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CHAPIER 1: INTAND MARINE F10 ATERS

The basic homeowners policy usually contains various limitations and exclusions on coverage. Therefore persons who are
owners of valuable personal property often need broader and more comprehensive coverage than is provided by the
basic homeowners policy. This bomader and more comprehensive coverage may be obtained through the apprprate
Inland Marne Insurance Policy.

The very first form of personal property insurance coverage wasan Ocean Marne policy. The policy was written to provide
financialprotection forownersofshipsin case theirproperty orcargo waslostatsea.

Ocean marne policies insured the cargo from portto port. Iateron a clause wasadded to also insure cargo while it was
being transported on land. Asan end result policy coverage extended from the original point of departure until their final
destination point to include both ocean and inland transportation ofthose goods.

Eventually a separate policy wasdeveloped that dealt only with the insuring of the goods while being transported on land
and the policy became known asan inland marne policy versesan ocean marine policy.

Inland Marine policies eventually began to provide a broad coverage for other property of a “floating” or moveable
nature. Since these policiesdid not come underany state jursdic tion, they could be taillormade to the need of the insured.

Inland marne policies were offered on an “all risk basis” rather than a “named perl” basis as offered in most casualty
policies.

DEFINITION OF INIAND MARINE INSURANCE

In 1933 the NAIC drafted a definition used in imiting the insuring powerof marine underwriters that specified the risks and

coverage,which could be written as marine insurance. The definition wasrevised in 1933 and in 1976. In the 1976 version,
due to legalconcems, the definition now simply definesand descrbesthe risksand coverage thatare subjectto marine

msurance. This definition hasbeen adopted by many statesasa form ofidentifying a marne policy.

Property thatistransported from one place to another, goodsin transit (the exception being overoceans), bridges,
television broadc asting towers, tunnels, and otherinstrumentalities of transportation and communication would be covered
underhland Marne Insurance.

Variousfloaterpoliciescan also be used to coverpersonaleffectsand property. The floaterpolicy willprovide coverage to
items that "float"ormove along with the covered property while it is changing loc ations.

Inland Marine Coverage wasdeveloped from ocean marine insurance in the 1920s. In the eary years the marine insurers
covered transportation lossexposure. Fire and casualty insurers had diffic ulty in competing because the fire and casualty
lineshad to be written separately and the ratesthey could charge were subjectto state regulation.

The marne insurers howeverwere able to write property and casualty inesunderan "all-risks" contract and they were not
bound by state regulation.

INIAND MARINE O ATERS CHARA CTERISTIC S

An Inland Marine floaterhas fourcharac tenstic s.
» 'Tilored Coverage
» Selection ofPolicy Limits
» Extensive Coverage to Perls Covered
» Worddwide Coverage

TAIIORED COVERAGE

A personalarticlesfloaterprovidescoverage fornine optionalclassesof personal property inc luding:
» Jewehly
» Coin Collections
» Cameras

This permits the insured to selectcoverage forthe classorclassesofproperty needed. kisalso possible to write the
coverage separately such as:

Jewehy Foater

FurFoater

Coin Collection Floater

Stamp Foater

Camera Foater
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SEIEC TION OF POLICY LIMITS

Asyou know the basic homeownerspolicy haslimitatonsoncoverage ofcertain typesofvaluable property. The insured
must lookto a floaterpolicyinorderto gethigherlimitsofcoverage. Also,asa rule, when a basic homeownerspolicy
combinesthe value ofcertain typesofpersonal property with the value of unscheduled personalproperty itispossble that
the combined totalmay exceed the homeownerspolicy imitson personalproperty. Here again, the floaterpolicy can
provide higherlimits.

EXTENSIVE COVERAGE TO PERILS C O VERED

When a floateris written it usually providescoverage on a "nsksofdirect physicalloss"basis. The floatercoversriskofdirect
physicallossto the property thatisdescrbed exceptcertain lossesthatare commonly excluded. The commonly excluded
losses willbe disc ussed shortly.

WORIDWIDE COVERAGE
The property descrbed in mostfloaterswillbe covered any where in the wond with the exception of FINE ARTS, which are
usually covered only in the United Statesand Canada.

POIICY PROVISIONS O F IO ATERS

The following policy provisionsappearin most hland Marine Foaterpolicies.
Lo ss Settlement

Iossto a Pair, Set, orParts

Ioss Clause

Claim Against Others

Insurance Notto Benefit Others

Otherhsurance

ASANENENENEN

IO SS SETIEMENT
Exceptforfine arts, the amountthat wilbe paid fora covered losswilbe the IOWESTo f the follo wing fouramo unts:
» 'The actualcash value atthe time oflossordamage
» 'The amount forwhic h the insured could reasonably be expected to have the property repaired to its condition
priorto the loss
» 'The amount forwhich the insured could possibly be expected to replace the property with pro perty sub stantially
identicalto the article lostordamaged
» 'The amountofinsurance stated in the policy

The thid exception from above isgoing to require the following bref explanation.

The insurance company, ata discounted price,can purchase much ofthe property insured in a floater. Therefore the
insurance company may wantto replace the lostordamaged item ratherthan make cash reimburse ment. Should the
insured rejectthe replacement offerthe insurance company'scash reimburse ment willthen be limited to the amount for
whic h the insured could reasonably be expected to replace the item.

This amount is the insurance company's discounted price since the insured canbe reasonably expected to replace the
item atthatprce.

IOSSTO A PAIR, SETOR PARTS

In the event thatthere islossordamage to a covered propertyin a pairorset, such asthe lossofone eaming, the amount
to be paid isnotbased on a totalloss. The insurance company may eitherrepairorreplace any parn to restore the pairor
setto its value before the lossorpay the difference between the actualcash value ofthe property before and afterthe

lo ss.

LOSTCIAUSE

Underthis policy provision the amount of nsurance provided wilnotbe reduced exceptforthe totallossofthe scheduled
article. Kthe insurance isreduced because ofa totallossofa scheduled article, the insurance company wil eithe rre fund
the uneamed premium orapply the uneamed premium to the cunment premium due if the scheduled article isreplaced.

CIAIM AGAINSTO THERS

This policy provision is very similarin nature to the subrogation clause. fa lossoccursand the insurance company believes
theycanrecoverthe payment forthatlossfrom the personorpartiesresponsible, then the losspayment to the insured will
be considered a loan that mustbe repaid outofany fundsrecovered from others. The insurance company willexpect the
insured to cooperate with any attempt the insurance company makesto recoverfrom othersresponsible forthat loss.
Should the recovery attemptbe unsuc c e ssful the insured wilnotbe required to pay the "loan" on the loss se ttle me nt.

INSURANCE NO TTO BENEFIT O THERS
No organization orotherperson that may have custody of the property and whom ispaid forservices can benefit from the
insurance on the property. The purpose ofthis provision isto prevent a third party who caused the loss from denying liability
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forpaymentbecause the property isinsured; thus, the insurance company'sright of subrogation against the neglect party is
retained.

O THER INSURANCE
In the event thatthere isotherinsurance atthe time oflossthatappliesto the property, thatinsurance isconsidered excess
msurance overthe otherinsurance.

INSURING AGREEMENT

Asa rule Marine floatersprovide coverage to property on an "all-risks" basis. Physicallossto covered property isprovided
exceptforthe following e xc lusions:
Wearand Tear

De te rio ra tio n

Inherent Vice

InsectsorVemin

Mechanical Breakdown orFailure
Eectrical Beakdown orFailure
Repairing the Property

Adjusting the Property

Servicing the Property
Maintaining the Property

VVVVYVYVVVYVVYY

GENERALEXCIUSIONS

Generalexclusionsthatappearin allfloaterpoliciesare war,nuclearreaction, and radiation.

PERSONALARICIES IO ATER

Often referred to as PAFthe Personal Atticles loaterprovidescoverage on nine optionalclassesofpersonalproperty. As
mentioned coverage isworndwide exceptforfine arts.

The nine classesofpersonalproperty thatcan be insured are:
Jewelry

Furs

Cameras

Music al Instrum e nts

Silve rware

Golfers Equipment

Fine Ants

Postage Stamps

Rare Coins/ Cumrent Coins

VVYVYVYVYVYYYVYVY

Certain newly acquired property such asjewelry, furs,cameras, and music alinstruments wilbe automatically covered for
30 daysproviding thatinsurance wasaheady written on thatclassof propenty.

The amount of insurance, on newly acquired property, is imited to the lowerof25 percent ofthe amountofinsurance for
thatclassof property or$10,000,00. The property mustbe reported to the company within 30 daysof purchase in orderfor
the coverage to continue. You wilbe charged an additional premium forcoverage from the date of ac quisition.

JEW ELRY

Coverage onpersonaljewelsappliesanywhere in the wordd. Each item of jewelhy must be scheduled with a spec ific
amount ofinsurance shown forit. Thisincludes watches, necklaces, and rings. Because ofthe moralhazard, jewely willbe
very carefully underwritten. Asa rule, the insurance company willre quire eitherthe originalbillofsale ora signed appraisal
before the jewely isinsured. The insured must also have satisfactory resourcesand the insurance company will want to
know that the insured isnotin the habit oflosing ormisplacing articles.

FURS
The PAFcan be used to insure:
» Personal Furs
» lhemsconsisting principally of Fur
» Gaments Timmed in Fur
» FurRugs
» Imitation Fur

Again,eachitem mustbe separately listed with a specific amountofinsurance shown forit. Aswith jewely, because ofthe
moralhazard furs are very c are fully und e rwritte n.




CAMERAS

A Personal Articles Floatercan also be used to insure the following items. Each ofthese tems must be individually descrbed
and valued.

Photographic Equipment
Cameras

Projection Machines
Portable Sound Equipment
Recording Equipment

Mo tion Picture Cameras
Mo tio n Pic ture Projectors
Fims

Binocularsand Telescopes

VVVYVYVVYVYYVY

Exceptions to the rule regarding sc heduling tems would be:
v" Miscellaneous Smaller ke ms
v" Canying Cases
v’ THlters

.... providing the totalvalue ofthe blanketed itemsisnot more than 10% of the totalamountofinsurance on cameras.

MUSIC ALINSTRUM ENTS

The following itemscanbe covered undera PAR
Music al Instrume nts

Instrument Cases

Sound Equipment

Amplifier Ejyuipment

YV VY

Should a music alinstrumentbe used and played forpay during the policy period it wilnotbe covered unlessan
endorsementisadded reflecting thisuse and a much higherpremium paid.

SILVERW A RE
Silverware and gold-ware may also be covered undera PAF. Pens, pencils, smoking imple ments and jewelrty maynotbe
msured assilverware. These kindsof property can be insured asjewelry.

G O IFER'S EQ UIPMENT
Golfequipmentsuch asgolfclubsgolfclotheswilbe covered. Othergolfequipment may be insured undera PAF.

Clothing contained in a lockerisalso covered while the insured is playing golf. Golfballsare covered only by fire and
burglary providing there are physicalmarksofforcible entry into the building, mom orlocker.

FINE ARTS

Fine artscan include the following:
Painting s

Antique Fumiture

Rare Books

Rare Glass

Bric-a-brac

Manuscripts

YVVVYYVY

Fine artsare insured on a valued basisand must therefore be on a schedule with the amount that waspaid forthatitem
cleady stated. Damagespaid onan actualcash value basisup to the stated value. Newly acquired fine arts willbe
automatic ally insured forninety days. The insured isrequired to notify the insurance camierwithin ninety days of ac quisition
and the additional premium due willaccrue from date of ac quisition. The limit on fine arts property issubjected to 25% of
the totalinsurance.

Fine artsare subjected to three majorexc lusions:
v" Damage caused by repairng, orretouc hing

v Breakage ofartglasswindows, glassware, statuary, marble, bric-a-brac, porcelains, and similarfragile articles
However, the exclusion doesnotapply if fire, lightning, e xplo sion, airc raft, ¢ o llision, wind storm, e arthquake, flood,
maliciousdamage ortheft,and derailmentorovertum ofa conveyance causesthe breakage

v Iossto property on exhibition atfairgroundsoratnationalorintemationalexpositionsis excluded unle ss the
premisesare covered by the policy




STAMP AND COIN COIIECTIONS

These collections are insured forlossanywhere in the word. The stampsand coinsmay be insured in one oftwo ways,
scheduled basisorblanketbasis.

The scheduled basisissuggested if the tems are extremely valuable. In thisway each item is specifically listed and insured.

Underthe blanketbasisthe insurance appliesto the entire collection since eachitem isnotseparately described. In the
eventofa lossto a scheduled item, the amountto be paid isthe IOWESTof the following:

ActualCash Value

» 'The amount forwhich the property would reasonably be expected to be repaired
» 'The amount forwhich the property would reasonably be expected to be replaced
» 'The amount ofinsurance

In the eventofa lossto anitem covered on a blanketbasis, the amountpaid willbe the cash marketvalue atthe time of
loss. There isa $1,000.00 maximum on any unsc heduled coin collection. There isa $250.00 maximum limit on any of the
following:

Single Stamp orSingle Coin

Individual Artic le

Single Pair

Single Block orSingle Series

Single SheetorSingle Cover

Single Frame orSingle Card
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The following limitisalso applied to stampsorcomnsinsured on a blanket basis. This imit has the effectofa 100%co-
insurance clause.

It statesthatthe companyisnotliable fora greaterproportion of any loss than the amountofinsurance on blanket property
bearsto the cash market value atthe time ofloss. In otherwords, say the insured hasan un-scheduled coincollectionon a
blanketbasisvalued at $500.00. One coin worth $50.00 is stolen. Atthe time oftheft, the entire collection had a cument
market value ofa $1,000.00. The insured's maximum recovery is $25.00. Had the insured purchased $1,000.00 worth of
msurance, the $50.00 loss would have been paid in full

STAMP AND COIN COIIECTION EXCIUSIONS

The following is a list of important exclusionsthatapply to stamp and coin collec tions:

Damage from:

v" Fading
v" Creasing
v Denting
v Scratching
v Tearng
v' Thinning
v TansferofColors
v" Inherent Defects
v" Dampness
v ExtremesofTemperature
v Depreciation
v" Damaged from being Handled
v Damage from being Worked on
v" Mysterious Disappearance
v
= NOTEexceptifthe item isscheduled orspecifically insured, orismounted in a volume and the
page to which itisattached isalso lost.
v Property lostin the custody of transportation companies
v Shipmentsby mailotherthan registered mail
v Theft from any unattended motorvehicle
v Iossesto propertynotpartofa stamp orcoincollection




PERSO NALPRO PERTY IOATER

Thisfloaterprovides extensive coverage on personalproperty owned orused by the insured thatiskept at the insured's
residence. Thisriderwill also provide worddwide coverage when thisproperty istemporarly away from the residence. The
propertyisissued on a specialall-risk basis. Thismeansalldirectlossesare covered exceptspecifically excluded.

SCHEDUIED PERSO NALPRO PERTY F10 ATER

Thisfloaterisused to provide coverage forpersonalarnticlesand valuable itemsthat do not fall within the nine categores
previously listed. Examplesofsuch itemsare:

Dentures

Typ e write 1s

Camping Equipment

Wheelc hairs

Stere o Equipment

GrandfatherClocks

VVVVYYVYYVY

Thisisnota complete listbutitcanbe said thatalmost any kind of personal property may be insured undera scheduled
personalproperty floater. Since coverage isprovided on un-filed forms said coverage could be adapted to meet the
needsofthe individualinsured.

SC HEDUIED PERSO NALPRO PERTY

A questionisoften asked about when personalproperty should be scheduled. Asa rule people who own valuable personal
property should have it scheduled and specifically insured undera floaterpolicy. Diamond rings, furcoatsand other
jewelry of high value should be specifically scheduled. The following typesofpersonalproperty should also be considered
forscheduled coverage. They are:

Unique Objects

Worksof Art

Rare Antiques

Painting s

Stamp Collection

Rare Coin Collection

Portable Property

Cameras

Camera Equipment

Music al Instrume nts

Sports Equipment

Fagile Articles

Glassware

Sta tuary

Sc ie ntific Instrume nts

Typ e write 1s

Home Computers

Busine ss or Pro fe ssional Equipment

A N N N N N N N N SRR

Since the basic homeownerprovidescoverage forpersonalorbusiness property only to a maximum of $2,500.00 on the
resident premises and $250.00 away from the resident premisesitis suggested thatthe property be more adequately
insured by sc heduling the property with a stated amount ofinsurance shown forit.

UN- SCHEDUIED PERSO NALPRO PERTY

A personalproperty floatermay be used to insure the following thirteen classes of un-scheduled property:
Silverware, gold ware, pewterware

Clo thing

Rugsand Draperes

Music al Instrume nts and Ee ¢ tronic Equipment
Paintings and other Art Objects

China and Glassware

MajorApplances

Guns and OtherSports Equipment
Camerasand Photographic Equipment
Building Additions and Alterations

Bedding and Linens

Fumiture

VVVYVVYVYVYVYYYVYY




» AllotherPersonal Poperty and Professional Books while on the residence

The totalamount of nsurance in each ofthe above categoresisthe maximum limit forrecovery in any single lossin that
category. The totalamount ofthe thiteen categoriesisthe totalpolicy limit.

NEWLY AC QUIRED PRO PERTY

Any newly acquired property wilautomatically be covered up to the IOWERo0f 10% of the totalamount ofinsurance or
$2,500.00.

Insurance onnewly acquired property may be applied to any ofthe numbered classes. Newly acquired property at the
principalresidence ofthe insured wilbe covered forthirty days from the time the property ismoved there. The coverage
on the newly acquired property issubject to the amount ofthe insurance foreach numbered class.

PRO PERTY NO T C O VERED

Personalproperty floaterwilnot coverthe following personal property:

Animals, Fish, Bird s

Boats, Aircraft

Taiers, Campers

Motorcycles, Motorized Bic ycles

Mo torVehic le s Eg uipme nt, Mo tor Ve hic le s Fumishing s

Property pertaining to a business, property pertaining to a professional

Property pertaining to an occupation

Property usually kept somewhere otherthan the insured'sresidence throughout the year

VVVYVVYY

Additionally the personalproperty floaterplacesspecific imitson certain property.
Forexample:
> A $100.00 limit on money
> A $100.00 limit on numismatic property
» A $500.00 limit on: Securties, Notes, Stamps, Passpots, Tic ke ts, Je wely, Watc he s, and Furs

EXCIUSIONS

The personalproperty floateralso excludescertain lossessuch as:
Animalsowned orkeptby the insured

Mechanicalorstruc turalbreakdown

Waterdamage exclusion clause

Any workoncovered property exceptjewelry, watc hes, orfurs
Dampness/Extreme changesoftemperature exceptifcaused by: snow, rain, hail, orsleet
Bursting of pipes

Bursting of apparatus

Actsordecisionsofany person, group, organization orgovemmentbody
Wearand Tear

De te rio ra tio n

Inherent Vice

InsectsorVemin

Marming orscratc hing of property

Breakage ofeyeglasses

Glassware

Fragile article

Lightning

The ft

Vandalism

Ma lic i0 us misc hie f
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Should personalproperty thatisseparately described and specifically insured by any otherinsurance have a loss, it willbe
excluded undera standard homeownerpolicy. Therefore the amountofinsurance undera floaterpolicy should be
sufficient to pay forlossesin fullto coverthe property.

Asa rule unscheduled personalproperty undera homeownerspolicy isinsured on a replacement costbasis.

Consequently the advantagesand risksofdirectlosscoverage underthe PPFmust be carefully weighed against the
possibility of being underinsured.




PERSO NALEFFECTS IO ATER

The PEFisdesigned fortravelers who wantcoverage on theirpersonal effects while traveling. The PEFwillprovide coverage
on the personalproperty of tourists and travelers anywhere in the wordd. Howeverthiswilonly be in effect while the
covered propertyisaway from the residence premises. Thiscoverage wilapply to: the insured, hisorherspouse, and any
unmamied children who permanently reside with the insured.

PERSONALEFFECTS COVERAGE

Property normally wom orcamied by an individualcomesunderthe heading of personaleffects. Coverage forpersonal
effects willinclude; personaleffects, luggage, clothes,cameras, and sports equipment while the insured istraveling oron
vacation.

PRO PERTY EXCIUDED

The following propertyisexcluded under PEFcoverage:
Automobiles, Motorcycles, BicyclesorBoats

Accounts, Bills, Currency, Deeds, Evidence of Debts, orlettersof Credit
Passports, Documents, Money, Notes, Sec uritie s o r Tic ke ts
Tansportation

Household Fumiture

Household Animals

Automobile Equipment

Salesperson SamplesorMerc handise forSale orExpo sition
Physic ians/ Surge ons' Equipment

Attificial e e th

Attificial Limb s

The atrical Property

CALCOORK

AIL:RISKS COVERAGE

Personaleffectswilnotbe covered on an all-risks basis. Risksofdirect physicallossto a property are covered exceptas
follo ws:

Damage to personaleffectsfrom:

Wearand tear

Gradualdeterioration

Inherentvices

Vermin

Insects

Damage while propertyisbeing worked on
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Breakage ofarticlesofa brittle nature unlesscaused by:
v Fire
v 'Theft
v" Accidentsto a conveyance

OTHER EXCIUSIONS

In addition to the exc lusions pre viously mentioned the following exclusions also are present:

v" Personaleffectsare notcovered while on the named insured'sresidence premises
v Propertyinstorage isnotcovered
v" Personaleffectsin the custody ofstudents while in schoolare notcovered exceptforlossby fire

LIMITATIONS ON CERTAIN PERSO NAL EFFEC TS
Jewelry, watchesand fursare subjectto a single article limit 0f 10% ofthe totalamount ofthe insurance, with a maximum of
$100.00.

Fo c us Points
o Homeownerspoliciesusually contain limitationsand exclusionson coverage.
o Inland Marne Insurance coversproperty more compre hensively than standard homeowners policies.

o Inland Marne policiesprovide coverage forpropertyofa “floating” ormovable nature.

o PersonalFoaterpoliciescan also be used to coverpersonaleffectsand property.




Foaterpolicies provide coverage to property while itis changing loc ations.

Inland Marine Coverage wasdeveloped from ocean marne insurance in the 1920s.

Originally the marne insurerscovered transportation loss exposure.

Marine insurers were able to write policy linesunderan "all-risks" contract and were not understate re gulation.
Personalarticle floatersprovide coverage fornine optionalclassesofpersonal property.

Foaterpoliciescan provide coverage higherlimitsbasic homeownersinsurance.

Foaterpoliciesprovide coverage on a "dsksofdirect physicalloss" basis.

Property described in mostfloatersiscovered wordwide with some exc e ptions.
The msurance company can purc hase much ofthe property insured in a floater.

Paymentforlossordamage to a covered pairorsetisnotbased on a totalloss.

Underthe lost clause, the amount of insurance wilnotbe reduced exceptforthe totallossofthe scheduled article.
Physicallosscoverage to a property isprovided with exc e ptions.

War, nuclearreaction, and radiation are generalexclusionsthatappearin allfloaterpolicies.
PersonalArticles Foaters provide coverage on nine classesof personal property.

PersonalArticles loaterscany coverage thatisworddwide exceptforfine arts.

Newly acquired property isautomatically covered for30.

Coverage onpersonaljewelsappliesanywhere in the word.

Fachitem ofjewelry mustbe scheduled with a specific amountofinsurance.

Because ofthe moralhazand, jewelry is very c are fully und e rwritte n.

Insurance companiesrequire eitherthe bilofsale ora signed appraisalbefore the jewely is nsured.
Furitem mustbe separately listed with a specific amount of insurance shown foreach.
PersonalArticles loaterscan be used to insure camerasand photographic equipment.
PersonalArticles loaterscan be used to insure music al nstrume nts and e quipment.

Siiverware and gold-ware may also be covered undera PAF.

Golfequipmentwilbe covered undera Personal Atticles Floaters

Fine artsare insured on a valued basis.

Newly acquired fine arts wilbe automatic ally insured forninety days.

Coverage forfine artissubject to three majore xc lusions.

Stamp and coin collections are insured forloss anywhere in the word.

The stampsand coinsmay be insured on a scheduled basisorblanketbasis.

The scheduled basisisforitemsofextreme value where each item is specific ally listed and insured.




o Blanketbasisappliesto an entire collection.

o PersonalProperty Floaterprovidescoverage on propertyowned orused by the insured and kept at the insured's
residence.

o PersonalProperty Floatersprovide worddwide coverage when the property istemporarnly away from the residence.
o Property Foatersare issued on a specialallrisk basis.

o Scheduled PersonalProperty Floatersprovide coverage forpersonalarticles not within the nine main categories.

o Personalproperty floatermaybe used to insure the thiteen classesofun-scheduled property.

o 'The PersonalEffects Floaterisdesigned forcoverage on personaleffects while traveling.

o Coverage undera Personal Effects Floateris worddwide.

CHAPIER 2: INSURANCE ON WA'TERC RAFT

Watercraft can range in size asfollows:
Rowboats

Canoes

Outboard motorboats
Inboard motorboats

Ding hie s

Sailboats

Speedboats

Houseboats

Yac hts

VVVYVYVVYVYVYYVY

HUILAND TRAIIER IO SS EXPO SURES

Watercraft aswellastheirequipment, trailers and fumishingsmay be exposed to a wide varety oftheft and physical
damage loss. Examplesofa few are:

Two speedboatscollide.

A saiboatisovertumed in heavy winds.

A boatsinksin a severe storm.

A sandbarstrandsa houseboat.

Anoutboard motorfallsinto a lake.

A boattraileris stolen.

Anexplosion seriously damagesa boat.

ANENENENENENEN

HOMEO WNER'S POIICY PHYSICALDAMAGE COVERAGE

Watercraft and trailersare covered underSection One ofa homeownerspolicy forphysicaldamage and theft. However
thiscoverage isvery limited. The majorlmitationson coverage are asfollows:

Directlossto:

Watercraft

Traile rs

Fumishing s

Equipment

Outboard motors from windstorm orhailare covered ONLY if the property isinside a fully enclosed building.

ANANANA Y

Theftof:

Watercraft

Tailers

Fumishing s

Equipment

Outboard motorsaway from the resident premises are specifically excluded

Watercraft and otherboating property are covered only fora limited numberofnamed perils

AN N NN

Coverage on:
v Watercraft

10



Trailers

Fumishing s

Equipment

Fumishing s

... klimited to a maximum of $1,000.00.

AR NANIN

PERSONALAUIO POILICY PERSONALDAMAGE COVERAGE

An automobile policyisnotdesigned nordoesitcoverany physicaldamage to boats. The boattraillerhowevercanbe
insured forphysicaldamage lossundera personalauto policy. The traillermustbe described fully in the declarations of the
auto policy.

LA BIIITY 10 SS EXPO SURES
When youown oroperate a watercraftyoucanbe exposed to a wide varety of liability losses exposuressuch as:

A waterskierisinjured because ofexcessive speed

Speedboatswampsanotherboatcausing it to tum

A boatrunsinto swimmers and serio usly injure s the m

A boatcolideswith a dockcausing property damage

Two boatscollide injuring the occupants

A child fallsoverboard and drownsand wasnotprovided with a life preserverby the boatoperator

ANENENENENEN

HOMEOWNER'S POLICY IIABIIITY COVERAGE

Section Iofa homeownerspolicy provides personalliability insurance and itcoverscertain watercraft loss exposures
providing the boatisundera specified size and length. Personalliability provide s the insured with protection against bodily
mjury orproperty iability that arises out of the use oroperation ofcertain owned watercraft. The liability protection can also
applyonanexcessbasisforcertain covered non-owned watercraft.

There are howeverseveralimportantcategoresofwatercraft liability that the homeownerspolicy excludesfrom coverage.
They are:

Owned watercraftregardless of size with inboard orinboard/outboard motorpower.

Rented watercraft with an inboard orinboard/outboard motorpowerwith more than 50 horsepower.

Anowned orrented sailing vesselthatismore than 26 feetin length.

Watercraft powered by one ormore outboard motors with more than 25 horsepowerifthe motors were owned by
the insured atthe inception ofthe policy and notdeclared orreported. Howeverwatercraft powered by outboard
motors with more than 25 horsepowerare covered if the motors were acquired priorto the policy period and
providing the insured declared them atthe time of policy nception ordeclared them within forty-five daysof

ac quisitio n.

The above exclusionsdo notapply when the craftisin storage.

YV VY

Focus Points
o Watercraftand trailersare covered underSection One ofa homeownerspolicy forphysicaldamage and theft.
o Automobile policiesdo notcoverphysicaldamage to boats.
o Boattraiercanbe insured forphysicaldamage lossundera personalauto policy.
o Sectionllofa homeownerspolicy provides personalliability insurance and coverscertain watercraft loss exposures.

o 'There are severalcategoriesof watercraft hiability that the homeownerspolicy excludesfrom coverage.
CHAPIER 3: OUIBOARD MOTORAND BOATINSURANCE

This type of insurance isdesigned forthose who own motorboatsand forthose who have adequate personalliability
coverage undertheirhomeownerspolicy orundera comprehensive personalliability policy but desire broaderphysical
damage insurance on theirboat. Inland Marine Floatercan provide thisprotection. Although floatersare notstandand
they do contain some common featuressuch as:

COVERED PRO PERITY.

The insured selectsthe property to be insured. The floatercan be written to coverthe following:
» Hul
» MotororMotors
» BoatEquipment
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» BoatAccessores
» BoatCamer
» BoatTailer

Covered property is written on an actualcash value basisand may contain a deductible of:

v $25.00
v $50.00
v'$100.00

v Ormore

COVERED PERILS

The floatercan be written on named pernlsofrisksofdirectlossbasis. Mostfloaters cumently are written on the risksofdirect
lossbasis. The coverage doesnotinclude the liability forbo dily injury, loss oflife, orilne ss o findividuals.

Itisassumed thatthe insured hasproperliability nsurance undera homeownersorlability policy to coverany third party
bodily injury claims. The floater, however, may provide collision damage liability insuranc e that protectsthe insured from a
claim forproperty damage from the ownerofanotherboatifthe insured'sboathappensto collide with anotherboat while
itisafloat.

EXCIUSIONS

Outboard motorand boatinsurance contractsdo have exclusions. Some ofthe common exclusionsare asfollows:

BUSINESS PURSUITS
» No coverage willbe afforded if the boatisused asa public conveyance forcanying passengers’ compensation.
» No coverage willbe provided if the boatisrented to others.
» Coverage isexcluded forrace boatsorspeed contests.

REPAIR OR SERVICE
Iossordamage from:
»  Refinishing
» Renovating
» Repairisnotcovered. The person who isrepairng the boat would be responsible forany damage

G ENERAL RISKS OF DIRECTIO SS EXC LUSION
Coverage wilnotbe provided forlossordamage from:
Wearand tear

Gradualdeterioration

Vermin

Marine life

Rust

Comnosion

Inherent vices

Iatentdefect

Mechanicalbreakdown

Fre e zing

Extremesoftemperature

VVVYVYVVYVYVYVVYY

WATERC RAFTPACKAGE POIICIES

Many insurance companies have developed specialboatownerspoliciesthatcombine liability coverage, physical
damage coverage,and medicalpaymentscoverage.

Boatownerspoliciescontain certain common charac terstics, which are:

PHYSICALDAMAGECOVERAGE

Curnently mostboatownerspoliciesare written on a directand accidentallossbasis. The insurance company agrees to
pay fordirectoraccidentallossdue to covered property underthe physicaldamage insuring agreement. Alllosses are
covered exceptthose specifically excluded.

The physicaldamage coversthe boat, equipment, accessories, motor, and trailer
In addition, if the boatcollides with anotherboat, getsdamage from heavy winds, orisstolen, the lossiscovered.
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LIABILITY COVERAGE

Liability insuranc e that coversthe insured forbodily injury and property damage, liability fom a neglect ownership or
operation of the boat,isincluded in a boatownerspolicy. Should the insured accidentally damage anotherboat orinjure

swimmersforexample, protection isprovided underthe lability coverage.

MEDICALPAYMENTS COVERAGE

This is similarto the medicalpayments found in an automobile insurance contract. Medicalpaymentswilbe made foral
medicalexpensesincumed within three years from the date ofa watercraftaccident thatcausesbodily injury to a covered
person.

Undermedicalpaymentscoverage,a covered personisdefined asthe insured, a family member, orany person while

occupying the covered watercraft.

Medicalexpenseswillbe paid forreasonable chargesforthe following:

SN N N N NN

Medical

Surgic al

X-ray

Dental

Ambulance
Hospital

Pro fe ssio nal Nursing
Prosthetic Devices
Funeral Services

OTHER COVERAGE'S
The following may also be found in a boatownerspolicy:

v Costofremoving a wrecked vessel
v Costofremoving a sunken vessel
v life salvage

EXCLUSIONS

The following are commonly excluded in a boatownerspolicy underphysicaldamage coverage:

AN N N N N N T N N N N N Y N N N Y

The following are commonly excluded from a boatownerspolicy undermedicalexpense coverage:

AN N N N N S NN

Wearand Tear

Inherent Vice

Iatent Defect

Mechanical Beakdown

War

NuclearHazard

Damage Caused by Repair(except fire)

Damage Caused by Restoration Process(except fire)
Canying Personsfora Fee

Canying Poperty fora Fee

Renting Covered Property

Racing Covered Property (exceptsaiboats)
Speed testing Covered Prooperty (exceptsaiboats)
Infide lity o f Persons to Whom Covered Property is Entruste d
Portable Electronic Eyuipment

Photographic Equipment

Watersport’s Equipment

Fishing Gear

Cameras

Fuel

Portable Radios

Fishing Equipment

Inte ntio nal Injury

Intentional Damage

Renting the Watercraft to Others

Canying Personsfora Fee

Canying Poperty fora Fee

Using Watercraftin a Race (exceptsaiboats)

Using Watercraftin a Speed Test (exceptsailboats)
IossesCovered underWorkers Compensation
Iossesby a NuclearEnergy Liability Po licy
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v" Contrac tual Lia bility

Fo c us Points
o Covered property iswritten on an actualcash value basis.

o Coverage excludesthe liability forbodily injury, loss of life, orillne ss o f individuals.

o Outboard motorand boatinsurance may provide collision damage liability insurance.
o Boatownerspoliciesare writtenon a directand accidentallossbasis.

o UnderBoatOwnersInsurance, alllossesare covered exceptthose specifically excluded.
o Physicaldamage coversthe boat, equipment,accessories, motor, and trailer

o BoatOwnerspoliciesinclude Liability insurance.

o Medicalpaymentscoverage coversthe insured, a family member,orany person occupying the covered
watercraft.

CHAPIER 4: PERSONALYACHTINSURANCE

This type of policy isforlargerboatssuch asinboard motorboatsand cabin cruisers. Personal Yac htinsurance provides hull
insurance, protection and indemnity insurance, optionalcoverage and wamanties.

HUILINSURANCE

Thisprotection refersto physicaldamage on the boat. Thiscoverage also appliesto sails, tackle, mac hinery, fumiture, and
the boatitself.

This insurance provides "all-risks" protection. Forexample ifthe boatisdamaged by: heavy seas, collision, flood orsinking
because ofaninsured peri, the lossiscovered. A deductible of varying amounts wilapply to allphysicaldamage and
losses.

PROTECTION AND INDEMNIITY INSURANCE

Thiscoverage providesthe boatownerwith coverage forbodily injury and property injury on an indemnity basis. Ffor
example the boat were to smash into a marna and injures severalpersons the lossto the dockaswellasany bodily injury
would be covered underP&L

OPIIONALCOVERAGES

Youmayadd severaloptionsto yourpersonalyachtpolicy, such as, medicalpaymentscoverage, liability ofthe insured to
maritime workers injured in the course ofemployment, boat trailerinsurance, land transportation insurance and wate r-skiing
clause.

WARRANTIES

Severalwamanties and promisesare provided with yacht insurance. Should a wamanty be violated higherpremiums may be
required.

The majorwaranties on yac ht insurance are asfollows:

Se awo rthine ss Wamanty

The insured wamants that the vehicle isin seaworthy condition

Iay-up Wamanty

The insured wamants the vehicle wilnotbe in operation during certain periods, suc h as wintermonths
Navigational Limits

The vesselwillbe used only in temitorial watersdescrbed in declarations

Private Ple asure Wamanty

The insured wamantsthe vesselwilnotbe hired orchartered

VVVVYVVYY

UNINSURED BOATERS COVERAGE

Asisthe case with automobile insurance where you can purc hase uninsured motorst protection, boatpackagesalso
include an option foruninsured boatcoverage. The company agreesto paydamagesthata covered personislegally
entitled to recoverfrom an insured boatowneroroperatordue to bodily injury sustained by a covered person in a boating
accident.
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EXCLUSIONS
The uninsured boaterscoverage hasseveralexclusions. Bodily injury from the following are excluded:

» While occupying orstruckby any watercraft owned by the insured orfamily memberthatisnotinsured underthe
policy

I the bodily injury claim is se ttled without the insurance company's consent

While operating a covered watercraft which iscanying personsorproperty fora fee

While occupying a covered watercraftbeing rented to others

Using a watercraft withouta reasonable beliefthat the person is entitled to do so

Occupying a watercraft without the reasonable beliefthatthe person isentitled to do so.

YV VVYVYVYVYYV

In the event there should be a disagreementasto whethera covered personislegally entitled to recoverdamagesfrom
the uninsured boatowneroroperator,oron the amountofdamages, the coverage hasan arbitration provision which
states:

Fachpantyselectsan arbitrator. The two arbitratorsthen selecta third arbitrator. They have thity daysto agree. fthey go
beyond thity daysa judge na courtoflaw appointsthe arbitrator.

Fo c us Points
o PersonalYacht Insurance coverslargerboatssuch asinboard mototboatsand cabin cruisers.

o PersonalYachtinsurance provides hullinsurance, protection and inde mnity insurance, optionalcoverage and
wa rantie s.

o Hullinsurance coversphysicaldamage to the sails, tackle, mac hinery, fumiture, and the boat itse If.

o Protection and indemnity insurance coversbodily injury and property injury on an ind e mnity b asis.

CHAPIER 5: SPECIAIIZED COVERAGES

Marine insurance isa broad term including ocean and inland marine insurance. The Nationwide Marine Insurance
De finition, published by the National Association of Insurance Commissioners, includesimports, exports, domestic shipments,
and meansofcommunications, and personaland commercialproperty floatersas marne insurance.

OCEAN MARINE

Ocean marine insurance covers shipsorhulls,goodsorcargo, eamings (such asfreight, passage money, commissions, or
profit) and liability (known as protection and inde mnity). The vesselownerorany party interested in orresponsible for
insurable property by reason of maritime perls may purc hase thisinsurance.

PROTEC TION AND INDEMNITY INSURANCE (P&D

Isa bmad form of marne liability insurance thatcoversthe operatorofa ship forsuch thingsasliability to crew members
and otherindividualson board the vessel, and fordamage to fixed objects, such asdocks, resulting from the insured's
negligence.

INIAND MARINE INSURANCE

Isforcoverage of property thatinvolvesan elementoftransportation. The property mustbe actually in transit, held by a
bailee,ata fixed location thatis an instrumentoftransportation,orbe a movable type ofgoodsthatisoften at different
lo c atio ns.

BUM BERSHO O TLIA BILITY
Bumbershootcoverage isa particularform of umbrella Lhability designed foraccounts where the principal exposure is
marine and involvesthe operation of vesselsand use ofdocks.

The Bumbershootcovers: protection and indemnity; generalcoverage, collision, salvage charges, sue and labor;allother
legaland contractualliability inc luding employers liability, iability underadmiralty laws orthe Iongshoremen's Act,
automobile liability, and those hazardsusually associated with generalliability insurance. nsured'snetretention ofatleast
$100,000 usually re quired.

CHARTER BOATS

Standard protection and indemnity formsissued in ¢ onjunc tion with Hull insurance policieson vesselsexclude coverage on
the use ofa boatforhire orchanter. Undercertain circ umstances,a P& Iform,braderin coverage than a standard
generalliability contract, isissued to an owneroroperatorofsuch a vesselused forcanying passengers forsightseeing,
fishing, transportation, entertainment ormarine observationson a fee basis.
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Coverage forliability also may be amanged on an OL&Tliability form with rates setin the specialty marketata surcharged
rate. Vesselsunder40 feetin length are rated at 50% ofthose over40 feet. Coverage usually is subjectto a deductible.
Liability exposure isof more concem to underwritersthan lossordamage to the hull

Restaurant and serving ofalcoholic beveragesare also principalhazardson laigervessels.

SHIP C HA RTERER 1EG A L IIA BILITY

This insuranc e isdesigned to protecta vesselchartereragainst liability ncurred forlossof, ordamage to, the vessel hired
underthe charterparty. Liability is ordinarly limited to damage caused inloading orunloading orfailure to provide a safe
berth. Policiesmay be written on an open basis with a flat premium charged foreach voyage,oreach voyage maybe
placed separately.

SHIP REPA IRER IEG A L IIA BILITY

Protectsan individualship repairer, marina orboatyard operatorforlegalliability to the vesselsownerfordamage to the
vesselbeing repaired. This 'care, custody orcontrol'coverage providesonly property damage Lability and may be
extended to include insured'slegalliability fordamage to otherproperty caused by a collision (orotherwise), while the
vesselisbeing repaired ortested.

There are times when situationscallforspecialized coverage...the type of coverage thatcanonly be realized with an
Inland Marne policy.

Some ofthe typesofcoverage’sthatcanbe found in Inland Marine policies:

BUIIDERS' RISK

Builders' Risk policiescoverbuildings orstruc ture s during the c onstruction, renovation orrepairprocess. While coverage is
often tailored to meetthe needsofeach customer, the vast majority of policiesalso coverbuilding materals destined to
become a permanent partofthe building orstructure. Thisproperty iscovered while in transit, at temporary storage
locations and while stored at the job site.

Builders' Risk policiesare an imporntant insurance product within the ¢ onstruc tion industry bec ause the vast majorty of banks
require evidence ofBuilders' Risk insurance priorto closing on a construc tion loan.

In addition, two ofthe most frequently used c onstruc tion contracts (the Association of General Contractors and the
Americ an Institute of Arc hite c ts Contract for Construc tion) c ontain specific pro visio ns o utlining re q uire me nts fo r Build e 1s' Risk
insurance.

Even putting these requirementsaside, few ifany companiescan afford to inve st in ¢ o nstruc tion witho ut insurance
protec tion.

Any busine ss e ntity with a financialinterest in property underconstruc tion, renovation orrepairne e ds Build e rs' Risk
insurance. Typicalpolicyholdersinclude:
RealEstate Developers

v Building Owners

v" Home Buiders

v" GeneralContractors

v Municipalities

v" Collegesand Unive rsitie s

C O M PUTERIZED BUSINESS EQ UIPMENT

Computerize d Business Equipment policiescan coveralltypesofautomated equipmentcapable ofaccepting and
processing data. While we typically thinkof computers asthe primary subjectofthiscoverage, automated manufac turing
equipment, computerized medicalequipment, flight simulators and any numberofotherspecialized equipmentcanbe
eligible forcoverage.

Coverage may also include the software and data used by thisequipmentaswellasbusinessincome and extra expense
exposuresthat may arise fora lossto such equipmentordata. Coverage typically applies on premises, while in transit and
while temporarly away from covered locations. Iaptopsand portable computersare covered wordwide.

Technology represents a signific ant inve stment to many busine sses. Computerized Busine ss Equipmentcoverage is
important to any busine ss entity thatrelieson technology in theirdaily operations. The greaterthe dependence on
technology, the more importantitbecomesto purchase specialized coverage onsuch a criticalaspectofconsumers
operations.
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CONTRACTORS EQ UIPMENT
Contractors Equipment Coverage cancoverscheduled, leased and miscellaneousproperty of the contractor. h addition,
coverage isextended to include any similarproperty of others forwhich he ishable.

Coverage extensionscan include:
» Additionally Acquired Equipment forup to a policy limit on the equipment, which the insured buys, leases, rentsor
bomowsfordefined period ofdays.

» RentalExpense Reimbursement, which paysup to a defined limitin expenses—rent—ifcovered equipment is
damaged ina covered loss.

» Installation Floatercoverage extendsto property intended forinstallation while atjob site, atany otherlocation,or
in transit.

» Valuable Paperscoverage providesforsuch itemsasblueprints and otherdocumentsofvalue to the contractor.

» Contractors Equipmentisowned orleased to perform a specific function. Use ofthe equipmentisdirectly related to
generating revenue, fulfiling a contract orproviding maintenance. Witho ut wo rking e quipme nt orthe me ans to
replace equipmentassoon aspossible,a contractorsobligationscannotbe fulfilled.

