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Overview into the Excess & Surplus Lines Insurance Market
The excess and surplus (E&S) lines market in the US is comprised of property and casualty companies who provide insurance coverage to consumers that the standard market is unable or unwilling to provide due to the characteristics of the risk. 
The E&S market often acts as a “safety valve” by providing coverage for hard to place risks, as well as those that would otherwise be unprotected, or where the amount of premium required to protect those risks would be unaffordable. In summary, the benefits of this innovative market are that it:
· Accepts unfamiliar business risks

· Accepts coverage when the standard market declines the risk

· Develops and provides a stable market with new products and services to secure special/individual and program risk exposures

· Develops premium for risks without much historical data

· Provides the consumer with a competitive choice as compared to involuntary, inflexible residual market

· Provides additional capacity

· Affords flexibility to tailor coverages to meet the needs of policyholders
· Quickly responds to needs of market
As this description covers a vast array of risks, the surplus lines market is often confusing and misunderstood by the general public and even those in the insurance industry who are not a part of this growing market.  According to the most recent study conducted by A.M. Best: 
· “Surplus lines insurance continues to afford an open, flexible market in order to adjust to the needs of the insured…with insurance professionals able to develop their own unique policy forms and rates, and maintain the rate flexibility to be more responsive to the customer’s needs and react quickly to changes and opportunities in the marketplace”

· “Despite rising loss costs, low investment yields…A.M. Best expect surplus lines industry results to remain strong. Profit opportunities still will exist for the well established and those that have effectively implemented plans to create a market niche.”

· “The operating performance of the surplus lines market composite continues to outperform the overall property casualty industry”

· “…effective management of an agent’s or broker’s relationships with its key markets during the period when conditions hardened may have pre-positioned those entities for more effective, productive operations…”

Source: A.M. Best Excess & Surplus 2005 Special Report

The growth of this dynamic marketplace has also continued to expand:
Percentage of Premium: Commercial vs. Surplus Lines
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The surplus lines profession, remains the most exciting area of the insurance market, as it is the most creative and diverse segment of insurance.  Many people believe the surplus lines market is only for the most exotic risks like sports figures limbs, rare art or space shots. When in reality, it is the day-to-day risks that fall outside the underwriting guidelines of the standard market such as bars, special events, commercial auto, artisan and residential construction, nursing homes and vacant buildings that are the bread and butter of the surplus lines carriers. 

As noted on the charts, the surplus lines market was once relegated to a small but growing area of the insurance industry.  In 1984, surplus lines premiums were $2,400,000,000 compared to the total of all commercial premium volume of $60,752,562,000 or just under 4%.  By contrast, by 2004 surplus lines premium volume has increased to $33,011,955,000 compared to the total of all commercial premium volume of $229,104,161,000 or just over 14%.   
Financial Strength & Security of the Surplus Lines Market

The A.M. Best Excess & Surplus 2005 Special Report correctly notes in that “on average, surplus lines carriers retained a greater percentage of financial strength ratings in the “secure” category compared with the total property/casualty industry.” As of July 2004, the median Best’s Financial Strength Rating of A for domestic surplus lines carriers was slightly stronger than the A- of the domestic standard insurers.  
Similarly, the surplus lines market’s combined ratio has annually outperformed the overall insurance market by an average of just over 10 points according to the A.M. Best study.  Surplus lines markets posted a five-year average calendar year combined ratio of 95.2% while the rest of the industry carried a 105.5% combined.  In recent years, severe catastrophes, a prolonged soft market and the volatility in the equity markets have had the greatest impact on insurer solvency for both the standard and surplus lines markets.   

Wholesale Insurance Distribution Systems
The standard lines market distribution system of providing products and services to the consumer varies somewhat from that of the surplus lines market. Standard lines insurance professionals typically will use standardized forms (e.g., Insurance Service Office (ISO), or insurance company created wordings), in drafting their insuring agreements, conditions, schedules, and exclusions.

Surplus lines products, on the other hand, will use a full array of wordings, including manuscript ones drafted specifically for the individual risk or the program generally. This allows the unique qualities of the exposure to be fully evaluated and the policy adapted to the exact parameters and needs of the consumer. 

