e  a  c a use  fo r re je c tio n.  

 

o Mo st insura nc e  a p p lic a tio ns d o  no t re q ue st info rma tio n o n na tio na l o rig in o r a nc e stry.  

 

CHAPTER 11: THE ROLE OF THE NAIC  

A BRIEF HISTORY 

Be nja min Fra nklin he lp e d  fo und  the  insura nc e  ind ustry in the  Unite d  Sta te s in 1752 with the  Phila d e lp hia  Co ntrib utio n ship  fo r 

the  Insura nc e  o f Ho use s fro m Lo ss b y Fire . The  c urre nt sta te  insura nc e  re g ula to ry fra me wo rk ha s its ro o ts in the  19th c e ntury 

with Ne w Ha mp shire  a p p o inting  the  first insura nc e  c o mmissio ne r in 1851. Insura nc e  re g ula to rs’  re sp o nsib ilitie s g re w in sc o p e  

a nd  c o mp le xity a s the  ind ustry e vo lve d . Co ng re ss a d o p te d  the  Mc Ca rra n-Fe rg uso n Ac t in 1945 to  d e c la re  tha t sta te s 

sho uld  re g ula te  the  b usine ss o f insura nc e  a nd  to  a ffirm tha t the  c o ntinue d  re g ula tio n o f the  insura nc e  ind ustry b y the  sta te s 

wa s in the  p ub lic ’ s b e st inte re st. 

 

The  Fina nc ia l Mo d e rniza tio n Ac t o f 1999⎯a lso  c a lle d  Gra mm-Le a c h-Blile y⎯e sta b lishe d  a  c o mp re he nsive  fra me wo rk to  

p e rmit a ffilia tio ns a mo ng  b a nks, se c uritie s firms a nd  insura nc e  c o mp a nie s. Gra mm-Le a c h-Blile y o nc e  a g a in a c kno wle d g e d  

tha t sta te s sho uld  re g ula te  the  b usine ss o f insura nc e . Ho we ve r, Co ng re ss a lso  c a lle d  fo r sta te  re fo rm to  a llo w insura nc e  

c o mp a nie s to  c o mp e te  mo re  e ffe c tive ly in the  ne wly inte g ra te d  fina nc ia l se rvic e  ma rke tp la c e  a nd  to  re sp o nd  with 
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inno va tio n a nd  fle xib ility to  e ve rmo re  d e ma nd ing  c o nsume r ne e d s⎯a ll while  c o ntinuing  to  p ro te c t c o nsume rs, whic h is the  

ha llma rk o f sta te  re g ula tio n.  

THE RO LE O F THE STA TE LEG ISLA TURES 

Sta te  le g isla ture s se t b ro a d  p o lic y fo r the  re g ula tio n o f insura nc e . The y e sta b lish a nd  o ve rse e  sta te  insura nc e  d e p a rtme nts, 

re g ula rly re vie w a nd  re vise  sta te  insura nc e  la ws, a nd  a p p ro ve  re g ula to ry b ud g e ts. Sta te  insura nc e  d e p a rtme nts e mp lo y 

12,500 re g ula to ry p e rso nne l. Inc re a se s in sta ff a nd  e nha nc e d  a uto ma tio n ha ve  a llo we d  re g ula to rs to  sub sta ntia lly b o o st the  

q ua lity a nd  inte nsity o f the ir fina nc ia l o ve rsig ht o f insure rs a nd  e xp a nd  c o nsume r p ro te c tio n a c tivitie s. 

 

Sta te  re g ula tio n o f insura nc e  p ro vid e s a  ma jo r so urc e  o f sta te  re ve nue . In 2000, sta te s c o lle c te d  mo re  tha n $10.4 b illio n in 

re ve nue s fro m insura nc e  so urc e s. O f this a mo unt, $880 millio n—ro ug hly 8.4 p e rc e nt—we nt to  re g ula te  the  b usine ss o f 

insura nc e  while  the  re ma ining  $9.6 b illio n we nt to  sta te  g e ne ra l fund s fo r o the r p urp o se s. 

NA TIO NA L A SSO C IA TIO N O F INSURA NC E C O MMISSIO NERS (NA IC ) 

The  NAIC se rve s a s a  ve hic le  fo r ind ivid ua l sta te  re g ula to rs to  c o o rd ina te  the ir a c tivitie s a nd  sha re  re so urc e s. Esta b lishe d  in 

1871, the  NAIC func tio ns a s a n a d viso ry b o d y a nd  se rvic e  p ro vid e r fo r sta te  insura nc e  d e p a rtme nts. Co mmissio ne rs use  the  

NAIC to  p o o l sc a rc e  re so urc e s, to  d isc uss issue s o f c o mmo n c o nc e rn a nd  to  a lig n the ir o ve rsig ht o f the  ind ustry. Ea c h sta te , 

ho we ve r, ultima te ly d e te rmine s wha t a c tio ns it will ta ke . 

THE PURPO SE A ND STRUC TURE O F INSURA NC E REG ULA TIO N 

The  fund a me nta l re a so n fo r g o ve rnme nt re g ula tio n o f insura nc e  is to  p ro te c t Ame ric a n c o nsume rs. Sta te  syste ms a re  

a c c e ssib le  a nd  a c c o unta b le  to  the  p ub lic  a nd  se nsitive  to  lo c a l so c ia l a nd  e c o no mic  c o nd itio ns. Sta te  re g ula tio n ha s 

p ro ve n tha t it e ffe c tive ly p ro te c ts c o nsume rs a nd  e nsure s tha t p ro mise s ma d e  b y insure rs a re  ke p t. Insura nc e  re g ula tio n is 

struc ture d  a ro und  se ve ra l ke y func tio ns, inc lud ing  c o mp a ny lic e nsing , p ro d uc e r lic e nsing , p ro d uc t re g ula tio n, ma rke t 

c o nd uc t, a nd  fina nc ia l re g ula tio n a nd  c o nsume r se rvic e s. 

C O MPA NY LIC ENSING  

Sta te  la ws re q uire  insure rs a nd  insura nc e -re la te d  b usine sse s to  b e  lic e nse d  b e fo re  se lling  the ir p ro d uc ts o r se rvic e s. Curre ntly, 

the re  a re  a p p ro xima te ly 7,200 insure rs in the  Unite d  Sta te s. All U.S. insure rs a re  sub je c t to  re g ula tio n in the ir sta te  o f d o mic ile  

a nd  in the  o the r sta te s whe re  the y a re  lic e nse d  to  se ll insura nc e . 

 

Insure rs who  fa il to  c o mp ly with re g ula to ry re q uire me nts a re  sub je c t to  lic e nse  susp e nsio n o r re vo c a tio n, a nd  sta te s ma y 

e xa c t fine s fo r re g ula to ry vio la tio ns. In 2000, ne a rly 300 c o mp a nie s ha d  the ir lic e nse s susp e nd e d  o r re vo ke d . 

 

The  NAIC ’ s Unifo rm Ce rtific a te  o f Autho rity Ap p lic a tio n (UCAA)⎯a  c o mp a ny lic e nsing  syste m⎯he lp s sta te s e xp e d ite  the  

re vie w p ro c e ss o f a  ne w c o mp a ny lic e nse . In a d d itio n, a n NAIC d a ta b a se  ha s b e e n d e ve lo p e d  to  fa c ilita te  info rma tio n 

sha ring  o n a c q uisitio n a nd  me rg e r filing s. The se s d a ta b a se s a ssist insura nc e  re g ula to rs b y c re a ting  a  stre a mline d  a nd  mo re  

c o st-e ffic ie nt re g ula to ry p ro c e ss. 

PRO DUC ER LIC ENSING  

Insura nc e  a g e nts a nd  b ro ke rs, a lso  kno wn a s p ro d uc e rs, must b e  lic e nse d  to  se ll insura nc e  a nd  must c o mp ly with va rio us 

sta te  la ws a nd  re g ula tio ns g o ve rning  the ir a c tivitie s. Curre ntly, mo re  tha n 3.2 millio n ind ivid ua ls a re  lic e nse d  to  p ro vid e  

insura nc e  se rvic e s in the  Unite d  Sta te s. Sta te  insura nc e  d e p a rtme nts o ve rse e  p ro d uc e r a c tivitie s in o rd e r to  p ro te c t 

insura nc e  c o nsume r inte re sts in insura nc e  tra nsa c tio ns. 

 

The  sta te s a d ministe r c o ntinuing  e d uc a tio n p ro g ra ms to  e nsure  tha t a g e nts me e t hig h p ro fe ssio na l sta nd a rd s. Pro d uc e rs 

who  fa il to  c o mp ly with re g ula to ry re q uire me nts a re  sub je c t to  fine s a nd  lic e nse  susp e nsio n o r re vo c a tio n. In 2000, ne a rly 

16,000 insura nc e  p ro d uc e rs ha d  the ir lic e nse s susp e nd e d  o r re vo ke d . 

 

Whe n p ro d uc e rs o p e ra te  in multip le  jurisd ic tio ns, sta te s must c o o rd ina te  the ir e ffo rts to  tra c k p ro d uc e rs a nd  p re ve nt 

vio la tio ns. Sp e c ia l d a ta b a se s a re  ma inta ine d  b y the  NAIC to  a ssist the  sta te s in this e ffo rt. The  Na tio na l Insura nc e  Pro d uc e r 

Re g istry (NIPR)—a  no n-p ro fit a ffilia te  o f the  NAIC—wa s e sta b lishe d  to  d e ve lo p  a nd  o p e ra te  a  na tio na l re p o sito ry fo r 

p ro d uc e r lic e nsing  info rma tio n. 

PRO DUC T REG ULA TIO N 

Sta te  re g ula to rs p ro te c t c o nsume rs b y e nsuring  tha t insura nc e  p o lic y p ro visio ns c o mp ly with sta te  la w, a re  re a so na b le  a nd  

fa ir, a nd  d o  no t c o nta in ma jo r g a p s in c o ve ra g e  tha t mig ht b e  misund e rsto o d  b y c o nsume rs a nd  le a ve  the m unp ro te c te d . 

The  na ture  o f the  ra te  re vie w, ra ting  rule s a nd  fo rms va rie s so me wha t a mo ng  the  sta te s d e p e nd ing  o n the ir la ws a nd  

re g ula tio ns. 

 

Fo r p e rso na l p ro p e rty-c a sua lty line s, a b o ut ha lf o f the  sta te s re q uire  insure rs to  file  ra te s a nd  to  re c e ive  p rio r a p p ro va l b e fo re  

the y g o  into  e ffe c t. With the  e xc e p tio n o f wo rke rs’  c o mpe nsa tio n a nd  me d ic a l ma lp ra c tic e , c o mme rc ia l p ro p e rty-c a sua lty 

line s in ma ny sta te s a re  sub je c t to  a  c o mp e titive  ra ting  a p p ro a c h. Und e r suc h a  syste m, re g ula to rs typ ic a lly re ta in a utho rity 

to  d isa p p ro ve  ra te s if the y find  tha t c o mp e titio n is no t wo rking . 
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Pre miums fo r life  insura nc e  a nd  a nnuity p ro d uc ts g e ne ra lly a re  no t sub je c t to  re g ula to ry a p p ro va l, a ltho ug h re g ula to rs ma y 

se e k to  e nsure  tha t p o lic y b e ne fits a re  c o mme nsura te  with the  p re miums c ha rg e d . Ma ny sta te s sub je c t he a lth insura nc e  

ra te s to  p rio r a p p ro va l—with a ll o the r line s using  a  “ file  a nd  use ”  syste m o r no  p ro visio ns fo r re vie w. 

PRO DUC T REG ULA TIO N FO RUM 

NAIC me mb e rs d isc usse d  o p tio ns fo r a c hie ving  true  unifo rm p ro duc t filing  sta nd a rd s. The y re c o g nize d  tha t the  fina nc ia l 

se rvic e s ma rke tp la c e  ha s c ha ng e d  in re c e nt ye a rs a nd  c o ntinue s to  e vo lve  with inc re a se d  c o mp e titio n in c e rta in p ro d uc t 

line s fro m e ntitie s suc h a s b a nks a nd  se c uritie s firms.  

 

The y a lso  re c o g nize d  tha t the re  is inc re a se d  mo b ility o f the  p o p ula tio n a nd  g re a te r ne e d  fo r unifo rmity o f so me  p ro d uc t 

line s. A wo rking  g ro up  wa s e sta b lishe d  to  id e ntify a nd  a na lyze  p o ssib le  o p tio ns to  mo d e rnize  this re g ula to ry p ro c e ss a nd  

ma ke  a  fo rma l re c o mme nd a tio n. In Ma rc h 2002, the  wo rking  g ro up  p ro p o se d  the  d e ve lo p me nt o f a n inte rsta te  c o mp a c t 

whe re b y sta te  insura nc e  re g ula to rs wo uld  jo intly se t unifo rm p ro d uc t sta nd a rd s a nd  e sta b lish a  sing le  p o int o f filing  fo r 

d e sig na te d  insura nc e  p ro d uc ts. If p ro p e rly struc ture d , a n inte rsta te  c o mp a c t wo uld  a llo w the  sta te s to  a d d re ss the  issue  o f 

sta te  va ria tio ns a ffe c ting  p ro d uc t sta nd a rd s.  

 

Thro ug ho ut 2002, the  Inte rsta te  Co mp a c t Wo rking  Gro up  a nd  inte re ste d  re g ula to rs wo rke d  to  d e ve lo p  d ra ft la ng ua g e  fo r 

a n inte rsta te  c o mp a c t a nd  re c e ive d  c o mme nts fro m re p re se nta tive s o f the  insura nc e  ind ustry a nd  c o nsume r g ro up s. 

Ele ve n d ra ft ve rsio ns o f the  mo d e l la ng ua g e  we re  d e ve lo p e d  a nd  fo ur p ub lic  he a ring s we re  he ld .  

 

Inte re ste d  p a rtie s sub mitte d  o ve r 20 writte n c o mme nts. During  the  NAIC 's na tio na l me e ting  in De c e mb e r 2002, the  me mb e rs 

a d o p te d  mo d e l le g isla tio n fo r the  c re a tio n o f the  Inte rsta te  Insura nc e  Pro d uc t Re g ula tio n Co mp a c t "fo r p re se nta tio n to  

inte re ste d  sta te  la wma ke rs a nd  p o lic y ma ke rs fo r the ir re vie w, inp ut, a nd  a p p ro va l".  

 

On July 17, 2003, the  NAIC a d o p te d  a me nd me nts to  the  inte rsta te  c o mp a c t tha t p ro vid e d  c la rific a tio n o f c e rta in p ro visio ns. 

Sp e c ific a lly, the  a me nd me nts a d d re sse d  suc h ite ms a s p ub lishing  b yla ws, c o nd uc ting  o p e n me e ting s, ma king  info rma tio n 

re g a rd ing  the  o p e ra tio ns o f the  inte rsta te  c o mmissio n a va ila b le  to  the  p ub lic , a nd  p re se rving  the  a utho rity o f sta te  

a tto rne ys g e ne ra l.  

 

During  the ir re sp e c tive  a nnua l me e ting s d uring  2003, b o th the  Na tio na l Co nfe re nc e  o f Sta te  Le g isla ture s (NCSL) a nd  the  

Na tio na l Co nfe re nc e  o f Insura nc e  Le g isla to rs (NCOIL) a d o p te d  re so lutio ns in sup p o rt o f the  p ro p o se d  inte rsta te  c o mp a c t. 

During  2003 a  wo rking  g ro up  wa s a p p o inte d  to  b e g in d ra fting  sta nd a rd s fo r p o lic y filing s. The se  a re  inte nd e d  a s sa mp le  

p ro d uc ts tha t ma y b e  a d o p te d  b y the  Inte rsta te  Co mp a c t Co mmissio n whe n it is fo rme d .  

 

Afte r a  d ra ft o f sta nd a rd s fo r a  p a rtic ula r p ro d uc t is p re p a re d , it is re le a se d  fo r p ub lic  c o mme nt. The se  d ra ft sta nd a rd s will 

p ro vid e  he lp ful e vid e nc e  to  le g isla to rs a s to  the  typ e s o f sta nd a rd s tha t mig ht b e  a d o p te d  b y the  Co mp a c t Co mmissio n.  

 

The  NAIC 's Re g ula to ry Mo d e rniza tio n Ac tio n Pla n, a d o p te d  b y the  NAIC me mb e rship  in Se p te mb e r 2003, is a  c o mmitme nt 

b y sta te  re g ula to rs to  c o ntinue  mo d e rnizing  the  sta te -b a se d  syste m o f insura nc e  re g ula tio n. One  fa c e t o f the  p la n is 

imp le me nta tio n o f a n inte rsta te  c o mp a c t. 

 

 Sta te  re g ula to rs a re  urg e d  to  wo rk with sta te  p o lic yma ke rs with the  inte nt o f ha ving  the  Co mp a c t o p e ra tio na l in a t le a st 

thirty sta te s o r sta te s re p re se nting  60% o f the  p re mium vo lume  fo r life  insura nc e , a nnuitie s, d isa b ility inc o me  insura nc e  a nd  

lo ng -te rm c a re  insura nc e  p ro d uc ts e nte re d  into  the  Co mp a c t b y ye a r-e nd  2008. 