» Contractors Equipment policy helpsowners expedite the repairorreplacementofdamaged orstolen e quipment.
In addition, because ofthe high cost ofthe equipment many banks and lending institutio ns re quire insurance on
the e quipment.

Any busine ss e ntity with a financialinterest in c onstruction orotherheavy equipmentneeds Contrac tors Equipment
insurance.

Typicalpolicyholdersinclude:
RealEstate Developers
Building Owners

Home Builders
GeneralContractors

Munic ip a litie s

Street and mad contractors
Excavation Contrac tors
Port Facilite s

Warehouse Operators

AN N N N N SN

FINE ARTS

Coverage forworksofartata pemanentlocation, in transit and while loaned to others. Agreed Value Fine Artscoverage
ensuresthatcollectionsare treated propedy with a form that addressesthe specific collection needs, with availability of
breakage coverage, specialpamsand setscoverage, and flood and earthquake coverage.

Forsignificant corporate collections, orforantworkand collectiblesin commercial settings, Insurers offercomprehensive
coverage fora broad spectrum ofpaintings, sc ulpture, prints and multiples, aswellasmore specialized collectionsof
historical, culturalortechnological significance.

Who Needs Fine Arts Coverage?

Comorationsand commercialaccounts may have valuable worksofartnotspecially covered as Fine Artsunderstandard
package policiesand Marne coverage fits the bill

INSTALIATION COVERAGE

Installation policies insure building materals and components, machinery, and specialized e quipment while being installed
in a buiding orstructure, orerected orfabricated ata specific location. Typicaltypesofproperty include heating,
ventilating, airc onditioning and electrical systems; and wallboamd, tile, carpeting and otherinte rio r finish material

More specialized installationsinclude wastewatertreatment facilities and controls, pipelines, electrical, telephone and
cable television lines; and radio and cellulartelephone towers.

Coverage istypically effective from the time the customersfinancialinterest in the property be gins until the ir inte re st
ceases, including while the property isin transit, at temporary storage locations and while stored atthe job site.
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The vast majority of Installation policies are written forsubcontractors (trade subcontractorsin partic ular). Any b usine ss e ntity
having a financialinterestin property being installed, erected orfabricated may ha a need fornstallation coverage.

Typicalpolicyholders include:

v' Specialty Contractors

v" Govemment Authortie s and Munic ip a litie s

v' Utilities (Water, Gas, elephone, Hectrical)

v" Manufacturers, wholesalers, and retailersof machinery, equipment and maternals, who also installwhat they sell
Marine underwriting specialists have written all types of installation projects - from low hazard residential elec tric al syste ms
and tenant finish-out, to helicopterassisted towerinstallations, to the delicate relocation oferosion threatened lighthouse.

Standard programsoffercoverage againstrisksofdirect physicallossordamage (subjectto certain policy exclusions), or
coverage tailored to a specific,complexprject.

M A NUFA C TURERS
Manufac turers Output Policy (MOP) includescoverage forthe personalpropernty ofa businessatspecific,aswellas
unnamed locations, including while in transit.

Personalproperty coverage includessuch items as mac hinery, e quipme nt, fumiture, fixture s and stock, impro ve ments, and
includes any othersimilarproperty of othersforwhich an insured islable.

Coverage Extensionsinclude: Accounts Receivable and Valuable Paperscoverage’s, and Fire Protection System Recharge
Expenses.

MOTORTIRUCK CARG O IEGALILIABIOITY
MotorTruck Cargo policiesinsure common and contractcamersforlossordamage to cargo in theircare, custody or
control

Coverage isprovided on a legalliability basisasdetermined by the contractofcamiage between the motorcamerand the
shipper(BillofIading orotherspecially negotiated contract). Generally, a camierisliable forthe safe delivery of the
property entrusted to them, not only while on theirvehicles, but also while temporarly at terminals awaiting shipme nt.

An insurers MotorTruck Cargo Iegalliability policy isdesigned to coverthatliability on behalf of the camier.

Anyone who camiesthe propernty of othersin retum fora tanff should have Motor ruck Cargo Liability inc luding:
v" Common Camers
v" Contract Camers
v" Non-truc king risks whom backhaulproperty of otherson theirown truck.

MUSEUMS
Some Marine policiesoffercoverage developed specifically to insure museum-quality objec ts.

The policy insures museum owned property at scheduled locations, on exhibition oron loan to otherorganizations. The
policiesalso offercoverage’sforproperty in transit and the property of others for which the policyholderislegally liable.
Coverage isavailable forart, history, naturalhistory, science and technology and sports museums.

Some insurers also offercoverage forspecialized institutions such asaviation and automobile museums.

In the United States, there are more than 12,000 museums eligible forthiscoverage. The marketisexpected to expand as
the numberofspecialty museumsand localhistorical societies continuesto grow. Many ofthese smallermuseums have no
coverage fortheircollectionsbecause they perceive thatone-of-a-kind objectsare invaluable and therefore uninsurable.

Although anexactreplacementisnotavailable, insurance can offercurators the opportunity to supplement the remaining
collection with antifacts ofthe same genre to keep and preserve the mission ofthe museum. Insurers such as Travelers and

otherprovide coverage forthese typesofunique situations. Whateverthe risk, from localspecialintere st museumsto large
nationalmuseums, companiessuch as Travelers provide Insurance coverage forthe art word's specialinsurance needs.

SC HEDUIED PRO PERTY

Scheduled Pooperty coverage isdesigned to coverproperty thatis unique orunusualorisnottypically covered underany
othermarne orproperty coverage. Coverage isavailable to protectagainstrisksofdirect physicallossordamage (subject
to certain inland marine e xc lusions).
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Any commercial property ownerwith property thattravelsfrom location to location orneedscoverage forotherthanreal
propertyorcontentsisa candidate forScheduled Property.

Sc heduled Property is for any busine ss e ntity that wants insurance protec tion forunique propery ranging from struc ture s
outdoorsto movable property.

Some ofthe unusualtypesofriskseligible forthiscoverage include:
Circusrides

Iocomotivesand railcars

Voting machine s

Transit systems

Waterstorage tanks

Antique and Racecars

Ski lifts

ANENENENENENEN

Pogram can be tailored to the specific property. Scheduled Popertyiscompletely flexible in coverage scope. Coverage
appliesto property whereveritislocated - ata specific location, in transitorata temporary location. Valuation optionsof
alltypesare available including agreed amount, actualcash value orreplacementcost. Coverage istailored to the
specific typesofproperty.

TRANSPO RTATION
Transportation insurance typically coversa shippersinterestin theirproperty while in transitby public motorcamier, contract
camer,railwad, aircamer, orwhile on theirown vehicles.

The coverage form isoften extended to provide insurance forlossto property while itisbeing loaded and unloaded.

A Transportation policy paysup to the limit of nsurance, regardlessofthe extentofthe camerslegalliability orthe camers
ability to meettheirfinancialobligations. n today'sfastpaced wond,

Insured’sdon't have time to spend collecting reimbursement from a camerin the eventofa loss. Some Transportation
policiesalso payforcertain losses, even when the camermaynotbe liable, such asActsofGod (flood, earth movement,
etc.). And if the insured ships FO.B. and cannotcollectthe invoice amount from the consignee because oflossordamage
during the shipment, the policy willcoverthe insured's intere st in the lost ordamaged property.

Any businessthatdealsin a product, such asmanufactures wholesalers’ retailers and distibutorsneed coverage for
incoming and outgoing shipments:

WHO LESALERS AND RETA ITERS
AccountsReceivable Coverage coversthe costofre-establishing recordsofAccountsReceivable, aswellasthe actual
losscaused by damage.

Camera and MusicalInstrument Dealers Coverage protects merc handise while atthe premisesofthe insured, in transit, or
awayin custody ofemployees.

Coverage isalso provided forthe property ofothers while in the insured’s custody.

Equipment Dealers Coverage allowscoverage fordealersproperty such asmobile agriculturaland construc tion
equipmentand related accessores.

Fine At Dealers Coverage providesfordealersstockand the property of others, which could consist o f sc ulpture, paintings,
drawings, lithographs and othertypesoffine prints, antiquesorcollectibles.

FoorPlan Coverage Form protects merchandise forsale thathasbeen financed. This hland Marne form coversthe single
mterest of the dealerorthe lending institution orc overs their dual inte re st.

Fumiers Block protects a furers stoc k — c o nsisting mainly o f furs, furgame nts, gaments timme d with furand furaccessores.

JewelersBlockcoversmerc handise while atthe premises of the insured, in transit, away in custody of employees, and
elsewhere.

Tansportation Coverage Form coversproperty shipped via common camier,orowned vehicles.
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FO R REALESTATE O WNERS
Builde s’ Risk coversbuidings undergoing renovation, inc luding existing struc tures, in addition to new construc tion projects.

Equipment Foatercoversmobile equipment used in the servicing ofbuilding.

Valuable PapersCoverage providesforinscribed, printed orwritten documents, manuscriptsorrecords, inc luding deeds,
drawings, mapsormortgages.

FOR SERVICE SEC TO RS

Accounts Receivable Coverage protectsthe cost of reestablishing Accounts Receivable recordsaswellasactualloss due
to the inability to collect sums re sulting from a lossordamage to these records.

Bailee Floaterforinsured’s who take custody of property of others(e.g., repairshops, dry cleaners, etc.). Within the service
sector, nland Marne Floaters that extend to;

Eectronic data processing equipment, data and media; misc ellaneous property;

Physiciansand Surgeons Coverage forthe transportation ofgoods shipped via common camerorowned vehicles, and
coverage of valuable papersforinscrbed, printed orwritten documents, manuscriptsorrecords.

Fo cus Points
o Marine insurance includesocean and inland marine insurance.

o Oceanmarine insurance covers shipsorhulls,goodsorcargo, eamings and liability.
o Inland Marne Insurance coversproperty thatistransported.

o Chartererlegalliability protectsa vesselchartereragainst liability forloss,ordamage to the vesselhired underthe
charterparty.

o Ship Repairerlegalliability protects a ship repairer, marina orboatyard operatorfrom liability fordamage to the
vesselbeing repaired.

0 Builders' Risk policiescoverbuidingsunderconstruction, renovation orrepairprocess.

o Computerized Business Equipment policiescoveralltypesofautomated equipment.

o Computerized Busine ss Eyuipment may also include software and data.

o Contractors Equipment Coverage coversscheduled, leased and miscellaneousproperty of the contractor.
o Fne Artscoverage protectsartata pemanentlocation, in transit and while on loan.

o Manufacturers Outputincludescoverage forproperty ofa businessatspecific orunnamed locationsand while in
tra nsit.

o MotorTruckCargo policiesinsure camersforlossordamage to cargo.

o Scheduled Pooperty coversproperty notcovered underothermarne orproperty coverage’s.

o Tansportation insurance coversshippersproperty wile in transit.

CHAPIER 6: OCEAN MARINE INSURANCE

Ocean marine policies were the fist form ofinsurance coverage. They were written to provide financial protec tion forthe
ownersofshipsand cargoesin the eventtheirproperty waslostatsea.

The cargo wasinsured from portto port. Ocean marine policiesstillofferthiscoverage today and include Ocean Cago,
Commercial Hull, Hull Build e rs Risk, Marina Operators, Boat Dealers, Ship Repairers, Stevedores, Wharfingers and Charterers.

Marine policiescanbe written to coverthe movementofanylegalgoods. The property insured isnotitemized in the policy,
whic h is written to cover“goodsand merc handise.”
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Certain typesofproperty are notincluded underthe generalcategory of“goodsand merchandise” and need to be
specifically covered.

These notincluded items are thingssuch aslivestock, frozen foods, refrigerated meats, poultry, game, etc., aswellas,
specie, bullion, securitie s and similar pro perty.

The marne policy may be written not only to coverthe value of the shipped goodsbutalso import duties and freight
charges.

HAZARDS COVERED

PERILS OF THE SEA

Underthiscoverage came allperils which are peculiarto transportation and which cannotbe prevented by any
reasonable effortsof man. Perils of the sea must be fortuitous. Thatisdue to an uncontrollable action ofthe sea, not within
the controlofany person.

FIRE

Fire isnota pernlofthe sea, butthe policy coversthisrisk. There isno coverage against fire, which is due to the inherent
combustibility of the goodsbeing camied. Combustible cargoessometimes are insured with specialcoverage specified in a
policy.

BARRATRY OF THE MASTER
Violation of trust of the masteriscovered provided itisnot done with connivance ofthe ship owner.

ASSAINIING THIEVES
Although petty thieveryisnotcovered by the policy, theftaccompanied by violence iscovered.

JETTISO N
The throwing overboard ofcargo iscovered whenitisdone to preserve property from loss.

AILL O THER PERILS

The policy covers“allotherperis which shallcome to the hurt, detrimentordamage” ofthe goods. The clause would
appearto make the policy coveragainst allrisks, which isdefinitely notcomect. tmeansonly perilsofa charactersimilarto
those insured.

EXPIO SION
Most marine policiesspecifically coverthe riskofexplosion, whetheronland orsea.

IATENTDEFEC TS IN M A C HINERY, HULL, APPURTENANCES
Most marine policiesare extended to coverdamage caused by bursting ofboilers, breakage of shaftsorthrough any latent
defectsin the machinery, hullorequipment, and through faultsand emorsin navigation ormanagement ofthe vessel

OTHER TYPES OF COVERAGES

C HA RTERERS 1EG A L IIA BILITY
When a shippercontracts with a ship ownerto use theirvessel, thisamangementisconsidered a charter.

Depending on the type of charter, the chartererisheld legally responsible forcertain hiabilities and properties of the vessel
There are three typesofchartererscommonly used:

v" Voyage Charter

v" Tme Charter

v" BareboatCharter.

Depending on the type of contractthe chartererentersinto, they may become liable forcertain exposuresinvolved in the
operation ofthe vessel A chartererwho contractsthe entire vesselfora single orseriesof consecutive voyagesis
considered a Voyage Chanterer.

In a Voyage Charter, the shipperin mostcasesisliable fora safe berth, loading and the unloading. The ship ownerretains
the responsibility fornavigation, operation ofthe vesseland allexpenses.

A chartererwho contractsto hire the entire vesselfora specific period oftime iscalled a Time Charterer. In a Time Charter,
the shipperisresponsible forpaying forthe ship'sfueland forproviding a safe berth atthe portofdelivery. The ship owner
remains responsible fornavigation and the expensesofoperating the vessel
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A chartererwho contracts to hire the entire vessel withouta crew, storesorprovisionsiscalled a Bareboat Charterer. In a
Bareboat Charter, the shipperisliable forthe fulloperation ofthe vessel

*Note: CharterersIlegal liability coverage formsare not standardized so itisimportantto study each company'sprogram
and work with an experienced agent who hasaccessto an Ocean Marine underwriting spe c ia list.

HUILPROTECTION & INDEMNITY
Hullpoliciescoverphysicaldamage lossesto the vesselarising out of numerous perils.

Protection and Indemnity policies coverthe Lability ofthe vesselownerforbodily injury (including death) orproperty
damage arsing outof specific typesofaccidents.

Hulland Protection and Indemnity coverage isoften tailored foreach customer. Typically hullcoverage is written together
with the protection and indemnity coverage.

Hullpoliciesare a necessary part ofthe shipping industry. Without hullcoverage, a prospective buyerofa vesselwillbe
unable to obtain a loan to finance the purchase. Hullcoverage willprotect the interests of the bank and the vesselownerif
alossdoesoccur

Protection and hdemnity (P& D) policiesare also necessary. Without protec tion and indemnity coverage, most vessels
would notbe pemitted to sail The majorty of laborunionsrequire thata fleet have coverage forthe crewmembersin case
they become ill, injured, orare killed while employed by the vessel

Without evidence ofadequate Protection and Inde mnity insurance, the vessels would notbe manned and cargo would
notleave the ports. Any commercial ship ownerand/oroperatorofan inland/ocean going vesselneeds Hulland
Protection and Indemnity insurance.

Typicalpolicyholdersinclude:

ContaimnerVesselOwners

Bulk Canying Vessel Owners

ThnkerVessel Owners

Barge Owners

Ferry Owners

He avy Lift Ve sselOwne s

Hulland Protection and Inde mnity und e rwriting re quire s the assistance ofunderwriting specialists who take pride in
understanding each customersspecific needs. We do use Industry standard coverage formsdo notalwaysmeetthe needs
ofa customerbut mustbe tailormade to reflect a customers spe c ific atio ns.

YVVVVYYVYYVY

MARINA OPERATORS IEG AL LIABIITY
Marnasprovide a numberofservicesto the ownersofprivate pleasure craftsincluding renting dockspace, fueling,
storage, launc hing and hauling.

The marina must exercise the appropriate care to protecttheircustomers pleasure craft, equipmentonboard and motors
thatare in theircare, custody orcontiol Fnegligent in such duties, a marina may be held liable foranylossordamage to
theircustomers property.

Marina Operators Iegalliability covers the insured's liability forlossofordamage to customers’ private pleasure watercraft,
equipmentonboard and motorsthatare in theircare, custody orcontiol Any individual orany entity with a financial
interest in a marna oryacht club needs Marina Operators Le gal Liability.

Typicalpolicyholdersinclude yacht club ownersand marina owners.

OCEAN CARGO

Ocean Cargo policiescoverphysicallossordamage to goodsand merchandise thatare shipped by varoustypesof
camiers;ie., rail, air, water,and motortruck. Besidesjust covering goods while in transit overseas, the coverage form canbe
broadened to coverthe goods while temporarily stored atintemationaland domestic warehouses, while being shipped
domestically orwhile ata domestic orforeign processor.

Ocean Cargo coverage istailored to meetthe needsofeach customer. Ocean Cargo policiesare a necessary partofthe
shipping ind ustry. Without Cargo coverage, intemational transac tions would nottake place.
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When a bank financesthe purchase of goods, the buyerisrequired to provide evidence of adequate insurance forthe
loan priorto any advancementofmoney.

Once proofofadequate insurance hasbeen given to the bank, the shipmentofthe goodscancommence. Ocean Cargo
msurance typically protectsthe interests ofthe bank, the sellerofthe goodsand the buyerofthe goods.

Any individualorany entity with a financialinterestin goodsormerchandise being shipped intemationally needsOcean
Cargo insurance.

Typicalpolicyholdersinclude:

Multi National Companies

Wholesalers and Distrb utors

Manufacturersand Processors

Shipping Companies

Importers/ Exporters

Iogistic and ntermeddle Freight Transportation Service Companies

YVVVVYYVYYVY

Und e rwriting specialists mustbe understanding ofeach customersexposuresand mustbe sensitive to designing a cargo
policy tailored to reflect that c ustomers spe c ific a tio ns.

SHIP REPA IRERS 1EG A L IIA BILITY

A shipyard doing repairson a vesselhascerntain responsibilitie s to the vesselownerforthe safety of theirproperty. The
shipyard must anticipate the hazardsto which the property issubject and must exercise the appropriate care to protect this
property.

Fnegligentin such duties, the shipyard may be held liable forlossordamage to this property.

When a shipyard isrepaining a customersvessel, there isa bailment between the shipyard and vesselownerwhile the vessel
isin the care, custody, orcontrolofthe shipyard. Thisbaiment makes the shipyard liable forcertain damagesand they must
exercise an ordinary degree ofcare to protecttheircustomers property.

The Ship Repairerslegalliability coverage form provides lability coverage forthis exposure.

Ocean Marine Specialists must work with each customerto develop a coverage form that fits the specific ations of the
customer. The insurers Ocean marine claim surveyors,

Adjusters and settling agents must allworktogetherproviding the customerthe bestcoverage available to meet the
customers re quire ments.

Note: Ship RepairersIegalliability coverage formsare not standardized so itisimportantto study eachcompany'sprogram
and work with an experienced agent who hasaccessto an Ocean Marine underwriting spe c ia list.

STEVEDO RES LEG A L LIA BILITY
When a vesselentersa pont,itscargo needsto be eitherloaded orunloaded safely and expeditiously so the vesselcan set
sallagain with limited delays.

Anindependentcontractorcalled a Stevedore isusually responsible forthe loading and unloading operationsata port.

The Stevedore canbe legally iable fordamage to vessels, cargo, and propertylocated on the premises they are
conducting theiroperationson. Coverage provides protection to the Stevedore fortheirordinary liability to exercise an
appropriate degree ofcare forvessels,cargo and property in theircare, custody orcontrol

Note: Stevedoreslegalliability coverage formsare not standardized so itisimportantto study each company'sprogram
and work with an experienced agent who hasaccessto an Ocean Marine underwriting spe c ia list.

TERM INA L O PERA TO RS LEG A L IA BILITY

A terminaloperatorcan perform many func tions inc luding warehousing services such as "pickand pack'operations,
labeling, inventory controland localtrucking. In addition, they may provide a safe berth forvesselsand have employees
thatload and unload vessels.

One common exposure thatexistsin allofthese operationsisthe terminaloperatorslegalliability exposure while goodsand
property ofothersare in theircare, custody orcontrol
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A terminaloperatorprovidesan extended range of servicesthatcaninclude operationsprovided by a Wharfinger,
Stevedore and Warehouseman. When detemmining coverage needs, itisimportant to examine the servicesthat the insured
providestheircustomers.

Note: BrminalOperatorslegalliability coverage formsare notstandardized so itisimportantto study each company's
program and work with an experienced agent who hasaccessto an Ocean Marne underwriting spe c ia list.

WHA RFING ERS LEG A L IIA BILITY

When a vesselentersa portit must have a safe berth before itcanbe loaded orunloaded. The Wharfinger(pronounced
"warfin-jer) provide s the vesselownerwith a safe berth watchesoverthe vesseland exercisesthe appropriate care to
protectthe vesselfrom lossordamage.

The Wharfingeris held iable forthe vessel while itisin theircare, custody orcontrol They also have certain re sponsibilities for
the safety ofthe vessel This liability is the principalexposure covered by a Wharfingerspolicy.

Note: Wharfingers legalliability coverage formsare notstandardized so itisimportantto study each company'sprogram
and work with an experienced agent who hasaccessto an Ocean Marine underwriting spe c ia list.

Fo c us Points
o Oceanmarine policies were the first form ofinsurance coverage.

o Marine policiescanbe written to coverthe movementofanylegalgoods.
o Ocean Marine insurance coverscharterers’ le galliability.
o Hullpoliciescoverphysicaldamage lossesto the vessel

o Protection and hdemnity coversthe vesselownerforbodily injury orproperty damage in specific typesof
accidents.

o Mostvesselsare not pemitted to sail with out Protec tion and Indemnity coverage.

o Marina Operatorslegal Liability coversforlossordamage to customers watercraft, equipment and motorsin their
care.

o OceanCargo policiescoverphysicallossordamage to goodsshipped by varioustypesofcamers.

o Stevedoreslegalliability coverscargo thatisloaded orunloaded from a vessel

CHAPIER7: IOYD’S OFIONDON

Ioyd’sis an insurance market unique in the word. Almost anything can be insured atIloyd’s: fleets of ships and airc raft, civil
engineering projects, factories, oilrigs and refineries, personallinesrisks as wellasliability policies formostcommercial
eventualities, to name buta few of the thousand-and-one risks which are placed atlloyd’seach year.

The business flows from allparts ofthe word and representsan income of millionsof poundsin premiumseach working day.
Ioyd’sisnota company. Ehasno shareholdersand acceptsno liability ¢c entrally forrisks insured in the market. loyd’sisa
society ofindividualand corporate memberseach of whom acceptsinsurance risksasmembersofone ormore

underwriting syndic ates.

Individualmembersare liable to the fullextent of theirprivate wealth to meet theirinsurance commitments, while the
cormporate entities trade with limited Lability.

AN INTRODUCTION TO0 ILIOYD’S

A properunderstanding ofthe present-day lloyd’s, how it wo rks, why it e xists, isimpo ssible to re view without a brief glimp se
ofthe past.
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The origins of marine insurance are barely discemible in the mists of time, although the practice is known to have been
introduced to England by the Iombard’s in the sixte e nth c e ntury.

The growing importance of london asa centeroftrade afterthe English Civi Warled to a steady increase in the demand
forinsurance of shipsand cargoes.

This coincided with the rise in popularty of coffee drinking in England, a custom that had farreaching effects upon the
nation’ssocialand commerciallife. The first london coffee house opened in 1652. Fom the time of King Chares’s
restoration to the throne in 1660, coffee housespwliferated untilby the end ofthe century they were numbered in
hundreds.

In contrast to the inns and tavems, which had alwaysexisted in profusion, coffee housesprovided congenial meeting
placesforseriousand clearheaded discussion. In the City theirpopularty asplacesforthe transaction of business was
quic kly established. The

RoyalExc hange, the traditonalmeeting place of merc hants, offered little in the way of comfort and convenience and
must have been frequently deserted in favorofthe coffee house.

Busine ss in those dayswasconducted very informally and the insurance of shipsand cargoeswasa faily simple matterof
hawking a policy around the City forsubscription by anyone with the private meansto take a share ofthe riskin retum fora
portion of the pre mium.

A merchant, with a ship to insure, would request an “insurance office” to actasa broker, taking the policy from one
wealthy merc hant to anotheruntil the risk was fully covered.

The brokersskilllay c hiefly in e nsuring that policies were underwritten only by men o f suffic ie nt financialinte grity to meet
theirshare ofa claim —to the fullextent,if need be, of theirpersonalfortunes.

twasagaist thisbackgmund that lloyd’s Coffee House made itsappearance on hwerStreet some time in 1688, the year
thatthe ‘bloodlessrevolution’ brought William and Mary to the throne of England. Unfortunately, very little is kno wn either
about Edward loyd orhiscoffee house.

Itwasone of many similarestablishmentsand, apartfrom occasionalreferencesin contemporary newspapers, the record is
blank. The fist mention of lloyd’sappearsin the late 1680s when an advertisement in the Jondon Gazette offersa reward of
a guinea forinformation about stolen watches, claimable from ‘Mr. Edward Iloyd’s Coffee House on Tower Street’.

It seems very likely that, from the first, Edward lloyd encouraged a clientele of ship’s captains, merc hants, ship owners and
others with an interestin overseastrade. Coffee housesin general(and Iloyd’s was surely no exception) were centersof
disc ussion where, in the daysbefore newspapers, the latest gossip could be heard. More than this, ata time when
communic ations were laborious and unreliable, Edward lloyd gained an enviable re putation for trustwo rthy shipping ne ws.

This was one ofthe basic ingredients of successful underwriting and perhapsmore than any otherfactor, ensured that
‘Hoyd’scoffee house’,overand above itsrivals, became the recognized place forobtaining marne insurance.

Asfarasisknown, Edward Iloyd tookno partin underwriting. He contented himse If with providing congenial premises and
the facilities forhispatronsto do business, rmaining a ‘coffee-man’ untilhisdeath in 1713.

Ioyd’schiefbequestto posterity washisname and the coffee house, which bore it.

Up to 1720 there is nothing to suggestthatunderwriting wascamied on exclusively in any one place. Butin thatyeara piece
oflegislation wasenacted by Pardiament, which profoundly influenced the future oflloyd’s Coffee House asa centerof
marine insurance.

Forsome years previously there had been intemittent attemptsto setup a securely based insurance corporation (or
chartered company), which it washoped, would bring some regularity to the disorderdy commercialword ofthe eardy
Georgian period.

At this time, too much wealth and too little employmentforithad given rise to the wild inve stment speculation, which swept
Iondon and culminated in the collapse ofthe South Sea Company in 1720, ruining thousands o f inve sto rs.

The ‘South Sea Bubble’ wasthe mostspectacularofmany fraudsand failuresofcomporate enterprisesata time when
disreputable companiesballooned and burst ovemight. The ‘Bubble Act’ (so called because it waspassed asthe drama of
the South Sea Companyreached itsclimax) granted chartersto the Royal Exchange Assurance and the Iondon Assurance
Companies, prohibiting marine insurance by any othercormporation orbusine ss partne rship.
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The legislators had no intention, however, of curbing the unde rwriting ac tivities of private individuals suc h as the
respectable merchants who had traditionally subscribed theirnamesto insurance policies.

Unlike companies and partnership groups, private underwriterson accepting a riskbound themselves‘each fortheirown
partnotforone anotherand, by long standing custom, the whole oftheirprivate estate waspledged assecurity to meeta
claim. Forthese reasonsthe Actdelberately excluded ‘private and particular personsfrom itsscope and Iloyd’scan be
faidy said to owe its future existence to this omission.

The threat presented by the two un-ente rprising insurance cormporationsdid not prove to be serious, thoughitprobably
caused the merchant underwritersto concentrate in a community ofinterest at the place most frequented by them —
Ioyd’s Coffee House,thenlocated in lombard Street.

BIRTH OF A SO CIETY O F UNDERW RITERS

Asthe eighteenth century drew on, the informalgathering of merchantsatlloyd’sgradually assumed a more cohesive
id e ntity. But there waslittle orno restric tion of the activities ofthe patronsand we can assume thata very mixed bag
gathered underitswof. In those times a thin line divided respectable marine underwriting from the sort of nsurance that
would be regarded even beyond the scope ofa bookmaker.

Gambling was still the outletofexcesswealth asithad been in the yearsbefore the ‘South Sea Bubble’ burst. Side by side
with the insurerofshipsand cargoesthere existed men who would make a bookon any eventuality —against an ailing
monarch, forexample, dying within a certain time, orperhapsa highwayman being caught and hanged.

In 1769, however,a numberoflloyd’smore reputable customersdecided to breakaway and setup a rival establishment in
neatby PopesHead Alley devoted strictly to marine insurance. This step wasone ofthe fist signsofany community of
interest among underwriters at the coffee house. Itled rapidly to the establishmentofa propeddy constituted society outof
which evolved the busine ss institution oftoday.

‘New Illoyd’s Coffee House’ asit wascalled, soon proved to be too small. n 1771 a committee waselected to find new
premises and 79 merc hants, underwrtersand brokerseach paid £100 into the Bank of England forthat purpose.

Three years the Committee in the Royal Exchange and ‘New Iloyd’s leased laterrooms le ft the coffee house forgood.
Although everyone stillreferred to ‘lloyd’s Coffee House’ formany yearsto come there isno doubtthatitimmediately took
on the appearance ofa place of businessratherthan one ofrefreshment. The modem Iloyd’shad been bom. Forthe next
century the society of underwritersat loyd’sevolved step by step, gradually assuming its present day form. Me mb e rship
wasregulated and the elected Committee given increased autho rity.

This period of evolution culminated in 1871 with the incorporation oflloyd’sby Act of Pariament. Up to then, lloyd’s
constitution had been based on the ‘Trust Deed’, a legaldocumentdrawn up in 1811 and signed voluntarly by all
subscrbersto loyd’s—or‘members asthey were called after 1843.

Ioyd’sActgave the Society a formallegalbasisenabling it to acquire property and to make by-laws, which had the full
authorty of Padiament behind them. ¥ the Trust Deed marked the end ofthe coffee house era, lloyd’s Act confimed the
existence ofthe modem busine ss institution seen at lloyd’stoday.

HOYD’SACT1982
Ioyd’sActof 1871 hasbeen followed by five further Actsto meetthe Society’schanging needs. The mostrecentofthese,
Hoyd’s Act 1982, resulted from an inquiry into the society’s c onstitution and the effectivenessofits powers of self-re gulation.

The inquiry, established by lloyd’sin 1979 and chaired by a formerHigh Court Judge, Sir He nry Fisher,recommended the
formation ofa new body, the CouncilofIloyd’s, to assume the rule-making and disciplinary func tio ns hitherto vested in
Ioyd’s membership asa whole.

A Billto give effect to thisand otherchangeswasoverwhelmingly endorsed by the membership in November 1980 and
enacted in July 1982 afterlengthy debate and detailed scrutiny by committees ofboth Houses of Pariament.

THE HOMES OF LIOYD’S

When Edward Ioyd’s busine ss outgrew the original hwerStreet coffee house he moved in 1691 to Iombard Streetnearerto
the heart ofthe City of london. By this time Iloyd’s Coffee House had become one ofthe principalcommercialcoffee
housesin the City.
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Merc hants, ship ownersand captains, in fact everyone with an intere st in maritime trade, were drawn to loyd’s by the
entemprising proprietors extensive network of shipping information which wasusually reliable in those less wellinformed
times.

Overthe next 80 years, undervariousownersand managers, loyd’s Coffee House prospered and slowly evolved into a
more formalsociety untilin March 1774 the Subscrbersto lloyd’soccupied new premises overthe Royal Exchange in
Combhill

With some interruption Iloyd’soccupied premises there until 1928 when, having purchased the freehold of a site in
Ieadenhall Street, the market moved into a new building there, the fist everowned by the society.

By 1948 furtherexpansion of lloyd’snecessitated the purchase of an adjacent site and in 1958 und e rwriting ac tivitie s
moved across lime Streetinto a second new building. In 1978 lloyd’sagain faced the prospectofunacceptable
overcrowding and a decision wastaken to redevelop the Ieadenhall Streetsite of loyd’sold building.

A leading architect Richard Rogers(now Iord Rogers) wasappointed to design a new home forlloyd’s, whic h would
enable the market to expand wellinto the first half of the 21st c entury and hopefully beyond. The new building, which isof
advanced design and incorporatesthe latest developmentsin electronic technology, opened forbusinessin May 1986. A
formalopening ceremony was performed by HM The Queen the following November.

The loyd’s marketnow operateson the ground floorand a numberofgalleries. The totalpossible underwriting area is
200,000 square feet (19,000 square meters). The fust six gallery floorsare constructed mund a central atrium, which risesover
200 feetto a bamelvaulted glassmwof. The remaining sixfloorsare stepped backand revealthe south window with its
spectacularviewsacrmss london.

THE GOVERNANCEOFIIOYD’S

Ioyd’shasa three-tiersystem of govemance. The CouncilofIloyd’sisa statutory body established underIloyd’s Act 1982
comprsing memberselected from and by the working and extermalmembership and individualsnominated by loyd’s and
approved by the Govemorofthe BankofEngland. The nominated members have no busine ss c o nne c tio ns with the Iloyd’s
market. The Councilelectsthe Chaiiman and Deputy Chaiimen from among theirnumber.

Ioyd’s Market Board isconcemed with developing the business ofthe lloyd’s market, setting common standards for
systems and ensuring that such processesasrsk placing and claims se ttle me nt wo rk e fficiently and effectively.

Ioyd’s Regulatory Board isresponsible fordeveloping regulatory practice and procedures and ensuring compliance
throughout the society. The separation ofregulation from businessdevelopment wasa key recommendation ofthe lloyd’s
TaskForce report published in 1992 and wasdirected ateliminating the perceived conflictsof interest made when both

re sponsibilities were vested in the Counciasa single body.

Re sponsibility forregulation ofthe loyd’s market will in future reside with the Financial Servic e s Autho rity (FSA).

SEQ UENCE OF DEVEIO PMENT
1688 First known reference to Edward lloyd’scoffee house in TowerStreet (Iondon Gazette 18-21 February 1688)

1691 Edward loyd moves hisbusinessto Jlombard Street
1720 Royalcharnters granted to the RoyalExchange Assurance and Iondon Assurance companies. No otherbusine ss
corporation,company orparnnership allowed to

camny out marnne insurance; underwriting by private imsurer—inc luding frequentersofIloyd’scoffee house —wasnot
pro hibite d
1734 Lloyd’slist established asa regularweekly publication
1769 Establishment of New loyd’s Coffee House in Popes Head Alley by profe ssional und e rwrite rs
1771 Seventy-nine underwriters and brokerseach subscrbe £100 towards move to improved premises. lloyd’s thus
becomesproperty of the subscribersratherthan masterofthe coffee house. First Committee of Lloyd’s, c o nsisting of nine

subscrbers, elected

1774 Subscrbers rent moms in the RoyalExchange
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1796 Committee resolvesinteralia thattwo ordinary genera meetings should be held each yearand thatthe Committe e
should presentan annualreport and accounts

1811 Generalmeeting of subscrbersadoptsa trustdeed, giving Iloyd’s a c onstitution; regulates admission to Iloyd’s more
stric tly; and increasesthe Committee to 12 members, three to retire by mtation each year

1824 Pariamentrepeals Billallowing existence of insurance companiesotherthan Royal Exchange and Iondon Assurance
1838 Royal Exchange (and many eady lloyd’srecords) destroyed by fire 10 January

1844 lloyd’s market re tums to rebuilt Royal Exc hange

1857 First deposit forse c urity made with Committee by an unde rwriting member

1871 lloyd’sincomporated by an Actof Paiament

1873 Lloyd’s sealaffixed to every lloyd’spolicy

Mid 1870’s Development of busine ss written by syndic ate

1880s He ath write s first lloyd’s reinsurance policy on Americ an risks for English company doing busine ss in the US

Circa 1887 First non-marne policies written at lloyd’s by Cuthbert He ath

1903 Committee accepts first non-marine deposit, establishing non-marine market on equalfooting with marne busine ss
1904 First Hoyd’s motorpolicy issued. Membership 631

1906 San Francisco earthquake claims metby Iloyd’s underwrite 1s e stab lishing Iloyd’s re putation in the US

Circa 1906-7 Cuthbert Heath devisesexcesslossreinsurance following San Francisco claims

1908 Annualaudit and premiums trust fund ntroduced (made compulsory by law underAssurance Companies Acts 1909-
1946)

1911 First lloyd’s aviation policy issued

1921 Membership reaches 1,098

1923 Failure of Hamison syndic ate following fraudulent underwriting. Whole market contributesto meetallvald claims
1925 Creation of Central Guarantee Fund

1928 lloyd’s transfers to new Ileadenhall Street building opened by HM King George Vand HM Queen Mary

1939 loyd’s Americ an Trust Fund established forUSdollarpre miums

1946 Membership reaches 2,079

1958 Market transfers to new Lime Street building 8 April (officially opened by HM Queen Eizabeth The Queen Mo ther 14
November1957)

1962 Membership reaches 5,126

1965 4, September Humic ane Betsy

1968 First overallloss 0 f £37.9 million (for 1965) announced. Committee admits non-UKorCommonwealth members
1969 Committee accepts UKwomen members

1970 Committee admits non-UKwomen members

1973 Women membersallowed to workin the Room
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1974 27 NovemberHM Queen Eizabeth The Queen Motherelected first lady honorary memberofIloyd’s. Woman brokers
admitted to the Room

1977 Membership reaches 10,622; capacity £1,822 million

1978 Members 14,134 Capacity £2,417m Syndicates 363
March Sasse lossesrevealed £21 million)

8 NovemberGeneralmeeting of membersagreesestablishment of working party to examine self-regulation at
Hoyd’s

1979 Members 17,279 Capacity £2,816m Syndic ates 404
January 4th Sir Henry Fisherappointed chaiiman of working party
Formation of first Namesaction group (Sasse)
May 3rd HM Queen Eizabeth The Queen Motheropens loyd’s Chatham building

1980 Members 18,552 Capacity £3,177m Syndicates 437
June 27t Fisherreport published
November4® Draft lloyd’s Billbased on Fisherproposalsapproved at BEGM of
Ioyd’smembersat Albert hallby majority 0f99.6 percent
(First held outside Lloyd’s since 1838)

1981 Members 19,137 Capacity £3,372m Syndic ates 427
Ioyd’s Bill
January 22" House of Commons first reading
March 24t Second reading. Select Committee demands ‘dive stment
(severing linksbetween brokersand managing agents) and ‘divorce’
(severing nksbetween managing agentsand membes’ agents)

July 17% Iloyd’s membership votesin favorofdivestment and against divorce. Bil held over

1982 Members 20,145 Capacity £3,730m Syndicates 431 Iloyd’s Bill
March 9% House of Commons third reading
July 289 Receives Royal Assentto become Iloyd’s Act 1982
October27t® EGM of members’ votesto expela member(CJ Moran) from market (first and only expulsion under
Hoyd’s Act 1871)
November17% Eection of fist Council
December13® Appointment of three nominated Councilmembers

1983 Members 21,601 Capacity £4,181 Syndic ates 409
January 5% First meeting of CouncilofIloyd’s appoints first Chie f Exe c utive Councilpassesby-lawscoverng
interalia inve stigations, misconductand disciplinary proceedings

1984 Members 23,436 Capacity £4,987m Syndicates 399 Proposed divestment proposals published. Councilpassesby-laws
covering interalia syndicate annualreports; syndicate accounting and audit rules
June 11th Completion of first disciplinary case underlloyd’s Act 1982 (JA and RSLPeaman)
December10% Fist disciplinary expulsion underlloyd’s Act 1982 (IR Bro o ks)

1985 Active members 26,019 Capacity £6,432m Syndic ates 384 Furtherby-laws passed inc luding Und e rwriting Agent’s
Byelaw
July 8% Completion of Howden disciplinary case (three expulsions)
November11®" Completion of PCW disciplinary case (two expulsions, one £1million fine)

1986 Active members 28,242 Capacity £8,291m Syndicates 370
January 10 Govemment establishe s committee ofinquiry into self-regulatory amangementsatloyd’s, chaired by
Sir Patrick Neill QC
May 27% Businesscommencesin new building at One Lime Street
November18% Building officially opened by HM The Queen

1987 Active members 30,936 Capacity £10,039m Syndic ates 365
January 227 Neillreport including 70 recommendations published; Councilacceptscore rrecommendation on
composition of Council
February 4t Councilactson 12 otherrecommendations
April 9t PCW settlementoffermade to Names
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June 10%* Iondon Insurance Market Network launc hed
October16® European wind sto rm

1988 Iloyd’s Tercentenary Active members 32,433 Capacity £10,740m Syndicates 376 Outhwaite Names Association
formed
July 6t Piper Alpha Explosion
December23™ Iocketbie PanAm Boeing 747 disaster

1989 Active members 31,329 Capacity £10,622m Syndicates 401
March 24t Fxxon Valdez disaster
September15% Humic ane Hugo (US)
October5® [loyd’s Names Review Committee established, laterknow as Hardship Committe e
October17® San Francisco earthquake
November21fst HRH Princ e ss Anne elected honorary memberoflloyd’s

1990 Active members 28,770 Capacity £10,742m Syndicates 401
January 25%, 3/25/28 February European storms
June 6% Councilamendsrules;a) to admit non-EC brokers; b) to facilitate new rmoutesforplacing businessatIlloyd’s
June 27t Overallprofit of £509 million for 1987 announced
1991 Active members 26,539 Capacity £11,063m Syndic ates 354
January 19/20%* Market opensforweekend working (Gulf War)
June 26%" Overallloss of £510 million for 1988 announced (first since 1967 account)

1992 Active members 22,259 Capacity £9,833m Syndic ates 279
January 15% Task Force report published
February 215t Sir David Walkerbe gins enquiry into london market e xc e ss loss o f busine ss
March 30t Ele c tronic -placing suppornt (EPS) goes live
June 24t Overallloss 0f £1,863 million for 1989 announced
June 30t First European brokeradmitte d
August28% Councilreceivesvote of confidence in postalballot (80.3 percentofvotes)
August 6! Councilimplements Morse plan on govemance
September11% Humicane Andrew (US)

1993 Active members 19,537 Capacity £8,784m Syndic ates 228
January 15t David Rowland (later Sir David Rowland) appointed first full-time remunerated Chaiman ofIloyd’s
June 26" Overallloss 0f £2,318 million for 1990 announced
July 5t Namescall EGM on business plan; 75 percentofvotes support resolution to trade on
September13t Fist Guide to Cormporate Membership published
October20® EGM of membe1s’ votesoverwhelmingly foradmission ofcorporate capital (95.6 percentofvotes)
December 7t £900 million settlement offerforNamesannounced

1994 Active members 17,634* Capacity £10,898m Syndicates 179
January 15t First corporate memberscommence underwriting with £1,595 million capacity
February 14% Settlement offerallowed to lapse afteracceptance byonly 38 percent(by value) of Names
May 17 Overallloss of £2,048 million for 1991 announced
September15t Fnancialrecovery department established
OctoberOld and openyearsproject(NewCo) renamed ‘Equitas’
October4® Gooda WalkerNames win negligence judgment
December8® Councilrevive s talks on furtherse ttle ment

1995 Active members 14,984* Capacity £10,195m Syndicates 170
March 10% Feltrim Name s win negligence judgment
May 23" Overallloss 0f £1,193 million for 1992 announced
May 23" Reconstruction and renewalplan announced including £2.8 billion settlement o ffer
May 25th Treasury and Civil Service Select Committee on financialservicesregulation publishesreporton Iloyd’s
July 31t Fist capacity auctionscommence
August 1t New UStrading amangementsapproved by New York Insurance Department
October9® First lloyd’s generalrepresentative in Japan appointed
October10® Memett Names win negligence judgment
December8t Announcementofend to hardship scheme
December22m [loyd’sofIlondon Press Itd sold to management buy-out team for£82.5 million

1996 Active members 12,960* Capacity £9,993m Syndicates 167
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February 6% Sale, for£180 million, and leaseback of 1986 building announced

March 8t indic ative finality state ments sent to 34,000 Names

March 29t Equitasreceive s c onditional DT autho riza tion

May 10t Iloyd’sincreases settlement offerto £3.1 billion

June 20t Furtherindic ative statement sent to Names; termsof finalsettlement explained

July 12%* Record pure yearofprofit of £1,084 million for 1993 announced

July 15% 1993,1994 and 1995 membersvote on £440 million refundable special c ontributions to funding of plan.
Offerincreased to £3.2 billion.

