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K Disappearing Insurance

We have written in the past about conditions
affecting buyers in the insurance market, and by now
most everyone understands the difference between
“soft” and “hard” markets. Now that we are a couple
of years into a soft market part of the cycle, it might
be time to reevaluate some assumptions.

When the insurance market turns hard, insurance
companies raise prices, underwrite (that is, choose
who they will insure) much more selectively, and
become much more stingy in terms of the scope of
the insurance coverage they are willing to offer.

In a soft market like we have now, you would
expect to see prices coming down; they are. You
would expect to see insurance companies loosening
underwriting standards and going after accounts or
classes of business they might have avoided just

a few years earlier; they are doing that, too. You
might also expect to see them offering broader
coverage, removing some exclusions, and generally
offering more actual insurance coverage for the
premium dollar. Whoops; there’s not so much of that
happening.

In fact, there has been a long term trend, going back
several decades, for insurance policies to provide less
and less actual insurance coverage. This persistent
trend toward less coverage in standard policies

has persisted through both soft and hard insurance
market cycles.

The General Liability policy is the poster child
for this trend. Up until 1986, it was called the
“Comprehensive General Liability” policy, but in
that year the name changed to the “Commercial
kGeneral Liability” form; still “CGL”, but not

comprehensive anymore. There have been seven \
revisions to that standard policy form just since then,

at roughly three year intervals; with each one, a little
more actual insurance disappeared. Each revision

may have made only an incremental change in
coverage, and to be fair there have been some areas
where coverage has improved, but added up over

the years standard form insurance policies today are
significantly less broad than they were four, three, or
even two decades ago.

Underwriters are not just arbitrarily taking away
coverage, they are generally responding to new or
unanticipated risks or legal precedents that develop
over time. Here’s the classic example: the 1960’s
and 1970’s saw an increase in claims arising from
pollution and environmental contamination, which
were covered by CGL policies back then. The
insurance industry responded by excluding such
claims from standard general liability policies, unless
they arose from “sudden and accidental” pollution.
After careful analysis of this wording, lawyers soon
found that a reasonable way to interpret “sudden and
accidental” was for it to mean “any time at all”. In
one often cited case, a court found that in the case of
a tank that leaked pollutants over a period of years,
each drip of the pollutant constituted a “sudden

and accidental” event, and was thus covered.
Underwriters who might have been willing to offer
reasonably priced sudden and accidental pollution
coverage found they could not write a policy in a
way that could be thus limited and withstand legal
challenge. Predictably, they responded with a total
pollution exclusion, which we live with today.

More examples: most people have some knowledge
of the massive wave of asbestos litigation that
commenced in the 1980°s and 1990’s; now there
are asbestos exclusions on your policies. The
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@ir employer for a workplace injury. However, policy will pay for all claims arising out of one \

using the first example again, if the employer is accident, regardless of how many employees may
also the manufacturer of the machine on which an have been injured.
employee is injured, the third-party action over Bodily Injury by Disease — Policy Limit: has a
becomes a dual capacity claim. By virtue of the standard $500,000 limit. This is the aggregate limit
fact that the employer acted in a dual capacity (both  for all disease claims in any one policy period.
employer and manufacturer of the machine) an Bodily Injury by Disease — Each Employee: is
injured employee may be able to defeat the exclusive ~ $100,000 in the standard policy. It’s the limit for
remedy provisions of the workers compensation disease claims from any one employee.
statutes.
Limits provided in a standard unendorsed workers
Coverage and Limits compensation policy are clearly not adequate today.
Increased employers liability limits are readily
Workers compensation (Part One) does not have a available in the standard workers compensation
limit of liability; limits are statutory, damages are policy. Pricing is also standardized, and it’s not
paid as required by law, with no limit in the policy. expensive to buy higher limits. In most states a
Employers Liability (Part Two) does have a dollar surcharge to standard premium of 1.7% will buy

limit, like any other liability policy, and insurance $500,000/$500,000/$500,000 limits, and 2.8% will
buyers must concern themselves with the adequacy buy $1,000,000/$1,000,000/$1,000,000.
of those limits.

Umbrella or excess liability policies will generally

The standard unendorsed workers compensation go over underlying employers liability limits without
policy specifically defines three limits of employers difficulty. Employers liability limits in the workers
liability. compensation policy should be set to the lowest level

the umbrella underwriter will accept for his policy to
Bodily Injury by Accident — Each Accident: has attach.

a standard limit of $100,000. This is the most the

The Life Insurance Audit

The basis of the Life Insurance AuditSM lies in our belief that most people are overpaying for life insurance. This
belief arises from consistent industry improvements in product, pricing, and mortality.

In nearly 70% of policies audited, there are more effective products available.

Subsequently, we are using a process, which thoroughly scrutinizes every detail of your in-force coverage and
identifies potential areas of improvement. We analyze the underwriting, the product, and the goals associated
with the in-force policy.

Once we have assessed the effectiveness of your in-force policy, we carefully compare the current policy against
the best available product in the marketplace today.

A recommendation is then given to either maintain the current policy or move to a more effective product. A
recommendation to move to a new policy is given after careful consideration and only when true benefits can
be found for the policy owners.

The Life Audit process makes tremendous business sense for any life policy over 3 years old. The analysis is
free and confidential and offers the potential to improve your current coverage dramatically. Please contact Mark
Lammers in our Financial Services area at 812-232-0441 or email him at mlammers @fsiinsurance.com to learn
more about the Life Audit program or to schedule a review of your current policies.

The information, suggestions and techniques contained in this newsletter are believed to be accurate but are offered as information only. This firm makes
K no warranty of any kind, whether expressed or implied, as to the accuracy of the information or its fitness for a particular purpose. j