FINA NC IA L REG ULA TIO N 

Fina nc ia l re g ula tio n p ro vid e s c ruc ia l sa fe g ua rd s fo r Ame ric a ’ s insura nc e  c o nsume rs. The  sta te s ma inta in a t the  NAIC the  

wo rld ’ s la rg e st insura nc e  fina nc ia l d a ta b a se , whic h p ro vid e s a  15-ye a r histo ry o f a nnua l a nd  q ua rte rly filing s o n 5,200 

insura nc e  c o mp a nie s. 

 

Pe rio d ic  fina nc ia l e xa mina tio ns o c c ur o n a  sc he d ule d  b a sis. Sta te  fina nc ia l e xa mine rs inve stig a te  a  c o mp a ny’ s a c c o unting  

me tho d s, p ro c e d ure s a nd  fina nc ia l sta te me nt p re se nta tio n. The se  e xa ms ve rify a nd  va lid a te  wha t is p re se nte d  in the  

c o mp a ny’ s a nnua l sta te me nt to  a sc e rta in whe the r the  c o mp a ny is in g o o d  fina nc ia l sta nd ing .  

 

Whe n a n e xa mina tio n o f fina nc ia l re c o rd s sho ws the  c o mp a ny to  b e  fina nc ia lly imp a ire d , the  sta te  insura nc e  d e p a rtme nt 

ta ke s c o ntro l o f the  c o mp a ny. Ag g re ssive ly wo rking  with fina nc ia lly tro ub le d  c o mp a nie s is a  c ritic a l p a rt o f the  re g ula to r’ s 

ro le . In the  e ve nt the  c o mp a ny must b e  liq uid a te d  o r b e c o me s inso lve nt, the  sta te s ma inta in a  syste m o f fina nc ia l g ua ra nty 

fund s tha t c o ve r c o nsume rs’  p e rso na l lo sse s.   

MA RKET REG ULA TIO N 

Ma rke t re g ula tio n a tte mp ts to  e nsure  fa ir a nd  re a so na b le  insura nc e  p ric e s, p ro d uc ts a nd  tra d e  p ra c tic e s in o rd e r to  p ro te c t 

c o nsume rs. With imp ro ve d  c o o p e ra tio n a mo ng  sta te s a nd  unifo rm ma rke t c o nd uc t e xa mina tio ns, re g ula to rs ho p e  to  e nsure  

c o ntinue d  c o nsume r p ro te c tio ns a t the  sta te  le ve l. 
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Ma rke t c o nd uc t e xa mina tio ns o c c ur o n a  ro utine  b a sis, b ut a lso  c a n b e  trig g e re d  b y c o mp la ints a g a inst a n insure r. The se  

e xa ms re vie w a g e nt-lic e nsing  issue s, c o mp la ints, typ e s o f p ro d uc ts so ld  b y the  c o mp a ny a nd  a g e nts, a g e nt sa le s p ra c tic e s, 

p ro p e r ra ting , c la ims ha nd ling  a nd  o the r ma rke t-re la te d  a sp e c ts o f a n insure r’ s o p e ra tio n.  

 

Whe n vio la tio ns a re  fo und , the  insura nc e  d e p a rtme nt ma ke s re c o mme nd a tio ns to  imp ro ve  the  c o mp a ny’ s o p e ra tio ns a nd  

to  b ring  the  c o mp a ny into  c o mp lia nc e  with sta te  la w. In a d d itio n, a  c o mp a ny ma y b e  sub je c t to  c ivil p e na ltie s o r lic e nse  

susp e nsio n o r re vo c a tio n. 

C O NSUMER SERVIC ES 

The  sta te s’  sing le  mo st sig nific a nt c ha lle ng e  is to  b e  vig ila nt in the  p ro te c tio n o f c o nsume rs, e sp e c ia lly in lig ht o f the  

c ha ng e s ta king  p la c e  in the  fina nc ia l se rvic e s ma rke tp la c e . Sta te s ha ve  e sta b lishe d  to ll-fre e  ho tline s, Inte rne t We b  site s a nd  

sp e c ia l c o nsume r se rvic e s units to  re c e ive  a nd  ha nd le  c o mpla ints a g a inst insure rs a nd  a g e nts. The  sta te s a lso  ha ve  

la unc he d  a n inte ra c tive  to o l to  a llo w c o nsume rs to  re se a rc h c o mp a ny c o mp la int a nd  fina nc ia l d a ta  using  the  NAIC We b  

site . 

 

During  2000, sta te  insura nc e  d e p a rtme nts ha nd le d  4.5 millio n c o nsume r inq uirie s a nd  c o mp la ints. As ne e d e d , sta te  

insura nc e  d e p a rtme nts wo rke d  to g e the r with p o lic yho ld e rs a nd  insure rs to  re so lve  d isp ute s. In a d d itio n, ma ny sta te s sp o nso r 

e d uc a tio na l se mina rs a nd  p ro vid e  c o nsume r b ro c hure s o n a  va rie ty o f insura nc e  to p ic s. So me  sta te s p ub lish ra te  

c o mp a riso n g uid e s to  he lp  c o nsume rs g e t the  b e st va lue  whe n the y p urc ha se  insura nc e . 

 

WHY STATE INSURANCE REGULATIONS 

WHY INSURA NC E IS REG ULA TED 

Go ve rnme nt re g ula tio n o f insura nc e  c o mp a nie s a nd  a g e nts b e g a n in the  sta te s mo re  tha n 100 ye a rs a g o  fo r o ne  

o ve rrid ing  re a so n—to  p ro te c t c o nsume rs. Sta te  re g ula to rs’  mo st imp o rta nt c o nsume r p ro te c tio n is to  a ssure  tha t insure rs 

re ma in so lve nt so  the y c a n me e t the ir o b lig a tio ns to  p a y c la ims. Sta te s a lso  sup e rvise  insura nc e  sa le s a nd  ma rke ting  

p ra c tic e s a nd  p o lic y te rms a nd  c o nd itio ns to  e nsure  tha t c o nsume rs a re  tre a te d  fa irly whe n the y p urc ha se  insura nc e  

p ro d uc ts a nd  file  c la ims.  

THE FIRST PRIO RITY O F INSURA NC E REG ULA TO RS 

The  fund a me nta l p urp o se  fo r g o ve rnme nt re g ula tio n o f insure rs a nd  a g e nts is to  p ro te c t Ame ric a n c o nsume rs. Effe c tive  

c o nsume r p ro te c tio n tha t fo c use s o n lo c a l ne e d s is the  ha llma rk o f sta te  insura nc e  re g ula tio n. Sta te  re g ula to rs und e rsta nd  

lo c a l a nd  re g io na l ma rke ts a nd  the  ne e d s o f c o nsume rs in the se  ma rke ts. Sta te  p o lic yma ke rs re c o g nize  tha t c o nsume r 

p ro te c tio n a s the ir hig he st jo b  p rio rity. Me a ning ful e va lua tio n o f the  e xisting  sta te  re g ula to ry syste m o r a ny fe d e ra l 

a lte rna tive  must b e g in with a  ha rd  lo o k a t its imp a c t o n c urre nt p ro te c tio ns tha t the  p ub lic  e xp e c ts.     

HO W IS INSURA NC E DIFFERENT FRO M BA NKING  

Insura nc e  is a  c o mme rc ia l p ro d uc t b a se d  up o n sub je c tive  b usine ss d e c isio ns:  

 

9 Will a n insura nc e  p o lic y b e  o ffe re d  to  a  c o nsume r a nd  a t wha t p ric e   

9 Wha t a re  the  p o lic y te rms a nd  c o nd itio ns 

9 Do e s a  p o lic yho ld e r file  a  c la im va lid ?  If so ,  

9 Ho w muc h sho uld  the  c usto me r b e  p a id  und e r the  p o lic y’ s te rms  

 

Unlike  mo st p ro d uc ts, the  p urc ha se r o f a n insura nc e  p o lic y will no t b e  a b le  to  fully d e te rmine  the  va lue  o f the  p ro d uc t 

p urc ha se d  until a fte r a  c la im is p re se nte d —whe n it is to o  la te  to  d e c id e  tha t a  d iffe re nt insure r o r a  d iffe re nt p ro d uc t mig ht 

ma ke  a  b e tte r c ho ic e . All o f the se  sub je c tive  a sp e c ts a d d  up  to  o ne  b ig  c e rta inty—insura nc e  p ro d uc ts c a n g e ne ra te  

c o nsume r b a c kla sh a nd  d issa tisfa c tio n tha t re q uire  a  hig h le ve l o f re g ula to ry re so urc e s a nd  re sp o nsive ne ss. 

THE C O ST O F STA TE INSURA NC E REG ULA TIO N 

In 2000, sta te  insura nc e  d e p a rtme nts e mp lo ye d  12,500 re g ula to ry p e rso nne l na tio nwid e  a nd  sp e nt $880 millio n to  b e  the  

wa tc hful e ye s a nd  he lp ing  ha nd s o n c o nsume r insura nc e  p ro b le ms. Sta te s a lso  ma inta in a  syste m o f fina nc ia l g ua ra nte e  

fund s tha t c o ve r p e rso na l lo sse s o f c o nsume rs in the  e ve nt o f insure r inso lve nc y. The  e ntire  sta te  insura nc e  syste m is 

a utho rize d , fund e d  a nd  o p e ra te d  a t no  c o st to  the  fe d e ra l g o ve rnme nt. 

WHA T IS G RA MM- LEA C H- BLILEY?  

The  Fina nc ia l Mo d e rniza tio n Ac t o f 1999⎯a lso  c a lle d  Gra mm-Le a c h-Blile y⎯e sta b lishe d  a  c o mp re he nsive  fra me wo rk to  

p e rmit a ffilia tio ns a mo ng  b a nks, se c uritie s firms a nd  insura nc e  c o mp a nie s. Gra mm-Le a c h-Blile y o nc e  a g a in a c kno wle d g e d  

tha t sta te s sho uld  re g ula te  the  b usine ss o f insura nc e . Ho we ve r, Co ng re ss a lso  c a lle d  fo r sta te  re fo rms to  a llo w insura nc e  

c o mp a nie s to  c o mp e te  mo re  e ffe c tive ly in the  ne wly inte g ra te d  fina nc ia l se rvic e  ma rke tp la c e  a nd  to  re sp o nd  with 

inno va tio n a nd  fle xib ility to  e ve rmo re  d e ma nd ing  c o nsume r ne e d s. 

 

Sta te s a lre a d y ha ve  ta ke n a c tio n to  me e t the  sp e c ific  re q uire me nts o f Gra mm-Le a c h-Blile y. Fo rty-six sta te s ha ve  e na c te d  a  

mo d e l la w to  e sta b lish a  syste m o f re c ip ro c ity to  lic e nse  o ut-o f-sta te  insura nc e  a g e nts a nd  b ro ke rs. This a lre a d y e xc e e d s the  
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29 sta te s re q uire d  b y fe d e ra l la w to  p re ve nt e sta b lishme nt o f the  Na tio na l Asso c ia tio n o f Re g iste re d  Ag e nts a nd  Bro ke rs—a  

q ua si-g o ve rnme nta l e ntity tha t wo uld  p re e mp t sta te  la ws. In re sp o nse  to  a no the r p ro visio n tha t re q uire s sta te s to  se t 

minimum sta nd a rd s to  ke e p  insura nc e  info rma tio n p riva te , the  NAIC d ra fte d  mo d e l p riva c y re g ula tio ns, a nd  49 sta te s a nd  

the  Distric t o f Co lumb ia  no w me e t o r e xc e e d  the  fe d e ra l p riva c y re q uire me nt. 

WHA T STA TES A RE DO ING  TO  MO DERNIZE INSURA NC E REG ULA TIO N 

Sta te s a re  c o mmitte d  to  stre a mline  a nd  simp lify sta te  insura nc e  re g ula tio n while  c o ntinuing  to  p ro te c t c o nsume rs. The  

na tio n’ s insura nc e  c o mmissio ne rs a nno unc e d  the ir c o mmitme nt to  mo d e rnize  the  sta te  syste m in sp e c ific  a re a s b y 

e nd o rsing  a n a c tio n p la n, the  State me nt o f Inte nt—The  Future  o f Insuranc e  Re g ulatio n, whic h wa s a d o p te d  in Ma rc h 2000.  

 

Wo rking  in the ir ind ivid ua l sta te s a nd  c o lle c tive ly thro ug h the  NAIC, the  c o mmissio ne rs ha ve  ma d e  tre me nd o us p ro g re ss o n 

the ir g o a l o f c re a ting  a n e ffic ie nt, ma rke t-o rie nte d  re g ula to ry syste m fo r the  b usine ss o f insura nc e . The  State me nt o f Inte nt 

se t fo rth g o a ls fo r imp ro ve me nt in p ro d uc e r lic e nsing , p ro d uc t sp e e d  to  ma rke t, p riva c y o f c o nsume r info rma tio n a nd  

c o mp a ny lic e nsing . 

 

Sta te  le g isla ture s wo rking  thro ug h the  Na tio na l Co nfe re nc e  o f Sta te  Le g isla ture s (NCSL) a nd  the  Na tio na l Co nfe re nc e  o f 

Insura nc e  Le g isla to rs (NCOIL) a lso  a re  c o mmitte d  to  re fo rm sta te  insura nc e  re g ula tio n. In Se p te mb e r 2001, the  NCSL 

Exe c utive  Co mmitte e  e sta b lishe d  the  Task Fo rc e  to  Stre amline  and Simplify Insuranc e  Re g ulatio n—c o -c ha ire d  b y Se na to r 

Ke mp  Ha nno n o f Ne w Yo rk a nd  Re p re se nta tive  Da vid  Co unts o f Te xa s—to  le a d  sta te  le g isla tive  e ffo rts to  mo d e rnize  sta te  

insura nc e  re g ula tio n.  

 

The  Ta sk Fo rc e  is c ha rg e d  b y the  NCSL Exe c utive  Co mmitte e  to  e xp lo re  the  issue s tha t c o nfro nt sta te  insura nc e  re g ula tio n in 

the  inte g ra te d  fina nc ia l ma rke tp la c e  a nd , if ne c e ssa ry, to  re c o mme nd  sp e c ific  me a sure s to  the  sta te s fo r le g isla tive  

c o nsid e ra tio n. Mo re o ve r, fo r ma ny ye a rs, NCOIL ha s se rve d  a s a  fo rum fo r le g isla to rs to  d isc uss the  ma ny issue s c o nfro nting  

sta te  insura nc e  re g ula tio n a nd  ha s re c o mme nd e d  to  sta te s mo d e l la ws to  p ro mo te  ma rke t-b a se d  re g ula to ry struc ture s.  

HO W DO  REG ULA TO RS PRO MO TE C O MPETITIVE MA RKETS?   

The  p urp o se  o f g o ve rnme nt sup e rvisio n is to  ma ke  sure  the  c ritic a l p e rso na l inte re sts o f c o nsume rs a re  no t lo st in the  a re na  

o f c o mme rc ia l c o mp e titio n. Onc e  the  c o nsume r p ro te c tio n re sp o nsib ilitie s o f g o ve rnme nt insura nc e  re g ula to rs a re  sa tisfie d , 

it is fa ir to  a sk ho w the  syste m o f re g ula tio n c a n b e  ma d e  mo st c o mp a tib le  with the  d e ma nd s o f c o mme rc ia l c o mp e titio n 

witho ut sa c rific ing  the  ne e d s o f c o nsume rs. Re g ula to rs c o ntinue  to  g ive  this ma tte r o ur hig he st a tte ntio n, a s e vid e nc e d  b y 

o ur sp e e d  to  ma rke t initia tive s. 

KEEPING  INSURA NC E MA RKETS C O MPETITIVE 

Insure rs, e sp e c ia lly in the  life  insura nc e  a nd  a nnuitie s ma rke t, inc re a sing ly fa c e  d ire c t c o mp e titio n fro m p ro d uc ts o ffe re d  b y 

o the r fina nc ia l se rvic e s e ntitie s. Sta te  insura nc e  re g ula to rs ha ve  wo rke d  d ilig e ntly o ve r the  p a st two  ye a rs to  id e ntify the  

issue s in this a re a  a nd  c o me  up  with p o ssib le  so lutio ns to  re fle c t the  ne w ma rke t re a litie s.  

 

Re g ula to rs no w b e lie ve  tha t a  mo re  e ffic ie nt re vie w p ro c e ss fo r the se  p ro d uc ts is p o ssib le  a nd  c o uld  he lp  insure rs b e tte r 

c o mp e te  in the  ma rke tp la c e  while  ma inta ining  a  hig h le ve l o f p ro te c tio n fo r insura nc e  c o nsume rs. To  a c c o mp lish this g o a l, 

re g ula to rs ha ve  e nd o rse d  the  id e a  o f a n inte rsta te  insura nc e  c o mp a c t. The  NAIC ha s d ra fte d  a n inte rsta te  c o mp a c t 

p ro p o sa l a nd  is d isc ussing  it with sta te  le g isla to rs a nd  inte re ste d  p a rtie s fo r le g isla tive  c o nsid e ra tio n.  

WHY A RE THE STA TES’ MO DERNIZA TIO N EFFO RTS TA KING  SO  LO NG ?  