July 315t Fina lity state ments sent to Names

August30® Councildeclares settlementofferunconditionalfollowing acceptance by 91 percentofmembers
wordwide

September4t Chairman rings Iutine Bellthree timesto markimplementation ofreconstruction and renewaland
unconditional authorzation of Equitas

December30® Five new business unitsof Corporation of lloyd’screated

1997 Active members 10,161* Capacity £10,323m Syndicates 164
January 9% Iloyd’s granted operating licensesin Japan
January 20% 1997 regulatory plan published
February 28% Conclusion of reconstruction and renewalaccepted by 95 percentof Names
May 30% Pure yearprofitof £1,013 million for 1994 announced
July 14t Tloyd’s future direction: Statementofpolicy by the Counciloflloyd’s published, expanding on nine
principlesforIloyd’s future development

1998 Active members 7,260* Capacity £10,168m Syndic ates 155
January 21 Govemment announcesindependent extemaloversight of lloyd’s
regulation by the Financial Servic e s Autho rity
May 4% Pure yearprofitof £1,149m for 1995 announced

1999 Active members 4,712* Capacity £9,868m Syndicates 139

January 1%t First captive syndicate commences underwriting (SmithKline

Beecham)

Apnl 19* [loyd’s sec urity enhanced by the reinsurance ofthe Central Fund.

July 15t Nic k Prettejohn appointed CEO

August23™ Affimation by Standard & Poorsof A+ (Strong) rating. AM Best affimsits rating of A (Excellent) eadierin
the year
2000 Active members 3,296* Capacity £10,045m Syndicates 123

January 12 Max Taylor, Chaiiman oflloyd’sbecomes the first Briton to sit on the USIhsurers Board
July 39 General Insurance Standards Council (GISC) assumes regulatory responsibility for lloyd’s Brokers
July 6% AM Best reaffimsit’'srating of A (Exc e lle nt)

*Including corporate members

THE HISTO RY O F THE LUTINE BEIL

Formore than a century, the Iutine Bellhasbeen synonymo us with the name oflloyd’s, the word’sleading insurance
market. Taditionally rung to herald important announcements to underwriters and brokers in the Unde rwriting Room—one
stroke forbad newsand two forgood —itisrecognized throughout then word asthe symbolofan organization who se
fortunes are linked inextricably with naturaland man-made catastrophes.

The bellwascamied originally on board the French frigate Ia Iutine, which surrendered to the British at Toulon in 1793. Six
yearslateras HMS Lutine, canying a cargo of gold and silverbullion, she sank o ff the Dutch coast. loyd’s und e rwrite rs who
paid the claim in fullinsured the cargo, valued then at around £1 million.

There have been numemwussalvage attempts on the vesselsince she sank. These have yielded a numberofgold and silver
bars, the ship’srudder, from which a table and chairwere made, and severalotheritemsincluding the captain’swatch. In
1859 the wreckyielded its mo st inportant tre asure, the ship’sbellwhich was hung in the Und e rwriting Room which Ioyd’s
occupied in the Royal Exchange in the City during the 1890s and wasrung when newsofoverdue shipsamved atloyd’s.

The purpose ofringing the Iutine bellhasoften been misunderstood. Formany years, whenevera vesselbecame overdue,
underwrite rs invo lve d in insuring the vesselwould aska specialistbrokerto reinsure some oftheirliability based on the
possibility o f the ship becoming a totalloss. When reliable information about the vesselbecame available, the bell was rung
once forbad news—such asa totalloss—ortwice forsafe amivalorpositive sighting. This ensured thatallbrokers and

und e rwrite rs with an intere st in the riskbecame aware ofthe news simultane o usly.

31



Modem communic ations have ensured thatthe chancesofa vesselbecoming overdue are now very small The bellwas
last rung once forthe lossofan overdue ship in 1979, and it was last rung twice fora safe amivalin 1981.

The ringing of the Iutine bellisnow restricted principally to ceremonialoccasions.

The only occasion where the bell wasrung three timeswason 4 September 1996 when David Rowland, Chairman of lloyd’s
accompanied by Anthony Nelson, then ministerof State forTade and Industry, announced the implementation of lloyd’s
reconstruction and renewalprgram and the unconditional authorization of Equitas.

FACTS ABO UT'THE LUTINE BEIL

Iutine isa French word meaning ‘elf or‘sprite’. The bellweighs 106 pounds and measures 18 inchesin diameter. Ebears the
mscription St Jean 1779, which may have been eitherIutine’s originalname orthe bellmay have been a second-hand
replacement.

The bellhashung in foursuccessive Iloyd’s Und e rwriting Rooms:
The Royal Exc hange 1890s-1928

loyd’sbuilding in Ieadenhall Street 1928-1958

Ioyd’s first Lime Street headquarters 1958-1986

The present oyd’s building since 1986

YV VY

The lastoccasion on which the bellwas rung twice fora vesselwas 10 November1981 when it was struc k twice to
announce newsofcontact with the overdue Liberian motorvessel Glona.

The bellwaslast ung once fora vesselon 9 November1979 when wreckage ofthe tankerBerge Vanga (228,000 tons dwt)
waslocated in the south Atlantic. By a sad coincidence, the previousoccasion wasforthe Berge Vanga’s sistership the
Berge Istra (227,000 tons dwt) that sankin the Pacific afterthree explosionson 19 January 1976.

HM The Queen hasringed the belltwice forgood newson a numberofroyaloccasionsincluding the opening of the
present building on 18 November 1986.

Although the Iutine bellstraditions are fimly rmoted in loyd’s marine market, it was rung:
» 'Twice to announce the safe splashdown ofthe USApollo 8 space mission on
December27th 1968
» Twice on 28 November1973 to announce the release ofeleven hostage from a hijacked Dutch Boeing 747
» 'Twice on 14 November1984 when lloyd’s SiiverMedalfor Meritorious Services was presented to the crew of
the NASA space shuttle Discovery who had successfully recovered two ¢ o mmunic ations sate llite s from an
incormect or1bit.

Ioyd’soflondon isthe word’sbe st known insurance brand, yet the least understood.

Thisisbecause lloyd’sisa market ratherthan a company. lloyd’sdervesconsiderable strength from being a marketbut, as
suc h, the mannerin whic h it struc ture s its finances and conductsits businesscan be diffic ult to understand when compared
to insurance companies.

Generally, the lloyd’smarket doesnot deal with its c ients direc tly, but uses a globalnetwork of msurance brokers.

LHOYD’S TODAY
Ioyd’smaybe able to trace itsrootsto a 17th century coffee shop, but that haslittle bearing on the market's c unent
practices.

Thday, Hoyd’sishome to some ofthe mostskiled and experienced specialist underwrite rs in the wodd, leading the industry
in creating new areasofinsurance, such askidnap and ransom, space and aviation and cyber liability, in addition to
covering more standard classesofinsurance. In termsofhow business actually worksin the market, lloyd’s utilizes a range of
modem ITsystems forprocessing the milions ofrisks it deals with every year.

Certain classesofinsurance can now be bought on- line from registered insurance professionalsbased atIloyd’s, including
fine artand cargo. Hoyd’sown website, www. lloyds. com, allows insurance brokersand otherprofessionalsfrom allover
the wodd to find information on available coverin the market.

ILIOYD’S G LO BALINSURANC E INDUSIRY

Any organization that hasexisted forover300 years wil have experienced many changes. Entire nationaleconomiesand
msurance industries have matured in the developing wond, and new typesofinsurance have been invented, many by
THoyd’s itse If.
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Tday,over90% of FISE 100 companies have policies with Iloyd’s (FISE 100 and Dow Jones IA / Exc hanging Ins- sure
Services, asatDec.2002). The market also underwrite s 29% of word aviation and 12% of wordd marine busine ss (FISE 100 and
Dow JonesIA / Exchanging Ins- sure Serwvices, asat Dec. 2002.)

The Iondon market forinsurance isthe word’sleading centerforinte mationalinsurance and reinsurance, and Iloyd’s
accountsfor52% ofits gross premiums (Inte mational Fnancial Marke ts in the UK asat May 2003 (pg. 9), Figure for2001 est.)

In 2003, the lloyd’s market hasgrown to record size in termsofits ability to acceptinsurance premiums, whic h have
reached a new high 0f$23.2 billion (loyd’s Members Services Unit, asat Feb. 2003. Exchange rate: £1: $1.61), spread
across 71 syndicates (loyd’s Members’ Services Unit, as at Jan. 2003.)

Ioyd’s share ofthe word’slargestinsurance market, the United States, is c ontinuing to increase, with lloyd’s now the largest
single msurerof ‘surplus line s’ busine ss. This is insurance forwhich coverage isnotavailable in the standard or‘admitted’ U.
S.market, generally because ofthe scale ofriskto be covered oritsspecialized nature. 93% of companiesin the Dow Jones
Industrial Average have policies with lloyd’s (FISE 100 and Dow JonesIA / Exchanging Ins- sure Services, asatDec. 2002.)

LIOYD’SIN THE U. S.

Hoyd’s relationship with the U. S. hasbeen a long and innovative one. hday, lloyd’sis known in the U S. primarily as the
largest surplus lines insurerand one of the largest reinsures, but in reality, oyd’sismuch more. In the 1800°slloyd’sbegan by
insuring shipsand cargos, and overthe next 100 yearsdeveloped innovative coversuch askidnap and ransom insurance,
bankers’ blanketbondsand workerscompensation insurance.

Iast century saw lloyd’s provide insurance against naturalcatastrophessuch asthe 1906 San Francisco earthquake and
more recently coverforclassesofmedicalmalpractice, directors and offic ers iability and te mo rism insurance.

Thro ug ho ut this long relationship with the U. S, lloyd’shasprovided Americ an businesses with creative solutions to the ir risk
managementneeds. U S. buyersofinsurance from Iloyd’sbenefit from the added securty of the U. S. Trust Funds, which at
the end 0f 2002 totaled more than $16.5 billion (Lloyd’s GlobalReport 2002)

Al surplus line s, reinsuranc e and licensed business written by lloyd’s are supported by these static regulatory deposits, which
are funds oyd’s maintains in trust forthe benefit of the U. S. policyholder.

LIOYD’S FINANCIAL PERFORMANCE

In the past, financialanalystshave commented that loyd’stendsto outperform the rest of the insuranc e industry, doing
betterduring profitable periods and underperforming during poorermarket c onditions. Thisisdue, in part, to Hoyd’s
willing ne ss to und e rwrite ne w, difficult and complex sk, placing lloyd’s at the leading edge ofthe insurance industry.

Ioyd’snewly introduc ed franc hise system and business planning aim to improve the market' s financialperfformance, giving
more consiste nt re sults and long- term pro fita blity.

Financialratingsagencies A. M. Bestand Standard & Poorscentainly have sufficientconfidence in loyd’sto rate it A-
(Excellent) and A (Strong) respectively, o ffering its ¢ lie nts first-c la ss se c urity. loyd’s traditional three- yearac c o unting system
had made it difficult to compare its financialreport on an annualbasis. In 2002 Iloyd’s published its results on an annual
accounting basis, improving the transparency and comparability of Hoyd’sto its peers. loyd’scombined ratio 0f98.6% for
2002 (loyd’s Global Re sults 2002) is a signific ant ac hie ve ment, and highlights the ability of loyd’s to outperform othersin
the ind ustry.

AN INTERNA TIO NA L INSTITUTIO N

Although it is synonymo us with the City of london, loyd’sisa truly globalorganization, attrac ting business and c apital from
around the word. The oyd’s market conducts businessin over 120 countries and hasits own offices and staffin 25
countries. lloyd’slargest single market is the United States, which accounted for35% of its busine ss or $8 billion in 2002,
folowed by the UK Canada and Bermuda.

Ofthe capitalthat now supports lloyd’s, over45% comes from non- UKsources, primarily the U. S. and Bermuda. Insurers
from alloverthe word operate businessesatlloyd’sinc luding Be rkshire Hathaway (USA), Munic h Re (Ge many), Mitsui
(Japan), AIG (USA) and ACE(Bermuda).

Hoyd’sunderwrites a huge range of businesses and projects ntemationally inc luding oiligs, underground transport ne two rks,
ailines and the wodd’stop five manufacturersofpersonalcomputers.
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LHHOYD’S CAPIIAL

When lloyd’s was founded in the 17th c entury, its financialbackers were wealthy private individuals who staked theire ntire
fortunes by trading with unlimite d liability. (Under UKlaw, any sole traderhas unlimite d liability.) Bec ause these individuals
signed theirnameson eady insurance contractscalled slips, they became known as‘Names'.

The Nameswere lloyd’ssole backersuntil 1994 when the market voted to allow comporate capitalinto the market. Since
then, the make-up oflloyd’scapitalbase hasgone through a majorchange.

Tday, 87% ofthe capitalbacking atlloyd’scomesfrom corporate bodies— primarily the inte mational insuranc e industry.
American and Bermudan companies supply 31% UKinsurers 36% 14 and the remaindercomesfrom otheroverseas
companies and Nameswho have converted to limited liability by forming limited companies.

In 2003, the numberofNames trading with unlimited liability hasdrmopped to just over2,000. kisno longerpossible forany
furthe runlimite d Lability Names to join the market.

The reality of loyd’sin 2003 isa bold and vibrant pic ture. Itisa thriving inte mationalbusine ss with the ability to accept
$23.2 billion in insuranc e premiums. Hoyd’sis a business that 96% of the FISE 100 and 93% of the Dow Jone s hdustrial
Average chose fortheirinsurance. kEisnot without good reason that lloyd’shasbeen the best-known brand in global
insurance —forover300 years. Asittradesinto the 21st c entury, oyd’s continuesto be atthe forefrontofwodd insurance.

Ioyd’s premium income was $26.1 billion in 2002,

LIOYD’S BUSINESS BY CIASS
Accident & Health 4%

Mo torand Thid Party Liability2%
Motorand OtherClassess7%

Marine, aviation & transport 14%

Fire and otherdamage property 22%
Third Party Liability 23%

Other3%

Reinsurance Acceptance 25%

VVVYVVYY

LIOYD’S BUSINESS BY REGION
USA 35%

UK 32%

EUROPE 14%
OtherAmercas 9%
Asia/ Africa 7%
Restof Word 3%

VVVVYYVYYVY

Source: lloyd’s Market Reporting Figuresasof2002. Source: lloyd’s Market Re porting

II0YD’SU. S. BUSINESS BY CATEG ORY 2002
»  Surplus lines 50%
» Reinsurance 37%
» Exemptlines11%
» State licensed 2%
Figuresasat 31 December2002. Source: lloyd’s Worddwide Markets

Ioyd’s America, Inc.isnotlicensed asan insurerin any state. Underwriters at lloyd’s are licensed only in Ke ntuc ky, Illino is
and U S Vigin klands, and are approved surpluslinesinsurersin all U S. jurisdic tions except Kentuc ky and U. S. Virgin klands.
Any surplus line s busine ss transac ted with Iloyd’s must be through a licensed surpluslinesbroker. lloyd’sisregulated in the
United Kingdom by the FSA. www. lloyds. com/ America

IIOYD’S OF CHAIN SEC URITY

Allpremiumsreceived are held in trust forthe protection of policyholders. These liquid assetsare available to meetclaims
and otherunderwriting liabilities o f the member. This forms the first ink in lloyd’s chain of sec urity. Almembersare required
to hold additionalcapitalat loyd’s as furthe r se ¢ urity fo r the ir und e rwriting . This forms the second link. Membe1s’ other
assetsare also available to meet claims, forming the third link.
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Ioyd’soperatesa centralfund, which isavailable atthe discretion ofthe CouncilofIloyd’s, to meetany portion of any
claim thatisnot met from the first three sources.

This, and otherloyd’s central assets, c o nstitute s the fourth link in lloyd’s ¢ hain o f se ¢ urity.
Security isof paramount importance to allpolicyholders.

The struc ture of security at lloyd’sisdetemmined by the way the lloyd’s marketis constituted. oyd’sisa society of members
who underwrite insurance in groups, known as syndicates, buteach memberislable fortheirown share ofeach policy and
notforthose of othermembers.

The reputation of loyd’s fortwo leading now recognizes first c lass sec urity independent intemationalratingsagencies, A. M.
Bestand Standard & Poors, who rate lloyd’s A- (Excellent) and A (Strong) respectively. These ratingsreflect the strength of
the totalresourcesofthe loyd’s market of $43.5 billion.

SEC URITY IS PARAMO UNT
Pre miums Tust Funds: $27,657m* Paymentofclaimstakesprecedence overdistnbution o f pro fits.

Allpremiums and reserves at syndicate levelare held in premiums trust fundsoroverseasregulatory deposits. Profits are
distributed only when a yearofaccountisclosed, nomally afterthree years.

Members premiums trust fundsand overseasregulatory depositsheld at syndicate levelform the fist link in the ¢ hain. This is
where allthe premium income and any additionalreserves are held in trust forthe benefit of policyholders. Monies are
invested conservativelyin orderthatthey are available assoon asrequired.

Otherthan paying claims, these fundscanbe used only to meet pemmitted expenses and outgoings, forexample,
reinsuranc e premiums, underwriting expenses and to fund the overseasregulatory deposits, which also form part ofthe first
link in the ¢ hain.

Membersare unable to receive profits from the funds until the underwriting accounthasbeen closed, three yearslater, and
alloutstanding liabilities have been provided for.

*Allfigurescomectasat 31l December2002. Exchange rate = £1: $1.61

MEMBERS’ FUNDS ATIIOYD’S
Capitalrequirements are determined foreach memberby lloyd’srisk- based capitalmethodology, subjectto prescrbed
minimum levels.

Capitalheld at loyd’s: $14,438m* Additionalfunds are held in trust as sec urity formembers’ unde rwriting liabilities In ¢ a se
the resourcesin the pre miums trust funds prove insufficient to meetobligationsto policyholders, every member, both
comorate and individual, isrequired to hold additionalcapitalat lloyd’s. Thisisalso held in trust forthe protection of
policyholders.

T qualify forinc lusion, these assets mustbe readily realizable. They include cash, securities, lettersofcredit, and bankand
insurance company guarantees.

The amountofcapitalrequired isdetermined by the nature and amount ofriskthe memberunderwrite s. Tho se und e rwriting
riskierbusiness are required to have more fundsat Iloyd’s.

Otherassetsowned by ndividlualmembersoflloyd’sare also available to meetclaims on the policiesthey have
und e rwritte n, should the fundsin the first two links prove insuffic ie nt.

Individualmemberstrade with unlimited Lability and are iable to the fullextent of theirpersonal we alth. Thisisnot shown in
Ioyd’saccounts, which record only the wealth thathasbeendeclared to Ioyd’s.

Comorate membersare liable to the extentoftheirresources. They are often the subsidiariesofleading insurance
companies, formed specially to participate in the loyd’s market.

Although aggregate numbers are shown, the first three linkseach operate on a severalbasis. Each membersresourcesare
only available to meettheirshare of claims.
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M EM BERS’ O THER A SSETS
Additionalassets, not necessarly held at loyd’s. Frequently members, both corporate and individual, have additional
assetsthatare also available ifrequired to meetclaims.

Individualmembers underwrte with unlimited Lability. A corporate membermay also have assetsbeyond its funds at
Ioyd’s, which canbe called upon to meetits unde rwriting liabilitie s.

Members otherdeclared assets: $452m*
Members otherresourcesare also available to meetclaims.

IO YD’S CENTRALASSETS
The Central Fund isavailable, atthe discretion ofthe CouncilofIloyd’s, in the eventthata claim cannotbe met from the
premiums trust fundsormembers’ fundsatloyd’s.

Resourcesavailable to the fund:
> $766m*netassets, principally in cash and conservative inve stme nts
» Upto 3%ofa memberspremium limit from the pre miums trust funds

The Central Fund isavailable to backoyd’spoliciesissued after1993. Policiesissued before that date have been reinsured
by Equitas, an independent FSA- authorized insurance company.

Otherassetsofthe Society of lloyd’sare also available to meet membes’ underwriting Labilities as a last resort.
*Allfigurescomectasat 31l December2002. Exchange rate = £1: $1.61

The Central Fund isavailable atthe discretion ofthe Counciloflloyd’sto meetany portion of any members Labilities that
they are unable to meet in full

Asat31 December2002 the Central Fund stood at $766m*

The Councilisalso able to callfrom members’ premiums trust fundsan amountofup to 3% ofa members premium limit in
any one year. Otherassetsofthe Corporation, totaling $140m* are available to meetunderwrting liabilitie s.

Iloyd’snetcentralassets: $906m*

Hoyd’s Americ an Trust Fund s $780m

Lo yd’s Do llar Trust Funds $3,825m

Credit for Reinsurance and Surplus Line s Trust Funds $11,280m
Joint Asset Tust Fund s $433m

Tino is Trust Fund $459m

Ke ntuc ky Tust Fund $72m

VVYYVY

Hoyd’sisrequired to maintain regulatory deposits in the U. S. to supportits surplus lines and reinsurance businessaswellas its
licensed business emanating from Ilinois and Kentuc ky.

These U. S. site Trust Funds are static funds, not working funds. lloyd’s maintains the se funds in trust while simultane o usly
paying claims and expensesoutofits working pre miums trust funds. The static funds are adjusted on a quartedy basis. The
mo st significant regulatory deposits maintained by Hoyd’sin the U. S. are those supporting its surplus lines and reinsuranc e
busine ss. These deposits include the Surplus Line s Trust Funds, which are severaldeposits maintained by loyd’s syndic ates,
and are funded ata minimum of30% of gro ss lia bilitie s.

The Credit for Reinsurance Trust Funds are also severaldeposits maintained by lloyd’s syndicates, and are funded at 100%
of gross habilities whic h inc lude s IBNR. In addition, separate Joint Asset Trust Funds are maintained forsurplus lines business at
a minimum of $250 million and forreinsurance ata minimum o f $100 millio n.

A stringent system of solvency and controllloyd’soperates a stringent system of solvency controls to ensure it meetsits own
high standards, those ofthe Financial Servic e s Authorty (FSA) and of otherre gulatory autho ritie s.

Allmembershave an obligation to maintain suffic ie nt asse ts in trust to me et the irund e rwriting Labilitie s. The annualsolvency
processrequiresthe managing agentofeach syndicate to estimate allcurent and future liabilities. An actuary
independently validatesthese estimates.
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Ioyd’s unique system of security meansthatthe totalassetsavailable to meetclaimscomparesvery favorably with
conventionalinsurance companiesand comparsonismade easierby the Iloyd’s sec urity ratings from A. M. Best and
Standard & Poors. These ratingsapply to allsyndicates, regardless of theirindividual performance.

GIOBAIIZATION - THE INTERDEPENDENCY O F THE US AND EURO PEAN INSURANC E INDUSTRIES

This segmentistaken from a speech by lord Ievene, Chaiiman oflloyd'sata speech to the European Insurance Summit in
Octoberof2003.

“Adecade orso ago,a word emerged from the undergrowth ofthe English language. kt was globalization. New, exc iting,
but atthe same time ratherdisturbing, the g-word wason everyone’slips.

Why was there this sudden interest in thisnew word? Maybe it was the realization that the wordd wasbecoming a much
smallerplace.

Globalbusinessescould sellglobalbrandsaided by globalcommunic ations. We could communic ate with the otherside of
the world at the touch of a button. Distance was dying borders, evaporating, the word was shrinking. Orso we were told at
the time. A decade on, the firoth and the hype have gone and we can now take a cool, hard lookatwhatglobalization
hasmeant forthe insurance industry.

This moming, Iwant to do just that. Iwantto begin by asking a question: just how interde pendentis ourindustry in thisglobal
age? Second, how have globallinks grown, and whatdoesthismean forthe different parties? What are the challengesfor
the industry? And, finally, what doesthe future hold?

Ratherthan talk about thisin the abstract, Ilet usfocuson the relationship between the European and North American
industries. So Iwildo exactly that, speaking from the perspective ofa Furopean insurerand re-insurer.

THE EXTENT O F INTER- DEPENDENC E
So,letusbegin by answering that first que stion: to what extent are the US, Furopean and globalinsuranc e ind ustrie s
inte dinke d ?

Adjectivessuch asentwined, interdependent, enmeshed cannotreflectthe realextent to which ourindustry is now truly
global So we have to resort to facts and figures.

Globalization doesnotsimply mean thatthe worldd hasbecome a smallerplace:itmeansthatourmarketplace has, in
some respects, shrunk.

There are fewerre-insurers doing more business. In 1990, the word’slargest five re-insurersaccounted for21% ofglobal
premium (*1). By 2001, the largest five accounted forsome 57% - a huge jump in a decade. And the trend c ontinues (¥2).
The se re-insurers are truly globalplayers. The same thing hasbeen happening in the broking sector. The pressuresof
globalization have thrown old competitorstogether,asanalysisoflloyd’sbrokersoverthe pastdecade orso show.

Of the twenty large st firms in 1992, only six are left now aftermeging, consolidating, ortaking each otherover(*3). Of
today’slargest fiims, most have headquarters eitherin the USorlondon. Almostalloperate on the globalstage, with strong
wordwide reach. And we have seen the rise ofthe mega-brokers, such as Marsh and Aon, whose worddwide wave of
acquisitions hashelped them grow into insurance giants.

So much forthe globalstrength and reach ofthe industry. But to whatextent are they interdependent? ConsiderEuropean
and North Americ an re-insurers. Are we two hemetically sealed industries, Europeans doing busine ss here and Americ ans
doing businessthere? The answeris “no, emphatically not”.

Arecentreport from the Reinsurance Association of America (*4) —the RAA — shows that, in 2002, o ver4,000 foreign insure 1s
from 96 differe nt jurisdic tions participated in the USmarket. They accounted for $46.2 bilion in pre miums; neardy double the
figure from two yearsbefore.

Mostofthatforeign reinsurance came from Bermuda, the United Kingdom, Ireland and Switzerdand. The UKitself acc ounted
for$3.9 billion ofreinsurance premiums, much of which found theirway to lloyd’sofIondon.

Europe’sstrength isalso notable in direct insurance. Overseasinsurers, oralien insurers as they are known underthe US
regulatory system, accountforovera third of USspecialist direct insurance.

lastyear, the amountofsurplislines premium Iloyd’s wrote in the USrose to $8.2 billion, ourlargest figure ever, up 15 per
centon 2001 (*5). Thismakesthe USIloyd’slargest single market. But whatdo allthese facts meansin practice? Ilet me give
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anexample from Hoyd’sbusiness, asit demonstratesthe point well 93% (*6) of companies listed in the Dow Jones Industrial
Average have policies with loyd’s. Now thatis,asan American might say, one hellofa relationship.

So the US-European relationship in the insuranc e ind ustry is quite unique. Ichallenge you to thinkofanothersectorin which
the US, the word’sgreatest trading power,isso dependenton Europe.

Ietusputthe levelofdependency into perspective. USimporntsforcross-borderinsurance servicesoutpace exportsby a
factorofoverthree to one. The reverse is true forbanking and securties, where exportsoutpace importsby the same
factor. In fact, the Word Trade Organization figures show that the USimportsa huge 48 billion dollars of insurance services
eachyear(*7).

Ofcourse, there isone tragic, homnific e vent, whic h illustrated the USsdependence on the financial strength, security and
resiience of European insurers and re-insurers: 9/11.

Of the 10 insurers facing the highest grosslossesfrom 9/11, only two are Americ an (*8). Of the othereight, one is Bermudan,
two are Japanese, and the remaining five are European —lloyd’sincluded. In terms o fthe losses they sustained, the two US
msurersnetlossesare 3.4 billion dollars; between them the European insurers have a netlossofover10 bilion dollars. oyd’s
hasthe single largestlossofany insurerand to date, have paid 4.2 billion dollarsin claims, which Thope is helping to re-build
Manhattan (*9).

So, the conclusion could notbe clearer: the two c ontinents’ insurance industries are woven almo st seamlessly together.

DRIVERS AND SIG NIFIC ANCE O F THE REIA TIO NSHIP
But how have globallinks grown, and whatdoesthismean forthe diffe rent partie s?

One factorthathasled to the creation ofthe ‘globalinsurer is the changing nature ofrskitself. 9/11 showed thattoday’s
risks are greaterand more complexthan everbefore.

Riskson thissortofscale require a globalresponse, which a single economy cannotbear. So the advantagesofsharng risk
acrosswordwide markets are obvious. In the case 0f9/11, the losses were very wellspread. Inagine if thishad notbeen the
case. The fallout would have been much worse forthe USand perhapsthe widerglobalinsurance sector.

The domestic market could have collapsed ascamersfailed and many more were impaired. Otherfinancial markets, such
asbond markets, would have been severely disrupted. And confidence in the msurance mechanism could ultimately have
been lost. Fortunately, thiswasnotso. The USmarket wasable to trade on, and the USand European industries banding
togetherincreased theirability to provide protection e xponentially.

9/11 also providesa good example of the respective strengthsofthe USand European markets. In the darkdaysthat
followed, amid the confusion and griefand the emergence of what we mightone day considerto be a new word order,
termorism coverwasexcluded from vitually every commercialpolicy. Not only were busine sses having to deal with theirown
personalshock—and in many casestragic lossesoflife —they were grappling with a set ofrisks, aggregationsand almost
infinite po ssibilitie s that frankly made nonsense of much of what underwriters had been trained to believe and base their
calculationsupon.

This e piso de highlighted ho w risk-hungry the European marketis. On a daily basisit considers unique and specialize d risks.
Thishasbred a different type of underwriting — und e rwriting, which isprepared to think outside the box.

And in the case of Iondon, the interplay of brokerand underwriter—theirface-to-face negotiations—leadsto enhanced
flexibility and a wilingnessto do busine ss.

Doesthe Americ an insuranc e industry lack that attitude? No, not entirely. Butit certainly doesnot have itin such
abundance and in such a strong concentration asthe square mile ofthe City of london.

Doesitnot have re-insurance expertise? Yes,itdoes, but not with the same depth ofexperience thatthe Furopean markets
canoffer

Why isthisso? Pobably because the American and European insurance markets have theirmotsin very differenterasand
different customerneeds.

The Iondon market first sprang up during the mid-1600s when the first coffee shops—eandy Startbucks, butnot from Seattle —
sprang up in ourcapitalcity and business wasdone on these premises. But from those early days of writing policiesto cover
shipsand theircargoeson epic voyagesarund the then sketc hily mapped word, the European system o frisk taking has
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led to a market able to write risks such astenorism, war, kidnap & ransom, po litic alrisk, civil risk, c yberliability — and even the
odd TV game show.

The Americ an industry, by contrast, lacked the geographicalfocusthatcould be achieved in the major European capital
citiesand tended to do more personalbusiness —homeowners, farmsteads, ranc hes, smallbusinesses. Afterall, why chance
yourluc k on the high-risk busine ss when the underwritersbackin Europe could dealwith that? So, from these eady
foundations, ourtwo markets have grown togetherand continued to focuson theirown areasof expertise.

Thid, today’scustomerneeds are different. hday’'scommercialenviimnmentis an intemationalone. Thday’scompanies
are multinationals. Some ofthe word’s most successfuland most powerfulcompaniesare the result ofcrosssbordermergers
and ac quisitions, and the most valuable brandshave a word-wide reach we thought unimaginable even a decade ago.

Seven ofthe top ten Global500 and five ofthe top ten Fortune 500 companiesrepresent majorcrss-borderac tivity (*10).
Think o f the Anglo-Dutch RoyalDutch/ Shell Group orac quisition o f British retailler Asda by American Wal-Mart.

These new, vastbalance sheetscreate vastlevelsofrisk, and these companiesneed insurers and re-insurers who have the
scale, and the know-how to take it on. Driven pantly by thisdemand, and partly by the same economic imperatives, our
industry hasresponded. The capitalenvimnment forthe insurance sectoris diffe rent.

The speed atwhich capitalcan move —and the distance thatitisprepared to travelin search ofa good retum —has
mmcreased radically. We saw thatin the aftermath 0f9/11 when fresh capital wasinjected into ourindustry, o ften with
amazing speed.

Where did the capitalend up? IThave no doubtthatsome ofit wassupplied to domestic UScamiers. But much ofit found a
home foritself in othermarkets, most notably Bermuda and Iondon. At lloyd’salone, capitalhasincreased by 20% in the
lasttwo years (¥11). bday, North America provides the lloyd’s market with a substantialamountofcapital Over30 per
centofthe capitalbacking lloyd’scomes from the USand Bermuda (¥12).

The common denominatorhere isthatcapitalisno longerrestricted by nationalboundaries, and travelsto where itcan
mo st efficiently and most profitably be deployed.

THE CHALIENG ES
What, then, are the challengescreated by thislevelofinterdependency between the North American and European
marke ts?

Some people ask whetherourincreasingly interde pendent nature — partic ulardly within the reinsurance sector-could pose a
serio us syste mic risk to ourfuture. fone domino in the wallofinsurance fell, would otherssoon follow?

9/11 helped to allay those fears. kreminded usthatthe leading re-insurers are geographically wellspread. The top 25
reinsurance groupsranked by premium derive from nine ¢ ountres. Pre miums written in 2001 amounted to $98 billion. Outof
thattotal, German re-insurers wrote 29 percent, US. companies 27 percent and the Swiss and British wrote 9 percenteach
(*¥13). Otherstudies support thisevidence too.

Arecent AM Beststudy looked atthe cause of neary 700 USindustry insolvenciesbetween the late 1960s and late 90s (¥14).
It found thatthere wasno single cause of company failure.

Ofcourse, Enron showed usthatno one is“too big too fail” but there seemsto be no evidence ofre-insurercontagion. The
financialcollapse ofevena "Tbp 20' word re-insurerprobably posesno systemic threatto the UK European orword
insurance markets. When the EUlooked atsolvency issuesitidentified a numberoffactors, which had contrbuted to the
collapse of insurance undertakings, but allbut one were wholly unconnected with reinsurance (*15).

Thatsaid globalization hasmade communication more demanding. And adding fuelto this fire is the rise ofe-commerce.
Whattookweeksordaysnow takesseconds. Bokers and clientscommunic ate across different time zones. An insurerin the
UScan use the Intemet to reinsure themselve s with re-insurers in Europe.

The result? A web of commercial transactions, which binds globalindustries togetherin a new and powerfulway. tisa web
that willonly grow tighterand more allencompassing, asthe powerofourtechnology grows stronger. loyd’s is taking this
challenge very seriously. KinnectisIloyd’s-backed scheme to bring a previously unknown degree of inte rc o nne c tivity
between the IT'systemsofbrwokersand underwrters in the USand United Kingdom.

Inte rc onnec tivity me ans c ommunic a ting with one another—whatyou and Iare doing now, Thope. But thatis not some thing
that we have, asan industry, been very good at. Kinnect willallow IT'systems, which have nevertalked to each otherto do
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exactly that. The geographicalemphasisis very much on the European and USmarkets. And in talking to each other, risk
data willbe transferred easily and accurately, thus creating massive savingsin time and resources.

Anotherchallenge we need to confrontisthe need to share skills. On this, we have leamta lot from the Americans. Americ a
hasprovided us with a style of doing businessthatis more in keeping with the 21st century. So many ofthe management
ideasand conceptswe rely upon today come from the United States. Once upon a time, Europe wasdescrbed asthe
workshop ofthe word.

Tday, the United Statesis the think-tank ofthe word. The same appliesto service standards. The USis rightly known as the
country with the highe st customerservice standardsin the word.

We in Europe have to play ‘catch up’. Once upon a time, poorservice standards were nota matterofconcem forus. After
all, they needed us. But some ofthose issuesImentioned eadier—globalization, e-commerce, the interde pendency with the
US-have made it an issue. We have to provide services standards that match those anywhere else in the wodd. But while
we Europeansneed to change how we work, America needsto change too.

Forthere are also diffic ulties forEuropeans doing busine ss with Americ a. Fustly, litigation. The Europeans may have invented
it, but the Americanstookitto a totally new level Linked to thisisthe compensation c ulture.

Ietme give youan example.

My home in Iondonisover200 yearsold. Down in its base ment, there ismold growing.
How do Idealwith it? Well, once every few years, Igetit painted over. No more, no less. Ido not sue anybody, nordo Iseek
compensation.

Thatapproachisprobably the norm in Europe, butit probably no longerisin the US.

On a more seriousnote, the UStort system now costsaround 200 bilion dollarsa year. That'sequivalentto a 5% taxon
wagesand isforecast to rise to 250 billon dollars by 2005. That c re ate s diffic ulty forthose of us doing busine ss with the Unite d
Sta te s.

Difficult because ofitsscale. Difficult bec ause ofthe uncentainty it c re ate s (¥16).

Fyoudon’tbelieve me,lookatthe factthat23 billion dollarswasadded to USindustry reservesalone lastyearbecause of
adverse prioryearlossdevelopmenton casualty lines (*17). A fairproportion of it relates specific ally to lo sses spiraling
retrospectively because of asbestos, and the trend hascontinued into 2003.

Second, there remain bamersto trade when dealing with the US. These are bamiers, which do not exist in ourown marke ts.
Tday, insurers and theirintermediaresare generally free to trade acrssthe European Union.

This system isnot perfect. But, if you compare now with the past, when markets were segregated, when insurers had to
comply with different lawsand price controlsin different memberstates; when there wasa bewidering and diverse setof
nationaland financialrulesto be complied with... by comparison with that, today’s system does represent substantial
progresstowards a single market forinsurers, and increasingly re-insurers and intermediariestoo.

However, the system ofregulation in the UScauses some diffic ulty forforeign re-insurers. One ofthe majorcosts which we
face there isthe obligation to loc alize funds, whetherforsurpluslinesbusinessorin relation to reinsurance —where the frankly
absurd American Credit forReinsurance lawsrequire foreign companiesto over-fund by enomous amountsundera gross
Lability system even when they are placing retrocession backinto the USmarket.

Suc h systemscreate complexity, and drive up the costofdoing business and thatcostisultimately passed onto the
consumer, potentially limiting choice of markets fortoday’s multi-nationalc lie nts.

THE FUTURE

So, finally, how will Euro pe’s relations with America change in the future? Fist, Europe ischanging rapidly. Europe’s influence
willgrow aswe build a single market, in whic h insure s, re-insurers and brokerscan trade throughout the economic region —
the so-called passport system oftrading.

Meanwhile, the EUitseIf is growing to be a union of 25 nations. Ican’tbegin to imagine whata GDP of $30 trillio n (*18)
actually feelslike, butit meansthat Europe wilsoon represent the word’slargest commercial market (*19) - and its power
canonlyincrease. Add to thatthe move towardsthe common cumrency ofthe eur, and itisclearthat Europe hasa key
le atthe centerofthe globalinsurance and reinsuranc e industry. Meanwhile, we need to keep an eye on significant
changeselsewhere in the word.
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China is curmre ntly one ofthe word’s faste st growing economies. In ten years’ time, China’s insurance marketislkely to be
worth around 40 billion dollars (¥20). That's why we atlloyd’shave applied fora re-insurance license there.

Sig nific ant othermarkets in Asia too are deregulating and opening up, creating new opportunities for European insurers. Of
course it takestime before markets march in step with the rest of the globalsector. Deregulation cannot happen ovemight.
Ieaving aside the re gulatory infrastruc ture, professionalism and skills take time to develop.

ButconsiderSingapore. ksfinancialsectordevelopmenthasbeen a key factorin it impressive ec onomic successoverthe
pastthree decades,aided by a strategic locationin a fast growing region, a skilled laborforce, politicaland economic
stability, and a strong commitment to openness.

Many ofuswould agree thatthe economicsofinsurance in a numberofthe developing markets must change before
businesshbecomesgenerally attractive to underwrite.

So, in the medium to longerterm, marketsin Asia willstart to provide both opportunities to European insurers and re -insurers,
and competition forourown ind ustrie s.

Finally, allof these trends have important implic ations forinsurance regulation. Asthe globalmarketbecomesforevermore
interdependent, regulatorscannothope to be familiar, in detail, with every cameraround the word. Reliance on high
quality, home country supervision becomesa necessity f regulatorsare to allow theirmarketthe advantagesoffree access
to offshore balance sheets.

Organizations such asthe JAISand OECD are now actively promoting greaterco-operation between regulatory authorities,
greaterinformation sharing, and the setting of minimum standardsforregulatory standamds.

And ofcourse, with anothermund of WIO disc ussionsnow underway, more countries wilbe entering the arena of
lberalized trade in financialservices, and more cormporate balance sheetsrequiring accessto global markets, this work must
continue and gathermomentum.

These are a few examplesofthe forcesacting on the nmterdependency.

How they willchange itoverall, Icannotsay forsure, but change it they will Time will tell. Just like its global c usto mers, the
insurance and reinsuranc e industry hasbecome increasingly intemational, operating imespective of nationalborders.

Fcompaniesand nationsare to manage and spread theirrskeffectively, they need accessto globalbalance sheetsand
that same principle applies whetherwe are talking about termorism, European flood risk, orJapanese earthquake risk.

However, the nterdependency between the North Americ an insuranc e industry and its Buropean c ounterpart will ¢ o ntinue
to be a mckatthe very heart of the globalind ustry.

kis a unique relationship thatexistsin few otherssectorsofthe economy. kis a relationship founded on mutualbenefit and
economic history. Its practical nature is highlighted by the eventsof September11.

Globalization and e-commerce wil strengthen thatinterdependency. The consolidation of Europe and the rise of European
single cunrency wilundoubtedly alterit (*21) butlet me end with the following observation.

Yes, there washype a decade ago aboutglobalization. E wasnota new trend. Afterall, the three hundred yearhistory of
Ioyd’shasbeen one in which a coffee shop hasbecome a marketforglobalinsurance.

But although the trend wasnotnew, the pace ofchange certainly was. n a matterofyears, thanksto technology, and new
marketsopening up, globalcompetition became more intense.

Thday, no large company can shield itse if from that competition. No large company can afford to pullup the drawbrdge,
and hide behind nationalboundares, hoping the rest of the word willgo away.

Oursectorhasbeen transformed overthe lastdecade. That'snotreally surprising. Insurance is a naturalfit forglobalization.
Sharing risks that othersface on the otherside ofthe Channel, the Atlantic orthe Wordd hasbeenourstockin trade for
centures. The difference today isthe pace oftrade, the size of the risk, and the complexity of the issues we face.

Some see globalization asa malevolentforce. In insurance, thatis farfrom the case. By stre ngthe ning the linksbetween
countres, ourindustry can help those whom it serves.
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Forproof,youonlyneed to lookatourability to coverthe lossesof9/11.

Insurance is an industry founded on the conceptofthe many banding togetherto provide protection forlosses suffered by
the few.

Thatisanidea that wasbom wellbefore globalization wasa word on people’slips. And thanks to the forcesof
globalization, it hasa new, strongerlease of life. «

REFERENC E SOURCES OF DISC USSION:

*1 Insuranc e Informa tion Institute “Opportunitiesin Globalcatastrophe Reinsurance”, Dec 2000

*2 Swiss re, Sigma Report 5/2003

*3 loyd’s BokerServices Department, analysisof lloyd’sbrokers at March 2002

*4 Allfiguresin next three paras: Reinsurance Association of America “Alien Reinsuranc e in the USMarket” 2001 and 2002
reports

*5 Xchanging report IHG720 yearend 2002

*6 Xc hanging, 2002

*7 World Trade Organization website, Special Report on Financial Services, viewed 10/03,

*8 Allfigure s in this para: Aon WIC Bulle tin, 2002, Be nfield WIC Bulle tin, November2002, Morgan Stanley, September2001

*9 Iloyd’s Office forSeptember11th, at 10/03

*10 Fortune website, viewed March 2003.

