
H
aving no doubt already faced
substantial increases in premium
and the tightening of the market

last year, you should be prepared for more
of the same. The situation may not
stabilize before the end of this year.
Insurers continue to limit their writings
drastically as they try to recover from deep
financial woes. One particularly disturbing
tactic has been their refusal to renew
policies, regardless of how long they may
have been in force and whether they have
been profitable for the insurer or not.
There are three main reasons for this
situation that touches virtually every
insurer.

First, there has been a large reduction in
capital in the market. Plunging investment
returns and lack of infusion of new capital
have been to blame. The effect has been to
reduce the assets of insurance companies.
This has reduced their ability to write
business, since the underlying reserves to
cover anticipated future loss payouts must
be maintained above minimum levels

determined by insurance company
regulators. Ordinarily, the shortfall might
have been made up in large part by laying
off more risk to re-insurance companies.
However, they too have been hit
by loss of capital. Their response
has been to tighten the contracts
they offer insurers. This can be
through higher prices, more
restricted coverage or frequently a
combination of both.

Second, steeply fallen
investment returns have exposed
the traditional industry practice of
relying on investment returns to
cover underwriting losses. Now,
risk assessment and proper pricing
have taken on the importance they
should never have forfeited.
Accepting business at prices
needed simply to gain market share is no
longer the driver.

Third, catastrophes, both man-made
and natural, have resulted in
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The wording of Deductible clauses in
the majority of policies is easy to
understand. Most of the time, they are
e x p ressed in dollars. Always re m e m b e r
that deductibles are applied to the
amount of your claim and not to the
amount of insurance. For example,
suppose you have an asset valued at
$1,000,000 insured for $900,000 to
comply with a
90% Co-insurance
clause in your
p o l i c y. Say, also,
that your policy is
subject to $25,000
Deductible. If you had
a loss of $900,000, you
would receive $875,000.
Payment for any smaller loss would be
reduced similarly. But should your loss
be $1,000,000, the amount of your
claim would be $975,000, which
exceeds the limit of your policy. Having
only $900,000 insurance, you would be
paid the full amount of the policy. Yo u
would bear the $100,000 balance of
the loss yourself. This applies to any
loss greater than the policy limit. 

Business Interruption policies may
be subject to a deductible expre s s e d
in dollars too. Altern a t i v e l y, some of
them contain a “Time Element”
deductible, particularly in connection
with Boiler and Machinery and Energ y
policies. This delays the start of the
Indemnity Period for a given number
of hours or till a given time arr i v e s
(e.g. first midnight) after the loss is
sustained. In your Automobile policy,
you will also find a form of Ti m e

deductible that applies following theft
of your vehicle. Unless the policy
p rovides full Loss of Use coverage, you
will only be reimbursed for the cost of
replacement transportation start i n g
72 hours after you have re p o rted the
theft to the police or the insure r. 

O c c a s i o n a l l y, you may find
P ro p e rty policies that contain a

Disappearing Deductible
clause. A form u l a
in the policy links

the amount of any
loss to the initial

deductible amount. A
calculation determ i n e s

the deductible that
applies to each

p a rticular claim. The
g reater the loss, the smaller the
deductible becomes until it
disappears altogether. Bigger claims
a re thus not subject to any deductible.
T h e re are also policies whose
deductible disappears when a claim
is equal to or exceeds a stated
multiple of the deductible (e.g. when
the loss is 10 times the deductible). 

Marine policies are sometimes
written with a Franchise clause. This
is another form of deductible. It
p rovides for no payment of claims
smaller than the deductible but full
payment of all losses that exceed it. 

When reading any policy, you should
pay close attention to exactly the form of
deductible it contains. This explanation
is meant to help you recognize the
d i ff e rent kinds you may meet.
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DEDUCTIBLE CLAUSES 
ARE NOT ALL THE SAME?

Do you know...

unprecedented claims payouts to date
and reserved for the future. For instance,
asbestos-related litigation that started
some 20 years ago is still ongoing. Add to
this the cost of many other diverse
factors such as weather damage all round
the world, mould damage to persons and
property, and the World Trade Centre
tragedy.

In view of this, insurers are well into
reviewing their entire book of business.
As well as identifying individual policies
and accounts that have been
unprofitable, they are examining their
business by class and geographic spread
to help them decide what to do in the
current environment. In regions where
they consider they write insufficient
business to provide an acceptable spread
of risk, they are withdrawing. Where
classes of business have been consistently
unprofitable, they are either ceasing to
write such business or are reducing their
volume of business. Currently,
automobile insurance in more than half
of Canada, falls into this category.
Quebec, British Columbia and Manitoba
are the exceptions. British Columbia has
its own special problem, however. A
shortage of capacity to write Earthquake
insurance in the Province has created
major headaches. Insurers are reducing
their exposures ruthlessly.