Insura nc e  re g ula tio n is a  c o mp le x ma tte r a nd  a ny c ha ng e  to  the  p ro c e ss sho uld  no t b e  und e rta ke n witho ut tho ro ug h 

re vie w a nd  a na lysis o f the  imp a c t o f c ha ng e  to  the  b usine ss, c o mp a nie s a nd  a g e nts, a nd  a lso  to  the  c o nsume rs a nd  

p o lic yho ld e rs the  ind ustry se rve s.  

 

Ho we ve r, the  sta te s ha ve  e sta b lishe d  a g g re ssive  time line s in o rd e r to  me e t the ir mo d e rniza tio n o b je c tive s. The y ha ve  c o me  

to  a  p o int whe re  a  numb e r o f the  g o a ls se t o ut in the  State me nt o f Inte nt ha ve  wo rke d  the ir wa y thro ug h the  sta te  

le g isla tive  p ro c e ss. Fro m the  Pro d uc e r Lic e nsing  Mo d e l Ac t to  p riva c y re g ula tio ns, the  sta te s ha ve  p ro ve n a  c o mmitme nt to  

mo d e rnizing  insura nc e  re g ula tio n a nd  p ro te c ting  c o nsume rs—a s sta te s ha ve  d o ne  fo r the  p a st 130 ye a rs. 

ISN’T THIS REA LLY JUST A BO UT STA TES PRO TEC TING  THEIR TURF?  

Mo d e rniza tio n e ffo rts a re  no t just a b o ut the  surviva l o f the  sta te  syste m. It is a b o ut re sp o nd ing  to  c ha ng e  a nd , in turn, 

ma king  the  b e st insura nc e  re g ula to ry syste m in the  wo rld  e ve n b e tte r. Sta te  p o lic yma ke rs b e lie ve  c o nsume rs a re —a nd  will 

c o ntinue  to  b e —b e st se rve d  b y the  sta te s. Re g ula to rs a nd  le g isla to rs ha ve  a c c e p te d  the  c ha lle ng e  to  ma ke  the  sta te  

syste m o f insura nc e  re g ula tio n b e tte r, a nd  the y will c o ntinue  to  ma ke  p ro g re ss in imp le me nting  this visio n. 

A  NEED FO R MO RE UNIFO RMITY 

Ha ving  simila r p ro c e sse s with lo c a l c o ntro l a nd  a p p lic a tio n is re a lly the  b e st o f b o th wo rld s. Co nsume rs ne e d  to  ha ve  the  

c o nfid e nc e  tha t the  p e o p le  re g ula ting  the ir p o lic ie s und e rsta nd  the  a re a  ma rke t. Fo r e xa mp le , Io wa  c o nsume rs d o  no t b uy 

muc h hurric a ne  insura nc e , a nd  the re  is little  ne e d  fo r c ro p  insura nc e  in Ne w Yo rk City. Ho we ve r the se  typ e s o f insura nc e  a re  

ve ry imp o rta nt in the  re g io ns in whic h the y a re  so ld . 
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WO ULD A  FEDERA L A G ENC Y LIKE THE SEC  O VERSEE REG ULA TIO N?  

Cle a rly—sinc e  the  Gra mm-Le a c h-Blile y Ac t p a sse d —c o ng lo me ra te s a re  b e ing  fo rme d  a nd  b a nks a nd  insura nc e  a nd  

se c uritie s firms tha t a re  c o nve rg ing . But the re  a re  still fund a me nta l d iffe re nc e s b e twe e n b a nking , se c uritie s a nd  insura nc e . 

Insura nc e  is a  p ro d uc t with whic h c o nsume rs ha ve  ma ny issue s a nd  q ue stio ns. Sta te  insura nc e  re g ula to rs ne e d  to  b e  the re  

o n a  lo c a l b a sis to  d e a l with the m. The  sta te  syste m ha s the  e xp e rtise  a nd  ha s d e mo nstra te d  tha t it c a n b e  re sp o nsive  to  

the se  situa tio ns. 

 

Whe n c o nsume rs ha ve  a  p ro b le m with the ir insura nc e , it is o fte n a t a  time  o f tra g e d y—whe n a  c hild  ne e d s a n o p e ra tio n 

a nd  the  insura nc e  c o mp a ny wo n’ t p a y fo r it, o r a  ho use  just b urne d  d o wn a nd  the  insura nc e  c o mp a ny is no t c o ming  

thro ug h. So , insura nc e  is ve ry d iffe re nt fro m b a nking  a nd  se c uritie s p ro d uc ts. Insura nc e  a lso  invo lve s e xtre me ly c o mp le x 

c o ntra c ts—so  the re  is g re a te r p o te ntia l fo r c o nsume r a b use . 

 

FOCUS POINTS 

o Be nja min Fra nklin he lp e d  fo und  the  insura nc e  ind ustry in the  Unite d  Sta te s in 1752 with the  Phila d e lp hia  Co ntrib utio n 

ship  fo r the  Insura nc e  o f Ho use s fro m Lo ss b y Fire .  

 

o The  c urre nt sta te  insura nc e  re g ula to ry fra me wo rk ha s its ro o ts in the  19th c e ntury with Ne w Ha mp shire  a p p o inting  

the  first insura nc e  c o mmissio ne r in 1851.  

 

o Co ng re ss a d o p te d  the  Mc Ca rra n-Fe rg uso n Ac t in 1945 to  d e c la re  tha t sta te s sho uld  re g ula te  the  b usine ss o f 

insura nc e  a nd  to  a ffirm tha t the  c o ntinue d  re g ula tio n o f the  insura nc e  ind ustry b y the  sta te s wa s in the  p ub lic ’ s b e st 

inte re st. 

 

o The  Fina nc ia l Mo d e rniza tio n Ac t o f 1999⎯a lso  c a lle d  Gra mm-Le a c h-Blile y⎯e sta b lishe d  a  c o mp re he nsive  

fra me wo rk to  p e rmit a ffilia tio ns a mo ng  b a nks, se c uritie s firms a nd  insura nc e  c o mp a nie s.  

 

o Gra mm-Le a c h-Blile y o nc e  a g a in a c kno wle d g e d  tha t sta te s sho uld  re g ula te  the  b usine ss o f insura nc e .  

 

o Sta te  le g isla ture s e sta b lish a nd  o ve rse e  sta te  insura nc e  d e p a rtme nts, re g ula rly re vie w a nd  re vise  sta te  insura nc e  

la ws, a nd  a p p ro ve  re g ula to ry b ud g e ts.  

 

o Sta te  insura nc e  d e p a rtme nts e mp lo y 12,500 re g ula to ry p e rso nne l.  

 

o Sta te  re g ula tio n o f insura nc e  p ro vid e s a  ma jo r so urc e  o f sta te  re ve nue .  

 

o The  NAIC se rve s a s a  ve hic le  fo r ind ivid ua l sta te  re g ula to rs to  c o o rd ina te  the ir a c tivitie s a nd  sha re  re so urc e s.  

 

o Esta b lishe d  in 1871, the  NAIC func tio ns a s a n a d viso ry b o d y a nd  se rvic e  p ro vid e r fo r sta te  insura nc e  d e p a rtme nts.  

 

o Co mmissio ne rs use  the  NAIC to  p o o l sc a rc e  re so urc e s, to  d isc uss issue s o f c o mmo n c o nc e rn a nd  to  a lig n the ir 

o ve rsig ht o f the  ind ustry.  

 

o The  fund a me nta l re a so n fo r g o ve rnme nt re g ula tio n o f insura nc e  is to  p ro te c t Ame ric a n c o nsume rs.  

 

o Insura nc e  re g ula tio n is struc ture d  a ro und  se ve ra l ke y func tio ns, inc lud ing  c o mp a ny lic e nsing , p ro d uc e r lic e nsing , 

p ro d uc t re g ula tio n, ma rke t c o nd uc t, a nd  fina nc ia l re g ula tio n a nd  c o nsume r se rvic e s. 

 

o Sta te  la ws re q uire  insure rs a nd  insura nc e -re la te d  b usine sse s to  b e  lic e nse d  b e fo re  se lling  the ir p ro d uc ts o r se rvic e s.  

 

o Insure rs who  fa il to  c o mp ly with re g ula to ry re q uire me nts a re  sub je c t to  lic e nse  susp e nsio n o r re vo c a tio n, a nd  sta te s 

ma y e xa c t fine s fo r re g ula to ry vio la tio ns.  

 

o The  NAIC ’ s Unifo rm Ce rtific a te  o f Autho rity Ap p lic a tio n (UCAA)⎯a  c o mp a ny lic e nsing  syste m⎯he lp s sta te s 

e xp e d ite  the  re vie w p ro c e ss o f a  ne w c o mp a ny lic e nse .  

 

o An NAIC d a ta b a se  ha s b e e n d e ve lo p e d  to  fa c ilita te  info rma tio n sha ring  o n a c q uisitio n a nd  me rg e r filing s.  

 

o Insura nc e  a g e nts a nd  b ro ke rs, a lso  kno wn a s p ro d uc e rs, must b e  lic e nse d  to  se ll insura nc e  a nd  must c o mp ly with 

va rio us sta te  la ws a nd  re g ula tio ns g o ve rning  the ir a c tivitie s. 

 

o Mo re  tha n 3.2 millio n ind ivid ua ls a re  lic e nse d  to  p ro vid e  insura nc e  se rvic e s in the  Unite d  Sta te s.  

 

o The  sta te s a d ministe r c o ntinuing  e d uc a tio n p ro g ra ms to  e nsure  tha t a g e nts me e t hig h p ro fe ssio na l sta nd a rd s.  
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o The  Na tio na l Insura nc e  Pro d uc e r Re g istry (NIPR)—a  no n-p ro fit a ffilia te  o f the  NAIC—wa s e sta b lishe d  to  d e ve lo p  a nd  

o p e ra te  a  na tio na l re p o sito ry fo r p ro d uc e r lic e nsing  info rma tio n. 

 

o Fo r p e rso na l p ro p e rty-c a sua lty line s, a b o ut ha lf o f the  sta te s re q uire  insure rs to  file  ra te s a nd  to  re c e ive  p rio r 

a p p ro va l b e fo re  the y g o  into  e ffe c t.  

 

o With the  e xc e p tio n o f wo rke rs’  c o mp e nsa tio n a nd  me d ic a l ma lp ra c tic e , c o mme rc ia l p ro p e rty-c a sua lty line s in 

ma ny sta te s a re  sub je c t to  a  c o mp e titive  ra ting  a p p ro a c h. Und e r suc h a  syste m, re g ula to rs typ ic a lly re ta in a utho rity 

to  d isa p p ro ve  ra te s if the y find  tha t c o mp e titio n is no t wo rking . 

 

o Pre miums fo r life  insura nc e  a nd  a nnuity p ro d uc ts g e ne ra lly a re  no t sub je c t to  re g ula to ry a p p ro va l, a ltho ug h 

re g ula to rs ma y se e k to  e nsure  tha t p o lic y b e ne fits a re  c o mme nsura te  with the  p re miums c ha rg e d .  

 

o Ma ny sta te s sub je c t he a lth insura nc e  ra te s to  p rio r a p p ro va l. 

 

o In Ma rc h 2002, the  NAIC wo rking  g ro up  p ro p o se d  the  d e ve lo p me nt o f a n inte rsta te  c o mp a c t whe re b y sta te  

insura nc e  re g ula to rs wo uld  jo intly se t unifo rm p ro d uc t sta nd a rd s a nd  e sta b lish a  sing le  p o int o f filing  fo r d e sig na te d  

insura nc e  p ro d uc ts.  

 

o The  NAIC 's Re g ula to ry Mo d e rniza tio n Ac tio n Pla n, a d o pte d  b y the  NAIC me mb e rship  in Se p te mb e r 2003, is a  

c o mmitme nt b y sta te  re g ula to rs to  c o ntinue  mo d e rnizing  the  sta te -b a se d  syste m o f insura nc e  re g ula tio n.  

 

o The  inte nt is o f  ha ving  the  Co mp a c t o p e ra tio na l in a t le a st thirty sta te s o r sta te s re p re se nting  60% o f the  p re mium 

vo lume  fo r life  insura nc e , a nnuitie s, d isa b ility inc o me  insura nc e  a nd  lo ng -te rm c a re  insura nc e  p ro d uc ts e nte re d  into  

the  Co mp a c t b y ye a r-e nd  2008. 

 

o Fina nc ia l re g ula tio n p ro vid e s c ruc ia l sa fe g ua rd s fo r Ame ric a ’ s insura nc e  c o nsume rs.  

 

o The  sta te s ma inta in a t the  NAIC the  wo rld ’ s la rg e st insura nc e  fina nc ia l d a ta b a se , whic h p ro vid e s a  15-ye a r histo ry 

o f a nnua l a nd  q ua rte rly filing s o n 5,200 insura nc e  c o mp a nie s. 

 

o Pe rio d ic  fina nc ia l e xa mina tio ns o c c ur o n a  sc he d ule d  b a sis.  

 

o Sta te  fina nc ia l e xa mine rs inve stig a te  a  c o mp a ny’ s a c c o unting  me tho d s, p ro c e d ure s a nd  fina nc ia l sta te me nt 

p re se nta tio n. The se  e xa ms ve rify a nd  va lid a te  wha t is p re se nte d  in the  c o mp a ny’ s a nnua l sta te me nt to  a sc e rta in 

whe the r the  c o mp a ny is in g o o d  fina nc ia l sta nd ing .  

 

o Whe n a n e xa mina tio n o f fina nc ia l re c o rd s sho ws the  c o mp a ny to  b e  fina nc ia lly imp a ire d , the  sta te  insura nc e  

d e p a rtme nt ta ke s c o ntro l o f the  c o mp a ny.  

 

o Ag g re ssive ly wo rking  with fina nc ia lly tro ub le d  c o mp a nie s is a  c ritic a l p a rt o f the  re g ula to r’ s ro le .  

 

o In the  e ve nt the  c o mp a ny must b e  liq uid a te d  o r b e c o me s inso lve nt, the  sta te s ma inta in a  syste m o f fina nc ia l 

g ua ra nty fund s tha t c o ve r c o nsume rs’  p e rso na l lo sse s.   

 

o Ma rke t re g ula tio n a tte mp ts to  e nsure  fa ir a nd  re a so na b le  insura nc e  p ric e s, p ro d uc ts a nd  tra d e  p ra c tic e s in o rd e r to  

p ro te c t c o nsume rs.  

 

o Ma rke t c o nd uc t e xa mina tio ns o c c ur o n a  ro utine  b a sis, b ut a lso  c a n b e  trig g e re d  b y c o mp la ints a g a inst a n insure r.  

 

o Ma rke t c o nd uc t e xa mina tio ns re vie w a g e nt-lic e nsing  issue s, c o mp la ints, typ e s o f p ro d uc ts so ld  b y the  c o mp a ny 

a nd  a g e nts, a g e nt sa le s p ra c tic e s, p ro p e r ra ting , c la ims ha nd ling  a nd  o the r ma rke t-re la te d  a sp e c ts o f a n insure r’ s 

o p e ra tio n.  

 

o Whe n vio la tio ns a re  fo und , the  insura nc e  d e p a rtme nt ma ke s re c o mme nd a tio ns to  imp ro ve  the  c o mp a ny’ s 

o p e ra tio ns a nd  to  b ring  the  c o mp a ny into  c o mp lia nc e  with sta te  la w.  

 

o A c o mp a ny ma y b e  sub je c t to  c ivil p e na ltie s o r lic e nse  susp e nsio n o r re vo c a tio n. 

 

o Sta te s ha ve  e sta b lishe d  to ll-fre e  ho tline s, Inte rne t We b  site s a nd  sp e c ia l c o nsume r se rvic e s units to  re c e ive  a nd  

ha nd le  c o mp la ints a g a inst insure rs a nd  a g e nts.  
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o Sta te  insura nc e  d e p a rtme nts ha nd le  mo re  tha n 4.5 millio n c o nsume r inq uirie s a nd  c o mp la ints e a c h ye a r.  

 

o As ne e d e d , sta te  insura nc e  d e p a rtme nts wo rke d  to g e the r with p o lic yho ld e rs a nd  insure rs to  re so lve  d isp ute s.  

 

o Ma ny sta te s sp o nso r e d uc a tio na l se mina rs a nd  p ro vid e  c o nsume r b ro c hure s o n a  va rie ty o f insura nc e  to p ic s.  

 

o So me  sta te s p ub lish ra te  c o mp a riso n g uid e s to  he lp  c o nsume rs g e t the  b e st va lue  whe n the y p urc ha se  insura nc e . 

 

o Go ve rnme nt re g ula tio n o f insura nc e  c o mp a nie s a nd  a g e nts b e g a n in the  sta te s mo re  tha n 100 ye a rs a g o  fo r o ne  

o ve rrid ing  re a so n—to  p ro te c t c o nsume rs.  

 

o Sta te  re g ula to rs’  mo st imp o rta nt c o nsume r p ro te c tio n is to  a ssure  tha t insure rs re ma in so lve nt so  the y c a n me e t the ir 

o b lig a tio ns to  p a y c la ims.  

 

o Sta te s sup e rvise  insura nc e  sa le s a nd  ma rke ting  p ra c tic e s a nd  p o lic y te rms a nd  c o nd itio ns to  e nsure  tha t c o nsume rs 

a re  tre a te d  fa irly whe n the y p urc ha se  insura nc e  p ro d uc ts a nd  file  c la ims.  