*11 Hoyd’s MemberServices Unit, at January 2003

*12 loyd’s MemberServic es Unit, at January 2003

*13All figure s in this para: nsuranc e Info rmation Institute website, Hot To pics: “Reinsurance” viewed 10/03

*14 AM Be st “P/C Ind ustry—2001 Insolvencies”, 06/02

*15 Buropean Commission, 1997

*16 All figure s this para: Insuranc e Information Institute, Jan 03

*17 Standard & Poors, 09/03

*18 Source: Chardes Tannock, MEP, asquoted in pressrelease “Enlargement wilmake Europe a betterplace” 09/04/03

*19 FCO website, viewed 16/05/03

*20 Loyd’s estimate based on CIRC Chairman, National hsurance Working Conference 2003, and Beijing.

*21 Emerging Markets online 2003; Axco Report on China 2002; Sgma Word Insurance Report 2003.

IIOYD’S MEMBERS

Membersoflloyd’soflondon provide the supporting capitalon which the marketisbuilt. Corporate membersinclude
inve stme nt institutio ns and inte mationalinsurance companies. hdividualmembersare known as “Names”. Capital
provided by membersoflloyd’sisused to underwrite insuranc e risks.

UNDERWRITING SYNDICA'IES

An insurance syndicate isa group of lloyd’s members, corporate orindividual, who provide capitalto backthe Labilitie s
they insure. Syndicates are annualventures. Syndicatesoperate asindependent busine ss units within the lloyd’s market and
are run by managing agents, who appoint the unde rwriting team, whic h writesriskon be half o f the syndic ate membership.

There were 71 insuranc e underwriting syndic ates operating within the market, covering many specialty areasinc luding:
Marine

Aviation

Catastrophe

Pro fe ssio nalind e mnity

Motor

VVYYVYYV

Syndic ates tailorsolutions to respond to the specific risks ofthe client base, which in 2003 inc lude s 96% o f FISE 100
companiesand 93% ofthe Dow Jones Industrial Average companies. (Source: FISE100 and Dow JonesIA / Xc hanging Ins-
sure Services, December2002)

Syndicatescompete forbusiness, thusoffering unparalleled choice, flexibility and c ontinuing innovation. Syndicatescover
eitherallora portion ofthe riskand are staffed by underwriters, the insurance professionalson whose expertise and
judgment the market depends.

MANAGING AGENTS
Syndicatesare run by managing agents who are given a franc hise to operate within the Iloyd’s market.

Some managing agentsare quoted companieslisted on the stockexchange, while othersare private companies.
In some instances, managing agentsactascapitalprovidersto the syndicatesthey manage and so have a multifaceted
le ascomporate membersofthe market, agentsand in due course, franchisees.
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LIOYD’S BRO KERS
Accredited Hoyd’sbrokersplace riskin the loyd’s market on behalf of c lients. These brokers use theirspecialist knowledge
to negotiate competitive terms and ¢ onditio ns forc Lients.

There are over150 fimsofbrokers (figuresasat1l November, 2002) working at lloyd’s, allof who have a good
understanding ofthe Hoyd’s market and many of who specialize in particularrisk c ate gories.

Iloyd’soperatesan accreditation processforbrokers seeking accessto the lloyd’s Market. Albrokers mustbe GISC or
equivalentregistered. T safeguard investors, loyd’s performsa carefulassessmentofallapplicant brokers, affiming their
reputation and financial standing and investigating the characterand suitability of officersand employeesbefore making
the decision to accredit.

Fimsreceive provisionalaccreditation forthree yearsbefore becoming entitled to use the term “Iloyd’sbroker.

LO CALBRO KERS
Any insurance brokercan accessthe expertise and resourcesofIloyd’sby making contact with an accredited Iloyd’s
broker.

REGUIATION OFIIOYD'S
The UKFnancial Servic e s Authority (FSA), underthe Financial Services and Markets Act 2000, regulates lloyd’s of london.

The FSA oversees lloyd’sregulation to ensure consistency with generalstandardsin financial services. In practicalterms
however,in orderto avoid unnecessary duplication, the FSA delegatesa substantialpart ofits regulatory ac tivity to the
Counciloflloyd’sand focuseson a supervisory ole.

The Councilofloyd’sisthe goveming body ofthe Society, underthe Ioyd’s Act 1982.

Much ofthe market's rule structure isembedded in a seriesofby-lawspassed by the Council hrecentyearshowever,
these have been supplemented by the intoduction ofcore principles forunderwriting agentsand a numberofcodesof
conductare published to the marketin a Codes Handbook.

Changesto regulatory requirements are communicated to the market by means ofregulatory bulletins. The Risk
Management Division ofthe Cormporation of lloyd’sundertakes Day to day supervision ofthe market.

PIACING RISK

Before a iskcanbe placed in the market a numberofinteractions must take place.

The customer(which mightbe an individual, company orotherlloyd’soflondon syndicate) approachesa Iloyd’s
accredited brokerwith the detailsofa riskto be insured.

The lloyd’sbrwkerapprmachesa specialist underwriter(a leader) in the relevant class of busine ss to disc uss pre mium, te rms
and conditions. fthe underwrterisinterested, a proposalwilbe made to accepta percentage ofthe totalrisk. A number
ofunderwritersmay acceptportions of one risk. Thisis known as a subscription market. The brokerfeedsback information to
the customerto enable the customerto place anorder.

The brokerpreparesa “slip” with the details of the insurance, which is signed by the lead underwriter. The brokerthen
approachesthe other(following) unde rwrite rs with a view to obtaining written lines of insuranc e, which willtotal 100% or
more ofthe risk. XIprocessesthe slip and the brokeradjusts or“signs down” the linesifthey have exceeded 100% o f the risk.

The premium ispaid by the insured to the broker, who deductsany agreed brokerage fee and submits the net amount to
Ioyd’s Central Accounting (ICA) aspartofa regularbulk settlement process.

ICA allocatesthe premium to the managing agent ofthe syndicatesinvolved.

OVERSEAS CLIENTS

Ioyd’sislicensed to do businessin certain ¢ ountries.

ANl USbusiness underwritten at lloyd's mustbe placed naccordance with USregulatory requirementsand coverage must
comply withlocallaw.

New insuranc e enquire s from USresidents should be directed to an insurance agentorbrokerwho islicensed to conduct
busine ss in the rele vant state.
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WHO INSURES WIIH 11O YD'S?

Ioyd’s syndic ate s nsure the word’sleading busine sse s:
Top 8 motorvehicle manufac turers

Top 10 globalphamaceuticalcompanies

Top 7 aidine s

Top 8 globalbanks

78% ofthe top globalelectronic s manufac turers
71% of manufac turing busine sse s

VVYYVY

RISK MANAGEMENT

Risk Managementidentifies, monitors and addressesrisks that could threaten the achievement of Iloyd's franc hise
objectives. The Risk Management division reportsto the Directorof Finance, Risk Management and Operations and is
structured asfollows:

Admissio ns

Coverholders

BrokerSerwices

Operational Risk

Risk Re view

Risk Analysis

Ioss Modeling

VVYVYVVYY

ADMISSIONS
The Admissions department is responsible foridentifying and managing the rsks to lloyd’s at the point at which fims and
individuals are admitted to the market, orwhen they wish to make significant changesto the nature oftheirparticipation.

Inaccordance with Franc hise Board standards, Admissions managesthe processofadmitting corporate members,
syndic ates, underwriting agents and underwritersand operatesa system ofindividualregistration forseniormarket
personnel The department also assesses and grantscertain pemissions, inc luding those formergersand increasesin the
feesand profit commissionscharged by agents.

COVER HO IDERS

The Coverholdersdepartmentisresponsible foridentifying and managing the risks to lloyd’sin relation to fims worddwide
who wish to have the authority to acceptinsurance businessorissue insurance documentation on behalfofIloyd’s
underwriters. The departmentactsasa focalpoint forthe market forany issues conceming Coverholders and theirbinding
autho ritie s.

BRO KER SERVICES
BrokerServicesisresponsible forhandling new applicationsforaccreditation asa Iloyd'sbrokerand the re-accreditation
and annualreview ofexisting lloyd's brokers.

O PERATIO NA L RISK

This de partme nt id e ntifie s, monitors and wo ks with market participantsto address operationalrisks that threaten individual
b usine sse s within the market, and potentially

Hoyd’s itseIf.

The departmentconductsreviewsofagents and syndicates, focusing on the key riskareas. Review findings are reported
backto those concemed and remedialmeasuresagreed where necessary. Feedbackisgiven to the marketon
widespread issue s arising from revie ws.

RISK REVIEW

Thisdepartment conductsspecialized reviews ofriskissuesthat may affectthe whole of the lloyd’s market orsignific ant
sectionsofit. Forexample, the department might assess, acrossthe market, the adequacy of amangements forbusine ss
c ontinuity. The resultsare fed back to market participants with the intention ofidentifying and spreading good practice.

RISK ANALYSIS AND 10 SS MO DELING
These areasworkclosely togetherto monitorsystemic and aggregate risksacrssthe whole ormajorpansofthe loyd’s
market.
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The first step in this processis gathering comprehensive data from the market on busine ss written and reinsuranc e
amangements. The data feedsinto detailed modeling of variousriskeventsand scenariosto detectareasofpotential
concem.

In the eventofan actualcatastrophe occuming, the information base and risk modelfacilitates timely and accurate
estimatesoflloyd’s exposure.

CORE PRINCIPIES FOR UNDERWRITING AGENTS

INTEG RITY
An agent should observe high standardsorintegrity and dealopenly and faidy.

SKIll, CAREAND DILIGENCE
An agentshould actwith due skill, care and diligence.

MARKETCONDUCT
An agent should observe high standardsofconductand should take allreasonable stepsto avoid causing ham to the
standing orreputation of loyd's.

CONDUCTTO WARDS M EMBERS
An agentshould conductthe affairsofeach ofthe membersforwhom itactsin a manner, which doesnot unfairy
prejudic e the interests of any such member.

INFORMATION

An agent should seekfrom membersit advises any information about theircircumstancesand objectives which might
reasonably be expected to be relevantin enabling it to fulfill its re sponsibilitie s to them. An agent should also take all
reasonable stepsto give membersitadvisesorforwhom it exercises discretion,in a comprehensible and timely way, any
information needed to enable them to make balanced and informed decisions.

An agentshould also be ready to provide members with a fulland fairaccount ofthe fulfilme nt o f its re sp o nsib ilitie s to
them. (This principle doesnotrequire an agentto give the memberconcemed greaterrightsofaccessto documentsand
information than that memberhasunderany agreement with the agent.)

CONFILICTS OF INTEREST

An agentshould seekto avoid any conflict ofinterest arsing, but where a conflict does arise, should make comprehensible
and timely disclosure ofthatconflict and ofthe stepsto be taken to ensure the fairtreatmentofany membersaffected. An
agent should notunfairdy putitsown interest above its duty to any membersforwhom it acts.

ASSETS
An agentshould dealwith assetsand rightsreceived orheld onbehalfofa memberprudently and in accordance with the
termsofany applicable trustdeed oragreement with the member.

FINANCIALRESO URCES
An agentshould maintain adequate financialresourcesto meetits commitments and to withstand the nomalrisks to whic h
it is subjec t.

INTERNALORGANIZATION

An agentshould organize and controlitsintemalaffairsin a responsible manner, maintaining properrecords and systems for
the conductofits business and the managementofrsk It should have adequate amangementsto ensure that staff and
otherswhom itemploysare suitable,adequately trained and properdy supervised and thatithaswelldefined compliance
procedures.

REIATIONS WITH II0YD'S
An agentshould dealwith loyd'sin an open and co-operative mannerand keep loyd's promptly informed of anything
conceming the agent which lloyd's might reasonably be expectto be disclosed to it.

IIOYD'S UNVEILPOIITICALVIOIENCE COVERAGE

Five lloyd's syndicates have teamed up with intemationalbroker BPLGlobalto offer multinationals comprehensive te ro rism
and political violence insurance on intemationalland-based assets.

Reflecting increasing wond instability and addressing the blumed distinc tion between different formsofpoliticalviolence,
the policy coversthe fullspectrum of politicalviolence. The coverage hasa globalapplication, but is partic ulady e ffec tive
forrisks in eme1ging marke ts.
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Key features of the new policy wording include coverage fora broad range ofpolitical violence acts, of which te o rism is
only one.

Otheractsinclude:
» Civilcommotion
> Riotand looting
» Upnsings, rebelionsand coups
» Warand civilwar

The policy also offers:
» Increased continuity through no cancellation pro visions
» A fixed premium forthe policy period
» Mid-yearrenewaloptions
» Apay-outeven ifthe policyholderisunable to rebuild a property

The coverage hasthe flexibility to be tailored to meetspecific needs.

Thisnew coverage isbeing underwritten by leading specialist nsurers at oyd's inc luding: Be azley Fudong Limited, Catlin
Underwriting Agencies Limited, Hisc o x Syndic ate s Limited, Iiberty Syndicate Management Limited and Wellington
Und e rwriting Plc .

CHAPIER 8: PERSO NALUMBREIIA TIABILITY INSURANCE

A serious personalliability lawsuit canreach catastrophic levels. There have been judgmentsthatdo exceed the liability
limits camed by the insured. Once these liability imits are exhausted the insured isoften forced to pay a substantialamount
outofhispocket. Thus, the need forprotection against c atastrophic lawsuits. Those that usually need thisprotection are:
Highly paid executives

Physic ians

Surgeons

De ntists

Attomeys

VVVYVYYV

Do notbe mistaken in the assumption that only those listed above need thisprotection. Considering the increased
frequency ofliability la wsuits and the complexities of modem living most people re quire this protec tion.

NATURE O F PERSO NALUMBREITA INSURANCE

The umbrella package isdesigned to provide the insured with coverage in the eventof:
» A catastrophic claim
» Alawsuit
» Ajudgment

The amount of umbrella coverage canrange from $1,000,000.00 to $10,000,000.00.

The contractusually coversthe entire family worddwide. The umbrella typically covers liability losses associated with the:
Home

Automobile

Boats

Recreational Vehicles

Sports

OtherPersonal Ac tivitie s

VVVYVYVYY

While it is true that an umbrella policy isnota standard contractthey do have some common featuressuch as:

» A self-insured retention must be met with certain lossescovered by the umbrella policy butnotcovered by an
undedying insurance

» 'The umbrella policy providesexcesscoverage overbasic underying policies, such aspersonalauto, and
homeownersinsurance
» Coverage isbroad and includescoverage forsome lossesnotcovered by underdying contracts
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EXCESS ITABIIITY INSURANCE

The umbrella policy paysonly afterthe limits of the undedying policy are exhausted. Some umbrella policies re quire that
the insured cany certain minimum amounts oflability on the basic undedying contracts. Forexample on an automobile
policy the minimum required on the basic contractcould be:

> $100,000.00 perperson bodily injury La bility

> $300,000.00 peroccumence bodily injury liab ility

> $25,000.00 forproperty damage Lability

» A combined single limit o f $300,000.00

On a homeownerspolicy the minimum required on the basic contractcould be:
$100,000.00 of personal liability.

Ifa watercraftisinvolved Lability e xposure requirements may be $500,000.00 of single limit underdying coverage.

BROAD COVERAGE

With respectto personalloss exposures, the personalumbrella policy providesbroad coverage. The personalpolicy
coverage also coverscertain lossesthatthe undedying contract may notcoveraftera self-insured retention of deductible is
met. These lossesinclude:

Pe rso nalinjury

Iibelclaims

Slander

Defamation of Character

False Amest

False Inprisonment

Humiilia tion

YVVVYYVY

Here are five examplesofclaimsthatmaybe paid by umbrella insurance companies:
» 'The insured slandered two police officers

» 'The insured bomowed a tractorand damaged it. Aftera self-insured retention was met the umbrella covered the
loss

» 'The mastona rented boatbrke during a race and seriously injured a crewmember. Pimary coverage wasnot
available to the insured

» 'The insured rentsa carin England and isinvolved in a seriousaccident. The personalumbrella covers the losssince
only limited undedying coverage wasavailable

» 'The insured's spouse rentsa motorcycle and isinvolved in a serious accident. Since the undedying
automobile/homeownercontractsdo notcoverthe ensuing third-party claim, the umbrella pays

SELF- INSURED REIENTION

When an umbrella policy and not an undedying insurance policy covera loss, a self-insured retention ordeductible mustbe
met. Asa rule thisdeductble isatleast $250.00 peroccumence and canbe higher.

PERSONALUMBREIIA COVERAGES

» Personalinjury lia bility
» Property damage lLability
» Defense costs

PERSO NA L IIA BIlITY INJURY

The nsured's liability forpersonalinjury iscovered underthe personalumbrella policy. Personalinjury is defined to include:
Bo dily Injury

Sic kne ss

Disease

Disa b ility

Shock

Mental Anguish

Me ntal njury

YVVVYYVY
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This de finition can also include:
False Armest

False Inprisonment

Wro ng ful Entry

Wro ng ful Evic tion

Ma lic io us Pro se c ution
Humiilia tio n

Iibel

Slander

Defamationof Character
Invasion of Privacy
Assault and Battery (notintentionally committed ordirected by a covered person)

VVVYVYVYVYVYVYVYY

PRO PERTY DAMA G E 1IA BILITY
Property damage canbe defined asphysicalinjury to tangible property and includeslossofuse ofthe injured property. The
umbrella insurance company agreesto pay losses forwhic h the insured islegally iable and which exceed the retained limit.

The retained limit is either:

The totalofallapplicable limitsofallrequired undedying contracts and any otherinsurance available to a covered person,
or

The self-insured retention if the lossisnotcovered by the undedying insurance.

DEFENSE CO STS

Tpically,legaldefense costsin addition to the policy imits are paid with the personalumbrella policy. Defense costs
include:

Paymentofattomey'sfees

Premiumson appealbonds

Court costs

Intere st on the judgment

Iegalcosts

YV VVYVYVYYV

However, some personalumbrella policies willinclude the costofdefending the insured aspartofthe totalloss. Eispossible
thatin a catastrophic judgment the insured may have to absorb partofthe loss. Mostumbrella policies willprovide and
pay the legaldefense costsofa covered lossifthatlossisnotcovered by any undedying insurance.

EXCIUSIONS

Here are some ofthe more common exclusions found in personalumbrella policies:
Workerscompensation
Felow employee
Care,custody orcontrol
Nuclearenergy
Intentionalacts

Airc raft

Watercraft

Busine ss p ursuits

Pro fe ssio nallia bility
Officersand directors
Recreationalvehicles

VVVYVYVYVYVVYYYVY

WO RKERS COMPENSATION
Any obligation the insured islegally liable forunderworkers compensation, disability be ne fits, orsimilarlaw isnotcovered.

FELIOW EMPIOYEE
Some personalumbrella contractsexclude coverage forany insured (otherthan the named insured) who injures a fellow
employee in the course of employment arising out ofthe use ofa:

» Automobile

» Watercraft

» Aircraft

CARE CUSTODY ORCONTROL

Damage to property a covered person ownsisexcluded underallpersonalumbrella contracts. Most contractsalso exclude
damage to a non-owned aircraft and non-owned watercraftin the insured's possession. Howevermost umbrellaswillcover
damage to:
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» Property rented to
» Property used by
» Propertyinthe care ofan insured

(The Three above exclude aircraft and watercraft.)

NUCLEAR ENERGY
Allpersonalumbrella policieshave nuclearenergy exclusion.

INTENTIONALACTS

Any actdirected by orcommitted by a covered person with the intent to cause personalinjury orproperty damage willnot
be covered.

AIRC RAFT
Any liability arsing out of:
» Ownership
» Maintenance
» Use
» Ioading
» Unlbading anaicraftisexcluded from coverage

WATERC RAFT
Iargerwatercraft are usually excluded such as:
» Ihboard watercraft
» Inboard/outboard watercraft exceeding 50 horsepower
» Owutboard motorsofmore than 25 horsepower
» Sailing vesselsof more than 26 feetlong

BUSINESS PURSUITS
While liability arising out ofbusiness ac tivity orbusine ss property is usually excluded, thisexclusion doesnotapply to the
msured'sorfamily membersuse ofa private automobile.

PRO FESSIO NA L LIA BILITY
While many insurance companiesdo notofferthiscoverage and vitually allumbrella policies exclude profe ssio nalliability,
some companieswillcovercertain professionalliability loss with an endorsement and by charging a higherpre mium.

O FFIC ERS AND DIREC TO RS
This e xc lusion doesnotapply to a non-profitcomporation ororganization. kdoesexclude coverage foran actorfailure to
actas:

» Anofficer

» A Tustee

» ADirectorofa comporationoran association

REC REATIO NA L VEHIC IES
Liability arising asa result of ownership ormaintenance ofgolfcartsisexcluded.

Fo c us Points
o PersonalUmbrella nsurance providescoverage from catastrophic claim, lawsuit orjudgment.
o PersonalUmbrella nsurance usually coversthe entire family worddwide.
o Umbrella policiespay afterthe limits o f the undedying policy are exhausted.
o When anumbrella policycoversa lossa deductible mustbe met.
o Liability forpersonalinjury iscovered underthe personalumbrella policy.
o Propertydamage isdefined asphysicalinjury to property and includeslossofuse ofthe injured property.
o Umbrella coverage payslossesforwhich the insured isliable and which exceed the retained Limit.
o Umbrella policieswillpay the legaldefense costsofa covered loss with some exceptions.

o Obligationslable underworkerscomp. orsimilarprogramsare notcovered underUmbrella policies.
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o PersonalUmbrella policiesexclude coverage to the insured’spersonal property.
o Alpersonalumbrella policies have nuclearenergy exc lusion.

o Liability from business property orbusiness activity isexcluded from PersonalUmbrella coverage.
CHAPIER 9: THE SPECIALMULII- PERILPOIICY (SMP)

The evolution ofcommercialpackage policiesand programscanbe traced to the development and implementation of
the homeowners' package, which protectsan individuals personal property and personalliability.

HISTORY OF THE POLICY

When the firstcommercialpolicies, which were (and stillare) called the special multi-perlpolicy (SMP), became available,
small, medium and large businesses were rated in exactly the same way. The SMP wasthe sole commercialpolicy package
on the market.

Thus, a smallbusine ss with only ten employeesand a laige company with hundredsof workers were rated in the same way
and were insured underidentic al SMP forms.

Although the SMPcovered many perils, forsome smal- and medium-sized businesses, the coverage included protection
against risks that the se business owners would neverrequire because these businesses, by theirvery size, are exposed to
fewerrsks than large companies.

Asa result, small- and medium-sized businessownerspaid forcoverage’sthatthey did notneed, and, therefore, paid the
same premiumsthatlarge companiespaid. Even though the SMPwasa convenient, discounted policy since it combined
severalsingle-line formsofinsurance, smal- and medium-sized businessowners wasted money because they were paying
forcoverage’sthatthey would likely neveruse.

BUSINESS SIZE AS ITREIATES TO THE SM P

While many small- and medium-sized busine sses find the coverage’softhe SMP to be the best policy forinsuring their
busine sse s, thisin no way meansthatlarge businessesdo notfind the SMPto be a viable way forinsuring itself against
property orliability. Although some ofthese large companiesare noteligible forthe SMPprogram, many large businesses
do indeed qualify forthe program.

However, some large companies, which are otherwise eligible, have insurance requirements beyond the scope ofthe SMP
program. Thisis, of course, to be expected if these companiesare exposed to risks thatthe SMPdoesnotinclude aspartof
its protection. Or, intere sted business owners who operate large companiesmay discoverthat even though they are
interested in the plan, they are notable to purchase the additionalrequired coverage through endorsementoroptional
coverage’s.

ADVANTAGES OF THE SMP APPROACH

When deciding whetherto go with a single-line ora multiple-line type ofcoverage, the commercialpolic yholderwil
discoverthat when hisinsurance needsare combined asa multiple-line package, he willbenefit from lowerc o sts, from
more complete coverage in a single policy contract, and from flexibility of choice when selecting optionalcoverage’s.

REDUCED COSTS

Reductionincostisprobably the mostimportant and most attractive feature ofthe SMP program. The reduc tion in pre mium
costscanbe ascribed to these elements: the selection process, the handling ofjust one policy, carefulexamination of class
characternstic s and through the reduc tion o f risks.

REDUCING CO STS THRO UG H THE SEIEC TIO N PRO C ESS

Higible policyholdersare screened during the underwriting selec tion. Forexample, busine ss owners, who because oftheir
type of businessorbecause of the typesofrisk to which theirbusinessisexposed, probably wilbe eliminated imme diately.
Insurance companies who screen applicants so that theirunderwriters eliminate poorrsks and select only the be tte rrisks
usually will be nefit from cost reductions ranging from 15 to 30 percent.

These are up-front reduc tions in initial pre miums. Bec ause SMPs are written by both dividend and no-ndividend paying
insurance companies, some policyholdersmay gain additionalsavingsthrough receiving eamed dividends.

Anotherfactorin cost reductionsisthat SMP policyholders, asa statisticalclass, are nota wel-defined classora permanent
group consisting of those whose businessesthatare exposed to similar risks.

Rather, they are a constantly changing group thatisexposed to similarrisks. The insurance company'sselection process
tendsto ensure a particulargroup will statistically show a betterthan average lossratio, meaning that SMP policyholders
have lessexposure to risk and, therefore, file less claims.
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REDUCING CO SIS BY HANDIING ONEPOILICY AND BY EXAMINING CIASS CHARACTERISTIC S
Costreductionisalso attrbutable to two additionalfac tors. Fist, both the insurance company and the insurance agentor
brokerbenefit from processing reductions since they wilmanage only one policy instead of perhapstwo to ten policiesas
they would have to do with single-line policies.

Second, anothercostreduction occursbecause, overall, the losses suffered by the SMPclassare lesscostly and fewerin
numberthan the losses suffered by otherclasses with similarcoverage’sthat are written undera seriesofseparate policies.
The se savings, both the costof handling one policy ratherthan severaland the decreased chancesofthe SMPclass
suffering a loss, are passed on to the polic yholderusually in the form ofreduced pre miums.

REDUCING CO STS BY CUTIING RISKS

The selection process,asdescrbed above,isrepeated atrenewaltime. At that time, the lossexperience (orclaimsfiled or
losses suffered) and inspection reports ofthe condition ofthe businessownersproperty and equipment (among otherareas
ofexamination) ofeach policyholderare taken into account when deciding whe thereach busine ss still q ualifie s fo r the
SMP program and its discounted pre mium.

Obviously, itisnecessary foran SMP policyholderto maintain his premisesin excellent condition and to demonstrate he is

receptive,concemed, alert to loss prevention recommendations, and willing to inple ment suggested improvementsin an
effort to reduce exposure to loss. He must exhibit these desired charac terstic s if he wishes to c ontinue benefiting from the

reductionsin insurance costsan SMP provides.

T illustrate this point, suppose thata businessownerisadvised by the insurance company's representative to buy and to
installa betterlocking mechanism forthe cabinet where he storesthe gunsthathe sells. The representative may even urge
the policyholderto purchase one ofseveralproducts that the insurance company hasalleady deemed to be the best, or
the most effective, locking mechanismsavailable in the cument marketplace.

The policyholdershould comply with the representative's suggested improvement since the representative wilprobably
note in the policyholdersfile thatthe rcommendation wasmade on a particulardate. Sometimes, the re presentative,
because he considers the riskofdamage orlossto be significant, may even mandate thatthe locking mechanism mustbe
mstalled by a specific time on a named day.

Thisdoesnot mean that the insurance company will constantly be making suggestions forimprovement to the busine ss
ownersproperty orthatthe insurance company willinfringe upon the business ownersrightto conductbusinessashe sees
fit. Rather, itisone ofthe insurance company's methodsforreducing exposure to risk, thereby lowering premiums and
reducing the chancesofa lossoccuming. In that way, the class'slossexperience isreduced, oratthe veryleastnot
increased, because businesses are willing to imple ment the insurance companies' recommendations forrisk re d uc tio n.
Finally, not complying with such suggestionscould mean thatthe business mightlose its SMPcoverage since the busine ss
owneris, in effect, increasing the chancesofrskand lossforhisclass.

A SINGIEPOILICY CONIRACT

Anothermain advantage ofthe SMP policy is that thispolicy covers most ofthe businessoperations exposure. One policy
meansonly one expiration date to wory about, one premium payment(ora planned seriesifa payment plan isused), one
insurance policy file, and, consequently, low probability that the business ownerwillhave periodsoftime where his
coverage lapses. Also, one policy combining severalcoverage’s gives the policyholdersaccounta higherprfile with the
insurance company's underwriter.

Theoretic ally, a we ll-writte n SMP, togetherwith a workers' compensation policy and an appropriate automobile forbusine ss
usage policy,encompassesallofthe insurance needs (otherthan employee benefits) formost small- to me dium-size d
busine ss enterprisesin one document.

However,an SMPisnota package, which automatically providesbusinessowners with alloftheirnecessary coverage’s.
Selecting a policy requires thoughtful decisions, review and updating asthe busine ss owners situation changes.

FIEXIBIIITY OF CHOICE
Fexibility of choice, the thid advantage, makesitnecessary forthe policyholderand hisagentorbrokerto carefully review
hisbusiness needs to ensure thatselected coverage’srespond adequately to hisneeds.

Forexample, in the mandatory property section, an insured must decide whetherthe desired coverage isgoing to be all-
risk, named peril, orjust firr and extended coverage. Ifthe insured choosesthe lattercoverage, then he must dete rmine
whetherthere isa need forprotection against sprinklerleakage orsome otherwaterorearthquake protection by way of
eitheran endorsementorasanoptionalcoverage.
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Finally, busine ss owners who choose eitherthe named perlorthe all-risk form must review available optionalcoverage’sor
endorsementsbefore deciding whetherthisextra coverage’sare necessary.

ELIG IBILITY

Thday'sSMP policy program consists ofeight different classification groups,each group offering itsown package disc ount.
The group in which a businessisplaced affectsthe premium that the businessownerwill pay. Forthe most part, the same
policy formsare employed foreach ofthe eight groups.

BUSINESSES THATQ UALIFY FORAN SMP

Higible insured are grouped into eight trade group classific ations, which determine the size ofthe applicable discount:
Apartment houses.

Contractors.

Motel-hoteloperations.

Industrialand processing plants.

Institutio ns.

Merc antile operations.

Offices.

Service fims.

VVVVYVVYY

The package discountsthatapply to each group varyby group and by state. Discountsare periodically recalculated to
reflectthe lossexperience ofthe group orofthe classasa whole. Forexample,itispossible fora group to have a package
factorof1.00 (no discount) or, if the lossexperience ofthe group islow, a factorofperhaps.65 (a discountof35 percent).

BUSINESSES THATDO NOTQUALIFY FORAN SMP
The 1977 revision to the SMP program changed the eligibility rules so that more insured’s could qualify forthe program. Prior
to this, the eligibility rules, while not impossible to meet, were much more stric t.
Presently, only a few classesare excluded from purc hasing an SMP. The se inc lude:
» Boarding orrooming housesand otherresidential properties that c onsist of fe werthan three apartme nt units.

» Fammsand faming operations (thisisbecause a separate commercialpackage policy exists for farmers).

» Automobile filling orservice stations; automobile repairing orrebuilding operations; automobile, motorhome and
motorcycle dealers; and parking lotsorgaragesunlessthey are incidentalto the otherwise eligible class.

» Grainelevators, grain tanks and grain warehouses.

» Propertiesorbusinesses which canbe categorized in one offive ways:

a. Highly protected risks.

b. Petroleum properties.

c. Petrochemicalplants.

d. Eec tric generating stations.
e. Naturalgas.

Ofcourse, thislistdoesnotindicate thatthese five categoresofbusiness are ineligible forany type of commercial
insurance; it only definesthose establishmentsthatare ineligible forparticipation in the SMP program. Otherpoliciesthat
more adequately and comprehensively address the coverage needsofthese typesofbusinesseshave beencreated
specifically forthat purpose and are available at most insurance companiesthat offerbusiness owners' insurance.

DEFINING THE TWO TYPES O F PRO PERTY

There are two broad categoresofproperty, which mustbe considered—real, and personalbusine ss pro perty. Busine ss
owners must recognize the differencesin these typesofproperty, asthisisessentialforunderstanding property coverage’s
in Section L

REAL PROPERTY COVERAGE

Neardy allrealproperty isincluded in the definition of "building(s)" on the SMP coverage forms. Thisinc lude s buildings;

struc ture s; ad ditio ns; fixture s; permanent equipment and mac hinery used formaintenance and/orservice of the building;
materialsand suppliesintended foruse in c onstruc tion; alterationsorrepairs; yard fixtures; fire e xting uishing apparatus;
appliancesused forrefrigeration, ventilating orcooking; dishwashing and laundering equipment; and floorcoverngs.

Allofthese property typesmustbe located on the insured's premises if the business owneristo benefit from his policy's
protec tion.
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Basic exclusions from buiding equipment are swimming pools, fences, piers, docks, wharves, walks, costofexcavation,
buiding foundations and underground pipes. These typesofproperties, like otherexclusions, may be protected againstloss
by purchasing a separate policy (depending on the type of property thatitis), an endorsementoroptionalcoverage.

BUSINESS PERSO NAL PRO PERTY COVERAGE

Coverage isavailable through the SMP forbusiness personal property, whic h isusualto the insured'soccupancy orto
businessoperations. ncluded also are tenantimprovementsin buildingsnotowned by the insured, and a limited e xte nsion
to the personalpropernty of othersthatisin hiscare, custody, orcontrolat the time of the lossisalso included. n most
situations, aswith realproperty, personalproperty coverage islmited to property thatislocated on the insured premises.

The type of personalproperty covered underSection Iconsist of, butisnotlimited to, stocks (inventories) of merc handise
and of raw maternals, supplies and fittings, and fumiture as well as fixtures, equipment and mac hinery.

Basic exclusionsare animalsand pets; watercraft; automobiles, vehiclesortrailers licensed forhighway use; airc raft;
personalproperty while waterbome; household and individualpersonal property; and accounts, bills, cumency, deeds,
evidence of debt, money and securities. Valuable papers, money and securtiescoverage isavailable underSection lor
by meansofvariouscrime endorse ments.

These typesofcoverage’smaybe included if the businessowneroptsto purchase a separate policy (ifrequired), an
endorsementoroptionalcoverage.

PRO PERTY COVERAGE (SECTION D

There are two typesof SMP forms from which a businessownermight choose. A businessownermight choose the standamd,
ornamed perlappmwach,orhe mayoptforthe al-iskappmwach. Each ofthese formscovers different perils, so a busine ss
ownermust carefully weigh whetherthe additionalcostofthe all-risk form be tte r suits his insuranc e needs than the less
expensive, but also lesscomprehensive, named perilform.

THE STANDARD (NAMED PERII) FORM OF PRO PERTY COVERAGE

Combining severaldifferent perilforms providescoverage forboth buidingsand personal property. The basic forms are the
generalbuiding form and the generalpersonal property forms.

Underthese two forms, insurance coverage ison a named perlbasis. These perlsinclude fire, lightning, wind stom, hail,
explosion and smoke; aicraftorvehicle damage;rot, riot attending a strike, orcivilcommotion; and vandalism ormalicio us
misc hie f. Exc lusions of ele ¢ tric al injury, interruption of power, earth movement, flood, orany enforcementofordinance or

law regarding the use, the construc tion, orthe repairofa building limitcoverage.

At the msured'sorinsurance company'srequest, vandalism and malic io us misc hief, which isusually covered, may be
excluded, which deletesthisperlfrom the generalform.

THE AII- RISK FORM OF PROPERTY COVERAGE
Asan altemative to the named perlapproach, an insured may considercoverage on an all-risks basis. The specialbuiding
form and specialpersonal property forms provide these typesofcoverage’satan additionalcost. Although this form offers
a wide varietyofcoverage,cerntain exclusions wilalwaysbe included aspartofthe policy.
The exclusions are lossesthatare caused by the following:

» Enforcementoflocalorstate ordinancesregulating c onstruc tion.

» EHectricalinjury to electricalappliancescaused by an attificially generated c ument.

» Hood, earthquake, sewerbackup orwaterbelow the surface ofthe ground.

» Wearand tear,gradualdeterioration, rust, comosion, mold, wetordry rot, orinherentorlatentdefect.

» Smog.

» Smoke,vapororgasflrom agriculturalorindustrial o perations.

» Mechanicalbreakdown, including rupture orbursting caused by centrifugalforce.

» Settling, cracking, shrinkage, bulging orexpansion of pavements, foundations, walls, fllorsorceilings.

» Animals, birds, vermin orotherinsec ts.
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> Explosionofsteam boilers, steam pipesorengines.
» Vandalism and malicious misc hiefto any building thatisvacantorthatisunoccupied formore than 30 days.

» Continuousorrepeated seepage orleakage from waterorsteam from plumbing, heating and airconditioning, or
otherequipment.

» 'Theftofany property thatisnotan integralpartofa building atthe time ofthe loss.
» Unexplained ormysteriousdisappearance of property.

» Iossthatiscaused directly orindirectly by an interruption of power.

ADDITIONALOPIIONALCOVERAGES

An insured may purchase added endorsementsoroptionalcoverage’sso thathe may more adequately meet his
msurance needs. Because the policyholderisadding coverage to hisbasic policy, the businessownermust pay an
additionalcostforeach ofthese endorsementsoroptionalcoverage’s.

An insured'sendorsements are usually found on the declarationspage ofhispolicy, so when the purchaserreceives his
policy, he should make sure thatallthe additionalcoverage’she purchased are specifically listed on the declarations
page so thathe doesnot misunderstand hispolicy'scoverage.

ACCOUNTS RECEIVABIE, VALUABLE PAPERS AND REC O RDS ENDO RSEM ENTS
These endorsements provide coverage on an all-risk basis, are similarto inland marne floaterendorse ments, and are
examined on an individualbasis.

The accountsreceivable endorsement providescoverage forallmoney that customers owe a business, and these figures
include interest and collection expensesin case the insured isunable to make collection because ofa directlossor
because ofdamage to the accountsreceivable records. Depending on the needsofthe insured, both reporting and non-
reporting forms, which are discussed below, are obtainable.

The valuable paperand recordsendorsement provide s busine ss o wners with insurance coverage forvaluable papersand
records while these are on the insured premises. hcluded are documentsand records, books, maps, films, drawings,
abstracts, deeds, mortgagesand manuscripts. However, money and securities are excluded.

The perlsinsured against are protected on an all-riskbasis from direct physicalloss. A separate limit of hiability isallowed for
specific articles, and a blanket limitisavailable to provide coverage’sforallitems, which are not specified. There also e xists
a limited extension provision forcoverage of such property while away from the insured premises (usually 10 perc ent of the

combined limitsnotto exceed $5,000).

Broad Form Storekeepers Endorse ment

Designed to provide limited fidelity and burglary coverage forsmallmerc antile stores, thisendorsementisapplicable to
business owners who employ less than five employees.

Busine ss Inte mup tion Insurance

Busine ss inte rup tion insurance includesa broad category of specific lossesofuse ortime element insurance coverage.
These are designed to indemnify, orto compensate financially, the insured fora lossofeamings (asthe policy defineslossof
eamings), tuition fees, rents, orthe extra expensesinvolved in continuing operationsin case an insured's premises are
damaged by an insured perl Underthe SMP program, severalbusine ss interruption forms are available so that busine ss
ownersmay betterselect the necessary busine ss inte muption e nd o rse me nt that the ir b usine sse s re q uire .

Forexample,coverage maybe added to business interruption insurance by adding to the policy a grosseamings
endorsement, which covers gross eamings le ss non-c ontinuing expenses, forthe actuallosssustained by the insured from
the intemuption of busine ss. As with allgross eamings forms,included aspartofthe policy'scoverage isa coinsurance
(sometimescalled a contribution) clause in the amount of50, 60, 70 or80 percent ofthe business'sannual gross eamings.
Failure of any kind to maintain an adequate amountofinsurance in respectto the selected coinsurance percentage wil
resultin a claim payment penalty fora sustained loss.

Coverage forordinary paymwllexpense eithermay be excluded orlimited to a period 0f90 consec utive days following
damage to the insured premises. Fnotspecifically included in the policy asa coverage, the businessownersemployees wil
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notbe paid unlesshe can prove that paying the payrmllisessential to c ontinuing orto speeding the resumption ofbusine ss
operations.

Busine ss interruption coverage also may be written on an eamings endorse ment, which protectsthe businessowneragainst
actuallossessuffered (gross eamings le ss non-c ontinuing expenses) with no coinsurance requirement. However,recovery is
restricted to a percentage ofthe limit ofLability thatisapplicable on a monthly basis.

The businessownermay select 16.67 percent, 25 percentor33.33 percentdepending on how long he estimatesthatit
would take to repairorto restore the premises to its originalcondition. Coverage underthis endorse ment ensure s that the
mnsured isprotected against perils that might damage ordestroy the building and/orits c onte nts.

Builders' Risk Endorse ment

Anotherendorse ment, the SMP buildes' risk endorsement, consists of two forms which can be applied eitherto the named
perlorto the all-risk policy. Fornamed perlpolic yholders, the appropriate form iscalled the completed value form, and for
businessowners who cany an all-risk policy, the SMP specialbuiders riskcompleted value form (forall-risk po lic ie s), is
available. The builders' riskendorsementis designed to provide property insurance coverage’sforbuilders risk e xposures
while they are construc ting a new building oran insignific ant addition. All but insig nific ant additions ornew building s must
be specificallyadded by endorse ment.

C HURC H THEFTENDO RSEMENT

Thisendorsementis designed to provide coverage fora church againsttheftorattempted theft of money, securities, orany
otherproperty while atthe church,in a bankornight depository, orin the care orcustody of an authorized person. The form
issubject to de finitions and e xc lusions, whic h should be reviewed. Coverage’scanbe provided atanagreed value for
specified articlesand/orata specified limit forallotherproperty.

C O MBINED BUSINESS INTERRUPTION AND EXTRA EXPENSE ENDO RSEMENT
The combined business interruption and extra expense endorsement providescoverage forboth busine ss inte muption and
forextra expense losses with a single, specified limit o f Lability whic h is e xplic itly stated in the endorse me nt.

An insured may selectfrom specified percentage optionssuch asthose found in the busine ss interuption's gro ss eamings
endorsement. Usually, these percentagesare based on the amountoftime a businessownerestimateswould be necessary
forre storation.

CONDOMINIUM O PERATIONS ENDO RSEMENT
The condominium operationsendorsementhasbeen developed through the use ofseveralspecialamangement forms
which are intended to meetthe needsofcerntain insured’s.

The SMP condominium operationsendorsement (an additionalpolicy provisionsendorse ment) isavailable to provide
named perlorall-risk property coverage forcondominium operations. These forms follow the named perland the all-risk
forms disc ussed earier with specialterms and conditions that have been included to meetthe needsofthe ¢ ondominium
association that overseesthe maintenance and generalupkeep ofits premises.

EARTHQ UAKE EXTENSION ENDO RSEMENT
An earthquake extension endorsementcanbe added to afford coverage thatisintended to meetthe needsofcertain
msured’s both underthe named perland the all-risk forms. Thiscoverage isapplicable only to the insured premises.

EXTRA EXPENSE ENDO RSEMENT

Some companies might find it advantageousto purchase insurance protection forextra expensesincumed so thattheycan
continue theiroperations should theirinsured premisesbe damaged ordestroyed. The extra expense endorsement
available underthe SMP program provides this type ofcoverage.

Thiscoverage should be considered eitherin lieu of orin addition to busine ss inte mup tion insuranc e forthose busine sses
where a shutdown isunacceptable and which would cause a complete cessation ofbusiness ac tivitie s. In suc h situa tio ns,
the insured willincurexpensesforleasing temporary facilities and forresourcesthat willbe necessary and thatenable the
insured to continue servicing customers.

Coverage islimited on a monthly basis (not more than 40 percent ofthe endorse ment's limit forany one month orless) and
generally follows the perils insured in Section L

Rememberthatthe expense portion of business interruption policiesonly covers extra expensesincurred to the extent that
they reduce the lossofnet profit. Accordingly, some typesofbusinesses might need thisendorsementin addition to the
busine ss inte mup tion e nd o rse me nt.

INIAND MARINE COVERAGE ENDO RSEMENTS
There are severaloptionalinland marne coverage endorsements, which can be added to Section L
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These provide coverage forboth personalproperty and forthe property ofothersthatisin the care, custody orcontrolof
the insured. Coverage isprovided on an all-risk basis and islimited by specific exc lusions, terms and c onditions. The se
endorsementsclosely follow the usualinland marine property floatercontracts.

The specific endorsementsavailable are the radium floater, the fine artsfloater, the music al instruments floater, the neon
sign endorsement, the glasscoverage endorsement, and the physicians and surgeon’s equipment endorse ment.