As your brokers, we are doing
everything we can to place the coverage
you need for the continued protection of
your business at the best prices we can
negotiate with insurers on your behalf. If
you track the level of premiums you
have paid over the past years, you will be
able to put into better perspective the
premiums now being quoted to you. Like
you, we hope that there is now some
light at the end of this particular tunnel!

The hard market for
insurance continues
from page 1
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You may need Valuable Papers and Records insurance

M
any businesses today
depend on important
records containing data

and information that are needed on a
day-to-day basis or for record
purposes. Whether on computer or
hard copy, their destruction would
disrupt commercial activity. How you
insure against this risk can be very
important.

Property policies covering general
Office Contents spell out the extent
to which they insure loss or damage
to documents and records. Basically,
it is limited to the cost of blank
books, blank pages or other
materials, plus the cost of labour for
actually transcribing or copying those
records. Similarly, loss to media, data
storage devices and programme
devices for electronic data processing
or for electronically controlled
equipment is limited to the cost of
reproducing such media and devices
from duplicates or copies. Obviously,
to do this, you must be able to obtain
that information somewhere.
Otherwise, you must deal with this
insurance problem in a different way.

If you are a lawyer, architect or
engineer, there will be many original
working documents in your office of
which no copies exist. The same
holds true for other professions,
trades and businesses where work is
not duplicated as it is produced. To
be covered for the destruction or loss
of such material, you need Valuable
Papers and Records insurance (VP)
to cover all your expenses to recreate
the lost information. It includes the
cost of gathering or assembling
information or data to be
reproduced.

Office Contents/Equipment
policies usually provide for a small
sum to cover VP as an extension of
coverage. This is inadequate if you
have a significant VP exposure. Be
sure the wording of your Valuable
Papers and Records policy includes
an accurate description of all the
forms of VP you wish to cover. For
instance, one such wording reads
“…written, printed, or otherwise
inscribed documents and records,
including books, maps, films,
drawings, abstract, deeds, mortgages

and manuscripts…”.

Full coverage usually applies only
within your premises. When not
open for business, any VP not
actually being worked upon must be
kept in receptacles listed in the
policy. Be sure to check that any sub-
limit that applies to VP being
conveyed outside your premises or
while temporarily in other premises
is adequate for your needs. If not, we
must either negotiate an increase
with your insurer or you must
control the short-term removal of VP
from your place of business.

To cover all your com p uter
programmes and data, you must do so
as part of your Electronic Data
Processing po l i c y. If you back - u p
records con s i s ten t ly and frequ en t ly
and store the media aw ay from yo u r
work p l ace , you wi ll redu ce yo u r
ex po su re dra m a ti c a lly. However,
i n form a ti on input bet ween the time of
the latest back-up and the time of t h e
loss wi ll sti ll need to be cre a ted aga i n .
You should all ow for this po ten tial loss
in your insu ra n ce progra m m e .

If you have had no problems, you may wonder what has been
happening elsewhere. These examples of actual claims paid by a
major Canadian insurer of pollution risks will give you a glimpse
of problems that can arise.

A leak in a fuel line to an underg round storage tank at a gas
bar caused contamination of the soil and groundwater of a
neighbouring pro p e rt y. The claim was settled for $170,000.

Gasoline leaked from tanks at a convenience store. Nearby
homes were evacuated due to fumes. The homeowners’ claims
w e re paid. In addition, the local environmental pro t e c t i o n
d e p a rtment re q u i red that the site be remediated. This cost
$150,000 and was paid, plus $1,100 expenses. 

A product line hose running underg round from a tank to a

pump disconnected, discharging gasoline. The enviro n m e n t a l
p rotection agency re q u i red clean up of the site and a third part y
claimed pro p e rty damage due to the pollution that emanated
f rom the hose. Damages initially assessed at $700,000 were
ultimately settled for $786,993, with additional expenses totaling
$ 1 6 , 5 0 0 .

A leak was detected in a 4,000 gallon underg round storage
tank. Payments for the claim included remediation costs of
$100,000 and $1,700 in expenses.

The lesson these examples teach is that if you have any tanks
or underg round piping, the potential risks you run can be
substantial. Environmental Liability insurance is an option you
would be well advised to explore, if you have not already done so.