 

o The  fund a me nta l p urp o se  fo r g o ve rnme nt re g ula tio n o f insure rs a nd  a g e nts is to  p ro te c t Ame ric a n c o nsume rs.  

 

o Effe c tive  c o nsume r p ro te c tio n tha t fo c use s o n lo c a l ne e d s is the  ha llma rk o f sta te  insura nc e  re g ula tio n.  

 

o Sta te  re g ula to rs und e rsta nd  lo c a l a nd  re g io na l ma rke ts a nd  the  ne e d s o f c o nsume rs in the se  ma rke ts.  

 

o Unlike  mo st p ro d uc ts, the  p urc ha se r o f a n insura nc e  p o lic y will no t b e  a b le  to  fully d e te rmine  the  va lue  o f the  

p ro d uc t p urc ha se d  until a fte r a  c la im is p re se nte d —whe n it is to o  la te  to  d e c id e  tha t a  d iffe re nt insure r o r a  

d iffe re nt p ro d uc t mig ht ma ke  a  b e tte r c ho ic e .  

 

o Sta te  insura nc e  d e p a rtme nts sp e nt $880 millio n ye a rly to  b e  the  wa tc hful e ye s a nd  he lp ing  ha nd s o n c o nsume r 

insura nc e  p ro b le ms.  

 

o Sta te s a lso  ma inta in a  syste m o f fina nc ia l g ua ra nte e  fund s tha t c o ve r p e rso na l lo sse s o f c o nsume rs in the  e ve nt o f 

insure r inso lve nc y. The  e ntire  sta te  insura nc e  syste m is a utho rize d , fund e d  a nd  o p e ra te d  a t no  c o st to  the  fe d e ra l 

g o ve rnme nt. 

 

o The  Fina nc ia l Mo d e rniza tio n Ac t o f 1999⎯a lso  c a lle d  Gra mm-Le a c h-Blile y⎯e sta b lishe d  a  c o mp re he nsive  

fra me wo rk to  p e rmit a ffilia tio ns a mo ng  b a nks, se c uritie s firms a nd  insura nc e  c o mp a nie s.  

 

o Fo rty-six sta te s ha ve  e na c te d  a  mo d e l la w to  e sta b lish a  syste m o f re c ip ro c ity to  lic e nse  o ut-o f-sta te  insura nc e  

a g e nts a nd  b ro ke rs.  

 

o This a lre a d y e xc e e d s the  29 sta te s re q uire d  b y fe d e ra l la w to  p re ve nt e sta b lishme nt o f the  Na tio na l Asso c ia tio n o f 

Re g iste re d  Ag e nts a nd  Bro ke rs—a  q ua si-g o ve rnme nta l e ntity tha t wo uld  p re e mp t sta te  la ws.  

 

o In re sp o nse  to  a no the r p ro visio n tha t re q uire s sta te s to  se t minimum sta nd a rd s to  ke e p  insura nc e  info rma tio n 

p riva te , the  NAIC d ra fte d  mo d e l p riva c y re g ula tio ns, a nd  49 sta te s a nd  the  Distric t o f Co lumb ia  no w me e t o r 

e xc e e d  the  fe d e ra l p riva c y re q uire me nt. 

 

o Sta te s a re  c o mmitte d  to  stre a mline  a nd  simp lify sta te  insura nc e  re g ula tio n while  c o ntinuing  to  p ro te c t c o nsume rs.  

 

o . The  NAIC State me nt o f Inte nt se t fo rth g o a ls fo r imp ro ve me nt in p ro d uc e r lic e nsing , p ro d uc t sp e e d  to  ma rke t, 

p riva c y o f c o nsume r info rma tio n a nd  c o mp a ny lic e nsing . 

 

o Sta te  le g isla ture s wo rking  thro ug h the  Na tio na l Co nfe re nc e  o f Sta te  Le g isla ture s (NCSL) a nd  the  Na tio na l 

Co nfe re nc e  o f Insura nc e  Le g isla to rs (NCOIL) a lso  a re  c o mmitte d  to  re fo rm sta te  insura nc e  re g ula tio n.  

 

o The  p urp o se  o f g o ve rnme nt sup e rvisio n is to  ma ke  sure  the  c ritic a l p e rso na l inte re sts o f c o nsume rs a re  no t lo st in the  

a re na  o f c o mme rc ia l c o mp e titio n.  

 

o Insure rs, e sp e c ia lly in the  life  insura nc e  a nd  a nnuitie s ma rke t, inc re a sing ly fa c e  d ire c t c o mp e titio n fro m p ro d uc ts 

o ffe re d  b y o the r fina nc ia l se rvic e s e ntitie s.  

 

o Re g ula to rs b e lie ve  tha t a  mo re  e ffic ie nt re vie w p ro c e ss fo r the se  p ro d uc ts is p o ssib le  a nd  c o uld  he lp  insure rs b e tte r 

c o mp e te  in the  ma rke tp la c e  while  ma inta ining  a  hig h le ve l o f p ro te c tio n fo r insura nc e  c o nsume rs. 
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o Insura nc e  re g ula tio n is a  c o mp le x ma tte r a nd  a ny c ha ng e  to  the  p ro c e ss sho uld  no t b e  und e rta ke n witho ut 

tho ro ug h re vie w a nd  a na lysis o f the  imp a c t o f c ha ng e  to  the  b usine ss, c o mp a nie s a nd  a g e nts, a nd  a lso  to  the  

c o nsume rs a nd  p o lic yho ld e rs the  ind ustry se rve s.  

 

o Mo d e rniza tio n e ffo rts a re  no t just a b o ut the  surviva l o f the  sta te  syste m. It is a b o ut re spo nd ing  to  c ha ng e  a nd , in 

turn, ma king  the  b e st insura nc e  re g ula to ry syste m in the  wo rld  e ve n b e tte r.  
 

o Co nsume rs ne e d  to  ha ve  the  c o nfid e nc e  tha t the  p e o p le  re g ula ting  the ir p o lic ie s und e rsta nd  the  a re a  ma rke t. Fo r 

e xa mp le , Io wa  c o nsume rs d o  no t b uy muc h hurric a ne  insura nc e , a nd  the re  is little  ne e d  fo r c ro p  insura nc e  in Ne w 

Yo rk City. Ho we ve r the se  typ e s o f insura nc e  a re  ve ry imp o rta nt in the  re g io ns in whic h the y a re  so ld . 

 

o Sinc e  the  Gra mm-Le a c h-Blile y Ac t p a sse d —c o ng lo me ra te s a re  b e ing  fo rme d  a nd  b a nks a nd  insura nc e  a nd  

se c uritie s firms tha t a re  c o nve rg ing .  

 

o The re  a re  still fund a me nta l d iffe re nc e s b e twe e n b a nking , se c uritie s a nd  insura nc e .  

 

o Insura nc e  is a  p ro d uc t with whic h c o nsume rs ha ve  ma ny issue s a nd  q ue stio ns. Sta te  insura nc e  re g ula to rs ne e d  to  

b e  the re  o n a  lo c a l b a sis to  d e a l with the m. The  sta te  syste m ha s the  e xp e rtise  a nd  ha s d e mo nstra te d  tha t it c a n b e  

re sp o nsive  to  the se  situa tio ns. 

 

o Whe n c o nsume rs ha ve  a  p ro b le m with the ir insura nc e , it is o fte n a t a  time  o f tra g e d y. This ma ke s insura nc e  ve ry 

d iffe re nt fro m b a nking  a nd  se c uritie s p ro d uc ts. 

 

CHAPTER 12: ETHICAL ISSUES 

Whe the r yo u a re  a  Life  a nd  He a lth Ag e nt o r a  Pro p e rty a nd  Ca sua lty Ag e nt, the  e thic s yo u e mp lo y in yo ur sa le s a p p ro a c h 

re fle c ts no t o nly o n yo u b ut a lso  the  c o mp a nie s yo u re p re se nt. 

 

Altho ug h so me  e thic a l issue s a re  p e rso na l issue s o f c o nd uc t o r le ve l o f inte g rity, o the r issue s b e c o me  vio la tio n o f sta te  la ws. 

 

In se lling  insura nc e  it is c ritic a l tha t the  hig he st sta nd a rd  o f e thic s b e  a d he re d  to  in ma king  re c o mme nd a tio ns fo r p ro d uc ts. 

 

Are  yo u p ro p e rly o utlining  the  risk fa c to rs invo lve d  in so me  c ho ic e s the  c lie nt ma y ma ke ?  

 

Do  yo u kno w e no ug h a b o ut the  p ro d uc ts tha t yo u a re  ma rke ting  no t to  misre p re se nt to  the  c o nsume r?  

 

In this c ha p te r we  will b e  re vie wing  the  e thic a l issue s tha t fa c e  a ll a g e nts in the  c o nflic t o f e a rning  a  living  ve rse s se rving  the  

c usto me r’ s ne e d s. 

 

At the  c o re  o f e thic a l b e ha vio r a re  ho ne sty, re sp o nsib ility, c a re , inte g rity, a nd  trustwo rthine ss. 

 

Co d e s o f e thic s d e ve lo p e d  b y va rio us p ro fe ssio na l a sso c ia tio ns se rve  a s g uid e s fo r the  insura nc e  p ro fe ssio na l who  is 

c o mmitte d  to  his/ he r re sp o nsib ilitie s to  b o th the  insura nc e  c o mp a ny he / she  re p re se nts a nd  the  c lie nts he / she  se rve s. 

 

STANDARDS AND PRACTICES 

PERC EPTIO NS O F ETHIC S 

      

Ethic s is "the  d isc ip line  tha t d e a ls with wha t is g o o d  a nd  b a d  o r rig ht a nd  wro ng  o r with mo ra l d uty a nd  o b lig a tio n." 

 

Ethic s c a n b e  a p p ro a c he d  fro m two  le ve ls: 

¾ The  p hilo so p hic a l le ve l d e a ling  with the  p o ssib ilitie s 

¾ The  p ra c tic a l le ve l - d e a ling  with the  re a lity o f e ve ry d a y e xp e rie nc e s 

 

So c ie ty, thro ug h la ws a nd  a c c e p te d  b e ha vio r p a tte rns, imp o se s g uid e line s o n ho w to  d e a l with o the r p e o p le . 

 

Fro m the  p ra c tic a l sid e  mo st a g e nts ha ve  b e e n te mp te d  fro m time  to  time  to  e ithe r “ stre tc h the  truth”  o r p e rha p s “ c o lo r”  

the ir p re se nta tio n in o rd e r to  o b ta in the  sa le . Altho ug h this ma y a p p e a r to  ha ve  no  sho rt-ra ng e  ha rm, will this c o lo ra tio n o r 

untruth a ffe c t the  c lie nt’ s future  b e ne fit?  This c o nsid e ra tio n is c ritic a l in e thic a l b e ha vio r b e c a use  it c a n re sult in future  

lia b ility a nd / o r lo st c lie nts fo r b o th yo u a nd  the  insure r. 
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A stro ng  se nse  o f ho ne sty a nd  p e rso na l inte g rity will e na b le  a n ind ivid ua l to  sta y o n the  stra ig ht a nd  na rro w a nd  a vo id  

d e c e iving  e ithe r the  c usto me r o r the  insure r. 

 

Ove rsta ting  a  p ro d uc t c a n b e  injurio us to  the  insure d  a nd  a  d e c e p tive  sta te me nt o n the  a p p lic a tio n c o uld  re sult in a  hig he r 

ha za rd  fo r the  insure r. 

 

If yo u ha ve  a  hig h sta nd a rd  o f ho ne sty a nd  p e rso na l inte g rity, yo u ma y b e  una b le  to  c o mp ro mise  the m, e ve n if yo ur 

a g e nc y o r c lie nt a sks yo u to  d o  so . 

 

Ho ne sty is the  b a sic s o f e thic s a nd  re la te s to  a  p e rso n’ s inte g rity a nd  truthfulne ss. 

 

So c ie ty me a sure s suc c e ss b y fina nc ia l g a in a nd  ma ny b usine sse s, inc lud ing  the  insura nc e  ind ustry, mo tiva te  the ir 

e mp lo ye e s o r ind e p e nd e nt c o ntra c to rs b y the  sa me  the o ry. Whe n a c hie ving  suc c e ss a nd  fina nc ia l g a in b e c o me s p rima ry 

o ve r the  c usto me r’ s, c lie nt o r e mp lo ye r’ s ne e d s the n, e thic a l issue s ma y b e g in to  a rise . 

 

Ethic  a nd  the  la w a re  no t a lwa ys syno nymo us. Wha t is le g a l is no t a lwa ys e thic a l. In ma ny c a se s p ro fe ssio na l o rg a niza tio ns 

p re c e d e d  la ws a nd  the ir c o d e  o f e thic s se rve d  a s g uid e s to  e sta b lishing  so me  o f the  la ws to  whic h we  a d he re . In this 

tra nsfo rma tio n no t a ll e thic a l sta nd a rd s we re  c o d ifie d  into  la w. 

 

Thus it is p o ssib le  to  o p e ra te  within the  la w a nd  ye t b e  une thic a l. Se lling  so me o ne  a  c a sua lty p o lic y the y d o  no t ne e d  mig ht 

b e  le g a l, b ut no t ne c e ssa rily e thic a l. 

 

O fte n time s, thing s tha t a re  une thic a l b ut le g a l to d a y, ma y b e c o me  ille g a l to mo rro w d ue  to  p ub lic  p re ssure  to  b ring  a b o ut 

re fo rm. Fo r this re a so n e thic a l b e ha vio r sho uld  sup e rse d e  the  la c k o f a  la w o f sta tute . 

ETHICS FOR THE PROPERTY & CASUALTY AGENT 

An insura nc e  a g e nt is a nyo ne  who  so lic its insura nc e  o r who  a id s in the  p la c ing  o f risks, d e live ry o f p o lic ie s o r c o lle c tio n o f 

p re miums o n b e ha lf o f a n insura nc e  c o mp a ny. 

 

In mo st sta te s a g e nts a re  c o nsid e re d  re p re se nta tive s o f the  insura nc e  c o mp a ny a nd  no t o f the  insure d . An a g e nt is 

re g a rd e d  a s a  fid uc ia ry, a  p o sitio n o f sp e c ia l trust in ha nd ling  the  a ffa irs o r fund s o f a no the r 

 

The re  a re  fo ur a re a s o f e thic a l re sp o nsib ility fo r a n insura nc e  a g e nt: 

RESPO NSIBILITIES TO  THE A G ENT'S INSURER   

The se  re sp o nsib ilitie s a re  c o ve re d  und e r the  c o nc e p t o f a g e nc y. The  a g e nt o we s his o r he r insure r the  d utie s o f g o o d  fa ith, 

ho ne sty a nd  lo ya lty.  The  a g e nt's d a y-to -d a y a c tivitie s a re  a  d ire c t re fle c tio n o f the  insure r's  “ ima g e ”  within the  c o mmunity. 

RESPO NSIBILITIES TO  PO LIC Y O WNERS  

Re sp o nsib ilitie s to  the  p o lic y o wne rs re q uire  the  a g e nt to  me e t the  ne e d s o f the  c lie nt, p ro vid e  q ua lity se rvic e , a nd  ma inta in 

lo ya lty, c o nfid e ntia lity, time ly sub missio n o f a p p lic a tio ns a nd  p ro mp t p o lic y d e live ry. 

RESPO NSIBILITIES TO  THE PUBLIC   

The  re sp o nsib ilitie s the  a g e nt ha s to  the  p ub lic  re q uire  the  a g e nt to  ma inta in the  hig he st le ve l o f p ro fe ssio na l c o nd uc t a nd  

inte g rity in a ll p ub lic  c o nta c t in o rd e r to  ma inta in a  stro ng  p o sitive  ima g e  o f the  ind ustry. 

RESPO NSIBILITIES TO  THE STA TE  

Sta te  re sp o nsib ilitie s the  a g e nt ho ld s re q uire  the  a g e nt to  a d he re  to  the  e thic a l sta nd a rd s ma nd a te d  b y his o r he r sta te . 

 

Und e r the  e thic a l re sp o nsib ilitie s o we d  to  the  insure r the  a g e nt ha s a n o b lig a tio n to  re ve a l a ll ma te ria l fa c ts c o nc e rning  the  

insure d  o r a ny o the r ma tte r re la ting  to  the  a g e nc y re la tio nship . 

ETHICS AS IT APPLIES TO INSURANCE BROKERS 

A b ro ke r's p rima ry re sp o nsib ility is to  his o r he r c lie nt, me a ning  tha t, the  b ro ke r is c ha rg e d  with the  re sp o nsib ility o f find ing  the  

a p p ro p ria te  insura nc e  c o ve ra g e  a nd  ma rke ts to  me e t a  c lie nt's ne e d s. A b ro ke r le g a lly re p re se nts the  insure d . 

 

Ma ny b ro ke rs p ro vid e  so urc e s o f sp e c ia lize d  insura nc e  p ro d uc ts a nd  with this p ro vid e  the ir c lie nts with the ir e xp e rtise  a nd  

kno wle d g e  o f suc h p ro d uc ts. It is c ritic a l tha t a n insura nc e  b ro ke r re a lize  tha t the ir fid uc ia ry re sp o nsib ility to  the  insure d  

d ic ta te s tha t the y wo rk in the  b e st inte re st o f the  insure d . The ir e thic a l sta nd a rd s sho uld  re fle c t this o b lig a tio n a nd  p ut the  

c lie nt’ s ne e d s a he a d  o f a ny fina nc ia l g a in the y mig ht re a lize  b y se lling  o ne  p ro d uc t o ve r a no the r. 