LIA BIIITY FO R G UESTS' PRO PERTY ENDO RSEMENT

Although thisendorse ment contains specific exc lusions and limita tio ns, the Lability for gue sts' property endorse ment
providescoverage foran innkeepersliability forlossordamage to property of guests while this pro perty is within the insured
premises orwhile in the possession ofthe insured'scare, custody orcontrol

LOSS OF RENTS ENDO RSEMENT
Thisendorsement providescoverage forlossthat an insured might sustain if tenantsare unable to rent his insured properny
because ofdamage ordestruc tion to the premisesby an insured pernl

Coverage isusually bound by the enacting ofa predetermined contribution clause, which essentially functionsasa
comsurance clause. Also, the insurance companyisnotlable fora greaterproportion of any loss than the stated limit of
Lability; multiplying the rentalvalues from the previous 12 months by the pre-determmined coinsurance clause produces this
amo unt.

MERCANTIE O PEN STO CK BURG IARY ENDO RSEMENT

Because a business'spersonalproperty may be exposed to lossthatiscaused by burglary, mbbery ortheft, there are
severalextension endorsementsthatcanbe added to Section Iofthe SMP policy to protectagainstlossby crime. The se
endorsementsare available underSection [ orin some cases, underSection I, which deals exc lusive ly with ¢ rime
coverage’sand which isdiscussed in greaterdetailbelow.

Coverage’sunderthisendorsementclosely parallelthose thata person would find in a separate, orsingle-line, policy. Also,
the mercantile open stockburglary endorsement may be combined with the generalpersonal property form so that
coverage isprovided forthe busine ss o wners merc handise, fumiture and fixtures, and equipment that exist at the insured

property.

A watchman protectsthisproperty againstlosscaused by burglary orrobbery while the premises are not open forbusine ss.
¥ the all-risk form coverspersonal property, thisendorsementisnotneeded because thattype ofpolicy includesaspartof
itsbasic protection thiscoverage.

MERCANTIE O PEN STO CK BURGIARY AND THEFTENDO RSEMENT

Thisendorsement providescoverage forlossordamage to merc handise, fumiture, fixtures and equipmentthatare located
atthe insured property fortwo situations. The fiustisforburglary orrobbery ofa watchman while the premisesare closed for
business, and the second isforprotection against theftorattempted theftregardlessof whetherornotthe premisesare
open forbusine ss.

Asstated in the previous endorse ment, thisendorsementisnot needed if the insured purc hases an all-risk form since the all-
risk form already protec ts the insured from this type ofloss.

MERCANTILE RO BBERY AND SAFE BURG IARY ENDO RSEMENT
Thisendorsement providescoverage forlossof money, securities and otherproperty both inside and outside the insured
premises;itincludesaspartofitscoverage the burglary ofa safe.

O PIIONAL PERILS COVERA GE ENDO RSEMENT
Anoptionalperlscoverage endorsementisavailable on the named perils form forboth buildingsand personal property
protec tion.
Additionalperlscovered by thisform are:
» Breakage ofglass(whichisparntofthe buiding and subject to limita tio ns);
» falling objects(lossordamage to personalproperty in the openisnotincluded);

» weightofice,snow orsleet;

» waterdamage (however,coverage isincluded foraccidentaldischarge of waterorsteam from plumbing, he ating
orairconditioning system, but discharge from automatic sprinklersystemsisexcluded from coverage); and
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» losscaused bycollapse ofthe building struc ture itseIf.

REPIACEMENTCOSTCOVERAGE ENDO RSEMENT

No matterwhich ofthe two forms—the named perlorthe all-risk—thata businessownerchooses, one imporntant
consideration is the method forestablishing the value of insured property atthe time ofa loss. Unless specifically endorsed
orstated in the coverage form, allproperty wilbe valued according to its ACV ratherthan onitsreplacementcost.

Also, the precise definition of ACV dependsupon the type of property underconsideration. There are varnations in the
application of ACVdepending on whetherreal, personal, finished good, orstock (inventory) propertiesare being valued.

Thisbasisofadjustment may be modified, however, by the attachmentofthe replacementcostcoverage endorsement.

Underthisendorsement, insured property involved in a loss wilbe adjusted on the basisofthe amountnecessary to repair
orto replace the damaged property, and reimburse ment is re stric ted only to the policy's limit o f hability without regard to

the actualage ofthe property at the time of the loss.

Business owners should be aware thatthisendorsementdoesnotdelete orreplace any coinsurance re quire ment, that it is
notextended to certain typesofproperty such asstock, property of others, valuable papers, recordsorfine arts, and that
he, the business owner, no matter which method forestablishing value that his policy uses, must first pay hisdeductible.

REPORTING FORM S ENDO RSEMENT

Anotheravailable provision underboth formsisthe addition ofa reporting form endorsement, which converts basic
property coverage formsto a reporting basis. Two separate forms—the specific rate form and the average rate reporting
endorsements form—c omprse the reporting endorse ment.

This endorse ment is c onvenient forbusine ss owners whose personal property values fluc tuate and forbusine ss o wners who
have diffic ulty in detemining the comect amountsofinsurance. Businessowners who optforthisendorsementare allowed
to id e ntify theirbusinesscycles, which generally range from peakto slow seasons.

By using a reporting form, a businessownercan establish a limit of insuranc e that sufficiently covers the maximum valuesof
the insured property ata given time. The insured reports the actualvalue ofthe businessatstated periods, and a premium is
charged on the average value atrisk during the entire yearratherthan business owners paying high premiums ye arr und
because they have increased risks during particularmonths of the year.

Forexample, a Christmasomamentbusiness's busiest season isarmund the Christmasholidays, when it, therefore, hasan
increased exposure to risk. Exposure to risk is signific antly le ss during the summersinc e this type of store is not busy then.

T calculate the premium, the insurance company calculates the business'saverage risk during the yearby averaging its
busy with its slow periods ratherthan re quiring the businessto pay a premium thatisbased solely on the increased busine ss
ac tivity during the Christmas se ason.

As a result, the insured knows that his busine ss has the benefitofadequate coverage during both peakand slowerperods.
Furthermore, the businessownerwillpay a fairpremium thatisbased on the actualvalue ofthe annualaverage ofrsk
exposure ratherthan paying a much higherpremium thatisbased on higherrisk exposure during only specific months of the
year.

SPRINKIER IEA KA G E ENDO RSEMENT
The sprinklerleakage endorsement provides protection forinsured property against named perlsthatcause damage to the
businessownersproperty from leakage ordischarge of water(orothersubstance) from an automatic fire protection system.

Italso includescoverage forlossordamage resulting from the collapse of a tank, which is part of the sprinkle r syste m. This
endorsement contains specified limits o f iability, coinsurance percentages, conditions, and exclusionsand mustbe
separately requested and priced when developing the SMP contract).

TUIMIO N FEES ENDO RSEMENT

The tuition feesendorsement providescoverage forlost tuition fees that an e duc ational institution might suffe rif the schools
physicalfacilities are damaged and unusable because oflossby an insured peril The basisofrecovery isthe amount of the
actualloss sustained from the date oflossto the opening ofthe schoolyearthatbegins afterthe premises' restoration is
complete. Coverage isavailable onan 80 percentoron a 100 percentcoinsurance basis.

GENERALIIABIITY COVERAGE (SECTION I
The SMP, in Section IL describes generalliability insurance and isa mandatory coverage;justasproperty coverage isin
Section L
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Typically,coverage iswritten on a comprehensive generalliability (CGL) basisforany occurmence which is attributable to
one oftwo causes—one isthe ownership, maintenance oruse ofthe insured premises, and the second is forbusine ss
operationsthatare necessary orincidentalto the named insured'scommercial ac tivitie s.

Furthemmore, the SMP's liability coverage extends to the business'sproductsand completed operations exposures unle ss the
insurance policy specifically statesthatthese are excluded forsome reason. Coverage ison a combined single limit basis
although one may purchase separate limits forbodily injury and property damage if he feels that this b e tte r suits his
particularneeds.

Again, busine ss owners should always conferwith theirinsurance companies underwriters so thatthey wilbe wellinformed
about theirlability coverage and whetherthey cany the standard orthe all-riskpackage in Section Ioftheirpolicy.

Also, they should askif theirinsurance company hascreated itsown form which details whatisprotected on theirpremises
orin theirbusinessoperations. Anothergood question to askconcemsany otheroptionalcoverage’sorendorsementsthat
are obtainable so they mightbraden the scope ofthe policy'sbasic coverage.

In the personalinjury section of coverage, busine ss o wners willusually find that the following coverage’sare included: an
employersnon-owned automobile, an automobile fleet (employers should alwaysaskwhat numberofcarsdeterminesa
fleet), professional iability, comprehensive medical payments, contrac tualiability, ndependentcontractors, and elevator
collision.

Ofcourse, policiesdifferfrom company to company, so notallofthese wilbe found in every polic y's liability se c tion.

GENERALIIABIOITY COVERAGE

Generalliability coversexposures such aslawsuitsoccurming because ofslipsorfalls on the insured premises, injurie s that
occurbecause ofoperating equipment, and certain liabilities, which are assumed aleady to be undercontractor
agreement. Asstated above, thiscoverage also extendsto protecta businessowneragainst liability thatiscaused from the
use orconsumption of productsthat hisbusiness producesorsells.

However, if the underwriters feelthat the product's iability exposure istoo severe to be covered underthe CGLsection, they
willexc lude the product(s) from the SMP and will re quire that the businessownerpurchase a separate produc ts liability
policy altogether.

G ENERALAND SPECIALLIABIIITY EXCLUSIONS

The SMPdoesnotcoverclaims forinjury to employeesbecause thismustbe covered undera separate workers'
compensation policy. Rememberthat workers' compensationisnotincluded in the SMP policy. Thisisa separate policy, not
available underendorsementoroptionalcoverage, which business owners must purc hase in addition to their SMP policy.

This is true also foremployee benefit programsand forliability thatoccursasa resultofoperating automobiles ortruc ks. This
coverage’s, like workers' compensation, are notavailable by endorsementoroptionalcoverage and must be insured
underan employee benefits program orunderan automobile forbusiness usage liability policy.

Severalspecialexposuressuch asliability foremorsoromissions by professionalsare not protected underSection Ilof the
SMP. Section Tofan SMPdoesnotcoverprofessionalemorsin professionssuch asarchitec ture, engineering, the medicalor
legalfield, oraccounting. Instead, a separate professionalliability policy isnecessary if a business ownerwants to protect
himself against exposure to the se risks.

T avoid any future problemsand to protectagainstcommon orspecialliabilities, when the busine ss o wneris se tting up his
policy, he must fully describe hisproperty and operationsto an experienced, knowledgeable and dependable insurance
agentand rely upon the agent'sprofessionaladvice to be sure of properprotec tion.

CRIME COVERAGE (SECTION Il

Crime coverage, available underSection I isentirely an optionalcoverage. tspurpose isto provide coverage formoney
and securties, negotiable instruments, and employee dishonesty. Potection againstlossby crime isintended to closely
parallelthe single-line coverage’s, which are available underseparate policiesorunderthe three-D policy (dishone sty,
destruction ordisappearance).

Asmentioned in the property section, both property forms, the named periland the all-risk, exclude crime coverage since it
iscovered underSec tion IIL Furthemore, the SMP o ffers only limited coverage forthese exposuresunderthe variouscrime
endorsementsatan additionalcost.

Some businesses, however, mightdecide notto include thissection aspartoftheir SMP policy because they might need
broadercoverage than whatisavailable, they may desire higherlimits than what thissection offers, orthey simply may not
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evenbe eligible forcoverage underthe limited endorsementsthatthey could add because the underwrters have decided
thatriskoflossistoo great fortheirbusine ss.

On the otherhand, the SMPpackage discount may make it sensible forsome business owners to include the crime
coverage in this sec tion.

There are three basic coverage’sunderthis section: the comprehensive crime coverage endorse ment, the blanket c rime
coverage endorsement, and the public employersblanket endorse ment.

A blanketform isa form ofcontractbetween an insured and an insurance company, which providescoverage forsimilar
typesofproperty at differentlocationsorfordifferent typesofpropertylocated atthe same location.

Also, the public employersblanket endorsement providescoverage forallemployeesorfora classofemployees without
theirbeing specifically named.

The main difference between the comprehensive crime and the blanketcrime endorsementsisthat underthe blanket
form, allinsurance agreements, which are broadly defined asthe promises made by the insurance company to the insured,
are mandatory protected from loss.

Underthe comprehensive crime endorse ment, the insured may select specific coverage agreements and varying limits o f
Lability and coverage foremployee dishonesty on a blanket position basis. The blanket position coverage foremployee
dishone sty underthisendorsement also allows the stated limit ofliability to be applied to each employee ratherthan to the
employeesasa group.

Therefore, forexample, ifthree employeesacted togetherto steal $30,000, $10,000 blanket position coverage would cover
the lossin fullsince each ofthe employeesisconsidered to be a separate entity. In contrast, the blanket limit o f Liability
appliesona peroccunence basisforany one loss, regardless ofthe numberofemployeesinvolved. In the previous
example, a $30,000 commercialblanketbond would be required to coverthe lossin full

In addition to providing coverage forlossby extortion unlessit hasbeen specifically excluded, following are the coverage’s
thatare available underthe comprehensive crime endorsement, which consists of five kindsof protection against lo ss
caused by criminalacts. These five categorescanbe selected separately. In fact, businessownersmay optforonly several
ofthese because some ofthese coverage’sare more comprehensive than others.

These five categoresare:

1A) Employee Dishonesty (commercialblanket). Thisagreementprovidescoverage forloss of money, sec uritie s and
otherproperty because of any dishonest orfraudulent actsby the insured'semployee(s). The stated limit is the
amountthatcanbe applied to eachoccumence,regardlessofthe numberofemployees, which maybe
involved. The limit would typically apply to eachoccumence,notto each employee.

1B) Employee Dishonesty (blanket position). Coverage underthisagreementis similarto that provided under1A.
However, the imit of liability isapplied on a peremployee ratherthan on a peroccumence basis. Alemployeesof
the insured are covered and are considered to be a separate entity. If the limit was $10,000 and three employees
were involved, the amountapplicable would be $30,000 if $10,000 had been stolen.

2) Money and Sec uritie s Lo ss Inside the Premises. Thisprovidescoverage up to the specified limit forlossofmoney and
securties by destruc tion, disappearance, orwrongful abstrac tion inside the insured premisesoratany banking
premises.

3) Money and Sec urties. Ioss Outside the Premises. Coverage underthisagreementisthe same asthatavailable

under2,exceptthatitcoversmoney and securities that are outside the premises, that are being transported by a
messenger, thatare in the home ofa messenger,orthatare in an amored car.

4) Money Ordersand Counterfeit PaperCumency Coverage. Thisagreementprovidescoverage forthe insured
against lossdue to the acceptance,in good faith, of any counterfeit money ormoney orders while in the course of
busine ss.

5) Depositors Forgery Coverage. Coverage underthisagreementis provided forthe insured orforthe bank, when a

savingsorchecking accountismaintained, forloss, which occursasa result of forgery of checks, draftsorother
negotiable instrume nts.
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6) lastly, coverage underthese agreementsisnotalwaysinc lusive. Business owners must c arefully re view these forms
forthe endorsement's specific imitations and e xc lusio ns. Furthermore, the consideration ofdeductibles should not
be overooked.

BOIIER AND MACHINERY COVERAGE (SECTION IV)

Boierand machinery coverage, Section IV ofthe SMP,isoptionaland, ifselected, iseligible forthe SMPpackage discount.
Usually coverage isprovided orrecommended on the basisofa survey thatiscompleted by the insurance company and is
based on a businessownersresponses. The specific limits, locationsand terms are outlined on a separate declarations
endorsement.

When setting up hispolicy, a businessownershould alwaysdescrbe in detailhisbusinessoperationsto an agentbecause
he maynotrealize hisnomalbusinessoperations may require his purc hasing insurance which protectsboilers, refrigeration
equipment, electricalapparatus and otherkinds ofmachinery.

By disc losing information detailsaboutthe way hiscompany operates, he avoids future disasterthat might have been
protected against had he camied the properinsurance coverage.

Some msurance companies will not insure thistype of coverage but, through anotherinsurance company who specializesin
thisarea ofinsurance, wilobtain a cooperative amangement. The company thatspecializesin boilerand machinery
msurance willprovide the underwriting, pricing and losscontrolservices. In fact, even though the insurance isprovided
through anothercompany, thisendorsement may be added to the businessownerspolicy atthe package discount.

Finally, coverage is written on an ACV basis unle ss the businessownerprefers protec ting hisequipmenton a repairand
replacementcostbasis, which mustbe added by endorse ment.
Boilers

The SMPboierand machinery coverage endorsementincludescoverage forallboilers, unfired pressure, vessels and piping
thatare eitherin use orthatisconnected and ready foruse. Because almost allfirr and extended coverage policies
exclude damage thatresults from explosion ofboilersorotherpressure vehicles, thiscoverage isneeded if insured property
contains any heating boiler,processboiler,orany steam generatorthatoperatesunderpressure.

Anotherimportantconsideration when deciding whetherornotto add thisendorsement is that the liability coverage in
Section Ispecifically excludes Lability, which occursasa result ofthese kinds ofexplosions. The addition of this protection
also includesthe insured's liability fordamage to the property of othersand any associated defense costsif a lawsuit should
be brought against the company orthe businessowner.

MA C HINERY

Machinery coverage insuresagainst damage and coststhat result from the breakdown of machinery while it is on the
premises. The equipment to be insured must be scheduled, oritemized, on the policy. Businessowners,in an effort to protect
their b usine ss o perations, usually insure only those machinesthatare abnomally expensive, time consuming to repairorare
crtic alto theirbusine ss o perations.

The coverage extendsto damage to sumounding property, which, like boilercoverage,isexcluded in basic fire and
extended coverage policies. It is wise to askif the insurance company hasa good boierand machinery inspection service,
forthese inspectionscanbe asimportant asthe coverage’sthemselves.

Coverage onothertypesofmachinery isusually available through an additionalobject group’s endorsement. Equipment
underthisendorsement must be scheduled on the policy.

ADDIIONALCOVERAGES

Busine ss interruptions coverage may be available underSection IVon a daily ora weekly inde mnity basis. Extra e xpense
coverage also maybe purchased forthe period a businessownerestimatesit would take forhim to c ontinue his o perations
else where while hisusualpremises are being restored to theiroriginalstate.

In addition,coverage maybe available forprevention ofoccupancy and consequentialdamage that mightoccurby a
company who leasesits premises orwhich occursif a busine ss must continue itsoperationsat a differentloc ation while the
premisesare being restored to theirorginalstate.

IMPACTAND FUTURE O F THE SMP PROGRAM

Asmentioned previously, the SMP, intoduced in most statesin 1960, was the first standard package policy forcommercial
enterprises. The package asoriginally introduced continued with only minimal mo dific a tions until 1977, when a faidy
comprehensive revision wasmade. Because the policy wasaccomplishing effectively whatit wasintended to do, the
conceptand the structure of the policy did not signific antly change; the only obvious changes were that eligibility rule s
were broadened and policy forms were simplified to increase theirreadability.
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The impactofthe SMPprogram hasbeen significant. Thisisevidenced by the notable increase in premium dollars that
msurance companies have written for their policyholders. Also, one must remember those two other
successful policies, the BOP and farmers' insurance, originated from the SMP.

I is unlike ly there willbe significantcoverage and eligibility re vision in the SMP program forseveralyears. However, periodic
minorchangesand updateswilbe made to its c urre nt form. Eigibility is now quite broad, the coverage options are
stabilized, and cost savingshave been established. The only likely adjustmentsin the foreseeable future might be slight
modificationsmade to package discounts forindividual busine ss groups.

FOCUSPOINTS

o

Busine ss o wne rs must a sse ss theirinsurance needs from two standpoints-exposure to lossand also considerthe limits
of liability that the policy c ontains.

Busine ss owners must weigh the advantagesoflowerpremiums against having high deductblesorlow limits o f
protec tion.

When the first commercialpolicies, special multi-perlpolicy (SMP), became available, small, medium and large
businesses were rated in exac tly the same way.

In the beginning the SMP was the sole commercialpolicy package on the market.

Because the SMPcovered many perils, small- and me dium-sized businesses-included protec tion against risks that
these business owners would neverrequire. They paid forcoverage’sthatthey did notneed,

When deciding to go with a single-line ora multiple-line type ofcoverage, the commercial polic yholderwil
discoverthat when hisneedsare combined asa multiple-line package, he willbenefit from lowercosts, from more
complete coverage, and from flexibility of choice when selecting optionalcoverage’s.

Reductionin costisone ofthe more important and attractive features ofthe SMP.

The reduction in premium costscanbe ascrbed to the selection process, the handling ofjust one policy, careful
examination of class characterstics and through the reduc tion o f risks.

HEigible policyholders are screened during the unde rwriting selec tion.

Insurance companies who screen applicants through underwriters eliminate poorrsks and selectonly the better
risks, usually benefit from cost reductionsof 15 to 30 percent.

A main advantage ofthe SMP policy isthatthispolicy coversmost ofthe businessoperations' exposure.

Today's SMP policy program consists of eight different c lassification groups,each group offering tsown package
disc o unt.

The group in which a businessis placed affectsthe premium that the businessownerwilpay.

The eight trade group classific ations which determine the size ofthe applicable discountincludes Apartment
houses, Contractors, Motel-hoteloperations, hdustrialand processing plants, Institutio ns, Me rc antile o perations,
Offices, Service firms.

The package discountsthatapplyto each group varyby group and by state.

Discounts are periodically recalculated to reflect the lossexperience ofthe group orofthe classasa whole.

The 1977 revision to the SMP program changed the eligibility rules so that more insured’s c ould qualify forthe
program.

Classesexcluded from an SMPinclude Boarding, moming housesand otherresidentialpropertiesoffewerthan
three apartment units. Farms and farming operations. Automobile filling orservic e stations; automobile repairing or
rebuilding operations; automobile, motorhome and motorcycle dealers; and parking lotsorgaragesunlessthey
are incidentalto the otherwise eligible class. Grain elevators, grain tanks and grain warehouses.
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Classesexcluded from an SMPinclude Propertiesorbusinessesthatcanbe categorized in one of five ways: Highly
protected risks, Petroleum properties, Petrochemicalplants, and Electric generating stations, Naturalgas.

Neardy allrealpropertyisincluded in the definition of "building(s)" on the SMP coverage forms. Thisincludes
building s; struc ture s; a d ditio ns; fixture s; permanent equipment and machinery used formaintenance and/orservice
ofthe building; materials and suppliesintended foruse in c onstruc tion; alterationsorrepairs; yard fixture s; fire
extinguishing apparatus; appliancesused forrefrigeration, ventilating orcooking; dishwashing and launderng
equipment; and floorcoverings.

Basic exclusions from buiding equipment are swimming pools, fences, piers, docks, whares, walks, costof
excavation, building foundations and underground pipes.

The type of personalproperty covered underSection Iconsist of, butisnot limited to, stocks (inventories) of
merc handise and ofraw maternals, supplies and fittings, and fumiture as well as fixture s, equipment and mac hinery.

Basic exclusionsare animalsand pets; watercraft; automobiles, vehiclesortrailers licensed forhighway use; airc raft;
personalproperty while waterbome; household and individualpersonal property; and accounts, bills, cunmency,
deeds,evidence ofdebt, money and sec urities.

There are two typesof SMP -the standard, ornamed perlapprach, orthe all-riskapproach.
Combining severaldifferent perilformsprovidescoverage forboth buidingsand personal property.
The basic forms are the generalbuilding form and the generalpersonal property forms.

Underthese two forms, insurance coverage ison a named perlbasis. These perlsinclude fire, lightning, wind stom,
hail, explosion and smoke;aircraftorvehicle damage;riot, riot attending a strike, orcivilcommo tion; and
vandalism ormalic io us misc hief.

Exclusions of elec tric al injury, interruption of power, earth movement, flood, orany enforcement ofordinance orlaw
regarding the use, the construction, orthe repairofa building limit coverage.

Asan altemative to the named perlapprachiscoverage on an all-risks basis. Specialbuilding form and special
personalproperty formsprovide these typesofcoverage’satan additionalcost.

The accountsreceivable endorsement providescoverage forallmoney that customersowe a business, and the se
figuresinclude interest and collection expensesin case the insured isunable to make collection because ofa
directlossorbecause of damage to the accountsreceivable records.

The valuable paperand recordsendorsement providesbusine ss o wners with insurance coverage forvaluable
papersand records while these are on the insured premises.

The perisinsured againstare protected on an all-riskbasisfrom direct physicalloss. A separate limit o f liability is
allowed forspecific articles, and a blanketlimitisavailable to provide coverage’sforallitems, which are not
specified.

Broad Form Storekeepers Endorsementisdesigned to provide limited fidelity and burglary coverage forsmall
mercantile stores, thisendorsementisapplicable to businessowners who employ lessthan five employees.

Busine ss interrup tion insurance includesa broad category of specific lossesofuse ortime element insurance
coverage.

Busine ss intemup tion is de signed to indemnify, orto compensate financially, the insured fora lossof eamings (asthe
policy definesloss ofeamings), tuition fees, rents, orthe extra expensesinvolved in c ontinuing operationsincase an
msured'spremisesare damaged by an insured perl

Coverage forordinary paymwllexpense eithermay be excluded orlimited to a period 0f90 consecutive days
following damage to the insured premises. fnot specifically included in the policy asa coverage, the business
ownersemployeeswilnotbe paid unlesshe can prove that paying the paymwllis essentialto ¢ ontinuing orto
speeding the resumption ofbusine ss o perations.

Busine ss interruption coverage also may be written on an eamings endorse ment, which protects the businessowner
against actuallosses suffered (g ss eamings le ss non-c ontinuing expenses) with no c oinsuranc e re quire me nt.
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The SMP builders' risk endorsement consists of two forms, which can be applied eitherto the named perlorto the
allrisk policy. Fornamed perlpolicyholders, the appropriate form iscalled the completed value form, and for
businessowners who cany an all-riskpolicy, the SMP specialbuilders' riskcompleted value form (forall-risk po lic ie s),
isavailable.

The builders' risk endorsementisdesigned to provide property insurance coverage’s forbuilders' risk e xp o sure s while
they are constructing a new building oran insignific ant addition.

The combined busine ss interruption and extra expense endorsement providescoverage forboth busine ss
mtermuption and forextra expense losses with a single, specified limit o f kability whic h is e xp lic itly stated in the
endorsement.

The SMP condominium operationsendorsement (an additionalpolicy provisionsendorsement) isavailable to
provide named perlorallrisk property coverage forcondominium o perations.

An earthquake extension endorsementcanbe added to afford coverage thatisintended to meetthe needsof
certain insured’sboth underthe named perland the all-risk forms. Thiscoverage isapplicable only to the insured
premises.

The lossofrentendorsement providescoverage forlossthat an insured might sustain if tenants are unable to rent his
insured property because ofdamage ordestruc tion to the premisesby an insured perl

Anoptionalperlscoverage endorsementisavailable on the named perils form forboth buildings and personal
property protection.

Unless specifically endorsed orstated in the coverage form, allproperty wilbe valued according to its ACV rather
thanonitsreplacementcost.

The precise definition 0of ACV dependsupon the type of property underconsideration. There are varationsin the
application of ACVdepending on whetherreal, personal, finished good, orstock (inventory) properties are being
valued.

Thisbasisofadjustment may be modified, however,by the attachmentofthe replacementcostcoverage
endorsement. Underthisendorsement, insured property involved in a loss wilbe adjusted on the basis of the
amountnecessary to repairorto replace the damaged property, and reimbursement is re stric ted only to the
policy'slimit o f iability without regard to the actualage ofthe property atthe time of the loss.

The sprinklerleakage endorsement provides protection forinsured property againstleakage ordischarge of water
(orothersubstance) from an automatic fire protection system

The tuition feesendorsement providescoverage forlost tuition fees that an educ ational institutio n might suffe rif the
schoolsphysicalfacilitiesare damaged and unusable because oflossby an insured penl

The SMP, in Section I, describes generalliability insurance and isa mandatory coverage;justasproperty coverage
isin Section L

Typically,coverage iswritten on a comprehensive generalliability (CGD basis forany occumence which is
attributable to one oftwo causes—one isthe ownership, maintenance oruse ofthe insured premises, and the
second isforbusinessoperationsthatare necessary orincidentalto the named insured'scommercial ac tivitie s.

SMP's liability coverage extendsto the business'sproductsand completed operationsexposures unless the
msurance policy specifically statesthatthese are excluded forsome reason. Coverage isona combined single limit
basisalthough one may purchase separate limits forbodily injury and property damage if he feelsthatthisbetter
suits his particularneeds.

In the personalinjury section of coverage, busine ss o wners will usually find that the following coverage’sare
included: an employersnon-owned automobile, an automobile fleet (employers should always ask what number
ofcarsdetermines a fleet), professionaliability, comprehensive medical payments, ¢ ontrac tual liability,
independent contractors, and elevatorc ollision.
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o Generalliability coversexposures such aslawsuits occuming because ofslipsorfalls on the insured premises, injurie s
which occurbecause ofoperating equipment, and certain liabilities which are assumed aleady to be under
contractoragreement

o 'Te SMPdoesnotcoverclaimsforinjury to employeesbecause thismustbe covered undera separate workers'
compensation policy.

o Severalspecialexposuressuch asliability foremorsoromissionsby professionalsare not protected underSection II
ofthe SMP.

o Crme coverage,anoptionalcoverage,providescoverage formoney and sec uritie s, negotiable instruments, and
employee dishonesty.

o 'There are three basic coverage’sundercrime coverage: the comprehensive crime coverage endorse ment, the
blanketcrme coverage endorsement, and the public employersblanket endorse ment.

o Ablanketform isa form of contractbetween an insured and an insurance company, which providescoverage for
similartypesofproperty at differentlocationsorfordifferent typesofpropertylocated atthe same location.

o Underthe blanketcrime form, allinsurance agreements, which are broadly defined asthe promisesmade by the
msurance company to the insured, are mandatory protected from loss.

o Underthe comprehensive crime endorsement, the insured may selectspecific coverage agreements and varying
limits o fiability and coverage foremployee dishonesty on a blanket position basis.

o 'The blanket position coverage foremployee dishonesty underthe comprehensive endorsement allo ws the stated
limit o f iability to be applied to each employee ratherthan to the employeesasa group.

o Inaddition to providing coverage forlossby extortion unlessit hasbeen specifically excluded, following are the
coverage’sthatare available underthe comprehensive crime endorsement: Employee Dishonesty, Money and
Se c uritie s Io ss Inside the Premise s, Money and Sec uritie s-Io ss Outside the Premises. Money Orders and Counterfeit
PaperCumency Coverage, Depositors Forgery Coverage.

o DBoierand machinery coverage, Section IV ofthe SMP,isoptionaland, if selected, iseligible forthe SMPpackage
disc o unt.

o 'The SMPboilerand machinery coverage endorsementincludescoverage forallboilers, unfired pressure, vessels
and piping thatare eitherin use orthatisconnected and ready foruse. Because almostallfire and extended
coverage policiesexclude damage thatresultsfrom explosion ofboilersorotherpressure vehicles, thiscoverage is
needed ifinsured property contains any heating boiler,processboiler,orany steam generatorthatoperatesunder
pressure.

o Machinerycoverage insuresagainstdamage and coststhat result from the breakdown of mac hinery while itison
the premises.

o Businessinterruptionscoverage may be available underSection IVon a daily ora weekly ind e mnity b asis

o 'The SMP, introduced in most statesin 1960, was the first standard package policy forcommercial enterprises.

o 'The SMP package as orginally introduced continued with only minimal mo dific ations until 1977. The only obvious
changeswere thateligibility rules were broadened and policy forms were simplified to increase theirre adability.

CHAPIER 10: OBJECTIVES O F UNDERWRITING

Changesare inevitable. The reasons fortraditional unde rwrting practices sound perfectly logicalto an experenced
und e rwrite r. But the que stioning oflaws and regulationsare forcing changes. Formerunderwriting practices must give way
to new concepts.

MAJORGOAIS
Underwriting ofalltypesisdesigned to accomplish three majorgoals.
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It helpsthe company to achieve underwriting gains.
It contribute s to society.
It a ssists in maintaining a strong, solvent ind ustry, which c an serve the public in the future.

Fachofthese goalsmustbe recognized and understood before changesin practicescan be successfully adapted to the
new regulationsand pressures.

UNDERWRITING GAINS
The first goalofunderwriting is to help to achieve underwrting gains.

Instockcompanies, these gainscanbe called "profits." With mutualcompaniesand reciprocals, the gains re sult in
imcreased dividendsorsurplus. In allcases, the goalisto be able to show a modestgain afterlossesand expensesare paid.

Underwriting contributes to these gainsby selecting applic ants who fit within the parametersofthe rates, which have been
developed. Every rate structure contemplatesa certain type orclassofrisk.

Und e rwriting has the responsibility of accepting and retaining those properties and exposures, whic h fit the expected
pattem. Underwriting gainscannotbe achieved by accepting applicants whose probability oflossis greaterthan that
which isanticipated by the rates.

Applying contract provisions, which are contemplated by the rate struc ture, can make a furthercontrbution. Coverage
cannotbe unduly bnadened, exclusionscannotbe removed and conditionscannotbe waived witho ut jeopardizing the
expected underwrting gains.

Rates,contractsand selection are closelyrelated. Inproperuse ofany ofthem can destroy allhope ofunderwrting gains.
any of the three isinadequate, one orboth ofthe others mustbe adjusted accordingly, orunderwriting losses willoc c ur.

Ttalresponsibility doesnotfallon underwrters. Those who promulgate rates and those who draftcontractscamny a share of
the burden. But in the finalanalysis, it is the underwriter who must select applic ants who fit the ratesand contract provisions,
which are designed to produce underwriting gains. If artificial re straints are imposed on underwrting, eitherrate mustbe
increased orcontractsrestricted; otherwise underwriting gainscannotbe realized.

CONTRIBUTIO N TO SO CIETY

Insurance contributesa greatdealto society. In fact, it is diffic ult to imagine how this c iviliza tion c ould e xist witho ut
msurance. Society benefits from insurance by the reduc tion in unc ertainty whic h insuranc e provides. With this le ssening of
unc ertainty, people can buy and fumish houses, establish manufacturing and processing fims, stock warehousesand retail
establishments, and conduct the distribution of goods.

Ifthisuncertainty wasnotreduced, people could notembarkon these ventures. Pethaps more importantly, lending
institutions would notbe able to finance these enterprises, so anything beyond a cottage-type of business would be almost
impossble.

Mostofthe recent strides in industrial and tec hnologicalfields would have been unthinkable, and most consumers would
nothave been able to accumulate the volume ofgoods, which marksthe affluence ofsociety.

Insurance suppliesa good share ofthe funds, which finance long-term inve stments. The accumulation of capital, which is
needed to guarantee the paymentoffuture losses,canbe used to promote expansion in home ownership aswellasin
busine ss and ind ustral field s.

Anothermajorbenefit of insurance is the c ompetition, whic h re sults from the stability and reduction of uncertainty, whic h
are presentin oureconomy. Smallfimscan compete with large enterprisesbecause they do notneed to accumulate
large sumsofmoney to help survive disasters. The protection given to insurance pemits e very firm to survive both heavy
lossesto property and claims forlabilitie s. Thus fundscan be used forgrowth, and society benefits from the resulting
competition.

Underwriters are the focalpoint through which most ofthe benefitsofinsurance are supplied to society. & is unde rwrite rs
who amange to protectalmostevery conceivable type oflossand in amounts of insurance, which meet the needsof
society. When new exposuresto loss arise, underwriters develop methods ofinsuring those exposures.

A majorcontrbution of underwrting isbeing certain that the insurance needsofsociety are met. Thisimposesa burden
upon underwriters to conducttheiroperationsin such a mannerthatsociety doesbenefit from insurance. Availability,
affordability, capacity and solvency are some ofthe goalsofunderwriting.
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Two important aimsofunderwriters are to support activities, which willbenefit society, and to oppose changes, which wil
tend to restrict the se benefits. Not only und e rwrite rs must analyze the immediate resultsofchangesbut also theirlong-range
effects.

Every underwriting action and every underwriting rule orguide should be considered in light of the ultimate effecton
society asa whole.

Changesinsociety and initsdemandsare having an effect on underwriting practices. Adaptation to these pressures willbe
required if underwriting is to survive. The leaderofa producersorganization, in a speech refeming to the current mood of
the "day ofthe consumer," said:

"...The forcesimpacting on the industry will stimulate a review of its re sponsibilitie s.... some authorities believe that the
insurance industry did such a greatjob of convincing people ofthe need forinsurance thatitisnow regarded asa
necessity to which the public isentitled. Finsurance todayisa socialand economic nec essity, then the ndustry hasan
obligation to society. While insurance productsand serwvicesare needed, there isreason forimprovement."

MAINTAIN A SIRONG INSURANC E INDUSIRY
The greatest contrbution that underwriterscan make to theircompaniesand to society isto help maintain a strong and
solvent insuranc e industry.

Underwriting gains, asdiscussed above, are an essentialelement in maintaining this strength. Anotherfactoris steady, solid
growth; thisrequiresan analysisofmarketsand a selectionofapplicants who representa broad, desirable spread. Still
anotherelementisan ability to meetthe needsofbuyersofinsurance, foronly in thisway can insurance companies survive.

In allofthese areasunderwrting contributesbest when it classifiesand acceptsapplicantson the basisofreasonable
criteria, equitably applied. A constant objective of underwrting mustbe to analyze selection standards, change the
standards and classific ations when conditions re quire and administe rthem faidy in daily ac tivitie s.

So ciety benefits dire ¢ tly from the existence of strong and stable insurance companies. Only thistype of insurercan meet the
needsasdescrbed eadier. The future demandsofa changing society wilplace new burdens on the insuranc e industry.

New energy requirements, advanced technologies, the challengesofspace travel, the opportunities forincreased leisure
activities, the opening of marketsin undeveloped landsand allofthe otherpossibilities which willbe presented by the
brave new word to come—allwillrequire even more insurance protection thanisavailable today. A strong, solvent
msurance industry is a necessity if artificial brakesare notto be applied to these many new po ssibilitie s for fortune and
gro wth.

The future ofunderwriting is the analysisofcharactersticsofapplicantsin orderto find me aningful factors upon which to
base underwrting selection. Thisis the challenge of the future forunderwriters. laws and regulations wilimpo se new rules.
Pre ssure s will c ause othersto lose theire ffe c tive ne ss. But und e rwriting must survive if a strong insurance industry is to e xist. This
willrequire adaptation by unde rwrite 1s, through the use ofrevised approaches, which willac hieve the established
objectives.

The Chairman ofthe Texas Insurance Board, in speaking about the related subject ofrates, made this thoughtful state ment,
which appliesto allaspectsofinsurance:

“kisasimporntantto guarantee the consumersof this state a strong, viable insurance industry asitisto guarantee equitable
rates. No artificially suppressed rate can ultimately be beneficialto ourstate’spolicyholders.”

ATTERNATIVE COURSES OFACTION

Underwriterscan reactin many different ways to rules and regulations, which are adopted. fthey do notconsidercarefully
the ultimate consequences,they mayreactin ways, which wildamage theirre putations. In the long run, the damage wil
be imevocable and willaffectthe entire insuranc e industry.

UNDERWRITING INDIVIDUALS

The only really viable altemative is to underwrite with more applied intelligence and knowledge. This willinc lude se c uring
more facts, evaluating applicants asindividuals, making objective analyses and taking prompt action in ¢ onfo rmity with the
laws and regulations.

As a starting point, underwrite rs must know why certain rulesorguides were used in the past. Forexample, the applicant’s
occupation wasnota factorbecause there wasn’t anything wrong with people who were engaged in those occupations.
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They were not wicked, dishonest norabhoment. Rather, experience hasshown that personsin those occupationstended to
be unstable. They moved around a greatdeal

This instability can be a problem to insurers, so caution wasused in accepting applicants who were engaged in those
occupations. The occupation should nothave been a firm rule but just a guide (although itis likely that some unde rwrite rs
used tasanunacceptable factor).

Suppose thatoccupationisprohibited asa factorin underwriting. The instability of the applicant may stilbe a problem. I
thisis discovered to be the case, the application may need to be rejected. The reason forthe rejectionisnotoccupation,
but instability. The lattercan be indicated by factorsotherthanoccupation and may need more investigation to discover.

Occupationcannotbe used asa reason forunderwriting action, butitcan still point out the need formore facts, which
may make the application unacceptable. funstable conditionsare notfound, and otherfactors are not present, the
application should be accepted.

The key to betterunderwriting isto secure allrelevant information. No longerwillitbe enough to find outa few facts, such
asoccupation, and then take action.

Both objective and subjective materalcan be secured, depending upon the circumstancesand the management of the
insurer.

Objective information the mostreliable data isthatreceived from objective outside sources. Motorvehicle reports and
accidentinformation from the file is the most common forvehicle insurance. The condition ofthe property, photographs, a
doctorsreportof physicalimpairments and the length of driving experience are otherexamples forvarous lines.

Subjective information Purely personaland private information may be used undersome circumstances. Ordinarily, this is
bestif secured from the applicant, notfrom outside sources. The application, telephone verification and a renewal
questionnaire are devices, which are used to getfactsfrom applicants and polic yholders.

Some insurers have used psychologically oriented self-completion questionnaires asinvestigative tools fornew applic ants,
particulardy forpersonalautomobile insurance. Some ofthese sourcesmay arouse antagonism from applicantsor
producers, butthey are illustrationsofthe sourcesthatare available.

Right to privacy lawsand otherrestraintsimposed by govemment c an restrict the information, which can be secured. This
situation only make s the underwritersjob more diffic ult and requires more innovation to locate permmissible data. The first
ste p in und e rwriting still re q uire s the securing ofasmuch relevant nformation asisnecessary oravailable.

UNDERWRITING BY CIASS, BY INDIVIDUA L RISK
The second step is analysis of the mformation. There are two different waysoflooking atapplications:byclassand by
individ ual risk.

Taditionally, personallineshave been subjectto class underwriting. Thismeansthatclassesorgroupsare identified asbeing
problemsand are not written. Underwriters rec o gnize that some individualsin each classwould be acceptable.

However, it would be more expensive to locate them, and there isusually not much information readily available upon
which to make the decision. Fanexceptionismade and a lossoccurs, criticism may result. On the otherhand, there willbe
no crticism if the applicantisrejected.

Commerciallines more commonly use individual risk und e rwriting. More complexfactorsare present, and premiums are
high enough to permit more investigation. n mostcompanies, certain groupshave been identified as presenting problems,
and these maybe onanunacceptable list.

Still, exceptions are made formertoriousapplicantsbased on individualcharac terstic s. Thispattem iscommon among
largercommercialrisks; smalleronesmay be handled more on a classbasis.

This traditional difference between class and individualrisk unde rwriting is disappearing in today’ssocialand regulatory
climate. People no longertolerate being handled asmembersofa class withoutregard to individual ¢ harac te nistic s.

Many ofthe lawsand regulationsare aimed atprecisely thisfactor. Snce some physically impaired people are good
drivers, itisno longerpemissible to reject them simply because otherphysically impaired people maybe problem drivers.
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Rather, the rules prohibiting the use of certain c harac teristic sre quire thateach person be considered on the basisof
individualfactorsalone.

The analysisofapplicants, undergovemment regulations, mustinclude a study ofindividual c harac terstic s, no t just the
group to which the applicantbelongs. Thisdoesnotnecessarly involve a greatdealmore time and expense.

Rather, it takesonly a little more effort to considerif the applicantis different, in some relevant way, from the otherrsksof
the same type. Iso, the differencesmustbe analyzed.

This type of analysisis new formo st und e rwrite rs, partic ulady those handling personallines. Educ ation, training and fre quent
audits wilbe needed.

The third step in underwriting isto make a decision and take action. Thiscan be a perlbuspartofthe process,oritcanbe a
golden opportunity to serve the public and the industry.

The mannerin whic h unde rwriting guides are written and the way thatthe reasonsforadverse action are stated can be
very important. This is the point at whic h the true intentions ofthe companies are measured. Und e rwrite rs should avoid using
words like "location,” "sex," "age"and "marntalstatus” when rejecting orcanceling insurance. These may be factorsto be
considered in the evaluation, butthey cannotbe used asthe primary reason forrejection. Reasons mustbe given, and

the se should be specific.