SUBSTANTIAL LOSSES HAVE RESULTED FROM LEAKS
FROM UNDERGROUND TANKS AND PIPING



Q .Af ter fire damage to his store , a
ret a i l er finds and ren t s
tem pora ry premises nearby in
order to carry on business wh i l e
the store is being rep a i red . O n
re - opening at the ori gi n a l
l oc a ti on , he revi ews with the
i n su ra n ce ad ju s ter his ex pen s e s
at the tem pora ry loc a ti on . O n
what basis wi ll his Profits and
Ex tra Ex pense insu ra n ce pick up
those co s t s ?

A . Ex tra Ex pense is def i n ed as “. . . t h e
excess (ifa ny) of the total co s t
du ring the peri od of re s to ra ti o n
over and above the total cost that
would norm a lly have be en
i n c u rred du ring the same peri od .”
The ad ju s ter would therefore
com p a re the total cost of
ex penses under norm a l
opera ting con d i ti ons du ring the
peri od of i n terru pti on to the
total ex penses actu a lly incurred
du ring that peri od . It is
i m portant to note that new
ex penses (e.g. rent of tem pora ry
premises) are not autom a ti c a lly
p a i d . Th ey may be of fs et by a
redu cti on in ex pense el s ewh ere
( e . g. no rental paym ent at the
ori ginal prem i s e s ) . Af ter the to t a l
amount to be paid has been
determ i n ed , it wi ll then be
a pporti on ed bet ween the Prof i t s
and Ex tra Ex pense po l i c i e s . Th e
Profits policy pays firs t . It wi ll
cover the ex penses as “ In c re a s ed
cost in work i n g” to the ex tent it
redu ces the loss of Prof i t s
o t h erwise paya bl e . The balance
of the claim would fall under the
Ex tra Ex pense po l i c y, su bj ect to
a ny rel evant terms and
con d i ti ons that may app ly.
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I N S U RA N C E Terrorism coverage

A
s a con s equ en ce of t h e
deva s t a ting terrorist attacks on
the World Trade Cen tre in New

York Ci ty on Septem ber 11, 2 0 0 1 ,m o s t
i n su rers exclu de covera ge for losses du e
to acts of terrorists from their po l i c i e s ,
unless pro h i bi ted from doing so by law.

In the absen ce of a specific po l i c y
exclu s i on for the acts of terrori s t s ,t h e
i n su rers who covered the own ers and
occupants of the WTC te s ted if the war
exclu s i ons in their policies might shiel d
t h em from the hu ge claims that
fo ll owed . While there is no Ca n ad i a n
L aw on this issu e , Am erican co u rts have
con s i dered wh et h er war risk exclu s i on s
a pp ly to terrorist activi ti e s . Th ey have
rej ected arguments that the terrorist act
fell within “ w a rl i ke opera ti on s”,
“ i n su rrecti on”,“ri o t s”, and “c ivi l
com m o ti on s”. Si n ce this risk is
po ten ti a lly ru i n o u s ,i n su rers have
i n trodu ced new policy exclu s i on s ,
wh i ch refer cl e a rly to terrori s m .

Ca n adian In su rers are not taking a
u n i form approach to a “Terrori s m”
exclu s i on . One com p a ny has ad ded its
own de s c ri pti on to all its Property and
Pers onal Liabi l i ty covera ge s . It has also
exclu ded “Terrori s m” u n der any Ma s s
Evac u a ti on Ad d i ti onal Living Ex pen s e
covera ge provi ded by its po l i c i e s . Th e

def i n i ti on it has adopted re ad s : “a n
i deo l ogi c a lly motiva ted unlawful act or
act s ,i n cluding but not limited to the
use of vi o l en ce or force or threat of
force , com m i t ted by or on beh a l f of a ny
gro u p ( s ) , or ga n i z a ti on(s) or
govern m ent(s) for the purpose of
i n f lu encing any govern m ent and/or
i n s ti lling fear in the public or a secti on
of the publ i c .”

It is difficult to assess the likel i h ood
you may be ex po s ed to ra n dom acts of
terror. Cert a i n ly, i f your business is
l oc a ted close to military establ i s h m en t s
or public uti l i ty install a ti on s , you may
be more ex po s ed than if you were
l oc a ted el s ewh ere . The same may hold
true if you are near other govern m en t
f ac i l i ties and landmark s .

While the U. S . and U.K govern m en t s
a re providing financial su pport by way
of re - i n su ra n ce to insu rers wi lling to
en ter this fiel d , the Ca n ad i a n
govern m ent has not done so. As a
re su l t , a market has open ed in the
U. S . A . to insu re against the risk of
terrorism but one has not yet devel oped
h ere . Me a nwh i l e , we advise you to
u n derstand how your own business and
pers onal policies re ad . We wi ll be
p l e a s ed to cl a rify any do u bts or answer
a ny of your qu eries abo ut them .
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