 

An ind ivid ua l who  is stric tly a  b ro ke r d o e s no t ha ve  b ind ing  p o we r a nd  c o ve ra g e  is no t e ffe c tive  until the  insura nc e  

c o mp a ny re c e ive s the  a p p lic a tio n a nd  a c c e p ts the  risk. 
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Dua l Ag e nc y e xists whe n a  b ro ke r is b o th a  b ro ke r a nd  a n a g e nt in whic h c a se  he  is func tio ning  b o th o n b e ha lf o f the  

insure d  a nd  the  insure r.   

 

So me  sta te s to d a y d o  no t issue  a  b ro ke r a nd  se p a ra te  a g e nt lic e nse , b ut simp ly issue  a n insura nc e  p ro d uc e r lic e nse . 

 

Bro ke rs a re  he ld  to  the  sa me  sta nd a rd s o f c a re  a s a g e nts in te rms o f the ir re sp o nsib ilitie s to  the  g e ne ra l p ub lic  a nd  the  sta te . 

Bro ke rs p rima ry re sp o nsib ilitie s a re  to  the ir c lie nts b y find ing  the  a p p ro p ria te  insura nc e  c o ve ra g e  to  me e t the ir c lie nt’ s 

ne e d s. 

 

CHARACTERISTICS OF A PROFESSIONAL 

The  wo rd  "p ro fe ssio n" me a ns a n o p e n o r p ub lic  d e c la ra tio n, b ut ha s c o me  to  me a n a ny c a lling  re q uiring  a c a d e mic  tra ining  

a nd  sp e c ia lize d  kno wle d g e . 

 

Insura nc e  a g e nts a nd  re a l e sta te  a g e nts a re  c o nsid e re d  p ro fe ssio na ls b e c a use  the ir b usine ss me e ts the  fo llo wing  six 

c o mmo nly a c c e p te d  c ha ra c te ristic s o f a  p ro fe ssio n: 

¾ Co mmitme nt to  hig h e thic a l sta nd a rd s 

¾ Co nc e rn fo r the  we lfa re  o f o the rs 

¾ Ma nd a to ry lic e nsing  a nd  tra ining  

¾ Fo rma l p a rtic ip a tio n in a n a sso c ia tio n o r so c ie ty 

¾ Ac ting  with inte g rity a nd  o b je c tivity 

¾ Pub lic  a c kno wle d g e me nt a s a  p ro fe ssio n 

 

Hig h e thic a l sta nd a rd s must b e  ma inta ine d  a t a ll time s in o rd e r to  se rve  the  g e ne ra l p ub lic , o ur c lie nts a nd  p rinc ip a l. 

 

Co mmitme nt to  hig h p ro fe ssio na l sta nd a rds o fte n c o me s in c o njunc tio n with me mb e rship  to  p ro fe ssio na l a sso c ia tio ns tha t 

d e ma nd  the se  hig h sta nd a rd s fro m the ir me mb e rship . Co nc e rn fo r the  we lfa re  o f o the rs is a  p e rso na l e thic s issue  tha t o fte n 

time s in inb re d  in o ne s up b ring ing  a nd  is the n la te r re q uire d  a s p a rt o f o ne s p ro fe ssio n. The  fid uc ia ry re sp o nsib ility e ntruste d  

to  e ve ry insura nc e  p ro d uc e r d e ma nd s tha t the  we lfa re  o f the  c lie nt is p ut a he a d  o f his o r he r o wn ne e d . 

 

Ma nd a to ry lic e nsing  is re q uire d  b y virtua lly a ll sta te s a nd  c o ntinuing  e d uc a tio n ha s b e c o me  a  c o re  re q uire me nt to  up d a te  

the  p ro d uc e r o n c ha ng e s o c c urring  within the  la w a nd  the  ind ustry. Me mb e rship  in fo rma l a sso c ia tio ns furthe r e nha nc e s 

p ro fe ssio na lism a nd  e thic a l b e ha vio r b y p ro vid ing  a  fo rum fo r a d d itio na l e xc ha ng e  o f info rma tio n a nd  kno wle d g e . 
 

FOCUS POINTS: 

o The  e thic s the  a g e nt e mp lo ys re fle c t him a nd  the  c o mp a ny he  re p re se nts. 

 

o The  c o re  o f e thic a l b e ha vio r is ho ne sty, re sp o nsib ility, c a re , inte g rity, a nd  trustwo rthine ss. 

 

o Ethic s is the  d isc ip line  tha t d e a ls with g o o d  a nd  b a d  o r rig ht a nd  wro ng  o r with mo ra l d uty a nd  o b lig a tio n. 

 

o Ethic s c a n b e  a p p ro a c he d  fro m a  p hilo so p hic a l o r p ra c tic a l le ve l. 
 

o It is p o ssib le  to  o p e ra te  within the  la w a nd  a lso  b e  une thic a l.  

 

o Ethic a l b e ha vio r sho uld  sup e rse d e  the  c urre nt la c k o f a  la w o f sta tute . 

 

o Ag e nts ho ld  a  p o sitio n o f sp e c ia l trust in ha nd ling  the  a ffa irs o r fund s o f a no the r 

 

o The  a g e nt o we s his o r he r insure r the  d utie s o f g o o d  fa ith, ho ne sty a nd  lo ya lty.     

 

o A b ro ke r's p rima ry re sp o nsib ility is to  his o r he r c lie nt. 

 

o Dua l Ag e nc y e xists whe n a  b ro ke r is b o th a  b ro ke r a nd  a n a g e nt. 

 

o So me  sta te s d o  no t issue  lic e nse s to  b ro ke rs a nd  a g e nts b ut issue  a  p ro d uc e r lic e nse . 

 

 

FIDUCIARY RESPONSIBILITY 

Fid uc ia ry re sp o nsib ility in ma ny p ro fe ssio ns is ha rne sse d  und e r a  c o nc e p t c a lle d  a g e nc y. 
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Ma ny time s b o th insura nc e  a g e nts a nd  b ro ke rs a nd  re a l e sta te  a g e nts a nd  b ro ke rs d o  no t re a lize  tha t e ve n tho ug h the y a re  

invo lve d  in the  sa le  o f a  p ro d uc t, the y a re  no t me re ly sa le s re p re se nta tive s wo rking  to  fulfill the re  o wn ne e d s, b ut a re  

fid uc ia rie s o f the ir “p rinc ip a ls” . 

 

This hig h le ve l o f p e rfo rma nc e  ma ke s the m e thic a lly a nd  le g a lly a c c o unta b le  to  the ir p rinc ip a ls a nd  le g a lly a c c o unta b le  to  

the  sta te  a nd  fe d e ra l lic e nsing  b o d ie s. 

 

This a c c o unta b ility is o utline d  und e r a  c o nc e p t c a lle d  a g e nc y. 

 

The  two  fund a me nta l p rinc ip a ls o f a n a g e nc y re la tio nship  a re  p o we r a nd  a utho rity. 

 

THE CONCEPT OF AGENCY 

Ag e nc y is a  le g a l te rm use d  to  d e sc rib e  the  re la tio nship  b e twe e n two  p a rtie s, in whic h the  p rinc ip a l a utho rize s the  a g e nt-to  

p e rfo rm c e rta in le g a lly b ind ing  a c ts o n the  p rinc ip a l’ s b e ha lf. 

 

The  ma in c o mp o ne nts o f a n a g e nc y re la tio nship  a re : 

 

¾ An a g e nt is a n a g e nt o f the  p rinc ip a l (the  insura nc e  c o mp a ny) no t the  third  p a rty with who m the  a g e nt d e a ls (the  

insure d ). 

¾ An a g e nt ha s the  p o we r to  b ind  the  p rinc ip a l to  a  le g a l c o ntra c t a nd  its te rms. 

¾ The  a c ts o f the  a g e nt, within the  sc o p e  o f a utho rity, a re  the  a c ts o f the  p rinc ip a l. 

 

Le g a lly, the  a c ts o f the  a g e nt a re  the  a c ts o f the  p rinc ip a l, it is c ritic a l tha t the  a g e nt d o e s no t misre p re se nt the  p rinc ip a l in 

a ny ma nne r o r fa shio n, a nd  tha t; the  third  p a rty und e rsta nd s tha t the  a g e nt is wo rking  to  the  b e st inte re st o f his o r he r 

p rinc ip a l.  

 

While  se rving  the  p rinc ip a l, the  a g e nt a lso  ha s a  re sp o nsib ility to  the  third  p a rty to  b e  ho ne st a nd  fo rthrig ht in p re se nting  the  

p ro d uc ts up  fo r d isc ussio n. 

 

Be c a use  a g e nc y c a n b e  c re a te d  in se ve ra l wa ys, it is imp o rta nt tha t a n a g e nt d o e s no t c re a te  a n a g e nc y re la tio nship  tha t 

b e c o me s a  c o nflic t o f inte re st witho ut p ro p e r d isc lo sure s. 

 

The  me tho d s a n Ag e nc y c a n b e  c re a te d  a re : 

¾ Ap p o intme nt o r Exp lic it c o ntra c t 

¾ Esto p p e l 

¾ Ra tific a tio n 

A PPO INTMENT O R EXPLIC IT C O NTRA C T  

Ap p o intme nt is a n a g re e me nt b e twe e n the  p rinc ip a l (insure r) a nd  the  a g e nt tha t sp e c ific a lly o utline s the  d utie s the  a g e nt 

ma y p e rfo rm o n b e ha lf o f his o r he r p rinc ip a l. 

ESTO PPEL  

Esto p p e l is the  p rinc ip a l whe re in the  insure r a llo ws so me o ne  (a n a g e nt) to  a c t in a  wa y tha t wo uld  c a use  a n inno c e nt third  

p a rty to  b e lie ve  tha t the  ind ivid ua l wa s a n a g e nt o f the  p rinc ip a l, tha n tha t a g e nt a c tua lly b e c o me s a n a g e nt o f the  

p rinc ip a l a nd  the  p rinc ip a l is he ld  a c c o unta b le  fo r his o r he r a c tio ns. In o rd e r fo r e sto p p e l to  o c c ur thre e  e le me nts must 

c o me  into  p la y: 

¾ The  p rinc ip a l must a c t in so me  wa y tha t g ive s the  a p p e a ra nc e  tha t a n a g e nc y re la tio nship  e xists 

¾ An inno c e nt third  p a rty must b e  misle a d  

¾ An inno c e nt third  p a rty must b e  ha rme d  

A G ENC Y BY RA TIFIC A TIO N  

Ag e nc y b y ra tific a tio n is the  la st me tho d  in whic h a n a g e nc y re la tio nship  c a n e xist. In this fo rma t a g e nc y is initia lly c re a te d  

b y misre p re se nting  tha t a n a g e nc y re la tio nship  e xists, b ut la te r o n, the  “a utho rity”  is le g itimize d  b y the  p rinc ip a l thro ug h 

a c c e p ta nc e  o f the  re p re se nta tio n a nd  its a c tio ns. 

 

Be fo re  a n ind ivid ua l c a n a c t a s a n a g e nt he  o r she  must ha ve  the  p o we r a nd  a utho rity to  ta ke  a c tio n.  The re  a re  thre e  

typ e s o f a g e nc y a utho rity: 

 

Expre sse d a uthority is the  a utho rity the  p rinc ip a l inte ntio na lly a nd  e xp re ssly g ive s the  a g e nt. 

 

Implie d a uthority is the  a utho rity tha t the  p rinc ip a l inte nd s fo r the  a g e nt to  ha ve , b ut d o e s no t e xp re ssly g ive n. 

 

Appa re nt a uthority a rise s whe n a  p rinc ip a l p e rmits a n a g e nt to  p e rfo rm a c ts ne ithe r e xp re ssly no r imp lic itly a utho rize d . 
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In the  c a se  o f Exp re sse d  Autho rity the  limits to  a n insuranc e  a g e nt's a utho rity a re  usua lly d e fine d  in his o r he r a g e nc y 

a g re e me nt a nd  the  a g e nt must wo rk within tho se  p e rime te rs.  

 

Imp lie d  Autho rity p e rmits a n a g e nt to  p e rfo rm inc id e nta l a c tio ns tha t g o  a lo ng  with the  a utho rity ve ste d  b y virtue  o f the  

Exp re sse d  Autho rity. 

 

Ap p a re nt Autho rity is c re a te d  whe n a  third  p a rty re lie s o n the  a c ts o f a n a g e nt, whic h ha ve  no t b e e n a utho rize d , b ut 

thro ug h ne g lig e nc e  a re  p e rmitte d  b y the  p rinc ip a l. Ap p a re nt Autho rity ho ld s the  p rinc ip a l re sp o nsib le  fo r the  a g e nt’ s a c ts. 

 

The  e thic a l sig nific a nc e  o f the se  limits to  a n insura nc e  a g e nt's a utho rity is tha t a n a g e nt must se rve  the  ne e d s o f the  insure r, 

live  up  to  the  c o ntra c t a nd  o p e ra te  within the  sc o p e  o f his o r he r a utho rity.  By e nte ring  into  this c o ntra c tua l re la tio nship  

with the  insure r, the  a g e nt b e c o me s a  fid uc ia ry o f the  insure r. 

 

THE AGENT AS A FIDUCIARY 

An ind ivid ua l who se  p o sitio n a nd  re sp o nsib ilitie s invo lve  a  hig h d e g re e  o f trust a nd  c o nfid e nc e  is kno wn a s a  fid uc ia ry.   An 

insura nc e  p ro d uc e r ha s a  fid uc ia ry re la tio nship  with his o r he r insure r with re g a rd  to  the  fo llo wing : 

     

¾ Loya lty to  insure r- A p ro d uc e r must a t a ll time s a c t in the   insure r's b e st inte re st, no t his o r he r inte re sts o f p e rso na l 

g a in. 

 

¾ Skill a nd pe rforma nc e - An a g e nt ha s the  d uty to  c a rry o ut his o r he r a c tio ns with c a re  a nd  skill. Be c a use  a n a g e nt 

re p re se nts the  c o mp a ny to  the  p ub lic  a nd  the  a g e nt must a c t in suc h a  ma nne r a s no t to  c re a te  a  ta rnishe d  ima g e  

fo r the  c o mp a ny. 

 

¾ Full disc losure -  An a g e nt is o b lig a te d  to  fully d isc lo se  a ll info rma tio n he  o r she  ha s tha t ma y a ffe c t the  insure r a nd  

the  a b ility to  d o  b usine ss.  Full d isc lo sure  is c ritic a l d uring  the  a p p lic a tio n a nd  c la ims ha nd ling  p ro c e sse s. 

 

¾ Follow up-  An a g e nt ha s the  o b lig a tio n to  a c t p ro mp tly in a ll ma tte rs re g a rd ing  the  insure r's b usine ss, inc lud ing  the  

d utie s to  fo rwa rd  c o mp le te d  a p p lic a tio ns a s q uic kly a s p o ssib le . 

 

¾ Ha ndling  of pre miums - By la w, p a yme nt to  a n a g e nt is p a yme nt to  the  insure r.  The  a g e nt ha s a  fid uc ia ry d uty to  

turn o ve r a ll fund s g ive n to  him o r he r a s sp e c ifie d  in the  a g e nc y a g re e me nt. 

 

¾ Avoiding  c onflic ts of inte re st - An insura nc e  a g e nt c a nno t se rve  two  p rinc ip a ls a t the  sa me  time .  An a g e nt ha s the  

e thic a l d uty to  ma ke  full d isc lo sure  to  a n insure r in re g a rd  to  a ny o the r re la te d  se rvic e  he  o r she  p ro vid e s a nd  

re c e ive s c o mp e nsa tio n. 
 

¾ Re sponsible  solic ita tion -An a g e nt ha s the  d uty to  so lic it o nly b usine ss tha t  a p p e a rs to  b e  g o o d  a nd  p ro fita b le  to  his 

e mp lo ye r. 

 

¾ Compe titive  inte g rity -An a g e nt c a nno t misre p re se nt o r in a ny wa y d e fa me  a  c o mp e titive  a g e nt o r insure r. An 

a g e nt must c o mp e te  o nly o n the  b a sis o f p ro d uc ts a nd  se rvic e s he  o r she  c a n p ro vid e . 

 

CAPTIVE AGENT VS INDEPENDENT AGENT 

C A PTIVE A G ENTS  

Ca p tive  Ag e nts ha ve  d iffe re nt e thic a l re sp o nsib ilitie s tha n Ind e p e nd e nt Ag e nts. Ca p tive  Ag e nts a re  a g e nts fo r the  insure r 

a nd  b y virtue  o f a n e xc lusive  c o ntra c t o we  a ll o f the ir a lle g ia nc e s e xc lusive ly to  the  ind ivid ua l insure r o r g ro up  o f insure rs. 

 

All a c c o unts b e lo ng  to  the  insure r. Sho uld  a n a g e nt te rmina te  the ir c o ntra c tua l e mp lo yme nt a g re e me nt with the  insure r, 

suc h a c c o unts wo uld  re ma in und e r the  c o ntro l a nd  o wne rship  o f the  insure r. A c a p tive  a g e nt o we s a ll o f he r o r his 

a lle g ia nc e s to  the  insure r a nd  must no tify the  insure r o f a ny o the r so urc e s o f c o ntra c tua l o r e mp lo yme nt re ve nue  the  a g e nt 

ma y ha ve . Suc h so urc e s wo uld  b e  re vie we d  fo r p o te ntia l c o nflic t o f inte re st to  the  insure r. 