Und e rwrite rs must stop using such generaltermsas "condition ofthe property.”" The public insists upon knowing why adverse
action istaken. The reasonsmustbe cleardy explained. Action must be taken promptly. Restric tionsplace a burden on
underwriters to avoid procrastination. Many states prohibit cancellation ofnew policiesaftera "discovery period"—usually
about 60 days.

Non-renewalsare often pemitted only if notice is sent to the policyholderwellin advance ofthe expiration date. The se
rulesrequire prompt and fim action, preventing the delays, which previously marked the decision-making processofsome
und e rwrite 1s.

In summary, underwrite rs must avoid the specific use offactors, which are prohibited, although these factorsmay be used
asindicators along the path. Applicantsand policyholdersmustbe analyzed asindividuals, notasmembersofa classor
group. Actionsmustbe taken promptly, and alwaysin compliance with the laws. Rejection orcancellation may be taken
only forrelevantreasons, and neverbecause of factors, which are prohibited. The reasons mustbe explained in spe c ific
terms.

The previously mentioned are the generalapprmaches, which mustbe followed by underwriters undergove mment
re straints. As a first step, management ofthe company should outline generalprnciples, indic ating how und e rwriting is to
be conducted.

These principles, which should be stated in broad terms, willgive the necessary guidance to unde rwrite rs.

Itisobviousthatcomplance with alllaws and regulations should be the comerstone ofthese principles. Then, general
statementsare needed asto the degree ofinvestigation to be followed, the method ofcommunic ating decisions and the
handling of complaints. Such a statementof principles willsupple ment the underwriters’ knowledge of generalappmwaches
to be used and wilprovide a broad base of guidance forfuture und e rwriting .

SPEC IFIC PRACTICES

Deskunderwriters need specific instructionson practicesto be followed when they enc ountersituations ofthe types
descrbed in previous sec tions. While generalstatements are helpful, they are inadequate forthe day-to-day handling of
ind ivid ual risks.

Statementsofgeneral principles must fist be developed and adopted by insurance company management. Such
statementsare needed before deskunderwriters can make decisions, whic h follow the wishes of manage ment. Witho ut
suc h statements, underwriterscan be expected to continue the old practices which have led to the cunmrent atmosphere of
crticism and demandsforchange.

De sk und e rwrite 15, using the statementofprinciples, must make decisions on individualrisks. This is the focalpoint of all of the
sound and fury being heard throughout the ¢ ountry. Thisis the levelat which the decisionsare made on individual risks. i
those decisionsare in compliance with both the laws and the expectationsofthe public and the regulators, allwilbe well
K they are not, furtherre stric tions willbe imposed. Those restrictions wil have an even greaterimpacton the ability of
msurers to decide upon the typesofbusiness, whic h they wish to write.

68



Underwriters must leam ofthe laws and regulations affec ting the insurance being considered. Controls must be established
to be certain thatboth new and existing laws and regulationsare communicated to allunde rwrite rs. Ne xt, sup e rviso rs must
conductenough auditsto be certain that desk underwriters are following allofthe applicable laws and re gulations.

Much more than thisisneeded, however, if underwriting is to survive asitis known today. The spirit as wellasthe letterof
lawsand regulationsmustbe followed. Most ruleshave loopholesif someone lookshard enough forthem. ¥ unde rwrite rs
find loopholesin lawsorregulations and underwrite on that basis, furtherre stric tions willbe adopted to close the loopholes.

Complaints and crticisms must be heard. When reasonable adaptations to underwriting practicescanbe made to meet
those objections, thisshould be done. Notevery complaint mustbe met, orno underwriting could exist forlong. The
problem isto separate those, which are reasonable and logical from those, which are not. The application of the se
principleswilnotbe easy. The reasonsforeach type of crticism mustbe known. The old practices mustbe modified in
many respects.

The following sectionscontain ecommendationsformeansofhandling the majortypesofcomplaints.

IO'SS HISTO RY

The record of pastlossesremainsasone ofthe bestfactors, which underwrterscan use in the selection process. It is fac tual,
relevantand wellaccepted asa factor, which reasonably separatesone risk from another.

At the same time, underwrters must realize thatnotalllossescanbe considered. Some lossesare perceived by the public
asbeing oftypes, which do notreflectadversely on the individualinvolved. If the loss wasnotrecent, orif the applicant
wasnotat fault, itsimportance is diminished orremoved.

ACCIDENTRECORD
Automobile underwrite s should c ontinue to use accidentrecordsasone ofthe primary selection tools. When factsare
available, mostaccidentsare reliable indicatorsofdesirability and are generallyaccepted assuch.

Modificationsin some pastrulesorguidesare needed, however. Underwriters must not considerthose typesofaccidents,
which do nothave a clearrelationship to possible future accidents. Also, they must not use the typesofaccidents, which
are specifically prohibited by statute orregulation.

FAULT
The question of faultis most important. Although statistical studiesdo notseparate accidents by fault, and underwriters may
feelthatallaccidentsindicate a driving pattem, the public doesnotsee the relevance ofnot-at-fault accidents.

Mo st underwriters, forsome time, have given little weight to the most obvious of the not-at-fault accidents. They disregard
those where an applicant was struck while legally parked orwhile stopped fora traffic signal In the future, the de finition of
not-at-fault accidents mustbe expanded.

An applicant who recovers in full from anotherparty is of the firm opinion that no fault should be affixed
on hisorherbehalf. Underwrite rs must take such factorsinto accountand notconsiderthose accidents where an applicant
wasnotcharged with fault.

The determination of faultisnoteasy, particularly with accidentsthatoccurbefore riskis insured. Some time s the
determination can be made onlybysecuring a copyofa police reportorby contacting the previous insurer. These sources
maybe expensive and may even be prohibited. This leave s the underwrite r with no altemative butto accept the
description of the accidentasgiven by the applicant, subjectto verfication by a motorvehicle report,asmuch aspossible.

Modem traffic conditionslead to many accidents where fault is difficult to ascertain. Eventshappen quickly and each party
may feelthat the otherperson wascompletely atfault. Ewilnotbe acceptable forunderwritersto disregard these feelings
and assume a degree of fault where both partiesappeared to share the blame.

Applicants who feelthatthey were faultlessin an accident willresent being underwritten on the basisofan at-fault
accident. Thisresentmentcould be translated into le gislation, which would deny allaccident information in the unde rwriting
process.

The value of pastaccidentsaspredictors ofthe future istoo greatto jeopardize by some "close calls."faultdoesnot
appearto fallon the applic ant, the underwritershould ignore it. The altemative may be the lossofthisvitalfactor
altogether.
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NUMBER OF ACCIDENTS

Underwritersnotonly considerevery accident, they sometimesdecide that one accidentin the experience istoo many to
pemitacceptance. Companiesattempting superselection may state thatan applicantisunacceptable if there have
been any accidents during the pasttwo orthree years. Thisapproach maybe too severe forthe future. The traffic
congestion oftoday, especially in the largercities, makesit extremely difficult to avoid anoccasionalsmallaccident.

A blind spotduring a lane change, vision obscured by a wet window in the rain, a sudden change in a traffic signal, an
unexpected stopping of traffic—allcan resultin accidents. A driver who isusually very carefuland who hasbeen accident-
free foryearsmay incurone incidentofthistype. Allthatisrequired isa moment s inattention orc arele ssne ss.

Itwould notbe reasonable to refuse insurance to an applicant who hasincumed just one loss ofthistype. Two ormore
accidentsmightbe;butonly one accident, pethapsin many years,doesnot make a drivera poorrskin the mindsofmost
people.

The solution isto considermore carefully the type ofloss ratherthan just the number. Fthatone lossoccumed shortly after
midnight on a Saturday night and wasthe result of apparent high speed and possible drinking, the underwriterwould be
justified in being concemed. On the otherhand, if the losshappened at5:15 0n a Thesday evening and wasa smallrear
end accidentona crowded expressway, it is diffic ult to maintain thatthisisa good indication of possible future accidents.

Underwriters must stop playing a "numbersgame"and start analyzing the losses. Two orthree smallaccidentsscattered over
a three-yearperiod may be lessindicative of future lossinvolvementthan one recentaccident where the circumstances
indicate thata driving problem e xists.

No known legislation hasattempted to controlthe numberortype ofaccidents, which canbe considered in unde rwriting.
This situation doesnot mean thatthese factorscan be disregarded. Abuse ofthe privilege of considering accidentsin the
selection processmay lead to re stric tio ns.

Automobile underwriting today requires more than a simple statement on the maximum numberofaccidents pemitted
during a specified period. Underwriters must secure all pertinent nformation conceming detaisofaccidents from whatever
sourcesare reasonably available. They then must analyze the lossesto see if an indication ofa poordriving pattem exists.
itdoes, underwrting action can be taken with little fearofchallenge. Butifitdoesnot, there may be severe criticism of
action taken solely because the lossisonrecord. Continuing action ofthe lattertype maylead to restrictive legislation or
regulation.

COMMERCIAL PERSONAL

The analysisofindividuallosses, ratherthan merely c ounting the number, willtake care ofthe problem between
commercialand personalrisksin mostcases. An applicant, who incursaccidentsbecause of poordrving, whetherin a
truckora car, should bearthe responsibility underalltypesofvehicle insurance.

the underwrterlooks at the facts sunounding each loss, most ofthe pressure to disregard accidents from anotherlne of
insurance willdisappear.

Naturally, where laws prohibit consideration of accidents from anotherlne, such as"emergency vehicles," there isno
opportunity to use such lossesin the selection o f risks.

PRO PERTY IO SSES

Consideration ofthe degree of fault orresponsibility should be a part ofthe underwriting processon property aswellas
automobile claims. The type ofloss and the circ umstances sunmounding the lossare cluesto the degree to which the
applicantcould have prevented the loss. Although there isno known legislation on the use of property losses, unde rwrite 1s
should nottake advantage of thissituation. Recklessdisregard offactorscausing a losscould lead to restric tions, and the se
probably willbe stric terthan underwriters would impose on themselves. Thus, isolated losses from factorsbeyond the control
ofthe applicant should be disregarded orused with care. fconditions have changed, thisfactshould be part of the
analysis. Inte llige nt und e rwriting re q uire s no thing le ss.

At the same time, a pattem oflossesmay revealconditions, which are likely to lead to future losses. Repeated windstorm or
haillossesmay indicate thatthe location of propertyisin a "pocket'where such lossesare common. Repeated crime losses
may show that the neighborhood isconducive to those typesoflossesand thatthe pattem canbe expected to continue.

Nomalunderwriting prac tices should c ontinue, buttempered with carefulconsideration ofthe circ umstances sunmo unding
the loss, notjust a tabulation of the numberoflosses.
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LIA BILITY 1O SSES
Both personaland commercialiability losses should be handled much the same asproperty loss. lawshave notyetbeen
enacted to regulate the use ofthe latterlosses, but unreasonable application ofunderwriting rulescould lead to controls.

The facts sumounding losses should be analyzed carefully. Ifthere isno pattem, and the losswasbeyond the controlofa
reasonable person, the underwritershould not make the decision on thatlossalone. On the otherhand, a pattem ofloss,or
failure to take normalprecaution against injury, is valid und e rwriting c rite ria .

RECOMMENDATIONS FORIMPROVEMENT

Property and liability losses often are the result of unsafe conditions. Ratherthan refuse insurance because ofthese
conditions, orraise the premium, it would be betterforunderwritersto recommend improvements, which would reduce
future losses.

Thisappmwach recognizes a responsibility on the part of underwrite s to fumish insurance wheneverpossible and also to
reduce losses and injurie s.

Underwrters who analyze lossesoften are able to see conditions, which should be comected. fthese are notobvious, and it
is momentarily worthwhile, engineersorinspectorscan be used to identify unsafe practices, and theirreportscan be partof
the analysisofthe cause ofthe loss. h addition, suchreportscan be the basisofrecommendations forimprovement.

The unde rwriter, wishing to serve the public and avoid undue regulation, wildo more than acceptorreject applic ations.
An effort wilbe made to write insurance, tailoring the contract and the rate to the risk. An importantpartofthisapprachis
to discoverareaswhere conditionscan be improved and to rrecommend action to the applicant.

Additionalexpense wilbe incurred by thisapprmach. However, more business willbe written, and fewerlosses mightbe
incurred. More importantly, thisapproach willhelp to fulfillthe duty of supplying coverage in the most economical fashion
to every deserving risk.

Universaluse ofthisapprach wilgo a long way toward limiting future adverse legislation and re gulation.

TRAFFIC VIOIATIONS

Underwriters c an continue to use traffic violationsin selection and rating. This use is subjectto specific state lawsor

re gula tions, whic h limit certain type s of violations. Where possible, however, unde rwrite 1s sho uld use judgment in their
consideration of violations. The emphasis should be on those convic tions, which appearto have some element of future
accident predic tability.

Equipment violations should be given little weight. They may indicate a carelessattitude, an "Fdon’t-care"approach to
automobile safety. Where thisappearsto be the case, furtherinvestigation isneeded to determine the facts. n othercases,
equipment violations should be ignored.

Even the more serious typesofviolations should be analyzed with care. Anisolated case ofa relatively minortype may
indicate only a brieflapse of care oreven the presence ofa speed trap. By contrast, a long record of violationscallsfor
close scrutiny.

A speeding citation at2 a.m.isordinarly more seriousthan one at2 p.m., and running a red light at midnightcanbe more
ofanindication ofan adverse driving pattem than going through a yellow light atnoon.

Convictions ratherthan citations should be used wheneverpossible. Where both are available, convic tions should be
considered. Where convictionsare notavailable, orwould require considerable additional expense to secure, citations
may be used, but with adjustmentsbased on indicationsthatno conviction wasactually handed down.

Inallofthese cases, state laws and regulations must govem the actions ofund e rwrite rs.

IFspeedsinexcessof 55 milesperhourare to be disregarded, underwrters should completely ignore them. Where the
prohibition appliesonly to rating, consideration can be given in selec tion. fthe prohibition appliesto both, the underwrter
must pay no heed to the incident.

NO N- VERIFIA BIE REC O RD
The use of a non-verifiable driving record is sound unde rwriting, unle ss the practice is prohibited. Only by a verifiable record
can the driving ability be determmined.

Such rules mustbe applied in a reasonable, nondisc iminatory fashion. The time period must notbe excessive; three yearsis
a maximum period in most cases. The rule mustapply to allapplicantsand notbe used asa screening device foryouthful
operators.
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Thus, assume a middle-aged couple with a clean accidentand conviction record but with only one ofthem who drives. i
the otherspouse then getsanothercarand startsto drive, the non-verifiable rule mustbe applied, exactly asit would be if
the new driverwere a youth just starting to drive.

By applying the rule in a reasonable and nondisc iminatory fashion underwriters willbe employing a good tooland will still
be incuring a minimum exposure to laws orregulations, which would prohibit the practice.

SOURCES OFINFORMATION

In detemmining the record of traffic violations, itiscrucialthat underwriters use allreliable sources ofinformation. Motor
vehicle reports,orMVR sare the best source. They must be secured where itisimportant to see the traffic record.
Amangements should be made to secure MVRs as quickly and inexpensively aspossible.

Amangementscanoftenbe made to secure MVRinformation directly from the computers of the state motorvehicle
departments, eitherdirec tly by the insurerorthrough a service organization. Pomptinformationisofgreat value in effec tive
selection of applic ants.

Some traffic violation information, like some accidentdata,isnotalwaysavailable through an MVR. Forexample, some
traffic courtshave adopted the procedure ofsending violatorsto a traffic school Upon completion ofthe course, the
record ofthe violation isdestroyed. No entry isevermade on the MVR.

This procedure may be effective from the standpointoflaw enforcementofficials, butit destroysthe conceptof
underwriting on the basisofpast driving performance. Underwrite rs must e stablish te c hnique s for se c uring information on all
traffic violationsasmuch aspossible. Poperquestioning on the application isone source. Effec tive inve stigation te ¢c hnique
is another.

DRIVING REC O RD

The mo st significant factor, which can be used in underwriting and rating, is the driving record. Traffic violations are the
majorcomponentofdrving records, although accidentsare usually included. Almost everyone who agreesthat some type
ofselection and rating differencesare justified willconcurthat the driving record ismost crtical

Finally, a risk should notbe accepted ifa driverslicense issuspended orrevoked. T supply insurance to such personsis to
encourage them to drive in violation oflaw. When investigation revealsthat the license ofa driverisnot valid, the
application should be rejected.

The onlyexceptionisa case where itisrepresented thatthe person without a license willnot drive. I this is verified, the
factorcanbe disregarded. Afterthe license isreinstated, the underwritershould analyze the reason forsuspension or
revocation and notrejectthe applicantonly because ofthe previousaction by licensing autho ritie s.

CONDITION OF PRO PERTY

Underwriters have more opportunity to practice individualrisk selection on the basisof property condition than on most
otherfactors. By avoiding arbitrary rules and looking at specific risk charac teristic s, underwriterscan improve theirselection
practicesand stillmeet the objectionsofregulators. Both automobile and property lines are subject to underwriting on the
basisofproperty condition.

CONDITION OF AUTOMOBIIE
Good underwriting requiresconsideration ofthe automobile’scondition. Eisimportant thatjudgmentbe applied uniformly
and thatonly relevant conditionsbe taken into account. Mechanicaldeficiencies should be handled c arefully.

I crticalfunctions are involved, such asbrakes orlights, the risk should notbe accepted. Public safety, aswellasinsurance
principles, requires that automobiles with serious deficiencies such asthe foregoing should notbe encouraged to operate
on the streets.

The properunderwriting tec hnique isnotto merely rejectinsurance. Such action may cause the ownerto drive without
insurance orto seek anotherinsurer, which may notdiscoverthe problem. Rather, the underwritershould point out the
deficiency, suggestthatitbe comected and offerto write the insurance when comection ismade. In thismanner, the
financialexposuresofthe public and the ownerwillbe protected, and the insurer will write anotherpolicy.

Before thiscomective action canbe taken, the condition mustbe identified. the factsare reported on the applic ation, the
underwritercan actimmediately. Fnot, the condition can be determined only by an inspection on a new submission if it is
economically feasible to do so.
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On existing policies,a claimsreport may indicate the existence of problems. In eithercase, it isimportant that the
underwrtersecure the facts. Then the altemativescanbe considered and one ofthese should certainly be to recommend
comection ofthe mechanicaldeficiency asa condition to writing orc ontinuing insurance.

Un-repaired damage canbe handled in the same way. Minordamage canbe ignored, exceptperhapsto note its
existence so thatitisnotincluded again underthe settlementofa laterloss. More seriousdamage canbe dangerus to
pedestriansoroccupants. Again, the best procedure isnotto rejectcoverage automatically, butto be certain that the
factsare comectand to thenrecommend comection. Frepairsare made, the risk willbe satisfactory from that standpoint,
and a policy mightbe saved.

Underwriters should notconclude that,asa class, people who do notcomectmechanicaldefectsorrepairbody damage
are undesirable. There may be many reasons why improvements have notbeen made.

fthe specific condition ofan individualautomobile is poor, insurance should notbe written. Butif comection ismade, this
factorshould be disregarded. Underwriting consideration should be given to the actualcondition ofthe vehicle, not the
underwritesopinion asto why the deficiency wasnotcomected untilan underwritermade a demand.

Altered cars,orthose decorated, do notnecessarly indicate an undesirable risk. Some operatorsofthese vehiclesare
inclined to speed and take chancesin close situations, butothersare good, safe drivers.

The factthata person likesa showy cardoesnotmean that person also drivesin a careless fashion. Thisisa factor, which
should be checked carefully but then underwritten on the factsofeach individualcase.

When underwriters of automobile insurance are considering a vehicle’scondition, two rules mustbe followed. The first is to
getthe facts, to find out whatisactually the case on a specific isk ratherthan to make assumptionsbased on experience
with the class.

The second rule isto apply judgmentto eachnskbased on itsindividualcharacterstics, and notbecause itisa memberof
a group ofrsks. As with the driving record, the condition ofa specific iskbeing considered isa crticalfactor. This applies to
the mechanicalcondition, any un-repaired damage and any showy alte rations.

CONDITION OF BUIIDING S

The condition ofbuildings must be unde rwritte n c are fully. Deficiencies, which present an abnomaldegree ofrisk, mustbe
comected before insurance can be written. On the otherhand, underwrite rs must guard against taking action solely on the
basisofoutward appearances.

Uncutgrassand peeling paint maybe indicative ofa carelessattitude, which may also be reflected in frayed wiring and
overloaded circuits. These conditions may also indicate a temporary ilnessofthe applicantora temporary financial
reversal, neither, of which hasadverse implic ations fom an underwrting standpo int.

It is justified to refuse writing insurance where the condition of property isso poorthatthe chance oflossismateraly
imcreased. kisnotjustified to rejecta riskbecause the condition of the building doesnot measure up to the standard of
neatness, which an underwriterfeelsis desirable.

Neitherthe property application itselfnora related line such asautomobile should be rejected merely because the
housekeeping ispoorby an underwriters standards, provided the condition doesnotreally increase the chance ofa loss.

Furthemmore, outright rejec tion isundesirable in cases where the condition of property isso poorthatinsurance cannotbe
writte n. Rather, the und e rwrite r should point out the typesofimprovements, which could be made to achieve
acceptability. Reasonable demandsforimprovementswilbenefitallpartiesand are perfectly legitimate. Again, however,
the demandsmustbe reasonable and notarbitrary.

Und e rwrite rs must rec o gnize that standardsofneatnessvary by individuals, and those only repairs, which actually affect the
exposure to losses, mustbe demanded. When problem areassuch aspoorwiring and otherso-called faultsof
managementare identified, the property ownershould be notified. This give s the owners an opportunity to comect the
problem. Then,ifcomectionismade, the coverage can be written.

Thisappmwach accomplishes several things: more busine ss is written, property owners are educated on propermethodsof
maintaining buildings and public relationsare improved. Thiscourse ofaction ismuch betterthan merely rejec ting the sk, if
the condition isone, which can be improved.

The facts must be obtained before such decisionscan be made. Sometimesthe answerson the application are sufficient,
partticulady if a photograph ofpropertyisalso available. Othertimes, an inspection isneeded. The producer, a field
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underwrterorspecialagent,oran inspection company can do these. Regardless of the method used, it is e ssential that the
underwriterhave the factsavailable before taking action on the condition ofthe property.

Asa matterofprocedure, the factsshould be obtained, usually by physicalinspection, before rejecting a riskbecause of
poorcondition, whetherthisinvolvesactualunsafe conditonsorpoormaintenance ofthe building.

AGEOFBUIDING S

The age ofa buiding isnota reliable indication ofits desirability as an insurance risk, otherthan new oralmost-new

struc ture s. Aftera few years, deterioration setsin, butrepairsorrenovation can offsetit. Age isan indication thatthere may
be problems. Anolderhome, pethapsone over25 yearsofage, should be checked carefully. There may be problemsin
wiring, overdoading of circ uits orin the heating system.

On the otherhand,each ofthese potentialproblemscanbe comected. A house canbe rewired, new circuitscan be
added and a new heating system can be installed. With such improvements, a 40-year-old house may be saferthan one,
which is 25 yearsold. Only properinspection can detemmine if these improvements have been made.

The acceptability of a property risk should notbe based onitsage alone. Fitisolder, but the criticalpartshave been
modemized and the buiding hasbeen maintained propedy, the age should notbe a factor.

Two areasmaybe affected by the age ofa buiding. One is the rate and the otheristhe type ofcoverage being offered.

Ratescan vary by the degree ofexposure to loss. A 4-yearold house, which hasnotbeen modemized, is ordinarly more
susceptible to fire lossesthan a five-yearold house, and the ratescan vary. Fthe olderhome hasbeen completely re wired
and hasreceived a new heating system, the chancesofa fire lossare approximately the same asforthe newerstruc ture.
Otherperlsmay be different, so a greaterproblem canbe caused by the perilsincluded in a policy.

VALUE O F BUIIDING S
kisimperative that underwriters determine the approximate value of buildings before writing insurance. Securing proper
msuranc e-to-value is the key to the profitable writing of property insurance.

When a co-insurance clause oraverage clause, isused making the insured a co-insurerif the amount ofinsurance is le ss
than the required amount protec ts the underwriter. Thisprotection appliesonly to the paymentofloss, notto protection
from criticism orcondemnation when misunderstandingsoccur.

Property should almost neverbe written with a co-insurance clause ifanobviousdeficiency is present. Some circumstances
may exist where a policy is knowingly issued forlessthan the required amount, but these casesshould be rare, and the
specific agreementofthe insured should be secured in every case, preferably in writing .

The 80 percentrequirement ofthe replacementcost provision that appliesto the homeownerspolicyisa type ofco-
insurance clause.

Und e rwrite 1s, fo llo wing the above principles, do not knowingly want to under-insure a dwelling underthese forms. This raise s
the problem ofavailability ofa desired coverage: homeowners policies.

Underwriters do not want to write a policy forlessthan 80 percentofreplacementcost. Applicantsdo notwantto pay
premiums foramounts of insuranc e, which are substantially higherthan were paid forthe property orthan could be realized
attime ofsale. Even if property owners would want to camry that much insurance, the problem then exists that they might
expectto profit from a loss, which increasesthe moralhazand.

At the same time, there is strong pressure to offerhomeownerscoverage to allpeople who desire them. T do otherwise is
to appearto deny a type of insurance to some individualssolely because of property value. This hasthe eamarks ofunfair
discrimination against lowerincome people. The answeristo develop and use a homeowners policy, which doesnot
contain the replacement cost provision. Structurescan be insured foractualcash value.

Underthe statementofprinciplesand objectiveson insurance redlining, which was formulated by the NAIC Redlining Ta sk
Force and subsequently adopted by the NAIC, it is the position ofthe latterthat:

"Asaltemative formsof property and automobile insurance coverage forindividualsare developed, consideration should
be given to suchcoverage as:

An actualcash value (ACV) home-owners insurance policy which would include basic coverage of fire, extended
coverage, vandalism and malicious misc hief, burglary orcrime coverage, and liability coverage. Homeowners insurance
policiesproviding replacementcostcoverage on partiallossesup to the actualcash value ofthe realproperty..."
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Policies of this suggested nature are cunently being drafted. Und e rwrite rs to fumish coverage to ownersoflowervalue
home s should use these policies.

Whetheron fire formsorhomeowners’ policies, the foregoing solution stillleaves problems with the minimum amountsof
msurance, which can be written. Reasonable minimum amountscan be used, pantly because the minimum amountsof
premium needed to coverexpenses and the pointbelow which property is simply uninsurable in any but a specialty market.

A strong tendency exists forunderwrite s to keep pushing the minimum amount ofinsurance upward. Asbuilding costs
increase, the cut-off point forde sirability rise s; value s rise with building c o sts.

Specialhandling should be taken with ownersofsmallorlow-valued homes. The othersshould be accommodated in the
regularmarket. Und e rwrite s sho uld re sist the tendency to set everincreasing minimum values and should try to offer
msurance to mostrisks. Rates and minimum premiums may need to be raised if the sta tistic s justify this ac tion, but
acceptability should notbe affected. The value ofa building, above a reasonable minimum, should notbe a factorin
underwriting . The risk should be eligible, and acceptability should be based on otherfactors.

Valued policy lawsrequire specialhandling aswell Underwriters must avoid overinsurance morderto reduce oreliminate
the temptation forarson. Thiscan be accomplished only by an inspection of every struc ture on which there is any suspicion
thatthe amountofinsurance requested isin excessofthe value.

Inspections forthis purpose wilnot encounteropposition from the regulators, quite the opposite. An avowed purpose of the
lawsisto require inspectionsto be certain thatthe amount of insurance isin line with the value.

The various state FAIRplansalso could create problems when property valuesare not verified, especially when insurance
policiescanbe purchased forany amountrequested by the insured-owner.

When the amountofinsurance exceedsthe value of property, the situation may create an incentive forarson with pro fit in
mind. While de sk underwriters cannot mo dify the rules of these state plans,they canbe aware ofthe potentialproblem
when handling theirvoluntary busine ss.

OCCUPANCY OF BUIIDING S
Underwriters are justified in considering the occupancy ofbuildings, provided the considerationsare based onfactare not
arbitrary.

Dwelling risks with commercialtypesofoccupancies present different c harac terstic s than those with only residential
occupants. Some ofthese business pursuits may have little impacton desirability, but others c an substantially increase the
chance ofloss.

Und e rwrite rs who have identified the differencesand who feelthatsome exposuresare greaterthan they wantcan
considerthese occupanciesasunacceptable. Little criticism can be expected if the rulesare based on objective factors.
However,a preferable course ofactionisto acceptthe riskand charge a higherpremium ifthiscanbe accomplished.

Tenant-occupied dwelingsmay wellrequire differentratesthan owneroccupied ones. Asforacceptability, there maybe
re asons forre fusing to write tenant-occupied propernty; an example might be when theftlosseson suchoccupanciesare
higherthan the ratesthatare expected to handle the exposure.

The problem with using such rulesisthatthey may seem to be actually based on otherfactors, such asthe neighborhood in
which the propertyislocated. These rulesordinarily are satisfactory f based on actualexperience and if applied uniformly
to all such risks.

Vacancycanbe a problem in both personaland commercialrisks. Extended vacancy ofa buiding canlead to
deterioration, vandalism and a temptation forarson. Underwriters are justified in rejecting applic ations forinsurance where
extended vacancy exists.

Thisaction iseven pemitted by state FAIRplans where very fe w underwriting criteria are allowed. However, thisrule mustbe
tempered with reason, and no declination is justified if the vacancy isfora limited time only between changesof
occupants.

Commercial risks must be written on the basisofoccupancy. Neverthele ss, this should just be the starting point. Almost all
occupanciescanbe improved by the use of protective measures. The blanket listing ofoccupanciesasbeing
unacceptable, without consideration ofthe individualrisk characterstics,can only lead to criticism and more re gulation.

75



tismuch betterforunderwrters to try to find a meansofaccepting every applicantratherthan to exclude some risksby
type ofoccupancy alone. Thisapproach meansthat more inspections wilbe needed along with a carefulpreparation of
recommendations and verification that they have beencompleted.

Freasonable and necessary inprovementsare not made, the underwrnterwillnotbe forced to accept the risk. But if
substantialcompliance with recommendationsis verified, the risk should be accepted. Ratesmay need to vary by
occupancy, but the insurance should be made available.

The use of protective devicesisencouraged. Underwriters should require alarms, dead bolts, barmed windowsorother
devices where they wilimprove bordedine risks. The validity ofthese requirementsisdemonstrated by theirinc lusion in the
federalcrime program.

Underwriters should considerthe actualoccupancy ofeachapplicantand the problemsassociated with thatcommercial
occupancy. nspectionsmaybe needed to secure allofthe necessary information, although detailed information may
aleady be available from localinsurance services, offices which staffinspectorsand engineersforthat purpose.

Recommendations forimprovements should be made, butonly where needed and neveron an indisc iminate basis. The
conditions and hazardsofeach riskshould be analyzed, and the insurance should be written ifa meanscould be found to
do so. Only in this way willunde rwrite rs disc harge theirduties to the public and to theircompanies.

NEIG HBO RHOOD
Insurance practicesbased onrnisklocation mustchange. Frevisionsare not made voluntarly, they wilbe mandated by
govemmentdecree. Both riskselection and rating willbe affected.

One possible response of insurance companiesisto deny thatredlining exists. At hearings by the NAIC Subcommittee, an
analyst forthe House of Representativesin the state of Washington defined redlining to be "a practice which re sults in
significant fairorunfairgeographic discrimination in termsofrates, extentofcoverage oravailability of coverage."

Whateverreasons, underwriters use to explain subjective selection based on geographic location, the public and the
regulators simply wilnot tolerate the practice. Selection mustbe based on the characternstic s of the risk itse If, no t the
neighborhood.

Thisapprwach must extend to the evaluation of producers. A company should notrefuse to appointa producerbecause of
the lattersoffice location orthe location of hisorhercustomers. Existing producers should notbe terminated orre stric te d
because ofthose factorsoflocation either.

AGE OF THE INSURED

Underwriters have long felt that since accident frequency of youthfuldrivers, asa class,isconsiderably above the average,
specialattention should be given to almembersofthatclass. Young people have been driving only a relatively shortt time;
too briefa period to have established theirown pattems. ndividuals may have good driving records, but thismay stem
from theirlimited accessto an automobile and to careful driving because they know they are being watched. The only safe
apprachisto limitacceptability of the classmembersand to charge higherratesto allofthem untilthey have reached
enough maturity to establish theirown driving patte ms.

Elderdy drivers have been viewed in much the same fashion asyouthfuloperators. They are mature and have demonstrated
theirmethod of driving, but some lossofabilityiscommon asa person ages.

Again, the uncertainty conc eming the classis present. Knowing that some personslose some oftheirdriving ability above
age 68 or70, underwriters tend to rejectallsuch applicants. This practice hascontinued even while actuarieshave
detemined thateldedy driversare betterthan the average,and reduced rateshave replaced the formersurc harges.

Individualsin both ofthe aforementioned groupscomplain thatthey should be evaluated on theirown performance. They
resentbeing grouped with otherdrversof similarages, some of who have poordriving records.

There are solid reasonsforabandoning the old practices. Young people are becoming more concemed aboutsocialand
economic conditionsthan formery and are becoming active in opposition to practices which they perceive to be unfair.
The ranks ofthe elderdy are increasing at an astonishing rate. Forexample, the American Councilof Life nsurance,in a press
article, stated:

"Fach day approximately 1,300 personsjoin the ranksofthe olderpopulation, the Councilnotes, which add up to neady
500,000 more retired people annually.

There were approximately 22.9 million persons, age 65 and olderin the US. in 1976, the Council says. By the year2000 the
figure isexpected to reach 31.8 milion. And by the year2030, the numberofpersonsage 65 and olderisexpected to reach
55 million."
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SEX AND SEXUAL PREFERENC E
Underwriters have been having diffic ulty in adjusting to the conceptofignoring sexand sexualpreference in both selection
and rating. The curment prohibitions seem to do hamm to the established practicesthatconformity ishard to accept.

Sta tistic s have seemed to support differentratesand selection pattemsby sex, partic ulady in youths. Even though some
laterstatisticsappearto erase many ofthe differences, these statisticsare notyetconcrete enough to convince
underwriters to ¢ hange voluntanily.

Where statisticsare credible and imefutable, insurersmay be able to use different classificationsfora time, although thismay
disappearin the nearfuture. Where data isnotso certain, underwriters should immediately drop allconsideration of the se
factors; any continuation underthese cic umstanceswilonly lead to furtherlaws and re gulations.

MARITAL STATUS
Using marital status in insurance rating may soon disappear, unless statistical proofofthe validity of the c lassific a tions is
established beyond que stion.

SING LES

The practice ofsingle people living togetherhas grown during the pastfew yearsand showsno signofabating. Aslong as
this c ontinue s, underwriters willbe attacked stre nuously if they use thispractice asa reason forrejecting an applicantfor
insurance.

Many ofthe young people who adoptthisliving amangementare in a temporary ortransitionalsituation, which servesasa
prelude to entering into more conventionalfamily living.

In automobile insurance, it may be necessary to rate forthe otherpartnerin the amangement. ifthisis resisted, an e xc lusion
ofthatdrnvermightbe needed if pemmitted in the state. These stepsassume thatthe underwrterhasdetemrmined that the
applicantisacceptable butthatthe otherpartyisnotacceptable,atleastnotatthe rate levelestablished.

In homeownersinsurance, the problem isto establish values and ownership. If these are diffic ult to detemmine, an inve ntory
ofthe property owned by the applicant maybe required. Anotherpossibility is to write a separate policy, in the same
company, forthe othermingling partner.

Both atinception and atrenewal, the ownership of majoritems should be established in orderto avoid confusion aftera
loss. In this way the underwriterwillbe able to determine if properinsurance to value is writte n.

The first step, in any line, isto getthe facts. Where a singlessituation ispresentorsuspected, investigation mustbe made to
find outif there isanotherperson who might drive the carorown some ofthe property in the residence. If so, the driving
record ofthat person should be evaluated if automobile insuranc e is writte n. The n the und e rwrite r will know what ste ps to
take regarding that drnver.

Negotiation mightbe necessary because the fist reaction ofthe applicantoften willbe that "the otherperson willnever
drive my car." Underthese circumstances, the otherdrivershould be excluded, buta request by the underwrterfor
approvalofthe exclusion endorse ment usually re sults in pro te sts, thus indic ating thatthe person may, indeed, occasionally
drive the car. Ratesmust then be based on that potentialexposure.

Rejection ofthe riskbecause ofanotherdriveroranotherownerofsome ofthe property maylead to criticism orlawsuits.
Enough casesofthistype have occumed to indic ate this possible result. The only way to avoid such unpleasantnessisto not
rejecta risksolely because ofa singlessituation. Where lawsorregulations prohibit consideration ofthe marital status,
naturally thisfactorcannotbe used. The only consideration, then, isto secure a properpremium forthe exposures.

One problem stil remains, however: the possibility that the mingling partners willseparate and a new parntnerwil enterthe
scene. There isno way to avoid this situation. The exposures must be underwritten, as they exist at the moment.

A good underwrter, rec o gnizing a situation, which appearsto be unstable, wilmake amangementsto checkthe factsat
the time of renewal A "'mingles"amangementisgenerally temporary, by its very nature, so periodic monitoring of the risk is
important.

SING LE, SEPARATED, WIDOWED AND DIVO RC ED PERSONS
Single, separated, widowed, divorced—these typesof marital status should be ignored in the selection ofrisks. They may be
rated differently, if thiscan be shown to be valid, atleastin most states at the present time.

One importantreason fordisregarding the marital statusisthatsuch a practice isprohibited in many states. In others, it is
frowned upon and willsoon be prohibited ifa pattem ofselection against these people is found to exist.
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Even ifregulatory restraints were notimposed, the marketing practicesofinsurers might soon require an adjustment in
thinking. Unmamied personsno longerlive only in smallrented rooms, o wning very little pro perty worth insuring. Today,
increasing numbersofsinglesare becoming ownersof homes. Thisis partly due to increased incomes, partly due to a
realization thata house canbe a good investmentin an inflationary period and partly because living alone hasbecome
anacceptable life style.

In summary, marital status should be ignored in the selec tion risks. This factoris prohibited in many states and willbe
prohibited in othersif selection standards continue to considerthe marital status ofthe applic ant. Futhermore, SSWD's
representsuch a large share of the market thatthey cannotbe rejected without a seriousreduction in potentialsales.

The conclusion is obvious: martalstatus should be removed from the listofselection criteria and completely disregarded.

OCCUPATION

The occupation ofthe applicantisnotconsidered by to be a valid selection factor. ks use isprohibited in some states. In
otherstates, the trend isthe same, and a reasonable appmach to underwriting requiresthatoccupationnotbe used asa
selection device.

Thisisnotto say thatoccupation mustbe completely ignored.

Emightbe a clue to otherfactors, which should lead to rejection ofthe application. The occupation may indicate a risk,
which needsto be investigated in certain respectsin orderto determine acceptability. The c harac terstic s of the individual
applicant should be the guide, notthe occupationalgrup in which the applicant falls. ¥ some occupationsare marked by
certain undesirable traitsin many cases, the individuals who bearthose traits may need to be rejected.

On the otherhand, those who do not show those traits should notbe rejected simply because they workin thatoccupation.
Specific examples, using traditional groups, illustrate the practices, which should be used.

TRAVEL

There isno doubt, that some people, who travelextensively, are more exposed to theft and lossthan normal Thisincreased
exposure canbe caused by the merchandise camied, the type of transportation used, the geographic area traveled, the
type ofliving quarters used while traveling and the attitude ofthe applicanttoward protecting property.

Fanapplicanthasa history of lossesbecause ofthese characteristics, the application mayneed to be rejected, orlimited
in perisorby deductibles, because ofthose losses. In such cases, the underwriting action istaken because ofloss history,
notoccupation itself.

An applicant who travelsin the course of work but who hasnothad any such lossesisapparently not subjectto these
adverse traits exhibited by others. A good loss history can be due to many factors. ¥ such isthe case, an individualshould
notbe rejected on the basisofthe occupationalhazards.

Each individualapplicant should be underwritten on otheraspectsoflossexposures, notjust the factthattravelisan
mnherent part of the occupation.

TRANSIENTS

Exactly the same type of approach should be used during the underwriting of applicants whose occupations’ are
historically considered to be held by transients. Many ofthese people are in the restaurant, hoteland othersuch service
basesindustries and tend to drift from job to job, but many othersare justassteady asoffice workers.

Most ofthe potential underwriting problemsofpeople in these occupationscan be specific ally identified. Exc e ssive usages
ofalcoholordrugs, high incomesthatattractlawsuitsand poorpremium paymentrecordsare majorconcems. Eachof
these may be justific ation fortaking underwriting ac tion.

When a person in one ofthese transient-type occupationsisfound to present a specific problem, action should be taken on
thatbasis. On the otherhand, if an individualapplicantdoesnotpresent these problems, action should notbe taken solely
because ofoccupation. The emphasis should be on the individualcharacterstics of the applicant, not on the general
characternsticsofthe group in thatoccupation.

O THER TYPES

The same type of handling isdesirable on applic antsin otheroccupations. Military, stud e nts, ministers and othergrmups,
which concem some underwriters, can include both acceptable and unacceptable risks. The underwrtershould get the
factsaboutthe specific qualitiesofeach applicantand make a decision on thatbasis, noton the occupation itseIf.

llegalactivities are the exception. No govemment agency would re quire the writing ofinsurance on known illegal ac tivitie s.
Where the facts show thatthe applicantisengaged in such activities as smuggling ormaintaining a house ofil re pute,
rejection isthe only reasonable course.
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STA BILITY

The applicant’s stability should notbe a factorin selection, witho ut furtherde finition. Eistoo imprecise foreffective
administra tion. Fac tors, whic h indic ate stability orinstability, must be used carefully. Some ofthese are discussed in other
sections, such asmartalstatusand occupation.

Others, which are sometimesapplied, are the period oftime on the job orin the area, the numberofjobsoraddresses
during recentyears (such asfive years) and transient typesofliving quarters (hotelsormotels, forexample).

Underwriterscan use such factorsif they can prove thatthe chance oflossisincreased in such cases. Some companies
may have statisticson policyholders with hotelorpostoffice boxaddresses. With adequate proof, such rulescan be used.

Witho ut sta tistic al pro o f, und e rwrite rs should not use these stability factorsasprimary selection rules. However, information on
these temscanbe gathered because they might pointto othertypesofproblems.

The se stability factors should ordinarly be used only to indicate possibility of otherproblems. More factsmay be needed,
when instability isindicated, in orderto underwrite the application in a thomugh manner.

Tenantsmayofferparticularproblems. The lossratio on tenants homeownerpoliciesmaybe worse than forpolicies, which
msure the dwelling aswellascontentsand personalliability. Fcertain groupsoftenantscan be identified asbeing worse
than the average, such asthose who have lived in fourormore loc ations during the past five years, thiscould be used asa
selection factor. In the absence of such specific statistics, rate adjustmentsare a more logicalsolution than merely assuming
thatalltenantsare unstable.

Commercial underwriters c ould justify the use ofa years-in-businessrule foracceptability, based on statistic s sho wing failure s
and bankuptcies. Such an arbitrary rule, particulady if it islongerthan one year, willrestrict salesand may be considered
unreasonable. Ewould be preferable to use thisasa guide, butto lookatthe work history and experience ofthe applicant
in making the finaldecision.

SO CIALMAIADJUSIMENT

The involvementofapplicants with such socialagenciesaswelfare and public health clinics may be statistically proven to
increase lossfrequencies. However, thisfactorshould neverbe used asa sole reason fortaking underwrting ac tion. As with
otherfactors, thistype ofinvolvement may indicate otherproblems.

When such isthe case,action maybe required because ofthese otherfactors. Underwriters should disregard any apparent
socialmaladjustmentin applicants, especially if thisisindicated by contacts with socialagencies, unless otheradverse
factorsare present.

ATINTUDE

Underwriters are interested in every factorthat may affectthe chancesoflossinvolving applicants and polic yholders. Thus,
underwriterscould be expected to use study results, which show that certain "attitudinal c harac teristic s"have been present
in a large numberoffatalaccidents. The use ofthese characteristcshasnotbeen prohibited. At the same time,
underwriters should be aware thatabusesofa factorsuch asthiscould lead to re stric tio ns.

Und e rwrite 1s wanting to use the attitude ofthe applicantasa selection toolwill have diffic ulty in securing accurate
information. An investigation report is virtually the only source, which can be used on prospective new c lie nts. With the se
reports, there isalwaysthe dangerofa personality clash between the investigatorand the applicantora setof
circumstances, whic h the investigatormightread incomec tly.

A neighbormaybeara grudge toward a person and wilaccuse thatperson ofbelligerence orargumentative ne ss.
Caution must be exercised in using information secured from a single source when itinvolvesa factorof this type.

Information on existing policyholders may be secured from claimsreports. Thismay be the bestsource to leam about
attitude because itisatthe time ofa lossthatverbalaccusations, negativism, belligerence and similartraits are mo st likely
to be revealed. The potentialproblem ofa personality clash is present here, so care must be taken in using this info rma tion.

When adverse attitudes have been verified, underwriters may take action on thatbasis. They must realize thatsuch a
decision is subjectto challenge and perhapsreversalby a regulator. On a case basis, thisfactormay be very relevant and
defensible.

To much use ofthisfactorcanlead to problems. Taking action on borderdine cases, orwithout properverific ation, c ould
cause regulationsto be imposed. Therefore, thischaracterstic should be employed only in seriouscases, and then only with
othertypesofproblems, which indic ate the desirability of underwriting ac tions.
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CRIMINAL REC ORD

Underwriters who become aware ofanapplicantscriminalrecord must give serious consideration to thisfactor. Certain
typesofpast criminal activity, combined with the temptations and opporntunities of many lines of insurance, could
substantially increase the chancesofloss. On the otherhand, othertypesofpastcrnminalactivity may have no relatio nship
to the exposuresofa particularline ofinsurance. Where thisis the case, no underwriting ac tion is justified .

The individual cit umstancesofeach case are extremely important. The date of the crime may govem; a conviction forcar
theftby a youth maynotbe relevant to the exposures when that person hasgrown to middle age.

The type of crime may be important; assault and battery may be no problem forfire insurance butcrticalto automobile
msurance. A record of petty theft orshoplifting maynotconcem an automobile underwriterbut may be very importantto a
commercialunderwriter.

Inevery case, the underwrtermust secure allofthe relevantfactors when a ciminalrecord isdiscovered. Thisfactormay
justify a rejec tion. Many cases, however, wilnotbe affected by thisfactor,and no action is wamanted. Where
cicumstancesdo notcallforunderwrting attention, a setting aside of thisinformation willboth help salesand assist in
keeping outside restric tions to a minimum.

MENTALINCOMPEIENCE

Underwriters cannotignore evidence of mentalincompetence of applicants. Thiscondition can be very serious, partic ulady
while driving a car. The pressuresof driving, oreven ofliving undermany conditions, are greatenough fornommalpeople
without adding the extra factorof mentalinstability.

This ¢ o nd itio n is diffic ult to measure. There are many degreesofincompetence. Some people canrespond to treatment,
resulting in complete recovery. A blanketappmachisnotvald.

The factsofeach case mustbe obtained. When they indicate a non-harmfuldegree ofincompetence,ora fullrecovery,
the factorshould be ignored. When the factsindicate potentialproblems, carefulconsideration mustbe given. Some of
these people should notbe driving cars, and underwriters should not encourage theirdriving by fumishing insurance.

Allofthe available factsabouteach such case mustbe analyzed. The decision mustbe based on these facts, whe therto
acceptorreject. When care istaken, and the decisionisbased on a careful weighing ofthe facts, underwrterscan expect
supportin theirac tions, not c ritic ism.

PHYSIC ALIMPAIRMENTS

Studies have shown that physically handicapped driversare generally no worse than average drivers. h many cases, they
are better.

In the face ofthese indic ations, underwriters must abandon theirlong-held impressions of driving problemsexpected when
insuring applicants with physicalimpaiments. Where laws prohibit the use ofthese factorsin the selection of risks, naturally
these lawsmustbe followed. In otherstates, judgment must be used, but with consideration ofeach individualcase, nota
blanket refusalto write such applic ants.

The only line of property/liability nsurance in which, the physicalcondition ofthe applicanthasbeen used by underwriters is
automobile insurance, both personaland commercial The problem, then, isto determine those ¢ harac terstic s, whic h
affectthe drving ability. Different typesofhandicapscan offerdifferent typesofproblems.

O RIHO PEDIC S

The orthopedic group includesthose physically handicapped persons who do nothave wuse ofone ormore extremitie s
because ofloss, paralysis orserio us de fomity.

Asa group, these drivers perform aboutaswellasthe average ofalldrivers, according to studies, which have been made.
Some drive rs within this group may be more susceptible to losses, so underwritersneed to know the typesof charac ternstics,
which canbe expected.

Lic ense restric tionsin many statescan give a clue to the problem. One type ofrestric tion is to require hand controlson a
vehicle; these driversoften are paraplegics, having little orno use oftheirlegs. Most of these people can handle a carwell,
providing itisproperdy equipped. An inspection report usually wilrevealif the properequipment hasbeen installed.

Anotherlic ense restric tion is to require the wearing ofan artificialleg (ortwo) when operating a vehicle. Again, when the
comectprosthesisisused, these personscanoperate a carin a normalmanner. Still ano the rre stric tion used on drivers’
licensesin some statesisto require thatthe vehicle be equipped with a knob attachment on the steering wheel
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Typically, these drivershave had one am pantially orfully amputated ordisabled. Most ofthese drivers demonstrate an
average ability to drive a car, ifitisproperdy equipped.

The underwritermay need to secure additionalinformation about these handicapped drivers. f circ umstances sometime s
seem to require thatthe personoperate a carwithout the properadaptation, driving problems c an result. Thisneedsto be
verified asmuch aspossible. fthe applicable modificationisalwaysused, asfarascanbe determined, drivers with

orthopedic problemscanbe expected to have a normaldrving experience and should notbe rejected on these grounds.

MEDICAL

Physic alimpaiments, which mightbe called "'medical' or"seizures"include heart ailments, diabetes, epile psy and spastics.
Although studieshave notbeen detailed oneach ofthese, indications are thatthese persons generally have betterdriving
records than the average. Thismeansthat underwrters are not justified in automatic ally rejec ting applic ants having the se
handicaps. At the same time, underwriting is concemed with individualapplic ants, and some persons having the se
impaiments may be subjectto driving problems. The diffic ulty is in finding those individuals who maybe expected to have
accidents.

Heart problems are diffic ult to handle by underwriting. Doctors may know about the last seizure, but they are notable to
predict future occumences with much accuracy. Most patients who have had heartattacksare able to live nomallives
with some care in diet and with medicine. The only onesin thiscategory who would concem underwrters are those who

re fuse to follow the prescribed course. These individuals are diffic ult to id e ntify. if they are identified through medicalreports
orotherinformation, underwriters are justified in re fusing mnsurance on such lines as automobile. Othe rwise, this fac tor should
be disregarded.

Diabetes mellitus shows a mixed record of driving experience. Drivers with epilepsy ordiabetesappearto have higherthan
average accidentrates. Persons who sufferfrom fainting spellsalso compare pooddy to otherdrvers, but persons with heart
disease orvision defectshave average accidentrates.

The study wasmade on the state’smedically restricted driverscomputed by age, sexand disease. These accidentrates
were thencompared to average ratesforall Washington drivers in the same age and sexgroups.

The study showed that subjects with epilepsy had 33 percentmore accidentsthan otherdriversofthe same ages, and
diabeticshad 19 percent more. Persons who, forvariousreasons, were subjectto fainting spellshad 83 percent higherrates
than nomal

The type ofdiabetescan be important. Juvenile-onset diabetesis the most serious, usually being controlled only by insulin.
Such a person issubjectto a sudden seizure and coma. Adult-onsetdiabetescan usually be controlled by diet and oral
agentsand ismuch lesslikely to resultin a coma.

An underwritershould attempt to find out the type ofdiabetesinvolved and getasmuch information aspossble about the
chancesofa coma. Where there islittle orno indication ofa problem, thisimpairmentcanbe disregarded. Otherwise,
extreme care should be taken, and limitationsoreven rejec tion might be justified.

Othertypesofseizures, such asfainting spells, must also be underwritten carefully. Each case must be investigated to
determine if there appearsto be a potentialdriving problem. Where indicationsofpossible difficultiesappear, automobile
msurance might not be written.

HEARING IMPAIRMENTS
There are many typesand degreesofhearing impaiments. One authorty explains them this way:

"The term deafnessisused loosely to referto any amountofhearng loss, butin planning the rehabilitative program for
adults,oran educationalprogram forchidren, itisnecessary to make a distinction between the 'deaf and the 'hard of
hearing.' In the mind ofthe layperson, 'deaf means'completely without hearing.' Actually, there are very few individuals
whose auditory mechanism iscompletely dead. Most personseducationally classified asdeafhave some shredsofhearng
remaining; thatis, they have some levelofhearing which isdemonstrable on an audiometric test. It is the use fulne ss o f this
residualhearing which determines whethera personisdeaforhard-of-hearng."

Mostpeople with hearing impaiments can heartraffic noises, o ften with the use of hearing aids, even though many of
them cannot disting uish words. It is this ability to heartraffic sourcesthatiscrucialto automobile underwrite 1s.

Many "deaf'individuals drive cars. They can identify the presence of emergency vehiclesby observing the traffic pattems.
They tend to drive more carefully and to observe the traffic around them, which helpsto compensate fortheirinability to
hearnoises, which could wam of problems.
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Studies conducted in some states have indicated thatpeople with impaired hearing are betterdrivers than the average.
Otherstudieshave amived atthe opposite conclusion. There isonly one-way to forthe underwriterto reconcile these
conflic ting reports; underwrte on an individualbasis. Undoubtedly, some deafpeople are excellent drivers while others
have poordriving reconds.

This is the same asforany othergroup. A blanketrule foralmembersofa group simply doesnot fit. Where hearing
impaiments are present, underwrters should be cautious—the same asthey are when any po tential diffic ulty is discovered.
Additionalinformation may be needed.

The applicant should be judged on the actualcicumstances,noton a preconceived notion. fthe driving record isgood,
and no otherunusualfactorsare present, the application should be accepted. Otherwise, limitationsorrejection are
justifie d .

IM PA IRED SIG HT
Different degreesofimpaired sight also are found in the population. Many drivers wearglasses and most ofthese drivers
enjoy adequate comection to pemmit nommalliving.

Monocular(one-eyed) drivers were shown to have driving records, which are betterthan the average. Totally blind persons
offersomewhat more ofa problem. One state (Utah) hasadopted a regulation, the violation of which could re sult in
revocation ofa company’slicense. kreads, in part:

"The following are hereby identified asactsorprac tices whic h ¢ onstitute unfairdisc imination between individuals o f the
same class: refusing to insure, orrefusing to c ontinue to insure, orlimiting the amount, extent orkind ofcoverage available
to an individual, orcharging an individuala different rate forthe same coverage solelybecause ofblindnessorpartial
blindness, except where the refusal, imitation orrate differentialisbased on sound actuaralprinciplesorisrelated to actual
orreasonably anticipated experience asmaybe accepted by the Insurance Commissioner."

The foregoing regulation appliesto alllinesofinsurance, but presumably automobile mnsurance could be refused to a totally
blind person underthe "sound actuaralprinciples’exception ofthe law.

Fire insurance, health insurance and otherlnesprobably could notapply underwriting selection because oftotalorpartial
blindness, unlessactualexperience indicated thatsuch action isjustified. Otherstates have adopted laws orregulations,
which referto the "physic ally handicapped"orthe "partially sighted." These terms would apply to impaired sight unle ss
specifically excluded.

Where these controlsare in effect, underwrite rs must not use these factorsin the selection process, of course. In otherstates,
eachindividualapplicant should be considered on the mertsofthe case. Seriousimpaiment of sight could be justific ation
forrefusing to write automobile insurance, butitseldom would be justified on otherlnes.

fthe impaiments are not serious, the applicant should be accepted.

AILCOHOLAND DRUG S

Underwriters are justified in being concemed aboutthe use ofalcoholand drugsby drivers. Studies have indicated that
usage isincreasing and isa contrbuting factorin accidents. Alcoholisestimated to be involved in omughly one-halfofall
highway fatalities, according to various surveysconducted by the NationalSafety Counciland others.

Drugsare being identified asa factorin an everincreasing numberofaccidents. The picture isnotyetclearasto the
volume ofcasesinvolving only drugs orthose involving both alcoholand drugs. One study wasreported in thisway:
"Marjuana was found in the blood ofneardy one in five suspected drunken drivers whose blood contained into xic ating
levelsofalcoholorless,according to a state Justice Department study nearing comple tion.

Some law enforcement officialshave suspected motorists stopped fordrunken orematic driving but who easily passed
blood alcohol breath orurine tests were using marjuana ora combination of marjuana and alcohol..the study also found
marjuana in the blood of 15 percent of the heavierdrnkers, those with more than 0.10 percentofalcoholin theirblood."

FO REIG N BO RN
The nationalorigin orancestry of an applicant should notbe a cause forrejection. Both laws and the present climate
prohibit taking underwriting action because ofthisfactor.

Most applicationsforinsurance no longerrequestinformation on nationalorgin orancestry. Seldom do they request
answers conceming the ability of the applicantto read, speakorunderstand English. In spite of suspected underwriting
problemsbecause of these deficiencies, the information simply isnotavailable on mo st new submissio ns.

However, these facts wilcome to the attention of underwritersin some cases.
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Poducersconceming a language deficiency mightadd commentsto applications. Often, a claim wilrevealthe problem,
and the adjustermay point thisout to the underwriter. Where language orcomprehension diffic ulty isdiscovered, the
underwritershould nottake action solely on thatfact. Thisis prohibited in many statesand would be criticized in o thers.

At the same time, thisinformation doesnotneed to be ignored. Furtherinve stigation might be conducted to detemmine if
there are otherpotentialproblems. Some persons with language difficultiesmay be found to have poordriving records,
whetherrelated to thisfactorornot. Otherproblemsmay also be found and the combination of borderine tems may be
enough to justify declination orcancellation.

Und e rwriting ac tion should neverbe taken solely because ofthe nationalorigin orancestry of an individual Thisfactorcan
be used asone item in the total picture, and may point to otherdeficiencies, which would re quire ac tion.

REIA TED BUSINESS

Und e rwrite 1s should no longerrequire the purchase ofotherpolicies with the same company before a requested coverage
is writte n. The economiesin investigation and claims adjusting expenses, and the desire fora more profitable coverage to
offset an unprfitable one, simply cannotbe justified. Each line should be priced so thatitcan stand on itsown.

Mostimportantly, practicesare forbidden which smackofcoercion orcompulsion by insurers. The present feeling is that
potentialbuyers have a right to purchase the coverage’sthey desire, from the companies they desire, without any
requirementsofrelated businessby one insurer. The requirement may be aimed only atefficiency, butitcomesacrmssas
compulsion to buyers.

PRIOR INSURANCE

Underwriters are taughtto secure asmuch information aspossible in orderto selectapplic antsintelligently. One item of
information, which wasused regulardy, was the name ofthe priorinsurer, if any. This practice could ¢ ontinue if its o nly
purpose wasto verify the accidentrecord from the priorinsurer.

While some insinuations have been made about"exchangesofprvieged information" and some underwrters feelthat the
FairCredit Reporting Act (including related state laws) may prohibit this practice, thisisprobably a valid source ofreliable
info rma tio n.

Unfortunately, underwriterscannotignore otherfacts, which reach them. I the priorinsurerisa substandard writer, an
underwritercannot overook this. Fno insurance isreported to have been camied, itisa naturaltendency to wonderif
something isbeing hidden. kisthisrelated use ofthe information that ar uses suspicions among regulatos. k is diffic ult to
deliberately set aside information, which may be helpful However, thismustbe done if some ofthe factsare desired.

Underwriters have only two possible pathsofactionin such cases. Use the name ofthe priorinsureronly asa meansof
securing factsabout the losses, which have occured or, disregard allotherpossible usesofthe information. ¥ such courses
are notpractical, do notevenrequestdata about the priorinsurer. Drop the question from all applic a tio ns.

PRIOR CANCELIATION

In the previous section, it wasindicated that underwrters might want to ¢ ontinue to secure specific information c onc e ming
a priorinsurer. Regardlessofmostinformation, itisobviousthatno action should be taken solely because ofa previous
rejection orcancellation.

Severe criticism will re sult from underwriting decisionsbased solely on the actionsof others. Underwriting rules are different
by company. One ofthe quickest waysto arouse antagonism isto rejectorcancelcoverage solely because another
underwritertook similarac tion.

Thisdoesnot mean, however, that an underwritershould ignore the actionsof priorinsurers. In fact, thismay be the most
valuable item ofinformation, which issecured by finding out about the previous insurer. Thisfactorisone ofthe best
examplesofhow "'balanced underwriting"can be practiced. The secretis how underwrte rs use the information thata prior
insurerhad obtained to rejectorcancelthe coverage.

The wrong course isto automatically rejectthe applicant. Not only will this bring down the wrath ofregulators, it may also
cause the rejection of some business, which would be perfectly acceptable since insurers aim at different sectors of the
market.

The right course isto use the factofa priorcancellation asanotherwaming flag. A smart underwriter willimme diately start
to secure more information about the applicant. Such investigation may reveala poordriving record orothersuch factors,
which would be adequate cause forrejec tion.
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Thislast factorto be discussed, the rejection orcancellation by a priorinsurer,isa good illustration of how underwriterscan
continue to selectrsks underthe watchfuleye of govem-mentalregulators. Factors, which have caused concem to
underwrite rs in the past,need notbe ignored. However, they should notlead to a blind reactionbased on past practices.
Rather, these factorscan point out the need forthe securing of more factsbefore accepting an applicant. Then,based on
complete nformation, a decision can be made which complies with the laws and regulations and still senses the needsof
the company and the public.

Fo c us Points
o 'The fist goalofunderwriting isto help to achieve underwrting gains.

o Underwrtersselectapplicants who fit the parametersofthe ratesdeveloped by the company.
o Insurance benefitssociety by reducing the uncertainty of certain types of risks.

o Underwrters are the focalpoint from which the benefitsofinsurance are supplied.

o 'The greatest contribution underwriters can make isto maintain a strong and solvent insuranc e ind ustry.
o Betterunderwriting isa productofsecuring allrele vant informa tion.

o Objective information is the most reliable data received from outside sources.

o Subjective information ispersonalinformation obtained by the applic ant.

o Rightto privacy laws restrict the information, which can be secured.

o Applicationscanbe looked atbyclassorby individual risk.

o Classusually underwrites personallines.

o Commerciallinesusually underwrtten by individ ual risk.

o Iocation,sex,age,and martalstatuscannotbe used asthe primary reason forrejec tion.

o Anyreasonsforrejectionofapplication mustbe given and should be specific.

o Many statespmwhibitcancellation ofnew policiesaftera discovery period.

o Deskunderwrters use statementsofprinciple to make decisions on individual risk.

o Iosshistoryisthe record of pastlosses.

o Automobile underwritersuse accidentrecordsastheirprimary tool

o Information on existing policyholdersmaybe secured from claimsreports.

o Kfaultdoesnotappearto fallon the applic ant, the underwrtershould ignore it.

o Underwriters should considertype oflossratherthan just the numberoflosses.

o No legislation exists c ontrolling the numberortype ofaccidentthatcanbe considered in unde rwriting.
o 'The degree offault should considered in property and automobile claims.

o Pattemsoflossescanbe used in the prediction of future losses.

o Property and liability losses often are the result of unsafe c onditions.

o Underwrite rs wishing to serve the public wildo more thanacceptorreject applic ations.

o Underwriters use traffic violationsin selection and rating were allowed.
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o Motorvehicle reportsare the mostreliable source ofinformation in determining records of traffic vio la tio ns.
o 'The mostimportantfactorin underwriting and rating an applicantisthe driving record.

o Anskshould notbe accepted ifa driverslicense is suspended orrevoked.

o Automobile and property inescan be underwriting on the basisof property c ondition.

o 'The age ofa building isnota reliable indication of an insuranc e risk.

o Underwrters should detemine the approximate value of buidings before writing insurance.

o Securing properinsurance-to-value is the key to the profitable writing of propernty insurance.

o Underwriters should not write a policy forlessthan 80 percentofreplacementcost.

o Ifthe amountofinsurance exceedsthe value of property, an incentive forarson may be created.
o Commercialrsks mustbe written on the basisofoccupancy.

o Insurance based onrsklocationisa common practice.

o Using martial status in insurance rating may soon disappear.

o Using maritalstatusin selection ofriskis prohibited in many states.

o Occupationofthe applicantisnota valid riskselection factor.

o Using occupationin selection ofriskis prohibited in some states.

o 'The applicant’s stability should notbe a factorin selec tion, witho ut furthe r d e finitio n.

o 'The underwrtermust secure allofthe relevantfactorsifa criminalrecomd isdiscovered.

o Underwrterscannotignore evidence of mentalincompetence of applic ants.

o Studies show that physically handicapped driversare generally no worse than average drivers.

o 'The orthopedic group includeshandicapped persons who do nothave use ofone ormore e xtre mities.
o Asa gmoup,orthopedic drivers perform aboutaswellasthe average ofalldrivers.

o Monoculardrvers have driving records, which are betterthan the average.

o 'The nationalorigin of an applicantcannotbe a cause forrejection.

o Mostinsurance applicationsdo notrequestinformation on national origin oranc e stry.

CHAPIER 11: THEROIE OF THE NAIC

A BRIFF HISTO RY

Benjamin Franklin helped found the insuranc e industry in the United Statesin 1752 with the Philadelphia Contribution ship for
the Insurance of Houses from Ioss by Fire. The curment state insurance regulatory framework hasitsootsin the 19th c e ntury
with New Hampshire appointing the first nsurance commissionerin 1851. Insurance regulators’ responsibilities grew in scope
and complexity asthe industry evolved. Congressadopted the McCaman-Ferguson Actin 1945 to declare thatstates
should regulate the businessofinsurance and to affirm thatthe continued regulation ofthe insurance industry by the states
wasin the public’s be st inte re st.

The Financial Modemization Actof 1999—also called Gramm-Ieac h-Bliley—established a comprehensive frame wo 1k to
pemmit a ffilia tions among banks, sec uritie s fiims and insurance companies. Gramm-Ieach-Bliley once again acknowledged
that states should regulate the business ofinsurance. However, Congressalso called forstate reform to allow insurance
companiesto compete more effectively in the newly integrated financialservice marketplace and to respond with
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mnovation and flexibility to evermore demanding consumerneeds—all while ¢ ontinuing to protectconsumers, whic h is the
hallmarkofstate regulation.

THE RO LE O F THE STA TE LEG ISIA TURES

State legislatures setbrad policy forthe regulation of insurance. They establish and oversee state insurance de pantments,
regulardy review and revise state insurance laws, and approve regulatory budgets. State insurance departmentsemploy
12,500 regulatory personnel Increasesin staffand enhanced automation have allowed regulators to substantially bo o st the
quality and intensity oftheirfinancialoversight of insurersand expand consumerprotection ac tivitie s.

State regulation of nsurance providesa majorsource of state revenue. In 2000, statescollected more than $10.4 billion in
revenues from insurance sources. Of thisamount, $880 million—rughly 8.4 percent—went to regulate the businessof
msuranc e while the remaining $9.6 billion went to state generalfundsforotherpurposes.

NATIONALASSOCIATION OF INSURANCE COMMISSIONERS (NAIC)

The NAIC servesasa vehicle forindividualstate regulatorsto coordinate theiractivities and share resources. Established in
1871, the NAIC functionsasan advisory body and service providerforstate insurance departments. Commissioners use the
NAIC to poolscarce resources, to discussissuesofcommon concem and to align theiroversight ofthe industry. Each state,
however, ultimately determines what actions it will take.

THE PURPO SE AND STRUC TURE O F INSURANC E REG UIA TION

The fundamentalreason forgovemmentregulation of insurance isto protect American consumers. State systems are
accessble and accountable to the public and sensitive to localsocialand economic conditions. State regulation has
proven thatiteffectively protectsconsumersand ensures that promisesmade by insurersare kept. hsurance regulation is
struc tured around severalkey func tions, inc luding company lic ensing, producerlic ensing, productregulation, market
conduct, and financialregulation and consumerservices.

COMPANY LICENSING

State laws require insurers and insurance-related businessesto be licensed before selling theirproducts orservic e s. Curme ntly,
there are approximately 7,200 insurers in the United States. Al US. insurers are subjectto regulation in theirstate of domicile
and in the otherstates where they are licensed to sellinsurance.

Insurers who failto comply with regulatory requirements are subject to license suspension orrevocation, and states may
exactfinesforregulatory violations. In 2000, neardy 300 companies had theirlicensessuspended orrevoked.

The NAIC’s Uniform Certificate of Authority Application (UCAA)—a company licensing syste m—helpsstatesexpedite the
review processofa new company license. In addition, an NAIC database hasbeen developed to facilitate information
sharing on ac quisition and mergerfilings. Theses databases assist nsurance regulatorsby creating a streamlined and more
cost-efficientregulatory process.

PRODUCER ILIC ENSING

Insurance agentsand brokers, also known asproducers, mustbe licensed to sellinsurance and must comply with various
state laws and regulations goveming theirac tivities. Cumre ntly, more than 3.2 million individualsare licensed to provide
insurance servicesin the United States. State insurance departmentsoversee produceractivitiesin orderto protect
insurance consumerintere sts in insuranc e transac tions.

The states administercontinuing education programsto ensure thatagentsmeethigh professionalstandards. Poducers
who failto comply with regulatory requirements are subjectto finesand license suspension orrevocation. n 2000, neady
16,000 insurance producers had theirlicenses suspended orrevoked.

When producersoperate in multiple jurisdic tions, states must coordinate theireffortsto track producersand prevent
violations. Specialdatabasesare maintained by the NAIC to assist the statesin this e ffort. The National hsurance Producer
Re gistry (NIPR)—a non-profit affiiate ofthe NAIC—wasestablished to develop and operate a nationalrepository for
producerlicensing informa tion.

PRODUC TREG UIATION

State regulators protectconsumers by ensuring that insurance policy provisionscomply with state law, are reasonable and
fair, and do notcontain majorgapsin coverage that mightbe misunderstood by consumersand leave them unprotected.
The nature ofthe rate review, rating rules and formsvaressomewhatamong the statesdepending on theirlawsand

re g ula tions.

Forpersonal property-c asualty lines, about half of the statesrequire insurers to file ratesand to receive priorapprovalbefore
they go into effect. With the exception of workers’ compensation and medicalmalpractice, commercial property-c asualty
linesin many statesare subjectto a competitive rating approach. Undersuch a system, regulators typic ally retain autho rity
to disapprove ratesif they find that competition is not wo rking .
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Pre miums forlife insurance and annuity products generally are not subjectto regulatory approval, although regulators may
seekto ensure thatpolicy benefitsare commensurate with the premiums charged. Many states subject health insurance
ratesto priorapproval—with allotherline s using a “file and use” system orno provisions forreview.

PRO DUC TREG UIATION FO RUM

NAIC membersdiscussed options forachieving true uniform product fiing standards. They recognized that the financial
servicesmarketplace haschanged inrecentyearsand continuesto evolve with increased competition in certain product
line s from entities such asbanks and sec uritie s fims.

They also recognized thatthere isincreased mobility of the population and greaterneed foruniformity of some product
Iines. A working group wasestablished to identify and analyze possible optionsto modemize thisregulatory processand
make a formalrecommendation. h March 2002, the working group proposed the developmentofan interstate compact
whereby state insurance regulators would jointly set uniform productstandardsand establish a single point of filing for
designated insurance products. Fpropedy structured, an interstate compactwould allow the statesto addressthe issue of
state varations affecting product standards.

Thro ug ho ut 2002, the Interstate Compact Working Group and interested regulators worked to develop draftlanguage for
aninterstate compactand received comments from representatives of the insurance industry and consumergroups.
Heven draft versionsofthe modellanguage were developed and fourpublic hearings were held.

Interested parties submitted over20 written ¢ omme nts. During the NAIC's nationalmeeting in December2002, the members
adopted modellegislation forthe creation of the Interstate Insurance Product Regulation Compact "forpresentation to
interested state lawmakersand policy makers fortheirreview, input, and approval.

On July 17, 2003, the NAIC adopted amendments to the interstate compactthatprovided clarification of certain pro visions.
Specifically, the amendmentsaddressed such items as publishing bylaws, conduc ting open meetings, making information
regarding the operations ofthe interstate commission avaiable to the public, and preserving the authority of state
attomeysgeneral

During theirrespective annual meetings during 2003, bo th the National Conference of State Le gislatures (NCSD) and the
NationalConference of hsurance legislators (NCOID) adopted resolutionsin support of the proposed interstate compact.
During 2003 a working group wasappointed to begin drafting standardsforpolicy fiings. These are intended assample
productsthatmaybe adopted by the Interstate Compact Commission when it is formed.

Aftera draftofstandardsfora particularproductisprepared,itisreleased forpublic comment. These draft standards will
provide helpfulevidence to legislators asto the typesofstandardsthat mightbe adopted by the Compact Commission.

The NAIC's Regulatory Modemization Action Plan, adopted by the NAIC membership in September2003,isa commitment
by state regulators to c ontinue mo demizing the state-based system ofinsurance regulation. One facetofthe planis
implementation of an interstate compact.

State regulators are urged to work with state polic ymakers with the intent of having the Compactoperationalin atleast
thirty states orstates representing 60% of the premium volume forlife insurance, annuities, disability income insurance and
long-term care insurance productsentered into the Compactby yearend 2008.

FINANCIALREGUIATION

Financialregulation providescrucialsafeguards for America’s insurance consumers. The states maintain at the NAIC the
wond’slargest insurance financialdatabase, which providesa 15-yearhistory of annualand quartedy filings on 5,200
insurance companies.

Periodic financialexaminationsoccuron a scheduled basis. State financialexaminersinvestigate a company’s acc ounting
methods, procedures and financial statement presentation. These exams verify and validate whatis presented in the
company’sannual statement to ascertain whetherthe companyisin good financial standing.

When an examination of financialrecords showsthe company to be financially impaired, the state insurance department
takescontiolofthe company. Aggressively working with financially troubled companiesisa crticalpart ofthe regulators
role. In the event the company mustbe liquidated orbecomesinsolvent, the states maintain a system of financial guaranty
fundsthatcoverconsumers personallosses.

MARKETREG UIATION

Marketregulation attemptsto ensure fairand reasonable insurance prices, productsand trade practicesin orderto protect
consumers. With improved cooperation among states and uniform market conductexaminations, regulators hope to ensure
continued consumerprotectionsatthe state level
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Marketconductexaminationsoccuron a routine basis, butalso can be triggered by complaints against an insurer. The se
examsreview agent-licensing issues, complaints, typesofproductssold by the company and agents,agentsalespractices,
properrating, claims handling and othermarket-related aspectsofan insurersoperation.

When violations are found, the insurance department makesrecommendationsto improve the company’soperations and
to bring the company into compliance with state law. In addition,a company may be subjectto civilpenalties orlic ense
suspension orrevoc ation.

CONSUMER SERVICES

The states’ single mo st significant challenge isto be vigilantin the protection of consumers, especially in light o f the
changestaking place in the financialserwicesmarketplace. Stateshave established toll-free hotlines, ntemet Web sites and
specialconsumerservices units to receive and handle complaints against insurers and agents. The statesalso have
launched an interactive toolto allow consumersto research company complaint and financialdata using the NAIC Web
site .

During 2000, state insurance depantments handled 4.5 million consumerinquiies and complaints. Asneeded, state
insurance departments worked togetherwith polic yholders and insurers to resolve disputes. n addition, many states sponsor
educational seminars and provide consumerbrwchureson a varety of nsurance topics. Some states publish rate
comparson guidesto help consumers getthe best value when they purc hase insurance.

WHY STATE INSURANCE REG UIATIONS

WHY INSURANCE IS REG UIA TED

Govemmentregulation of insurance companiesand agentsbegan in the statesmore than 100 yearsago forone
ovemding reason—to protectconsumers. State regulators mostimportant consumerprtection is to assure that insurers
remain solvent so they can meettheirobligationsto pay claims. States also supervise insurance sales and marke ting
practicesand policy terms and conditions to ensure thatconsumersare treated faily when they purc hase insurance
productsand file claims.

THE FIRST PRIO RITY O F INSURANCE REG UIATO RS

The fundamentalpurpose forgovemmentregulation ofinsurersand agentsisto protect Amercan consumers. Effe c tive
consumerprotection thatfocusesonlocalneedsisthe hallmark of state insurance regulation. State re gulators understand
localand regionalmarkets and the needsofconsumersin these markets. State policymakersrecognize thatconsumer
protection astheirhighestjob priorty. Meaningful evaluation ofthe existing state regulatory system orany federal
altemative mustbegin with a hard lookatitsimpacton cument protections thatthe public expects.

HOW IS INSURANCE DIFFERENTFROM BANKING
Insurance isa commercialproductbased upon subjec tive busine ss d e c isio ns:

Wil an insurance policy be offered to a consumerand atwhatprce
What are the policy terms and c onditions

Doesa policyholderfile a claim valid? Kso,

How much should the customerbe paid underthe policy’stemms

AR NRNIN

Unlike most products, the purchaserofan insurance policy wilnotbe able to fully determmine the value ofthe product
purchased untilaftera claim ispresented—when itistoo late to decide thata differentinsurerora different product might
make a betterchoice. Allofthese subjective aspectsadd up to one big certainty—insurance productscan generate
consumerbacklash and dissatisfaction thatrequire a high levelofregulatory resourcesand responsive ness.

THE CO STOF STATE INSURANCE REG UIATION

In 2000, state msurance departmentsemployed 12,500 regulatory personnelnationwide and spent $880 million to be the
watc hfuleyesand helping handson consumerinsurance problems. States also maintain a system of financial guarantee
fundsthatcoverpersonallossesofconsumersin the eventofinsurerinsolvency. The entire state insurance system is
authorized, funded and operated atno costto the federalgove mment.

WHATIS GRAMM-IEAC H- BLIIEY?

The Financial Modemization Actof 1999—also called Gramm-Ieach-Bliley—established a compre hensive frame wo rk to
pemit a ffilia tions among banks, sec uritie s fims and insurance companies. Gramm-Ieach-Blley once again acknowledged
that states should regulate the businessofinsurance. However, Congressalso called forstate reformsto allow insurance
companiesto compete more effectively in the newly integrated financialservice marketplace and to respond with
innovation and flexibility to evermore demanding consumerneeds.

Statesalready have taken action to meet the specific requirements of Gramm-Ieach-Bliley. Forty-six stateshave enacted a
modellaw to establish a system of reciprocity to license out-of-state msurance agentsand brokers. Thisalready exceeds the
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29 statesrequired by federallaw to prevent establishment ofthe National Association of Registered Agents and Brokers—a
quasi-govemmentalentity that would preempt state laws. In response to anotherprovision thatrequires statesto set
minimum standards to keep insurance mformation private, the NAIC drafted modelprvacy regulations, and 49 states and
the District of Columbia now meetorexceed the federalprivacy re quire me nt.

WHATSTATES ARE DOING TO MO DERNIZE INSURANCE REG UIATION

States are committed to streamline and simplify state insurance regulation while ¢ ontinuing to protectconsumers. The
nation’s insurance commissioners announced theircommitment to modemize the state system in specific areasby
endorsing an action plan, the State me nt of Inte nt—The Future of hsurance Regulation, which wasadopted in Marc h 2000.

Wo rking in theirindividualstatesand collectively through the NAIC, the commissioners have made tremendousprogresson
theirgoalofcreating an efficient, market-oriented regulatory system forthe business of insurance. The State me nt of Inte nt
setforth goalsforimprovementin producerlic ensing, productspeed to market, privacy of consumerinformation and
company lic ensing.

State le gislatures working through the National Conference of State e gislatures (NCSD) and the National Conference of
Insurance Iegislators (NCOID) also are committed to reform state insurance regulation. n September2001, the NCSL
Executive Committee established the Task Force to Streamline and Simplify hsurance Re gulation—co-chaired by Senator
Kemp Hannon of New York and Representative David CountsofTexas—to lead state legislative effortsto modemize state
msurance regulation.

The TaskForce ischarged by the NCSLExe c utive Committee to explore the issuesthat confront state insurance regulation in
the integrated financialmarketplace and, if necessary, to recommend specific measuresto the statesforlegislative
consideration. Moreover, formany years, NCOILhasserved asa forum forlegislators to disc uss the many issue s ¢ o nfronting
state insurance regulation and hasrecommended to statesmodellawsto promote market-based regulatory struc tures.

HOW DO REG UIATO RS PROMOTE C O M PEIITIVE M A RKETS?

The purpose of govemment supervision is to make sure the crticalpersonalinterestsof consumersare notlostin the arena
ofcommercialcompetition. Once the consumerprotection responsibilities of govemment insurance regulators are satisfied,
it is fairto ask how the system ofregulation canbe made mostcompatible with the demandsofcommercial competition
witho ut sacrific ing the needsofconsumers. Regulators continue to give thismatterourhighest attention, asevidenced by
ourspeed to market initia tive s.

KEEPING INSURANCE MARKETS COMPENINIVE

Insurers, especially in the life insurance and annuities market, increasingly face directcompetition fom productsoffered by
otherfinancial servic e s entitie s. State insurance regulators have worked diligently overthe past two years to id e ntify the
issuesin thisarea and come up with possible solutionsto reflectthe new market re alitie s.

Regulatorsnow believe thata more efficient review processforthese productsispossible and could help insurersbetter
compete in the marketplace while maintaining a high levelofprotection forinsurance consumers. Tb accomplish thisgoal,
regulatorshave endorsed the idea ofan interstate insurance compact. The NAIC hasdrafted an interstate compact
proposaland is disc ussing it with state legislators and interested parties forlegislative c onsideration.

WHY ARE THE STATES’ M O DERNIZA TIO N EFFO RTS TAKING SO IONG ?

Insurance regulationisa complexmatterand any change to the processshould notbe undertaken without thorough
review and analysisofthe impactofchange to the business,companiesand agents, and also to the consumers and
polic yholders the industry serves.

However, the stateshave established aggressive timelinesin orderto meettheirmodemization objec tives. They have come
to a point where a numberofthe goalssetoutin the State me nt of Inte nt have worked theirway through the state
legislative process. From the Producerlicensing ModelActto privacy regulations, the stateshave proven a commitme nt to
mo demizing insurance regulation and protecting consumers—asstates have done forthe past 130 years.

ISN’TTHIS REAILY JUST A BO UT STA TES PRO TEC TING THEIR TURF?

Modemization efforts are not just about the survivalofthe state system. kisaboutresponding to change and, in tum,
making the bestinsurance regulatory system in the word even better. State policymakersbelieve consumers are—and wil
continue to be—bestserved by the states. Regulatorsand legislatorshave accepted the challenge to make the state
system ofinsurance regulation better, and they willcontinue to make progressin imple menting this vision.

A NEED FOR MO RE UNIFO RMITY

Having similarprocesses with localcontroland application isreally the bestofboth words. Consumersneed to have the
confidence thatthe people regulating theirpoliciesunderstand the area market. Forexample, lowa consumersdo notbuy
muc h humnic ane insurance, and there is little need forcrop insurance in New York City. Howeverthese typesofinsurance are
very important in the regionsin which they are sold.
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WO UID A FEDERALAGENCY LIKE THE SEC O VERSEE REG UIATION?

Cleady—since the Gramm-Ieach-Blley Act passed—conglomeratesare being formed and banks and insurance and

sec uritie s fims that are converging. But there are stil fundamentaldifferencesbetween banking, sec urities and insurance.
Insurance isa product with which consumers have many issues and questions. State insurance regulatorsneed to be there
onalocalbasisto dealwith them. The state system hasthe expertise and hasdemonstrated thatitcan be responsive to
the se situa tio ns.

When consumers have a problem with theirinsurance, itisoften ata time oftragedy—when a child needsan operation
and the insurance company won’tpay forit, ora house just bumed down and the insurance companyisnotcoming
through. So, insurance is very diffe rent from banking and securities products. hsurance also involvesextremely complex
contracts—so there isgreaterpotentialforconsumerabuse.

FOCUSPOINTS

o Benjamin Franklin helped found the insurance industry in the United Statesin 1752 with the Philadelphia Contribution
ship forthe Insurance of Houses from lossby Fire.

o 'The cument state insurance regulatory framework hasits wotsin the 19th ¢ e ntury with New Hampshire appointing
the first insurance commissionerin 1851.

o Congressadopted the McCaman-Ferguson Actin 1945 to declare that states should regulate the businessof
msurance and to affim that the continued regulation of the insurance industry by the states wasin the public’sbest

inte re st.

o 'The Financial Modemization Actof1999—also called Gramm-Ieach-Bliley—established a comprehensive
framework to pemit affiliations among banks, securitie s firms and insurance companies.

o Gramm-Ileach-Blley once again acknowledged that statesshould regulate the businessofinsurance.

o State legislaturesestablish and oversee state insurance departments, regulady review and revise state insurance
laws, and approve regulatory budgets.

o State insurance departmentsemploy 12,500 regulatory personnel

o State regulation ofinsurance providesa majorsource of state revenue.

o 'The NAIC servesasa vehicle forindividualstate regulatorsto coordinate theirac tivities and share resources.

o Established in 1871, the NAIC functionsasan advisory body and service providerforstate insurance departme nts.

o Commissioners use the NAIC to poolscarce resources, to discussissuesofcommon concem and to align their
oversight of the ind ustry.

o 'The fundamentalreason forgovemmentregulation of insurance isto protect Americ an consumers.

o Insurance regulation is struc tured around severalkey func tions, inc luding c ompany lic ensing, produc erlic e nsing,
productregulation, market conduct, and financialregulation and consumerservices.

o State lawsrequire insurers and insurance-related businessesto be licensed before selling theirproductsorservices.

o Insurers who failto comply with regulatory requirementsare subjectto license suspension orrevocation, and states
may exact fines forregulatory violations.

o 'The NAIC’s Uniform Cettificate of Authorty Application (UCAA)—a company lic e nsing syste m—helpsstates
expedite the review processofa new company license.

o An NAIC database hasbeendeveloped to facilitate information sharing on ac quisition and mergerfilings.

o Insurance agentsand brokers, also known asproducers, mustbe licensed to sellinsurance and must comply with
various state laws and regulations goveming theirac tivitie s.

o More than 3.2 million individualsare licensed to provide insurance servic esin the United States.

o 'The states administercontinuing education programsto ensure thatagentsmeethigh professional standards.
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The National nsurance ProducerRegistry (NIPR)—a non-profit affiiate ofthe NAIC—wasestablished to develop and
operate a nationalrepository forproducerlic ensing infoma tio n.

Forpersonal property-c asualty lines, about half ofthe states require insurers to file ratesand to receive prior
approvalbefore they go into effect.

With the exception of workers’ compensation and medicalmalpractice,commercial property-c asualty linesin
many statesare subjectto a competitive rating approach. Undersuch a system, regulators typic ally re tain autho rity

to disapprove ratesif they find that competition is not wo rking .

Pre miums forlife insurance and annuity products generally are not subjectto regulatory approval although
regulatorsmay seek to ensure that policy benefitsare commensurate with the premiums charged.

Many states subject health insurance ratesto priorapproval
In March 2002, the NAIC working group proposed the developmentofan interstate compactwhereby state
msurance regulators would jointly set uniform productstandardsand establish a single point of fiing forde signated

insurance products.

The NAIC's Regulatory Modemization Action Plan, adopted by the NAIC membership in September2003, isa
commitmentby state regulators to continue modemizing the state-based system ofinsurance regulation.

The intentisof having the Compactoperationalin atleast thity statesorstatesrepresenting 60% ofthe pre mium
volume forlife insuranc e, annuitie s, disability income insurance and long-term care insurance products entered into
the Compactby yearend 2008.

Financialregulation providescrucialsafeguardsforAmerica’s insurance consumers.

The states maintain at the NAIC the word’slargest insurance financialdatabase, which providesa 15-yearhistory
ofannualand quarnedy filings on 5,200 insurance companies.

Periodic financialexaminationsoccuron a scheduled basis.
State financialexaminersinvestigate a company’saccounting methods, procedures and financial statement
presentation. These exams verify and validate whatispresented in the company’ sannualstatementto ascertain

whetherthe company isin good financialstanding.

When an examination of financialrecords showsthe company to be financially impaired, the state insurance
departmenttakescontrolofthe company.

Aggressively working with financially troubled companiesisa crticalpartofthe regulatorsmwle.

In the eventthe company mustbe liquidated orbecomesinsolvent, the states maintain a system offinancial
guaranty fundsthatcoverconsumers’ personallosses.

Marketregulation attempts to ensure fairand reasonable insurance prices, productsand trade practicesin orderto
protectconsumers.