 

The  le g a l a nd  e thic a l re sp o nsib ility lie  e ntire ly with lo ya lty to  the  insure r a nd  a ny a tte mp t to  se ll a  c o mp e tito r’ s p ro d uc t 

wo uld  b e  a  vio la tio n o f b o th e thic s a nd  p o ssib ly the  la w. 
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INDEPENDENT A G ENTS  

Ind e p e nd e nt Ag e nts a re  ind e p e nd e nt b usine ssme n who  typ ic a lly re p re se nt a  numb e r o f c o mp a nie s a nd  a re  c o mp e nsa te d  

o n a  c o mmissio n b a sis. The  insura nc e  c lie nt b e lo ng s to  the  a g e nt a nd  is c o ntro lle d  b y the  a g e nt up o n a n a g e nt’ s 

te rmina tio n o f a  b usine ss re la tio nship  with a n insure r.  

An ind e p e nd e nt a g e nt c a n switc h a  c lie nt to  a no the r insure r with the  c lie nt’ s p e rmissio n, a s lo ng  a s; the  switc h d o e s no t 

ha rm the  c lie nt. 

 

Ethic a l issue s a rise  whe n the  a g e nt d o e s no t “ sho p ”  the  p o lic y fo r the  c lie nt in o rd e r to  o b ta in the  b e st p ric e  o r te rms fo r the  

c lie nt. 

 

Be c a use  a n ind e p e nd e nt a g e nt is “q uo ta ”  a nd  “ c o mmissio n”  d rive n muc h te mp ta tio n in the  a re a  o f e thic s c o nfro nt him 

a nd  he r o n a n e ve ryd a y b a sis. Altho ug h the  a g e nt re p re se nts the  insure r, e ve ry a tte mp t must b e  ma d e  to  se rve  the  c lie nt in 

a n e thic a l ma nne r.  

 

The  a g e nt must c o mp ly with the  g uid e line s o f Dua l Ag e nc y to  a vo id  p o ssib le  c o nflic t. 

The  rule s o f Dua l Ag e nc y re q uire , tha t a n ind e p e nd e nt a g e nt re p re se nt the  c lie nt d uring  the  p ro c e ss o f he lp ing  the  c lie nt 

se le c t the  insura nc e  p la n b e st suite d  the  c lie nt’ s ne e d s, a nd  re p re se nt the  insure r in the  a p p lic a tio n p ro c e ss, und e rwriting , 

re c o rd - ke e p ing , a nd  c la ims se ttle me nt p ro c e sse s. 

 

¾ Pa yme nt o f c o mp e nsa tio n in the  fo rm o f c o mmissio ns o r fe e s 

¾ Emp lo yme nt in re turn fo r me e ting  p ro d uc tio n re sp o nsib ilitie s. 

¾ Ind e mnific a tio n o r re imb urse me nt fo r d a ma g e s o r e xp e nse s inc urre d  in d e fe nd ing  c la ims fo r whic h the  a g e nt ma y 

b e  lia b le . 

 

Le g a lly, a  b ro ke r a c ts a s a n a g e nt a nd  re p re se nta tive  o f the  a p p lic a nt.  Ho we ve r, whe n a n insure r g ive s a  p o lic y fo r d e live ry 

to  a n insure d , the  b ro ke r b e c o me s the  a g e nt fo r the  insure r.  Sho uld  p a yme nt o f a  p re mium b e  invo lve d , p a yme nt to  the  

b ro ke r is c o nsid e re d  p a yme nt to  the  insure r. 

 

Altho ug h, the  b ro ke r te c hnic a lly re p re se nts the  c lie nt, the  e thic a l a nd  fid uc ia ry sta nd a rd s tha t a p p ly to  a n a g e nt, a lso  a p p ly 

to  a  b ro ke r.   

 

Emp lo ying  so und  e thic s p rinc ip le s p e rmits p ro d uc e rs to  se rve  b o th the  insure r a nd  c lie nt witho ut c re a ting  a  c o nflic t o f 

inte re st. 

RESPONSIBILITIES TO CONSUMERS & CLIENTS 

PRO VIDING  A PPRO PRIA TE PRO DUC TS 

Ag e nts fulfill the ir e thic a l re sp o nsib ilitie s to  the ir insure rs’  b y p ro vid ing  the  a p p ro p ria te  Pro d uc ts to  me e t the ir c o nsume rs’  

ne e d s, a s we ll a s, q ua lity se rvic e . Ma king  sure  tha t the  c o nsume r und e rsta nd s b o th the  p ro d uc ts a nd  und e rwriting  p ro c e ss is 

a  c ritic a l re sp o nsib ility o f the  a g e nt. 

 

The  a re a  o f p ro p e rty c a sua lty insura nc e  c o ve rs fire  insura nc e , ma rine  insura nc e , c a sua lty insura nc e , a nd  multip le -line  

insura nc e . Fid e lity a nd  sure ty b o nd s a lso  c o me  und e r this c a te g o ry. 

 

The  umb re lla  insura nc e  p o lic y is use d  in this line  o f insura nc e  to  e xte nd  limits o r e xp a nd  c o ve ra g e  o ve r the  b a sic  insura nc e  

p o lic y. Ag e nts in the  p ro p e rty c a sua lty fie ld  a re  usua lly limite d  a g e nts o r g e ne ra l a g e nts. 

 

A g e ne ra l a g e nt c a n usua lly b ind  fo r the  c o mp a nie s the y re p re se nt, whe re a s a  limite d  a g e nt ha s re d uc e d  a utho rity a nd  

usua lly c a nno t b ind  p o lic ie s. Se lling  to  the  ne e d s o f the  c lie nt is c ritic a l in ma inta ining  inte g rity a nd  e thic a l b e ha vio r. 

 

The  insura nc e  a g e nt c a n se rve  the  ne e d s o f the  p ro sp e c t b y p ro vid ing  the  p ro sp e c t with the  typ e s o f p o lic ie s tha t b e st fit his 

o r he r ne e d s, in the  a mo unts he  o r she  c a n a ffo rd .  In o rd e r to  a c c o mp lish the se  g o a ls, the  a g e nt sho uld : 

 

¾ Ob ta in the  re q uire d  kno wle d g e  a nd  skills to  a c c o mp lish the  ne e d e d  o b je c tive s. 

¾ Co nsta ntly up d a te  this kno wle d g e  a nd  skill thro ug h c o ntinuing  e d uc a tio n. 

¾ Ed uc a te  the  p ro sp e c t o r p o lic y o wne r a b o ut the  p ro d uc ts a nd  p la ns b e ing  re c o mme nd e d  b y the  a g e nt. 

 

In se rvic ing  the  c lie nt, the  a g e nt sho uld  make  the  c lie nt a wa re  o f p o ssib le  sho rtc o ming s o f the  b a sic  p o lic y a nd  le t the  c lie nt 

kno w o f the  p o ssib le  ne e d  fo r umb re lla  insura nc e . 

 

Ad d itio na lly, the  a g e nt sho uld  b e  c o mmitte d  to , no t o nly se lling  the  p ro d uc t, b ut to  q ua lity se rvic e  b o th b e fo re , d uring  a nd  

a fte r the  sa le . 
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This me a ns:  

¾ Ed uc a ting  the  p ro sp e c t a b o ut insura nc e  p ro d uc ts a nd  the  und e rwriting  p ro c e ss 

¾ Tre a ting  a ll info rma tio n o b ta ine d  with c o nfid e ntia lity 

¾ Disc lo sing  a ll ne c e ssa ry info rma tio n so  tha t b o th the  insure r a nd  the  p ro sp e c t c a n ma ke  a n info rme d  d e c isio n 

¾ Ke e p ing  the  p ro sp e c t info rme d  thro ug h o ut his a p p lic a tio n 

¾ Sho wing  lo ya lty to  p ro sp e c ts, c lie nts a nd  insure r 

 

SERVIC E BEG INS WITH THE A PPLIC A TIO N. 

 

It is the  a g e nt's d uty to : 

¾ Se e  to  it tha t the  a p p lic a tio n is c o mp le te d  b o th a c c ura te ly a nd  c o mp le te ly 

¾ To  p ro p e rly e xp la in why re q uire d  info rma tio n is ne c e ssa ry 

¾ Ho w the  info rma tio n will b e  e va lua te d  b y the  und e rwrite r 

¾ A p ro sp e c t sho uld  b e  info rme d  tha t fa ilure  to  d isc lo se  info rma tio n c o uld  re sult in d e nia l o f c la ims o r p o lic y 

c a nc e lla tio n 

¾ It sho uld  b e  e xp la ine d  tha t a  b ind e r p ro vid e s te mp o ra ry p ro te c tio n while  the  p o lic y is b e ing  und e rwritte n a nd  is no t 

a  g ua ra nte e  tha t the  p o lic y will b e  issue d  

 

The  a g e nt o r b ro ke r is re sp o nsib le  fo r se rvic e  b e fo re  a nd  a fte r the  sa le , whic h inc lud e s: 

¾ Ma inta ining  a c c ura te  c lie nt re c o rd s 

¾ Ma inta ining  c o mp le te  a nd  a c c ura te  re c o rd s o f a ll b usine ss tra nsa c tio ns 

¾ Kno wle d g e  o f ne w c o ve ra g e  a nd  p ro d uc ts 

¾ Ava ila b ility a nd  c ha ng e s in p ro d uc ts o ffe re d  in the  ma rke tp la c e  

¾ Assista nc e  with c la ims p ro c e ssing  

¾ Re vie wing  c lie nts' e xisting  p o lic ie s 

¾ Sug g e stio ns o n up d a ting  c o ve ra g e  o n e xisting  p o lic ie s 

 

Ethic a lly a n a g e nt o r b ro ke r must re sp e c t the  c o nfid e ntia l info rma tio n p ro vid e d  b y the  c lie nt a nd  must a ssist the  c lie nt in the  

fo llo wing  a re a s: 

9 Se le c ting  the  mo st a p p ro p ria te  p o lic y 

9 Und e rsta nd ing  the  b a sic  fe a ture s o f the  p o lic y 

9 Eva lua ting  the  c o sts a nd  fe a ture s o f simila r p la ns 

 

Ethic a l sta nd a rd s must b e  use d  in e va lua ting  risk ma na g e me nt. Risk ma na g e me nt is the  p ro c e ss o f d e c isio n ma king  tha t 

p ro te c ts a sse ts a nd  inc o me  a g a inst a c c ide nta l o r uninte nd e d  lo ss b y id e ntifying , me a suring , c o ntro lling  a nd  tre a ting  the  

e le me nts tha t c o ntrib ute  to  the  risk. 

 

RISK MANAGEMENT 

Two  b a sic  risk ma na g e me nt rule s a re : 

¾ The  size  o f the  p o te ntia l lo ss must b e  within the  sc o p e  o f the  re so urc e s a va ila b le  to  the  insure r.  

¾ The  p o ssib le  b e ne fit must e xc e e d  the  c o sts o f the  p o te ntia l lo ss. 

 

 

The  risk ma na g e r, a g e nt o r b ro ke r sho uld : 

¾ Id e ntify a nd  me a sure  the  lo ss e xp o sure s a nd  ha za rd . 

¾ De te rmine  the  a mo unt o f mo ne y a va ila b le  to  p a y fo r the  p o te ntia l lo ss; a nd  

¾ Id e ntify va rio us risk ma na g e me nt te c hniq ue s to  d e a l with p o te ntia l lo sse s. 

 

 

RISK MANAGEMENT TECHNIQUES 

Risk ma na g e me nt te c hniq ue s inc lud e : 

 

Avoida nc e -a ve rting  a  lo ss b y re fusing  to  ta ke  p a rt in so me thing  tha t c o uld  c a use  a  lo ss 

 

Tra nsfe r- shifting  risk to  a no the r e ntity thro ug h a  c o ntra c t o r ho ld -ha rmle ss a g re e me nt 

 

Loss c ontrol - re d uc ing  the  fre q ue nc y o r p ro b a b ility o f lo ss thro ug h lo ss p re ve ntio n o r lo we ring  the  se ve rity o f lo ss thro ug h lo ss 

re d uc tio n 

 

Re te ntion - ho ld ing  p a rt o f the  risk thro ug h d e d uc tib le s o r a ll o f the  risk thro ug h se lf- insura nc e  
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Insura nc e  – tra nsfe rring  risk to  a n insura nc e  c o mp a ny 

 

RESPONSIBILITIES TO THE GENERAL PUBLIC 

FA IR A ND HO NEST INFO RMA TIO N 

Be c a use  une thic a l b e ha vio r b y a g e nts a nd  b ro ke rs c a n a ffe c t the  who le  ind ustry, the  inte g rity a nd  p ro fe ssio na lism o f the ir 

c o nd uc t is o f utmo st c o nc e rn to  a ll. 

 

The  p ub lic ’ s p e rc e p tio n o f the  insura nc e  ind ustry is g a g g e d  b y the  b e ha vio r o f b o th insura nc e  a g e nts a nd  b ro ke rs a nd  the ir 

c o mmitme nt to  p ro fe ssio na lism is the  ke y to  the  p ub lic ’ s trust o f the  ind ustry. 

 

Insura nc e  is so me thing  tha t is use d  b y ma ny, b ut ye t, ma ny a re  una wa re  o f ho w insura nc e  wo rks a nd  b e ne fits the m. 

 

The  e thic a l a g e nt ha s a  d uty to  p ro vid e  the  c o nsume r with fa ir a nd  ho ne st info rma tio n o f the  p o lic ie s a nd  se rvic e s he  o r she  

ha s to  o ffe r. 

STATE AND FEDERAL REGULATIONS 

The  Insura nc e  Ind ustry is re g ula te d  b y b o th the  sta te  a nd  fe d e ra l g o ve rnme nts with the  sta te  d e p a rtme nts o f insura nc e  

issuing  rule s a nd  re g ula tio ns, lic e nsing  insure rs, a g e nts a nd  b ro ke rs, sug g e sting  la ws to  le g isla to rs, e xa mining  insure rs' 

fina nc ia l o p e ra tio ns, a p p ro ving  p o lic y fo rms a nd  o ve rse e ing  ma rke ting  p ra c tic e s. 

The  fe d e ra l g o ve rnme nt is re sp o nsib le  fo r p ro g ra ms to  c o ve r thing s tha t c o mme rc ia l insure rs a re  una b le  o r unwilling  to  

p ro vid e  insura nc e . Suc h p ro g ra ms inc lud e  flo o d  insura nc e , Fa ir p la ns, fe d e ra l c rime  insura nc e  a nd  c ro p  insura nc e . 

 

Ea c h sta te  ha s it’ s o wn De p a rtme nt o f Insura nc e  o r re g ula to ry a utho rity. This a utho rity no rma lly o ve rse e s the  lic e nsing  o f 

insure rs, b ro ke rs a nd  a g e nts; issue s rule s a nd  re g ula tio ns; e xa mine s insura nc e  c o mp a ny a nd  e d uc a tio na l p ro vid e rs re c o rd s; 

a p p ro ve s fo rms a nd  ra te s; a nd  o ve rse e s the  ma rke ting  o f insura nc e  p ro d uc ts. 

ORGANIZATIONAL CODES OF ETHICS 

So  tha t a g e nts a nd  b ro ke rs c a n p ro vid e  a c c ura te  a nd  kno wle d g e a b le  info rma tio n to  the  c o nsume r, ma ny ind ustry 

o rg a niza tio ns e xist tha t p ro vid e  g uid e line s a nd  info rma tio n to  the ir me mb e rship s. 

 

Suc h o rg a niza tio ns inc lud e  the  Insura nc e  Institute  o f Ame ric a , a nd  the  Ame ric a n Institute  fo r Pro p e rty a nd  Lia b ility 

Und e rwrite rs. 

  

A c o d e  o f e thic s is e mp lo ye d  b y the  ind ustry to  g uid e  c o rp o ra tio ns, a g e nts a nd  b ro ke rs.  The se  Co d e s e mp ha size  a  hig h 

le ve l o f p ro fe ssio na l c o mp e te nc e  a nd  se rvic e  to  the  g e ne ra l p ub lic . One  o f the  mo st p ro mine nt o f the se  c o d e s is the  

Ind e p e nd e nt Insura nc e  Ag e nt’ s Co d e  o f Ethic s. 

 

Insura nc e  p ro d uc e rs c o ntinuo usly fa c e  c o mp le x issue s d e a ling  with skill, c o mp e te nc e , a nd  le ve ls o f kno wle d g e  re q uire d  o f 

p ro fe ssio na ls. 

RA TING S 

Ethic a l p re ssure s ha ve  b ro ug ht d o wn a  re vie w o f ra ting s b y se x a nd  ha ve  fo ste re d  a  unise x ra ting  syste m fo r b o th c a sua lty 

a nd  life  a nd  he a lth p ro d uc ts. 

REBA TING  

Muc h c o ntro ve rsy e xists a ro und  the  sub je c t o f re b a ting  to  the  c o nsume r b y the  a g e nt, b ro ke r, o r insure r. Bo th e thic a l a nd  

le g a l issue s surro und  this ve ry c o ntro ve rsia l to p ic . So me  sta te s stric tly p ro hib it re b a ting , while  o the rs ha ve  se t up  g uid e line s 

tha t must b e  fo llo we d  if re b a te s a re  to  o c c ur. Whe re  it is p e rmitte d  so me  o f the  fo llo wing  g uid e line s se rve  a s p e rime te rs: 

 

9 The  re b a te  ha s to  b e  a va ila b le  to  a ll insure d ’ s in the  sa me  a c tua ria l c la ss 

 

9 The  re b a te  must b e  in a c c o rd a nc e  with a  re b a ting  sc he d ule  file d  b y the  a g e nt with the  insure r issuing  the  p o lic y 

 

9 The  re b a ting  sc he d ule  MUST b e  unifo rmly a p p lie d  so  tha t a ll insure d ’ s tha t p urc ha se  the  sa me  p o lic y thro ug h tha t 

a g e nt fo r the  sa me  a mo unt o f insura nc e  re c e ive  the  sa me  re b a te  p e rc e nta g e  

 

9 Re b a te s sha ll no t b e  g ive n to  a n insure d  tha t p urc ha se s a  p o lic y fro m a n insure r tha t p ro hib its its a g e nts fro m 

re b a ting  c o mmissio ns 
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9 The  re b a te  sc he d ule  is p ro mine ntly d isp la ye d  in p ub lic  vie w a t the  a g e nt’ s p la c e  o f b usine ss a nd  a  fre e  c o p y is 

a va ila b le  to  insure d ’ s o n re q ue st 

 

9 The  a g e , se x, p la c e  o f re sid e nc e , ra c e , na tio na lity, e thnic  o rig in, ma rita l sta tus, o c c up a tio n o r the  lo c a tio n o f the  

risk is no t use d  in d e te rmining  the  p e rc e nta g e  o f the  re b a te  o r whe the r a  re b a te  will b e  a va ila b le  

 

Altho ug h the se  g uid e line s a re  no t unive rsa l, the y a re  p re se nte d  he re  a s e xa mp le s o f wha t mig ht b e  e xp e c te d  in a  re b a ting  

situa tio n a nd  a re  c urre ntly b e ing  use d  in so me  p a rts o f the  c o untry in sta te s tha t p e rmit re b a ting . 

REDLINING  

Ethic a l sta nd a rd s a nd  la w fo rb id  the  p ra c tic e  o f re d lining . Re d lining  is the  p ro c e ss o f e xc lud ing  c e rta in g e o g ra p hic  a re a s 

fro m insura nc e  c o ve ra g e  stric tly o n the  b a sis o f lo c a tio n.  The  Fa ir Ho using  Ac t fo rb id s this p ra c tic e  in a ny fo rm. 

 

Pro fe ssio na l c o nd uc t o fte n d ic ta te s tha t the  c lie nt’ s ne e d s b e  p ut a he a d  o f the  a g e nt’ s ne e d s, b e  d e d ic a te d  to  the  

insura nc e  ind ustry a nd  o ffe r q ua lity p la ns fro m q ua lity insura nc e  c o mp a nie s. The  a g e nt sho uld  d e ve lo p  hig h e thic a l 

sta nd a rd s, a d he re  to  inte g rity a nd  se rve  the  inte re sts o f the  c lie nt. 

 

The  p ub lic 's p e rc e p tio n o f the  a c tivitie s o f a n ind ivid ua l a g e nt o r b ro ke r sha p e s the  p e rc e p tio n o f the  ind ustry a s a  who le . 

Skill, c o mp e te nc e , p ro fe ssio na lism a nd  mo ra l inte g rity sha p e  p ub lic  p e rc e p tio ns. 

THE ENFORCEMENT OF ETHICS & THE LAW 

MC  C A RRO N FERG USO N A C T 

Ea c h sta te  re g ula te s the  e thic a l c o nd uc t o f insura nc e  p ro d uc e rs b y c re a ting  rule s, re g ula tio ns a nd  le g isla tio n to  p ro te c t the  

c o nsume r. 

In 1945 the  U.S. Co ng re ss e na c te d  Pub lic  La w 15, b e tte r kno wn a s the  Mc Ca rra n-Fe rg uso n Ac t, whic h c la rifie d  the  ro le s o f 

sta te  a nd  fe d e ra l g o ve rnme nt in the  re g ula tio n o f the  insura nc e  ind ustry. 

 

The  “Ac t”  g a ve  the  fe d e ra l g o ve rnme nt the  a utho rity to  re g ula te  insura nc e  in the  a re a  o f fa ir la b o r p ra c tic e s a nd  a ntitrust. 

The  sta te s we re  le ft with the  p o we r o f a ll o the r re g ula to ry ma tte rs.  

 

Sta te s thro ug h a n Insura nc e  Co mmissio ne r o r Dire c to r o ve rse e  the  ma rke ting  a c tivitie s o f a g e nts a nd  re g ula te  the  Insura nc e  

ind ustry. 

 

Sta te  insura nc e  Co mmissio ne rs o r Dire c to rs a re  vo lunta ry me mb e rs o f the  NAIC. A na tio na l o rg a niza tio n c re a te d  to  b ring  

unifo rmity a nd  c o mmunic a tio n a mo ng st sta te s o n imp o rta nt insura nc e  issue s a nd  re g ula tio ns. 

NA IC  

The  Na tio na l Asso c ia tio n o f Insura nc e  Co mmissio ne rs (NAIC) p ro p o se s mo d e l le g isla tio n to  e nc o ura g e  unifo rmity in sta te  

insura nc e  la ws a nd  re g ula tio ns, a ssist o ffic ia ls in a d ministe ring  la ws a nd  re g ula tio ns, he lp  p ro te c t the  inte re st o f p o lic y 

o wne rs, a nd  p re se rve  sta te  re g ula tio n o f insura nc e . The  NAIC ha s c re a te d  g uid e line s tha t se rve  a s a  mo d e l in mo st sta te s in 

re g ula ting  a d ve rtising  o f p ro d uc ts a nd  se rvic e s.  
 

Mo st sta te s ha ve  la ws tha t p ro te c t c o nsume rs a g a inst unfa ir tra d e  p ra c tic e s suc h a s:  misre p re se nta tio n a nd / o r fa lse  

a d ve rtising , c o e rc io n, imp ro p e r p la c e me nt, o r re b a ting . All insura nc e  a d ve rtise me nt must b e  truthful a nd  no t misle a d ing  in 

fa c t o r imp lic a tio n.  Wo rd s o r p hra se s tha t a re  c le a r o nly thro ug h fa milia rity with insura nc e  te rmino lo g y c a nno t b e  use d . 

 

All info rma tio n is re q uire d  to  b e  d isc lo se d  (e xc e p tio ns, limita tio ns o f b e ne fits a nd  e xc lusio ns fro m c o ve ra g e ) a nd  must b e  

p rinte d  c o nsp ic uo usly ne xt to  the  sta te me nts to  whic h the  info rma tio n re la te s a nd  d isp la ye d  in suc h p ro mine nc e  tha t it is 

no t minimize d , c o nfusing  o r misle a d ing . De c e p tive  wo rd s, p hra se s o r illustra tio ns ma y no t b e  use d  to  d e sc rib e  a  p o lic y, its 

b e ne fits, the  lo sse s to  b e  c o ve re d  o r p re miums p a ya b le . 

 

Te stimo nia ls must b e  g e nuine , re p re se nt the  c urre nt o p inio n o f the  a utho r, b e  a p p lic a b le  to  the  p o lic y a d ve rtise d  a nd  b e  

a c c ura te ly re p ro d uc e d . Disp a ra g ing  re ma rks o r sta te me nts a b o ut a no the r insure r, a g e nc y o r a g e nt o f a no the r insure  the ir 

p ro d uc ts a nd  se rvic e s ma y no t b e  use d  in a ny a d ve rtise me nt. The  id e ntity o f the  insure r must b e  c le a r in a ll a d ve rtise me nts, 

a s we ll a s the  na me , a d d re ss a nd  p ho ne  numb e r o f the  a g e nt p la c ing  the  a d ve rtise me nt. Vio la tio ns c a n re sult in fine s, 

lic e nse  susp e nsio n a nd  re vo c a tio n. 

 

Be c a use  b o th a g e nts a nd  b ro ke rs a re  fid uc ia rie s, c lie nt fund s ha nd le d  b y the se  ind ivid ua ls must b e  se g re g a te d  a nd  he ld  in 

PFTA (Pre mium Trust Fund  Ac c o unts) until p ro p e rly d e live re d  to  the  insure r. 

 

The  d e p o sit into  this a c c o unt must b e  ma d e  with d ire c tio n fro m the  insure r a nd  a ltho ug h a  se p a ra te  a c c o unt is no t re q uire d  

fo r e a c h insure r, p ro p e r b o o kke e p ing  se g re g a ting  o ne  tra nsa c tio n fro m a no the r must b e  ma inta ine d  fo r a ud it. An a g e nt o r 
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b ro ke r c a nno t mix trust fund s fro m the  PFTA a c c o unt with b usine ss o r p e rso na l fund s. The  vio la tio n o f this rule  is te rme d  a s 

“ c o mming ling ”  a nd  is sub je c t to  p unitive  a c tio n. 

 

Muc h like  FDIC fo r b a nks, a  Sta te  Gua ra nty Fund  ha s b e e n e sta b lishe d  whic h p ro vid e s a  me a ns fo r p a ying  p a rt o f a n 

insure d ’ s lo sse s if his o r he r p ro p e rty c a sua lty insure r b e c o me s inso lve nt. 

 

Unfa ir ma rke ting  p ra c tic e s a re  b o th une thic a l, a  vio la tio n o f sta te  la w a nd  p unisha b le  b y susp e nsio n, re vo c a tio n, a nd  fine s. 

C O MMO N MISREPRESENTA TIO NS 

The  mo st c o mmo n vio la tio ns in the  a re a  o f misre p re se nta tio ns a re : 

 

De fa ma tion - sp re a d ing  rumo rs o r fa lse ho o d s a b o ut a  c o mp e tito r 
 

Coe rc ion or Intimida tion - le a d ing  a n ind ivid ua l to  b e lie ve  tha t a  p o lic y must b e  p urc ha se d  fro m a  c e rta in a g e nt, b ro ke r, o r 

insure r 

 

Misre pre se nta tions - ma king  fa lse  o r ina c c ura te  c o mp a riso ns o r sta te me nts 

 

Twisting  - p e rsua d ing  a  p o lic y o wne r to  c ha ng e  p o lic ie s witho ut re g a rd  to  the  ha rm tha t wo uld  c o me  to  the  p o lic y o wne r 
 

Re pla c e me nt - the  switc hing  o f a  p o lic y witho ut p ro p e r d isc lo sure s a nd  a  full und e rsta nd ing  b y the  p o lic y o wne r 

 

Re ba ting  -the  p a yme nt o f p a rt o f the  a g e nt’ s c o mmissio n to  the  b uye r o f the  p o lic y, e ithe r in vio la tio n o f sta te  la w o r 

witho ut p ro p e r p ro c e d ure  in sta te s whe re  re b a ting  is p e rmitte d  

 

Sta te s a lso  p ro hib it unfa ir c la ims me tho d s a nd  p ra c tic e s suc h a s: 

¾ Misre p re se nting  p o lic y p ro visio ns to  c la ima nts o r insure d ’ s. 

¾ Fa iling  to  d e live r a  d e te rmina tio n o n a  c la im within a  re a so na b le  time . 

¾ Fa iling  to  se ttle  c la ims p ro mp tly a nd  fa irly. 

¾ Atte mp ting  to  se ttle  a  c la im fo r le ss tha n c o uld  b e  re a so na b ly e xp e c te d . 

¾ Eng a g ing  in a c tivitie s tha t re sult in a  d isp ro p o rtio na te  numb e r o f c o mp la ints. 

¾ Fa iling  to  p ro vid e  ne c e ssa ry c la ims fo rms. 

¾ Co mp e lling  p o lic yho ld e rs to  g o  to  c o urt to  re c o ve r a mo unts d ue  the m b y a tte mp ting  to  ma ke  unre a so na b le  

se ttle me nt c la ims. 

¾ Insure rs a re  p ro hib ite d  fro m e ng a g ing  in und e rwriting  o r ra ting  tha t is b a se d  o n ra c e , re lig io n, a nd  na tio na l o rig in o r 

re d line d  a re a s. 

 

In mo st sta te s the  p unishme nt fo r une thic a l p ra c tic e s ra ng e s fro m fine s to  lic e nse  susp e nsio n a nd  re vo c a tio n. Onc e  a  

lic e nse  is re vo ke d , no rma lly a  o ne -ye a r wa iting  p e rio d  is re q uire d  fo r re -a p p lic a tio n. And  in mo st sta te s a  b o nd  will a lso  b e  

re q uire d . 

 

Pe o p le  who  se t hig h p e rso na l a nd  p ro fe ssio na l g o a ls o f ho ne sty, inte g rity, lo ya lty, fa irne ss a nd  truthfulne ss will ne ve r ha ve  to  

d e a l with the  p e na ltie s se t b y sta te  g o ve rning  b o d ie s.  

PROFESSIONAL CODE OF ETHICS 

Ind e p e nd e nt Insura nc e  Ag e nts o f Ame ric a  b e lie ve  in the  insura nc e  b usine ss a nd  its future , a nd  tha t the  ind e p e nd e nt 

insura nc e  a g e nt is the  instrume nt thro ug h whic h insura nc e  re a c he s its ma ximum b e ne fit to  so c ie ty a nd  a tta ins its mo st 

e ffe c tive  d istrib utio n. 

 

I will d o  my p a rt to  up ho ld  a nd  b uild  the  Ind e p e nd e nt Ag e nc y Syste m, whic h ha s d e ve lo p e d  insura nc e  to  its p re se nt 

fund a me nta l p la c e  in the  e c o no mic  fa b ric  o f o ur na tio n.  To  my fe llo w me mb e rs o f the  Ind e p e nd e nt Insura nc e  Ag e nts o f 

Ame ric a , I p le d g e  myse lf a lwa ys to  sup p o rt rig ht p rinc ip le s a nd  o p p o se  b a d  p ra c tic e s in the  b usine ss. 

 

I b e lie ve  tha t the se  thre e  ha ve  the ir d istinc t rig hts in o ur b usine ss: first, the  Pub lic  se c o nd , the  Insura nc e  Co mp a nie s, a nd  

third  the  Ind e p e nd e nt Insura nc e  Ag e nts, a nd  tha t the  rig hts o f the  Pub lic  a re  p a ra mo unt. 

To the  public  

 

I re g a rd  the  insura nc e  b usine ss a s a n ho no ra b le  o c c up a tio n a nd  b e lie ve  tha t it a ffo rd s me  a  d istinc t o p p o rtunity to  se rve  

so c ie ty. 

 

I will strive  to  re nd e r the  full me a sure  o f se rvic e  tha t wo uld  b e  e xp e c te d  fro m a n Ind e p e nd e nt Insura nc e  Ag e nt. 
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I will a na lyze  the  insura nc e  ne e d s o f my c lie nts, a nd  to  the  b e st o f my a b ility, re c o mme nd  the  c o ve ra g e  to  suit tho se  ne e d s. 

 

I will e nd e a vo r to  p ro vid e  the  p ub lic  with a  b e tte r und e rsta nd ing  o f insura nc e . 

 

I will wo rk with the  na tio na l, sta te , a nd  lo c a l a utho ritie s to  he ig hte n sa fe ty a nd  re d uc e  lo ss in my c o mmunity. 

 

I will ta ke  a n a c tive  p a rt in the  re c o g nize d  c ivic , c ha rita b le , a nd  p hila nthro p ic  mo ve me nts, whic h c o ntrib ute , to  the  p ub lic  

g o o d  o f my c o mmunity. 

To the  c ompa nie s 

 

I will re sp e c t the  a utho rity ve ste d  in me  to  a c t o n the ir b e ha lf. 

 

I will use  c a re  in the  se le c tio n o f risky, a nd  d o  my utmo st to  me rit the  c o nfid e nc e  o f my c o mp a nie s b y p ro vid ing  the m with 

the  fulle st c re d ita b le  info rma tio n fo r e ffe c tive  und e rwriting , no r will withho ld  info rma tio n tha t ma y b e  d e trime nta l to  my 

c o mp a nie s’  so und  risk ta king . 

 

I will e xp e c t my c o mp a nie s to  g ive  to  me  the  sa me  fa ir tre a tme nt tha t I g ive  to  the m. 

To fe llow me mbe rs 

 

I p le d g e  myse lf to  ma inta in frie nd ly re la tio ns with o the r a g e nc ie s in my c o mmunity. I will c o mp e te  with the m o n a n 

ho no ra b le  a nd  fa ir b a sis; ma ke  no  fa lse  sta te me nts, o r a ny misre p re se nta tio n o r e missio n o f fa c ts. 

 

I will a d he re  to  a  stric t o b se rva nc e  o f a ll insura nc e  la ws re la tive  to  the  c o nd uc t o f my b usine ss. 

 

I will wo rk with my fe llo w Ind e p e nd e nt Insura nc e  Ag e nts fo r the  b e tte rme nt o f the  insura nc e  b usine ss. 