Marketconductexaminationsoccuron a utine basis, butalso can be triggered by complaints against an insurer.
Market conduct examinations review agent-lic ensing issues, complaints, typesofproductssold by the company
and agents,agentsalespractices, properrating, claims handling and othermarket-related aspectsofan insurers

operation.

When violations are found, the insurance department makesrecommendationsto improve the company’s
operationsand to bring the company into complance with state law.

A company maybe subjectto civi penaltiesorlicense suspension orrevoc ation.

States have established toll-free hotlines, ntemet Web sites and specialconsumerservices units to receive and
handle complaints against insurers and agents.
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State insurance departments handle more than 4.5 million consumerinquires and complaintseach year.
Asneeded, state msurance depantments worked togetherwith policyholders and insurers to resolve disputes.
Many states sponsoreducationalseminarsand provide consumerbrochureson a varety of insurance topics.
Some states publish rate comparison guidesto help consumers getthe best value when they purc hase insurance.

Govemmentregulation of insurance companiesand agentsbegan in the statesmore than 100 yearsago forone
overmding reason—to protectconsumers.

State regulators’ mostimportant consumerprotection isto assure thatinsurersremain solvent so they can meet their
obligationsto pay claims.

States supervise insurance salesand marketing practicesand policy terms and conditions to ensure that consumers
are treated faily when they purc hase insurance productsand file claims.

The fundamentalpumpose forgovemmentregulation ofinsurersand agentsisto protect American consumers.
Effective consumerprotection thatfocusesonlocalneedsisthe hallmarkofstate insurance regulation.

State regulatorsunderstand localand regionalmarkets and the needsofconsumersin the se markets.

Unlike most products, the purchaserofan insurance policy wilnotbe able to fully detemine the value ofthe
productpurchased untilaftera claim is presented—when itistoo late to decide thata different insurerora

different product might make a betterchoice.

State msurance departments spent $880 million yeardy to be the watc hfuleyes and helping handson consumer
msurance problems.

States also maintain a system of financial guarantee fundsthatcoverpersonallossesofconsumersin the eventof
insurerinsolvency. The entire state insurance system is authorized, funded and operated atno costto the federal
govemment.

The Financial Modemization Actof1999—also called Gramm-Ieach-Bliley—established a comprehensive
framewok to pemit affilia tions among banks, sec uritie s fiims and insurance companies.

Forty-six states have enacted a modellaw to establish a system ofreciprocity to license out-of-state insurance
agentsand brokers.

Thisalready exceedsthe 29 statesrequired by federallaw to prevent establishment ofthe National Association of
Registered Agents and Brokers—a quasi-govemmentalentity that would preempt state laws.

In response to anotherprovision thatrequires states to set minimum standards to keep insuranc e information
prvate, the NAIC drafted modelprivacy regulations, and 49 states and the District of Columbia now meetor
exceed the federalprivacy re quire ment.

States are committed to streamline and simplify state insurance regulation while ¢ ontinuing to protectconsumers.

. The NAIC State ment of Inte nt set forth goalsforimprovementin producerlic ensing, productspeed to market,
privacy of consumerinformation and company lic ensing.

State le gislature s working through the National Conference of State Le gislatures (NCSD and the National
Conference of nsurance Iegislators (NCOIL) also are committed to reform state insurance re gulation.

The purpose of govemment supervision is to make sure the crticalpersonalinterests of consumers are not lost in the
arena of commercialcompetition.

Insurers, especially in the life insurance and annuities market, increasingly face directcompetition from products
offered by otherfinancial servic e s entitie s.

Regulatorsbelieve thata more efficient review processforthese productsispossible and could help insurersbetter
compete in the marketplace while maintaining a high levelofprotection forinsurance consumers.
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o Insurance regulationisa complexmatterand any change to the processshould notbe undertaken without
thorough review and analysisofthe impactofchange to the business, companiesand agents, and also to the
consumers and polic yholders the industry serves.

o Modemization efforts are not just about the survivalofthe state system. kisaboutresponding to change and, in
tum, making the bestinsurance regulatory system in the word even better.

o Consumersneed to have the confidence thatthe people regulating theirpolicies understand the area market. For
example, owa consumersdo notbuy much humic ane insurance, and there islittle need forcrop insurance in New

York City. Howeverthese typesofinsurance are very important in the regionsin which they are sold.

o Since the Gramm-Ieach-Bliley Act passed—conglomeratesare being formed and banks and insurance and
sec uritie s fms that are converging.

o 'There are stil fundamentaldifferencesbetween banking, sec urties and insurance.
o Insurance isa product with which consumers have many issues and questions. State insurance regulatorsneed to
be there ona localbasisto dealwith them. The state system hasthe expertise and hasdemonstrated thatitcanbe

responsive to these situations.

o Whenconsumershave a problem with theirinsurance, itisoften ata time oftragedy. Thismakes insurance very
diffe rent from banking and sec urtie s produc ts.

CHAPIER 12: EIHIC ALISSUES

Whetheryou are a life and Health Agentora Property and Casualty Agent, the ethicsyouemploy in yoursalesapprach
reflectsnotonly on you but also the companiesyou re present.

Although some ethicalissuesare personalissuesofconductorlevelofintegrty, otherissuesbecome violation of state laws.
In selling insurance itis crticalthat the highest standard ofethicsbe adhered to in making recommendations forproducts.
Are you propeny outlining the riskfactorsinvolved in some choicesthe client may make?

Do you know enough about the productsthatyou are marketing notto misre present to the consumer?

In thischapterwe willbe reviewing the ethicalissuesthatface allagentsin the conflict of eaming a living verse s serving the
customersneeds.

Atthe core ofethicalbehaviorare honesty, re sponsibility, c are, inte grity, and trustwo rthine ss.

Codesofethicsdeveloped by various professionalassociationsserve as guides forthe insurance professionalwho is
committed to his’herresponsibilities to both the insurance company he/she represents and the clients he/she serves.

STANDARDS AND PRACTICES
PERC EPTIONS OF ETHIC S
Ethic s is "the discipline thatdeals with whatisgood and bad orrght and wrong orwith moralduty and obligation."
Ethicscanbe appmwached from two levels:
» 'The philosophicalleveldealing with the po ssibilitie s
» 'The practicallevel-dealing with the reality ofevery day experiences
Society, throughlawsand accepted behaviorpattems, imposesguidelineson how to dealwith otherpeople.
Fom the practicalside mostagentshave been tempted from time to time to either“stretc h the truth” orperhaps“color”’
theirpresentation in orderto obtain the sale. Although thismay appearto have no short-range ham, willthiscoloration or

untruth affectthe client’s future benefit? Thisconsideration iscrticalin ethicalbehaviorbecause it c an result in future
Lability and/orlost cients forboth you and the insurer.

93



A strong sense of honesty and personalinte grity willenable an individualto stay on the straight and namow and avoid
deceiving eitherthe customerorthe insurer.

Overstating a productcan be injurious to the insured and a deceptive statementon the application could resultin a higher
hazard forthe insurer.

Iyou have a high standard ofhonesty and personalintegrity, you may be unable to compromise them, even if your
agencyorclientasksyouto do so.

Honesty isthe basicsofethicsand relatesto a person’s inte grity and truthfulne ss.

Society measuressuccessby financialgain and many busine sse s, inc luding the insuranc e industry, motivate their
employeesorindependentcontractorsby the same theory. When achieving successand financialgain becomes primary
overthe customers,clientoremployersneedsthen, ethicalissuesmay begin to arise.

Ethic and the law are not always synonymous. Whatislegalisnotalwaysethical n many cases professional organizations
preceded lawsand theircode ofethicsserved asguidesto establishing some ofthe lawsto which we adhere. In this
transformation notallethicalstandards were codified into law.

Thusitispossible to operate within the law and yetbe unethical Selling someone a casualty policy they do notneed might
be legal, butnotnecessarly ethical

Often times, things that are unethicalbutlegaltoday, may become ilegaltomormow due to public pressure to bring about
reform. Forthisreason ethicalbehaviorshould supersede the lackofa law of statute.

ETHIC S FOR THE PRO PERTY & CASUALIY AGENT

An insurance agentisanyone who solicits nsurance orwho aidsin the placing ofrsks, delivery of policiesorcollection of
premiumson behalfofan insurance company.

In moststatesagentsare considered representatives ofthe insurance company and not ofthe insured. An agentis
regarded asa fiduciary, a position of special trust in handling the affairsorfundsofanother

There are fourareasofethicalresponsibility foran insurance agent:

RESPO NSIBILITIES TO THE A G ENTS INSURER
These responsibilitiesare covered underthe conceptofagency. The agentoweshisorherinsurerthe dutiesofgood faith,
honesty and loyalty. The agent'sday-to-day activitiesare a directreflection ofthe insurers “image” within the ¢ o mmunity.

RESPO NSIBILITIES TO POLICY O WNERS
Re sponsibilitie s to the policy owners require the agent to meetthe needsofthe client, provide quality service, and maintain
loyalty, c onfid e ntiality, timely submission of applicationsand promptpolicy delivery.

RESPO NSIBILITIES TO THE PUBLIC
The responsibilities the agent hasto the public require the agent to maintain the highestlevelofprofessionalconductand
integrty in allpublic contactin orderto maintain a strong positive image of the industry.

RESPO NSIBILITIES TO THE STATE
State responsibilities the agent holdsrequire the agentto adhere to the ethicalstandards mandated by hisorherstate.

Underthe ethical responsibilities owed to the insurerthe agent hasan obligation to revealallmateralfacts conceming the
insured orany othermatterrelating to the agency relationship.

ETHICS AS ITAPPIIES TO INSURANC E BRO KERS

A brokers primary re sponsibility is to his orherclient, me aning that, the brokeris charged with the responsibility o f finding the
approprate insurance coverage and marketsto meeta clientsneeds. A brokerlegally re presents the insured.

Many brokers provide sourcesofspecialized insurance products and with this provide theirc lie nts with theire xpertise and
knowledge of such products. kiscrticalthat an nsurance brokerrealize that theirfiduciary re sponsibility to the insured
dictatesthatthey workin the best interest ofthe insured. Theirethicalstandards should reflect thisobligation and put the
clientsneedsahead ofany financialgain they mightrealize by selling one productoveranother.

An individual who is strictly a brokerdoesnot have binding powerand coverage isnot effective until the insurance
company receivesthe application and acceptsthe risk
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DualAgency exists when a brokerisboth a brokerand an agentin which case he is func tioning both on behalf of the
insured and the insurer.

Some statestoday do notissue a brokerand separate agentlicense, but simply issue an insurance producerlicense.
Brokersare held to the same standardsofcare asagentsin termsoftheirresponsibilities to the generalpublic and the state.

Brokers primary responsibilities are to theirclients by finding the approprate insurance coverage to meet theirclient's
needs.

CHARAC'TERISTICS OF A PROFESSIONAL

The word "profession"meansanopenorpublic declaration, buthascome to mean any calling requiring academic training
and specialized knowledge.

Insurance agentsand realestate agentsare considered professionalsbecause theirbusiness meets the following six
commonly accepted charactersticsofa profession:

Commitment to high ethicalstandands

Concem forthe welfare of others

Mandatory licensing and training

Formalparticipationin an association orsociety

Acting with inte grity and o bje c tivity

Public acknowledgementasa profession

VVYVYVY

High ethical standards mustbe maintained atalltimesin orderto serve the generalpublic, ourclientsand principal
Commitment to high professionalstandardsoften comesin c onjunc tion with memb e rship to professionalassociationsthat
demand these high standards from theirmembeship. Concem forthe welfare of othersis a personal e thic sissue that often
timesin nbred in onesupbringing and isthen laterrequired aspartofones profession. The fiduciary re sponsibility e ntruste d
to every insurance producerdemands thatthe welfare ofthe clientisputahead ofhisorherown need.

Mandatory licensing isrequired by virtually allstates and continuing education hasbecome a core requirement to update
the produceron changesoccuming within the law and the industry. Me mbership in formal asso ciations furtherenhances

professionalism and ethicalbehaviorby providing a forum foradditionalexchange ofinformation and knowledge.

FOCUSPOINTS:
o 'The ethicsthe agentemploysreflect him and the company he repre sents.

o 'The core ofethicalbehavioris honesty, re sponsibility, c are, inte grity, and trustwo rthine ss.

o Ethicsisthe discipline thatdeals with good and bad orright and wrong orwith moralduty and obligation.
O Ethicscanbe approached from a philosophicalorpracticallevel

o Hkispossble to operate within the law and also be unethical

o FEthicalbehaviorshould supersede the cumentlackofa law of statute.

o Agentshold a position of specialtrust in handling the affairsorfundsofanother

o 'The agentoweshisorherinsurerthe dutiesofgood faith, honesty and loyalty.

o Abmkersprimary responsibility is to hisorherc lient.

o DualAgency exists when a brokerisboth a brokerand an agent.

o Some statesdo notissue licensesto brokersand agentsbutissue a producerlicense.

FIDUCIARY RESPO NSIBILITY

Fiduciary responsibility in many professionsishamessed undera conceptcalled agency.
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Many times both insurance agentsand brokersand realestate agentsand brokersdo notrealize that even though they are
involved in the sale ofa product, they are not merely salesrepresentatives working to fulfill there own needs, but are
fiduciariesoftheir“principals”.

This high levelof pefformance makesthem ethically and legally accountable to theirprincipalsand legally accountable to
the state and federallicensing bodies.

This ac c ountability is outlined undera conceptcalled agency.

The two fundamentalprincipalsofan agency relationship are powerand authority.

THECONCEPTOFAGENCY

Agencyisa legalterm used to descrbe the relationship between two parties, in whic h the principal authorize s the agent-to
perform certain legally binding acts on the principal'sbehalf.

The main componentsofan agency relationship are:

» Anagentisanagentofthe principal(the insurance company) not the third party with whom the agent deals (the
insured).

» Anagenthasthe powerto bind the principalto a legalcontractand its tems.

» 'The actsofthe agent, within the scope of authority, are the actsofthe principal

Iegally, the actsofthe agent are the acts of the principal, itiscrtical that the agent does not misre present the principalin
any manner or fashion, and that; the thid party understands that the agent is working to the best interest of his or her
principal

While serving the principal, the agent also has a responsibility to the third party to be honest and forthright in pre se nting the
products up fordisc ussion.

Because agencycanbe created in severalways, itisimportantthatan agentdoesnotcreate an agency relationship that
becomesa conflict ofinterest without properdisclo sures.

The methodsan Agencycanbe created are:
» AppointmentorExplicitcontract
> IEstoppel
» Ratification

APPOINTMENTOR EXPLICITCONTRACT
Appointmentisan agreementbetween the principal(insurer) and the agent that specific ally outline s the duties the agent
may perform on behalfofhisorherprincipal

ESTO PPEL
Estoppelisthe principal wherein the insurerallows someone (an agent) to actin a way that would cause an inno c e nt third
party to believe that the individualwasan agentofthe principal, than thatagentactually becomesan agentofthe
principaland the principalisheld accountable forhisorheractions. horderforestoppelto occurthree elements must
come into play:

» 'The principalmustactin some way thatgivesthe appearance thatan agency relationship e xists

» An innocent third party mustbe mislead

» Aninnocentthid party mustbe harmed

AGENCY BY RATIFICATION

Agency by ratific ation is the last method in which an agency relationship can exist. In thisformatagency isinitially created
by misre prese nting that an agency relationship exists, butlateron, the “authorty” is le gitimized by the principalthrough
acceptance ofthe representation and its actions.

Before anindividualcan actasan agent he orshe must have the powerand authority to take action. There are three
typesofagency authority:

Expressed authority is the authority the principalintentionally and expressly gives the agent.
Implied authority is the authorty that the principalintends forthe agentto have,butdoesnotexpressly given.

Apparent authorty arises when a principalpemitsan agentto perform acts neitherexpressly norimplicitly authorized.
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In the case of Expressed Authority the limits to an insurance agent's authority are usually defined in hisorheragency
agreement and the agent must work within tho se perme ters.

Implied Authority permmits an agentto perform incidentalactionsthatgo along with the authority vested by virtue of the
Expressed Authority.

Apparent Authority iscreated when a third party relieson the actsofan agent, which have notbeen authorized, but
through negligence are pemitted by the principal Apparent Authority holds the principalresponsible forthe agent'sacts.

The ethic alsignificance ofthese limits to an insurance agent's authority isthat an agent must serve the needs of the insurer,
live up to the contractand operate within the scope ofhisorherauthorty. By entering into this ¢ ontrac tual re la tio nship
with the insurer, the agentbecomesa fiduciary of the insurer.

THEAGENTAS A IDUCIARY

An individual whose position and responsibilities involve a high degree oftrust and confidence isknown asa fiduciary. An
insurance producerhasa fiduciary relationship with his orherinsurerwith regard to the following:

> Ioyalty to insurer A producermustatalltimesactin the insurersbestinterest, not hisorherinterestsofpersonal
gain.

» Skilland pedformance-An agent hasthe duty to cany outhisorheractions with care and skill. Because an agent
representsthe company to the public and the agent mustactin such a mannerasnotto create a tamished image
forthe company.

» TFulldisclosure- An agentisobligated to fully disclose allinformation he orshe hasthat may affect the insurerand
the ability to do business. Full disc lo sure is critic al during the application and claims handling processes.

» TFollow up- An agenthasthe obligationto act promptly in allmattersregarding the insurers business, inc luding the
dutiesto forward completed applicationsasquickly aspossible.

» Handling of premiums - By law, paymentto an agentispaymentto the insurer. The agent hasa fiduciary duty to
tum overallfunds given to him orherasspecified in the agency agreement.

» Avoiding conflicts of interest - An insurance agentcannotserve two principalsatthe same time. An agent has the
ethicalduty to make fulldisclosure to an insurerin regard to any otherrelated service he orshe providesand
receives compensation.

> Responsible solicitation -An agent hasthe duty to solicit only businessthat appearsto be good and profitable to his
employer.

» Competitive integrity -An agentcannot misrepresentorin any way defame a competitive agentorinsurer. An
agentmustcompete only on the basisof productsand serviceshe orshe can provide.

CAPIVEAGENTVS INDEPENDENTAGENT

CAPNIVEAGENTS
Captive Agents have different ethic alre sponsibilities than hdependent Agents. Captive Agents are agents forthe insurer
and by virtue of an exclusive contract owe alloftheirallegiancesexclusively to the individualinsurerorgroup of insurers.

Allaccountsbelong to the insurer. Should an agent terminate theircontractualemployment agree ment with the insurer,
such accounts would remain underthe controland ownership ofthe insurer. A captive agentowesallofherorhis
allegiancesto the insurerand must no tify the msurerofany othersourcesofcontractualoremployment revenue the agent
may have.Such sourceswould be reviewed forpotentialconflict of intere st to the insurer.

The legaland ethic alresponsibility lie entirely with loyalty to the insurerand any attemptto sella competitorsproduct
would be a violation ofboth ethics and possibly the law.
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INDEPENDENTA G ENTS

Independent Agentsare independent businessmen who typically represent a numberofcompaniesand are compensated
on a commission basis. The insurance clientbelongsto the agentand iscontrolled by the agentupon an agent’s
termination of a busine ss relationship with an insurer.

Anindependentagentcan switch a client to anotherinsurerwith the client’'s permission, aslong as; the switch doesnot
ham the client.

Ethic alissues arise when the agentdoesnot“shop” the policy forthe clientin orderto obtain the best price orterms forthe
¢ lie nt.

Because anindependentagentis“quota” and “commission” driven much temptation in the area of ethics c onfront him
and heron an everyday basis. Although the agent re presents the insurer, every attempt mustbe made to serve the clientin
an ethicalmanner.

The agent must comply with the guidelinesof DualAgency to avoid possible conflict.

The rulesof DualAgency require, that an independent agent represent the client during the processofhelping the client
select the insurance plan best suited the client’'sneeds, and represent the insurerin the application process, underwriting,
record- keeping, and claims settlement processes.

» Paymentofcompensation in the form ofcommissionsorfees

» Employmentin retum formeeting produc tion re sp o nsib ilitie s.

» Ihdemnification orreimbursement fordamagesorexpensesincured in defending claims forwhich the agent may
be liable.

Ilegally,a brokeractsasanagentand representative ofthe applicant. However, when an insurergives a policy fordelivery
to an insured, the brokerbecomesthe agent forthe insurer. Should paymentofa premium be involved, payment to the
brokerisconsidered payment to the insurer.

Although, the brokertechnic ally re pre se nts the client, the ethicaland fiduciary standardsthatapply to anagent, also apply
to a broker.

Employing sound ethics principles permits producersto serve both the insurerand client withoutcreating a conflict of
inte re st.

RESPO NSIBILITIES TO C ONSUMERS & CIIENTS

PRO VIDING APPRO PRIATE PRODUCTS

Agents fulfill the ir e thic al re sp o nsib ilitie s to theirinsurers’ by providing the appropriate Productsto meet theirconsumers
needs, aswellas, quality service. Making sure that the consumerunderstandsboth the products and underwrting processis
a crtic alre sponsibility of the agent.

The area of property casualty insurance covers fire insuranc e, marne insurance, ¢ asualty insuranc e, and multiple -line
insurance. Fidelity and surety bondsalso come underthiscategory.

The umbrella insurance policy is used in this line ofinsurance to extend limitsorexpand coverage overthe basic insurance
policy. Agentsin the property casualty field are usually limited agentsorgeneralagents.

A generalagentcan usually bind forthe companiesthey represent, whereasa limited agent hasreduced authorty and
usually cannotbind policies. Selling to the needsofthe clientis crticalin maintaining inte grity and ethicalbehavior.

The insurance agentcan serve the needsofthe prospectby providing the prospect with the typesofpoliciesthatbest fit his
orherneeds, in the amountshe orshe can afford. Inorderto accomplish these goals, the agent should:

» Obtain the required knowledge and skillsto accomplish the needed objectives.
» Constantly update this knowledge and skill through c ontinuing e duc ation.
» Educate the prospectorpolicy owneraboutthe productsand plansbeing rrcommended by the agent.

In servicing the client, the agent should make the clientaware of possible shortcomingsofthe basic policy and let the client
know ofthe possible need forumbrella insurance.

Additionally, the agent should be committed to, not only selling the product, but to quality service both before, during and
afterthe sale.
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This me ans:

Educating the prospectaboutinsurance products and the underwriting process

Teating allinformation obtained with ¢ o nfid e ntia lity

Disclosing allnecessary information so thatboth the insurerand the prospectcan make an informed decision
Keeping the prospectinformed through out hisapplication

Showing loyalty to prospects, clients and insurer

YV VVYVYVYYV

SERVICE BEGINS WIIH THE APPLICATIO N.

It isthe agent'sduty to:

See to it thatthe applicationiscompleted both accurately and completely

T propendy explain why required information isnecessary

How the information willbe evaluated by the underwriter

A prospectshould be informed that failure to disclose mformation could resultin denialofclaimsorpolicy
cancellation

It should be explained thata binderprovidestemporary protection while the policy isbeing underwritten and isnot
a guarantee thatthe policy willbe issued

YV VY
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The agentorbrokerisresponsible forserice before and afterthe sale, which includes:
Maintaining accurate clientrecords

Maintaining complete and accurate recordsofallbusiness transac tions
Knowledge ofnew coverage and products

Availability and changesin productsoffered in the marketplace

Assistanc e with ¢claims proc e ssing

Reviewing clients' existing policies

Suggestionson updating coverage on existing policies

VVVYVYVYYVYVYY

Fthically an agentorbmkermust respectthe confidentialinformation provided by the client and must assist the client in the
following areas:

v Selecting the mostapproprate policy

v" Understanding the basic featuresofthe policy

v Evaluating the costsand featuresofsimilarplans

Fthicalstandards must be used in evaluating risk management. Risk managementisthe processofdecision making that
protectsassetsand income againstaccidentalorunintended loss by ide ntifying, me asuring, c ontro lling and tre ating the
elementsthatcontrbute to the risk.

RISK MANAGEMENT

Two basic isk managementrulesare:
» 'The size ofthe potentialloss must be within the scope ofthe resourcesavaiable to the insurer.
» 'The possible benefit must exceed the costs ofthe potentialloss.

The risk manager,agentorbrokershould:
» Identify and measure the lossexposuresand hazand.
» Detemine the amountofmoney available to pay forthe potentialloss; and
» Identify variousrisk management tec hniquesto dealwith potentiallosses.

RISK MANA G EMENT'TEC HNIQ UES

Risk managementtechniquesinclude:
Avoidance-averting a loss by refusing to take part in something thatcould cause a loss
Transfer shifting risk to ano therentity through a contractorhold-hamlessagreement

Ioss contiol - reducing the frequency orprobability of loss through loss prevention orlowering the severity oflossthrough loss
reduction

Retention - holding part of the risk through deductblesorallofthe risk through self-insurance
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Insurance —transfenming risk to an insurance company

RESPO NSIBILITIES TO THE G ENERA L PUBLIC

FAIR AND HO NESTINFORMATION
Because unethicalbehaviorby agentsand brokerscan affectthe whole industry, the inte grity and professionalism of their
conductisofutmostconcem to all

The public’sperception ofthe insurance industry isgagged by the behaviorofboth insurance agentsand brokers and their
commitment to professionalism is the key to the public’s trust of the ind ustry.

Insurance is something thatisused by many, but yet, many are unaware of how insurance works and benefits them.

The ethicalagenthasa duty to provide the consumerwith fairand honest information of the policies and serviceshe orshe
hasto offer.

STATE AND FEDERALREG UIATIONS

The Insurance Industry isregulated by both the state and federal gove mments with the state departments ofinsurance
issuing rule s and re gula tio ns, lic e nsing insurers, agents and brokers, suggesting laws to le gislators, examining insure rs'
financialoperations, approving policy formsand overseeing marketing practices.

The federalgovemmentisresponsible forpogramsto coverthingsthatcommerrcialinsurers are unable orunwilling to
provide insurance. Such programsinclude flood insurance, Fairplans, federalcrime insurance and crop insurance.

Each state hasit'sown Department of Insurance orregulatory authority. This authority nomally oversees the licensing of
msurers, brokers and agents;issuesrules and regulations; examines insurance company and educationalprovidersrecords;
approvesformsand rates; and oversees the marketing of insurance products.

ORGANIZATIONALCODES OFEMHICS

So thatagentsand brokerscan provide accurate and knowledgeable information to the c onsumer, many ind ustry
organizations exist that provide guidelines and information to theirmemb e rships.

Suc h organizationsinclude the Insurance Institute of Amerca, and the Americ an Institute for Property and Liability
Und e rwrite 1s.

A code ofethicsisemployed by the industry to guide comporations, agentsand brokers. These Codesemphasize a high
levelofprofessionalcompetence and service to the generalpublic. One ofthe most prominent ofthese codesisthe
Independent nsurance Agent’'s Code of Ethics.

Insurance producerscontinuously face complexissues dealing with skil, competence, and levelsof knowledge required of
professionals.

RATING S
Ethicalpressures have brought down a review ofratingsby sexand have fostered a unisex rating system forboth casualty
and life and health products.

REBATING

Much controversy exists around the subject of rebating to the consumerby the agent, broker, orinsurer. Both ethicaland
legalissue s surmound this very controversialtopic. Some states stric tly prohibit rebating, while others have set up guidelines
that mustbe followed ifrebatesare to occur. Where it is permitted some of the following guidelines serve as perime ters:

v The rebate hasto be available to allinsured’sin the same actuanalclass
v The rebate mustbe maccordance with a rebating schedule filed by the agent with the insurerissuing the policy

v The rebating schedule MUSTbe uniformly applied so that allinsured’s that purc hase the same policy through that
agent forthe same amountofinsurance receive the same rebate percentage

v Rebatesshallnotbe given to an insured that purchasesa policy from an insurerthat prohibits its agents from
rebating ¢ o mmissio ns
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v The rebate schedule isprominently displayed in public view atthe agent'splace ofbusinessand a free copy is
available to insured’son request

v The age,sex,place ofresidence, race, nationality, ethnic origin, marntalstatus, occupation orthe location of the
riskisnotused in detemmining the percentage ofthe rebate orwhethera rebate wilbe available

Although these guidelinesare notuniversal, they are presented here asexamplesofwhat mightbe expected in a rebating
situation and are curmently being used in some partsofthe country in statesthat pemitrebating.

REDIINING
FEthicalstandardsand law forbid the practice ofredlining. Redlining is the processofexcluding certain geographic areas
from insurance coverage strictly on the basisoflocation. The Fair Housing Act forbids this practice in any form.

Professionalconductoften dictatesthatthe clientsneedsbe putahead ofthe agent'sneeds,be dedicated to the
insurance industry and offerquality plans from quality insurance companies. The agent should develop high ethical
standards, adhere to integrity and serve the interests o f the client.

The public'sperception ofthe activitiesofan individualagentorbrokershapesthe perception ofthe industry asa whole.
Skill, competence, professionalism and moralinte grity shape public perceptions.

THE ENFORCEMENTOFEIHICS & THEIAW

MC CARRON FERGUSON ACT

FEach state regulatesthe ethicalconductofinsurance producersby creating rules, regulations and legislation to protect the
consumer.

In 1945 the US. Congressenacted Public Iaw 15, betterknown asthe Mc Caman-Ferguson Act, which clarified the molesof
state and federalgovemment in the regulation of the insuranc e ind ustry.

The “Act” gave the federalgovemment the authorty to regulate insurance in the area of fairlaborpractices and antitrust.
The states were left with the powerofallotherregulatory matters.

States through an Insurance CommissionerorDirectoroversee the marketing activitiesofagentsand regulate the lnsurance
ind ustry.

State insurance CommissionersorDirectors are voluntary membersofthe NAIC. A nationalorganization created to bring
uniformity and communic ation amongst states on important insurance issues and re gulations.

NAIC

The National Association of Insurance Commissioners (NAIC) proposesmodellegislation to encourage unifo mity in state
msurance laws and regulations, assist o fficials in administering laws and regulations, help protectthe interestofpolicy
owners, and preserve state regulation of insurance. The NAIC hascreated guidelinesthat serve asa modelin most statesin

regulating advertising of productsand services.

Most stateshave lawsthatprotect consumersagainst unfairtrade practicessuch as: misrepresentation and/orfalse
advertising, coercion, mproperplacement, orrebating. Allinsurance advertise ment must be truthfuland not misleading in
factorimplication. Wordsorphrasesthatare clearonly through familiarty with insurance termmology cannotbe used.

Allinformation isrequired to be disclosed (exceptions, imitations of benefits and exclusions from coverage) and mustbe
printed conspicuously nextto the statementsto which the information relatesand displayed in such prominence thatitis
not minimize d, ¢c onfusing ormisleading. Deceptive words, phrasesorillustrationsmay notbe used to describe a policy, its
benefits, the lossesto be covered orpremiumspayable.

Te stimonials must be genuine, re present the cument opinion ofthe author,be applicable to the policy advertised and be
accuratelyreproduced. Disparaging remarksorstatements about anotherinsurer,agency oragentofanotherinsure their
productsand servicesmaynotbe used in any advertise me nt. The identity of the insurermustbe clearin alladvertise me nts,
aswellasthe name,addressand phone numberofthe agent placing the advertise ment. Violations ¢c an re sult in fines,
license suspension and revocation.

Because both agentsand brokersare fiduciares, client fundshandled by these individualsmustbe segregated and held in
PFTA (Pre mium Trust Fund Accounts) until propedy delivered to the insurer.

The depositinto thisaccount mustbe made with direction from the insurerand although a separate accountisnotrequired
foreach insurer, properbookkeeping segregating one transaction from anothermustbe maintained foraudit. An agentor
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brokercannot mix trust funds from the PFTA account with business orpersonalfunds. The violation of this rule istermed as
“commingling” and issubjectto punitive action.

Much like FDIC forbanks, a State Guaranty Fund hasbeen established which providesa meansforpaying partofan
msured’slossesif hisorherproperty casualty nsurerbecomes insolve nt.

Unfairmarketing practices are both unethical, a violation of state law and punishable by suspension, revocation, and fines.

COMMON MISREPRESENTATIONS
The mostcommon violationsin the area of misrepresentations are:

Defamation - spreading rumorsorfalsehoodsabouta competitor

Coercion orIntimidation - leading an individualto believe thata policy mustbe purchased from a certain agent, broker, or
insurer

Misre presentations - making false orinaccurate comparsonsorstate ments
Twisting - persuading a policy ownerto change policies withoutregard to the harm that would come to the policy owner
Replacement - the switc hing ofa policy without properdisclosures and a fullunderstanding by the policy owner

Rebating -the paymentofpartofthe agent'scommission to the buyerofthe policy, eitherin violation of state law or
without properprocedure in states where rebating is pe mitted

States also prohibit unfairclaims methodsand practicessuch as:

Misre pre se nting policy provisions to claimants orinsured’s.

Failing to delivera determination on a claim within a reasonable time.

Failing to settle claims promptly and faidy.

Attempting to settle a claim forlessthan could be reasonably expected.

Engaging in activities that resultin a disproportionate numberofcomplaints.

Failing to provide necessary claims forms.

Compelling policyholdersto go to courtto recoveramountsdue them by attempting to make unreasonable
settlement claims.

Insurersare prohibited from engaging in unde rwriting orrating thatisbased onrace, religion, and nationaloriginor
redlined areas.

YVVVVYYVY
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In most states the punishment forunethicalpracticesranges from fines to license suspension and revocation. Once a
license isrevoked, nomally a one-yearwaiting period isrequired forre-application. And in most statesa bond willalso be
required.

People who sethigh personaland professionalgoals ofhonesty, inte grity, loyalty, faime ss and truthfulne ss wil neverhave to
dealwith the penaltiessetby state goveming bodies.

PROFESSIONALCODEOFEIHICS

Independent nsurance Agentsof America believe in the insurance busine ss and its future, and that the independent
insurance agentis the instrume nt through whic h insurance reachesits maximum benefit to society and attainsits most
effective distribution.

Iwildo my partto uphold and build the hdependent Agency System, which hasdeveloped insurance to its present
fundamentalplace in the economic fabric of ournation. T my fellow membersofthe hndependent nsurance Agentsof

America,Ipledge myselfalwaysto supportight principlesand oppose bad practicesin the business.

Ibelieve that these three have theirdistinc t rights in o ur b usine ss: first, the Public second, the Insurance Companies, and
third the Independent nsurance Agents, and thatthe rights ofthe Public are paramount.

To the public

Iregard the insurance businessasan honorable occupation and believe thatitaffords me a distinct opportunity to serve
so ¢ ie ty.

Iwill strive to renderthe fulmeasure ofservice that would be expected from an hdependent Insurance Agent.
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Iwil analyze the insurance needsofmy clients, and to the bestof my ability, ecommend the coverage to suit those needs.
Iwilendeavorto provide the public with a betterunderstanding ofinsurance.
Iwill work with the national, state, and localauthorities to heighten safety and reduce lossin my c o mmunity.

Iwilltake an active partin the recognized civic, chartable, and philanthro pic movements, whic h ¢ ontribute, to the public
good of my c ommunity.

To the companies
Iwilrespectthe authorty vested in me to acton theirbehalf.
Iwilluse care in the selection ofrisky, and do my utmost to mertthe confidence of my companiesby providing them with
the fullest creditable information fore ffective unde rwriting, nor will withhold information that may be detrimentalto my

companies sound risk taking.

Iwilexpect my companiesto give to me the same fairtreatment thatIgive to them.

To fellow members

Ipledge myselfto maintain friendly relations with otheragenciesin my community. Iwillcompete with them on an
honorable and fairbasis; make no false statements, orany misre presentation oremission of facts.

Iwilladhere to a strictobservance of allinsurance lawsrelative to the conduct of my busine ss.
Iwill work with my fellow lhdependent hsurance Agentsforthe betterment ofthe insurance busine ss.
Re alizing that only by unse Ifish service can the insurance industry have the public confidence it merits, Iwillat alltimes seek

to elevate the standardsofmy occupation by goveming allmy business and community relationsin accordance with the
provisions of thisCode and by inspiring othersto do like wise.

Amernican Istitute forCharntered Property and Casualty Unde nwnite rs

Code ofProfessional Bthics Canonsand Rules

Canon 1
CPCUs Should Endeavorat Al Timesto Place the Public Interest Above Their Own.
RulesofProfessional Conduct

R1.1 A CPCUhasa duty to understand and abide by allRulesofconduct, which are prescribed in the Code of
Pro fe ssio nal Ethic s o f the Americ an Institute .

R1.2 A CPCUshallnotadvocate, sanction, participate in, cause to be accomplished, otherwise cany out through
another,orcondone any act, which the CPCUis prohibited from performing by the Rulesofthis Code.

Canon 2
CPCUs Should Seek Continually to Maintain and Inprove Their Profe ssional Knowledge, Skills, and Competence.
RulesofProfessional Conduct

R2.1 A CPCUshalkeep informed on those technicalmattersthat are essentialto the maintenance ofthe CPCUs
professionalcompetence in insurance, isk management, orrelated fields.
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Canon 3

CPCUs Should Obey Alllaws and Regulations, and Should Avoid Any Conduct orAc tivity Which Would Cause Unjust Harm
to Others.
RulesofProfessional Conduct

R3.1 In the conductofbusinessorprofessionalactivities,a CPCUshallnotengage in any actoromission ofa dishonest,
deceitful, orfraudule nt nature.

R3.2 A CPCUshallnotallow the pursuit offinancialgain orotherpersonalbenefit to interfere with the exercise of sound
professionaljudgment and skills.

R3.3 A CPCUwillbe subjectto disciplinary action forthe violation of any law orregulation, to the extent that such
violation sugge sts the likellhood of professional misconductin the future.

Canon 4

CPCUs Should Be Diligent in the Performance of TheirOccupational Duties and Should Continually Strive to Inprove the
Func tioning o fthe Insurance Mechanism.

RulesofProfessional Conduct
R4.1 A CPCUshallcompetently and consistently discharge hisorheroccupationalduties.
R4.2 A CPCUshallsupporteffortsto effect such inprovementsin claims settlement, contract design, inve stment,

marketing, pricing, reinsuranc e, safety engineering, underwriting, and otherinsurance operations as willbo th inure to the
benefit ofthe public and improve the overall efficiency with whic h the insurance mechanism func tio ns.

Canon5
CPCUs Should Assist in Maintaining and Raising Professional Standards in the lnsuranc e Busine ss.
Rulesof Professional Conduct

R5.1 A CPCUshallsupport personnelpoliciesand practices which willattract qualified individuals to the insurance
business, provide them with ample and equalopporntunities foradvancement, and encourage them to aspire to
the highestlevelsofprofessionalcompetence and achievement.

R5.2 A CPCUshallencourage and assist qualified individuals who wish to pursue CPCUorotherstudies, whic h will
enhance theirprofessionalcompetence.

R5.3 A CPCUshallsupport the development, improvement, and enforcementofsuch laws, regulations, and codesas
willfostercompetence and ethicalconducton the partofallinsurance practitioners and inure to the benefit of the
public .

R5.4 A CPCUshallnot withhold information orassistance officially requested by approprate regulatory authorties that

are investigating orprosecuting any alleged violation ofthe laws orregulations goveming the qualificationsor
conductofinsurance prac titioners.

Canon 6

CPCUs Should Strive to Establish and Maintain Dignified and Honorable Relatio nships with Those Whom They Serve, with
Fellow Insuranc e Practitioners, and with Members of Other Pro fe ssio ns.

RulesofProfessional Conduct
R6.1 A CPCUshallkeep informed on the legallimitationsimposed upon the scope of hisorherprofessionalac tivitie s.

R6.2 A CPCUshallnotdisclose to anotherpersona any confidentialinformation entrusted to, orobtained by, the CPCU
in the course ofthe CPCUsbusiness orprofessionalac tivitie s, unle ss a disclosure of such information isrequired by
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law orismade to a person who necessarly must have the nformation in orderto discharge legitimate occupationalor
professional duties.

R6.3 Inrendering orproposing to renderprofessionalservicesforothers,a CPCUshallnot knowingly misrepresentor

concealany limitations on the CPCUs ability to provide the quantity orquality of professionalservicesrequired by
the circumstances.

Canon 7

CPCU s Should Assist in Inproving the Public Understanding of Insurance and Risk Management.

Rules of Professional Conduct

R7.1 A CPCUshallsupporteffortsto provide membersofthe public with objec tive information c onc eming the irrisk
managementand insurance needs, and the products, services, and tec hniques, which are available to meet their

needs.

R7.2 A CPCUshallnot misre present the benefits, costs, orlimitations of any isk management tec hnique orany product
orservice of an insurer.

Canon 8

CPCUs Should Honorthe Inte grity and Respectthe Limitations Placed upon the Use ofthe CPCU De signa tion.

RulesofProfessional Conduct

R8.1 A CPCUshalluse the CPCUdesignation and the CPCUkey only in accordance with the rele vant G UDELINES
promulgated by the Americ an Institute .R8.2 A CPCUshallnot attribute to the mere possession of the
designation depth orscope of knowledge, skills, and professionalcapabilities greaterthan those demonstrated by
successfulcompletion ofthe CPCUprogram.

R8.3 A CPCUshallnot make unfaircomparisonsbetween a person who holdsthe CPCUdesignation and one who does
not.

R8.4 A CPCUshallnot write, speak,oractin such a way asto lead anotherreasonably to believe the CPCUis o fficially
re pre se nting the Americ an Institute, unle ssthe CPCUhasbeen duly authorized to do so by the Americ an Institute .

Canon 9
CPCUs Should Assist in Maintaining the Inte grity of the Code of Profe ssio nal Ethic s.
RulesofProfessional Conduct

R9.1 A CPCUshallnotinitiate orsupportthe CPCUcandidacy of any individual known by the CPCUto engage in
business practices, which violate the ethicalstandards, prescribed by thisCode.

R9.2 A CPCUpossessing unprivileged information conceming an alleged violation ofthisCode shall, upon re quest,
revealsuch information to the trlbunalorotherauthorty empowered by the Americ an Institute to investigate oract

upon the alleged violation.

R9.3 A CPCUshallreport promptly to the Americ an Institute any information ¢ onc e ming the use ofthe CPCU
designation by an unauthorized person.

Focus Points
o Agency isthe relationship between two parties where one gives authorty to anotherto perform legalactson

his’herbehalf.

o Underagency,the actsofthe agentare the actsofthe principal

O Individuals whose responsibilities involve a high degree of trust are known as fiduciares.
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Fiduciary re sponsibility is hamessed underagency.
The two fundamental principalsofan agency relationship are powerand authority.

Appointmentisan agreementbetween the insurerand the agent outlining duties the agent may perform on behalf
ofthe principal

The three typesofagency authority are expressed, implied and apparent.
Expressed authorty limits agent's authority to the definitionsin hisagency agreement.

Implied Authorty allowsan agentto perform incidentalactionsthatgo along with the authorty vested by virtue of
the Expressed Authority.

Insurance agentshave a fiduciary relationship with the insurer.

Captive Agents have different e thic al re sponsibilities than lhdependent Agents.

Captive Agentsworksolely forone insurerthrough an exclusive contract.

When a captive agentleavesa company allaccounts remain with the insurer.

A captive agentowesalloftheirallegiances to the insurer.

Independent Agentsare independent agents who typically epresent a numberofcompanies.
Independent Agentsworkon a commission b asis.

When an Independent Agentleavesa company, his’ herclients go with him/her.

Although the agent represents the insurer, every attempt mustbe made to serve the c lie nt first.

The agent must comply with the guidelinesof DualAgency to avoid possible conflict.

Sound ethicalprinciples pemmit producersto serve both the insurerand client.

Agents fulfill the ir e thic al re sponsibilities by providing the approprate products theirconsumers’ need.
Ensuring the consumerunderstandsthe products and underwriting process is the responsibility of the agent.
The agent's responsibility to the client be gins with the applic ation.

The agentorbrokerisresponsible forservice before and afterthe sale.

Avoidance, transfer,lossconto], retention and insurance are Risk Management tec hniques.

Public perception ofthe insurance industry isgagged by the behaviorofagentsand brokers.

Both the state and federalgovemmentregulate the Insuranc e Ind ustry.

Each state hasit'sown Department of Insurance orregulatory authority.

Fthicalstandards and law forbid the practice of redlining.

Excluding certain geographic areasfrom insurance coverage iscalled “Redlining”.

The Fair Housing Act makes “redlining” ilegal

The McCaman-Ferguson actclarfiesthe rolesoffederaland state govemmentin regulating the insuranc e industry.
The federalgovemment only regulatesinsurance in the area offairlaborand anti-trust.

Unfairmarketing practices are unethicaland a violation of state law.
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