Re a lizing  tha t o nly b y unse lfish se rvic e  c a n the  insura nc e  ind ustry ha ve  the  p ub lic  c o nfid e nc e  it me rits, I will a t a ll time s se e k 

to  e le va te  the  sta nd a rd s o f my o c c up a tio n b y g o ve rning  a ll my b usine ss a nd  c o mmunity re la tio ns in a c c o rd a nc e  with the  

p ro visio ns o f this Co d e  a nd  b y insp iring  o the rs to  d o  like wise . 

 

 

Ame ric an Institute  fo r Charte re d Pro pe rty and Casualty Unde rwrite rs 

 

Co de  o f Pro fe ssio na l Ethic s Ca no ns a nd  Rule s 
 

Ca no n 1 

CPCU’ s Sho uld  End e a vo r a t All Time s to  Pla c e  the  Pub lic  Inte re st Ab o ve  The ir Own. 

Rule s o f Pro fe ssio na l Co nd uc t 

 

R1.1 A CPCU ha s a  d uty to  und e rsta nd  a nd  a b id e  b y a ll Rule s o f c o nd uc t, whic h a re  p re sc rib e d  in the  Co d e  o f 

 Pro fe ssio na l Ethic s o f the  Ame ric a n Institute . 

 

R 1.2 A CPCU sha ll no t a d vo c a te , sa nc tio n, p a rtic ip a te  in, c a use  to  b e  a c c o mp lishe d , o the rwise  c a rry o ut thro ug h 

 a no the r, o r c o nd o ne  a ny a c t, whic h the  CPCU is p ro hib ite d  fro m p e rfo rming  b y the  Rule s o f this Co d e . 

 

Ca no n 2 

CPCU’ s Sho uld  Se e k Co ntinua lly to  Ma inta in a nd  Imp ro ve  The ir Pro fe ssio na l Kno wle d g e , Skills, a nd  Co mp e te nc e . 

 

Rule s o f Pro fe ssio na l Co nd uc t 

 

R2.1  A CPCU sha ll ke e p  info rme d  o n tho se  te c hnic a l ma tte rs tha t a re  e sse ntia l to  the  ma inte na nc e  o f the  CPCU's 

 p ro fe ssio na l c o mp e te nc e  in insura nc e , risk ma na g e me nt, o r re la te d  fie ld s. 
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Ca no n 3 

CPCU’ s Sho uld  Ob e y All La ws a nd  Re g ula tio ns, a nd  Sho uld  Avo id  Any Co nd uc t o r Ac tivity Whic h Wo uld  Ca use  Unjust Ha rm 

to  Othe rs.  

Rule s o f Pro fe ssio na l Co nd uc t 

 

R3.1 In the  c o nd uc t o f b usine ss o r p ro fe ssio na l a c tivitie s, a  CPCU sha ll no t e ng a g e  in a ny a c t o r o missio n o f a  d isho ne st, 

 d e c e itful, o r fra ud ule nt na ture . 

 

R3.2 A CPCU sha ll no t a llo w the  p ursuit o f fina nc ia l g a in o r o the r p e rso na l b e ne fit to  inte rfe re  with the  e xe rc ise  o f so und  

 p ro fe ssio na l jud g me nt a nd  skills. 

 
R3.3 A CPCU will b e  sub je c t to  d isc ip lina ry a c tio n fo r the  vio la tio n o f a ny la w o r re g ula tio n, to  the  e xte nt tha t suc h 

 vio la tio n sug g e sts the  like liho o d  o f p ro fe ssio na l misc o nd uc t in the  future . 

 

Ca no n 4 

 

CPCU’ s Sho uld  Be  Dilig e nt in the  Pe rfo rma nc e  o f The ir Oc c up a tio na l Dutie s a nd  Sho uld  Co ntinua lly Strive  to  Imp ro ve  the  

Func tio ning  o f the  Insura nc e  Me c ha nism.  

 

Rule s o f Pro fe ssio na l Co nd uc t 

 

R4.1  A CPCU sha ll c o mp e te ntly a nd  c o nsiste ntly d isc ha rg e  his o r he r o c c up a tio na l d utie s. 

 

R4.2  A CPCU sha ll sup p o rt e ffo rts to  e ffe c t suc h imp ro ve me nts in c la ims se ttle me nt, c o ntra c t d e sig n, inve stme nt, 

ma rke ting , p ric ing , re insura nc e , sa fe ty e ng ine e ring , und e rwriting , a nd  o the r insura nc e  o p e ra tio ns a s will b o th inure  to  the  

b e ne fit o f the  p ub lic  a nd  imp ro ve  the  o ve ra ll e ffic ie nc y with whic h the  insura nc e  me c ha nism func tio ns. 

 

Ca no n 5 

 

CPCU’ s Sho uld  Assist in Ma inta ining  a nd  Ra ising  Pro fe ssio na l Sta nd a rd s in the  Insura nc e  Busine ss.  

 

Rule s o f Pro fe ssio na l Co nd uc t 

 

R5.1 A CPCU sha ll sup p o rt p e rso nne l p o lic ie s a nd  p ra c tic e s whic h will a ttra c t q ua lifie d  ind ivid ua ls to  the  insura nc e  

 b usine ss, p ro vid e  the m with a mp le  a nd  e q ua l o p p o rtunitie s fo r a d va nc e me nt, a nd  e nc o ura g e  the m to  a sp ire  to  

 the  hig he st le ve ls o f p ro fe ssio na l c o mp e te nc e  a nd  a c hie ve me nt. 

 

R5.2 A CPCU sha ll e nc o ura g e  a nd  a ssist q ua lifie d  ind ivid ua ls who  wish to  p ursue  CPCU o r o the r stud ie s, whic h will 

 e nha nc e  the ir p ro fe ssio na l c o mp e te nc e . 

 

R5.3 A CPCU sha ll sup p o rt the  d e ve lo p me nt, imp ro ve me nt, a nd  e nfo rc e me nt o f suc h la ws, re g ula tio ns, a nd  c o d e s a s 

 will fo ste r c o mp e te nc e  a nd  e thic a l c o nd uc t o n the  p a rt o f a ll insura nc e  p ra c titio ne rs a nd  inure  to  the  b e ne fit o f the  

 p ub lic . 

 

R5.4  A CPCU sha ll no t withho ld  info rma tio n o r a ssista nc e  o ffic ia lly re q ue ste d  b y a p p ro p ria te  re g ula to ry a utho ritie s tha t 

 a re  inve stig a ting  o r p ro se c uting  a ny a lle g e d  vio la tio n o f the  la ws o r re g ula tio ns g o ve rning  the  q ua lific a tio ns o r 

 c o nd uc t o f insura nc e  p ra c titio ne rs. 

Ca no n 6 

 

CPCU’ s Sho uld  Strive  to  Esta b lish a nd  Ma inta in Dig nifie d  a nd  Ho no ra b le  Re la tio nship s with Tho se  Who m The y Se rve , with 

Fe llo w Insura nc e  Pra c titio ne rs, a nd  with Me mb e rs o f Othe r Pro fe ssio ns. 

 

Rule s o f Pro fe ssio na l Co nd uc t 

 

R6.1 A CPCU sha ll ke e p  info rme d  o n the  le g a l limita tio ns imp o se d  up o n the  sc o p e  o f his o r he r p ro fe ssio na l a c tivitie s. 

 

R6.2  A CPCU sha ll no t d isc lo se  to  a no the r p e rso na  a ny c o nfid e ntia l info rma tio n e ntruste d  to , o r o b ta ine d  b y, the  CPCU 

 in the  c o urse  o f the  CPCU's b usine ss o r p ro fe ssio na l a c tivitie s, unle ss a  d isc lo sure  o f suc h info rma tio n is re q uire d  b y 
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la w o r is ma d e  to  a  p e rso n who  ne c e ssa rily must ha ve  the  info rma tio n in o rd e r to  d isc ha rg e  le g itima te  o c c up a tio na l o r 

p ro fe ssio na l d utie s. 

 

R6.3 In re nd e ring  o r p ro p o sing  to  re nd e r p ro fe ssio na l se rvic e s fo r o the rs, a  CPCU sha ll no t kno wing ly misre p re se nt o r 

 c o nc e a l a ny limita tio ns o n the  CPCU's a b ility to  p ro vid e  the  q ua ntity o r q ua lity o f p ro fe ssio na l se rvic e s re q uire d  b y 

 the  c irc umsta nc e s. 

Ca no n 7 

 

CPCU’ s Sho uld  Assist in Imp ro ving  the  Pub lic  Und e rsta nd ing  o f Insura nc e  a nd  Risk Ma na g e me nt. 

 

Rule s o f Pro fe ssio na l Co nd uc t 

 

R7.1 A CPCU sha ll sup p o rt e ffo rts to  p ro vid e  me mb e rs o f the  p ub lic  with o b je c tive  info rma tio n c o nc e rning  the ir risk 

 ma na g e me nt a nd  insura nc e  ne e d s, a nd  the  p ro d uc ts, se rvic e s, a nd  te c hniq ue s, whic h a re  a va ila b le  to  me e t the ir 

 ne e d s. 

 

R7.2  A CPCU sha ll no t misre p re se nt the  b e ne fits, c o sts, o r limita tio ns o f a ny risk ma na g e me nt te c hniq ue  o r a ny p ro d uc t 

 o r se rvic e  o f a n insure r. 

Ca no n 8 

 

CPCU’ s Sho uld  Ho no r the  Inte g rity a nd  Re sp e c t the  Limita tio ns Pla c e d  up o n the  Use  o f the  CPCU De sig na tio n. 

 

Rule s o f Pro fe ssio na l Co nd uc t 

 

R8.1  A CPCU sha ll use  the  CPCU d e sig na tio n a nd  the  CPCU ke y o nly in a c c o rd a nc e  with the  re le va nt G UIDELINES 

 p ro mulg a te d  b y the  Ame ric a n Institute .R8.2 A CPCU sha ll no t a ttrib ute  to  the  me re  p o sse ssio n o f the  

 d e sig na tio n d e p th o r sc o p e  o f kno wle d g e , skills, a nd  p ro fe ssio na l c a p a b ilitie s g re a te r tha n tho se  d e mo nstra te d  b y 

 suc c e ssful c o mp le tio n o f the  CPCU p ro g ra m. 

 

R8.3 A CPCU sha ll no t ma ke  unfa ir c o mp a riso ns b e twe e n a  p e rso n who  ho ld s the  CPCU d e sig na tio n a nd  o ne  who  d o e s 

 no t. 

 

R8.4 A CPCU sha ll no t write , sp e a k, o r a c t in suc h a  wa y a s to  le a d  a no the r re a so na b ly to  b e lie ve  the  CPCU is o ffic ia lly 

 re p re se nting  the  Ame ric a n Institute , unle ss the  CPCU ha s b e e n d uly a utho rize d  to  d o  so  b y the  Ame ric a n Institute . 

Ca no n 9 

 

CPCU’ s Sho uld  Assist in Ma inta ining  the  Inte g rity o f the  Co d e  o f Pro fe ssio na l Ethic s.  

 

Rule s o f Pro fe ssio na l Co nd uc t 

 

R9.1 A CPCU sha ll no t initia te  o r sup p o rt the  CPCU c a ndid a c y o f a ny ind ivid ua l kno wn b y the  CPCU to  e ng a g e  in 

 b usine ss p ra c tic e s, whic h vio la te  the  e thic a l sta nd a rd s, p re sc rib e d  b y this Co d e . 

 

R9.2  A CPCU p o sse ssing  unp rivile g e d  info rma tio n c o nc e rning  a n a lle g e d  vio la tio n o f this Co d e  sha ll, up o n re q ue st, 

 re ve a l suc h info rma tio n to  the  trib una l o r o the r a utho rity e mp o we re d  b y the  Ame ric a n Institute  to  inve stig a te  o r a c t 

 up o n the  a lle g e d  vio la tio n. 

 

R9.3  A CPCU sha ll re p o rt p ro mp tly to  the  Ame ric a n Institute  a ny info rma tio n c o nc e rning  the  use  o f the  CPCU 

 d e sig na tio n b y a n una utho rize d  p e rso n. 

 

Fo c us Po ints 

o Ag e nc y is the  re la tio nship  b e twe e n two  p a rtie s whe re  o ne  g ive s a utho rity to  a no the r to  p e rfo rm le g a l a c ts o n 

his/ he r b e ha lf. 

 

o Und e r a g e nc y, the  a c ts o f the  a g e nt a re  the  a c ts o f the  p rinc ip a l. 

 

o Ind ivid ua ls who se  re sp o nsib ilitie s invo lve  a  hig h d e g re e  o f trust a re  kno wn a s fid uc ia rie s.    
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o Fid uc ia ry re sp o nsib ility is ha rne sse d  und e r a g e nc y. 

 

o The  two  fund a me nta l p rinc ip a ls o f a n a g e nc y re la tio nship  a re  p o we r a nd  a utho rity. 

 

o Ap p o intme nt is a n a g re e me nt b e twe e n the  insure r a nd  the  a g e nt o utlining  d utie s the  a g e nt ma y p e rfo rm o n b e ha lf 

o f the  p rinc ip a l. 

 

o The  thre e  typ e s o f a g e nc y a utho rity a re  e xp re sse d , imp lie d  a nd  a p p a re nt. 

 

o Exp re sse d  a utho rity limits a g e nt's a utho rity to  the  d e finitio ns in his a g e nc y a g re e me nt.  

 

o Imp lie d  Autho rity a llo ws a n a g e nt to  p e rfo rm inc id e nta l a c tio ns tha t g o  a lo ng  with the  a utho rity ve ste d  b y virtue  o f 

the  Exp re sse d  Autho rity. 

 

o Insura nc e  a g e nts ha ve  a  fid uc ia ry re la tio nship  with the  insure r.  

 

o Ca p tive  Ag e nts ha ve  d iffe re nt e thic a l re spo nsib ilitie s tha n Ind e p e nd e nt Ag e nts.  

 

o Ca p tive  Ag e nts wo rk so le ly fo r o ne  insure r thro ug h a n e xc lusive  c o ntra c t. 

 

o Whe n a  c a p tive  a g e nt le a ve s a  c o mp a ny a ll a c c o unts re ma in with the  insure r. 

 

o A c a p tive  a g e nt o we s a ll o f the ir a lle g ia nc e s to  the  insure r.   

 

o Ind e p e nd e nt Ag e nts a re  ind e p e nd e nt a g e nts who  typ ic a lly re p re se nt a  numb e r o f c o mp a nie s. 

 

o Ind e p e nd e nt Ag e nts wo rk o n a  c o mmissio n b a sis. 

 

o Whe n a n Ind e p e nd e nt Ag e nt le a ve s a  c o mp a ny, his/ he r c lie nts g o  with him/ he r. 

 

o Altho ug h the  a g e nt re p re se nts the  insure r, e ve ry a tte mp t must b e  ma d e  to  se rve  the  c lie nt first.  

 

o The  a g e nt must c o mp ly with the  g uid e line s o f Dua l Ag e nc y to  a vo id  p o ssib le  c o nflic t. 

 

o So und  e thic a l p rinc ip le s p e rmit p ro d uc e rs to  se rve  b o th the  insure r a nd  c lie nt. 

 

o Ag e nts fulfill the ir e thic a l re sp o nsib ilitie s b y p ro vid ing  the  a p p ro p ria te  p ro d uc ts the ir c o nsume rs’  ne e d . 

 

o Ensuring  the  c o nsume r und e rsta nd s the  p ro d uc ts a nd  und e rwriting  p ro c e ss is the  re sp o nsib ility o f the  a g e nt. 

 

o The  a g e nt’ s re sp o nsib ility to  the  c lie nt b e g ins with the  a p p lic a tio n. 

 

o The  a g e nt o r b ro ke r is re sp o nsib le  fo r se rvic e  b e fo re  a nd  a fte r the  sa le . 

 

o Avo id a nc e , tra nsfe r, lo ss c o ntro l, re te ntio n a nd  insura nc e  a re  Risk Ma na g e me nt te c hniq ue s. 

 

o Pub lic  p e rc e p tio n o f the  insura nc e  ind ustry is g a g g e d  b y the  b e ha vio r o f a g e nts a nd  b ro ke rs. 

 

o Bo th the  sta te  a nd  fe d e ra l g o ve rnme nt re g ula te  the  Insura nc e  Ind ustry. 

 

o Ea c h sta te  ha s it’ s o wn De p a rtme nt o f Insura nc e  o r re g ula to ry a utho rity.  

 

o Ethic a l sta nd a rd s a nd  la w fo rb id  the  p ra c tic e  o f re d lining .  

 

o Exc lud ing  c e rta in g e o g ra p hic  a re a s fro m insura nc e  c o ve ra g e  is c a lle d  “Re d lining ” . 

 

o The  Fa ir Ho using  Ac t ma ke s “ re d lining ”  ille g a l. 

 

o The  Mc Ca rra n-Fe rg uso n a c t c la rifie s the  ro le s o f fe d e ra l a nd  sta te  g o ve rnme nt in re g ula ting  the  insura nc e  ind ustry. 

 

o The  fe d e ra l g o ve rnme nt o nly re g ula te s insura nc e  in the  a re a  o f fa ir la b o r a nd  a nti-trust. 

 

o Unfa ir ma rke ting  p ra c tic e s a re  une thic a l a nd  a  vio la tio n o f sta te  la w. 