In respect of the standard lines system, a retail agent will typically deal directly with insureds and either binds coverage or deals directly with admitted insurer to obtain coverage as shown by the following graphic:


[image: image2]

By comparison, the surplus lines distribution system allows the respective areas of expertise in all segments of the insurance transaction to be implemented:
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As noted on the preceding page, surplus lines distribution typically allows the selling agent to work in collaboration with an intermediary, either one or more wholesale agents, Lloyd’s brokers, managing general agents, sub-agents, or program managers, to obtain coverage quotes which then result in underwriting the risk. Comparing the two systems can best be seen below:

[image: image4]
Most surplus lines insurance is placed through wholesale insurance brokers.  While some surplus lines business is placed through retailers and national brokers who deal directly with insureds, the majority is placed through wholesalers who provide products and services in the surplus lines market and who are uniquely qualified in the particular lines of business.  There are two types of surplus lines brokers, the wholesale broker and the managing general agent (MGA). Many wholesalers act in both capacities.

· Wholesale Brokerage

The wholesale broker has no binding authority. Rather, the broker checks submissions to ensure the carrier’s underwriter has the information necessary to underwrite the account and then sends the submission to the carrier.  The carrier’s underwriter reviews and prices the account and sends the quote to the wholesale broker who, in turn, sends it to the retailer.  
An example of a brokerage account is a new product which has not been tested in the marketplace and, therefore, the exposures are unknown and not eligible for the standard market.  As the product is new and untested, there are no established rates, thus requiring the judgment of the carrier’s underwriter in respect of the appropriate rate to be charged. These brokerage accounts tend to be large specialty type accounts which most retailers may not see frequently. 
It is also more cost effective for the brokerage carriers to use the wholesale broker system to qualify the retailer’s risk. This system ensures the brokerage carriers will see submissions with complete underwriting information, and on only those risks for which they have an appetite.   

· MGA Binding Authority

The MGA has binding authority and quotes, binds and issues policies for the carrier based on the carrier’s guidelines. In this respect, the MGA acts as a de facto branch office of the carrier.  Surplus lines carriers cater to the unusual or specialty class risks for which the managing general agent provides a trusted business partner to bind and distribute the carrier’s products.  This is similar to the reasons carriers use wholesale brokers, however, the MGA caters to smaller, more homogenous accounts.   
An example of an MGA bound risk can be seen in a vacant building exposure.  Most standard carriers do not offer coverage for vacant buildings, yet it is a fairly common exposure so there is enough experience available for the surplus lines carriers to develop rates and guidelines, which are provided to the MGA. It is too expensive for a surplus lines carrier to market their products to each of the retailers for the few accounts per retailer they would receive. 
Therefore, in order to perform the same services as an MGA, the retailers would have to be provided with rates and forms, and be trained in the carrier’s products, thus increasing the carrier’s cost of doing business.  The managing general agent solution is less expensive and more appropriate. It allows the carriers to entrust the underwriting pen and binding authority to a few wholesale sources per state, rather than the more costly alternatives. 

Surplus line carriers carefully watch the underwriting results of the business produced by their MGA’s. Underwriting guidelines are provided allowing the MGA to follow and effect the agreed upon business plan. Regular reporting and audit protocols ensure the expectations and requirements of both the carrier and MGA are being advanced. In addition to the commissions paid, many surplus lines carriers offer profit sharing commissions as a manner to focus on writing profitable business.  Profit sharing commissions are based on a combination of premium volume and profitability standards.  
MGAs have a unique relationship with their carriers.   As agents of the insurer, they perform the basic insurance functions for the carrier of underwriting, policy issuance and, in some cases, claims handling.   As the carriers have given underwriting authority to these MGAs, these insurers have confidence in the knowledge, experience and integrity of their wholesalers.  Binding authority is not given lightly.   Good MGAs are professionals who can help the retailer understand coverages and tailor a policy to fit an insured’s need while keeping in mind the need to price the product accurately to make an underwriting profit for the carriers they represent.   

Relationship between the Wholesale Broker/MGA and Retailer
The term “wholesaler” encompasses both the wholesale broker and the MGA as it refers to the wholesale distribution system in general. A good relationship with a wholesaler can increase the number of markets the retailer can access and help obtain products for clients that the retailer would not otherwise be able to provide.  
These products may help round out an account which may have other coverages in the standard market. Wholesale agents may also provide all the coverages a policyholder may require.  While a retailer may need to use more than one wholesaler, it is wise to limit the number of wholesalers used in order to establish an ongoing relationship. Doing business is easier when each party learns what the other expects developing and earning mutual trust and respect in the process.

When dealing with a professional wholesaler, retailers have the right to expect the wholesaler to use financially sound carriers with quality claims departments or third party administrators.  The wholesaler should also be knowledgeable about the products they are underwriting for the carrier.  Some wholesalers specialize in one particular area while others offer a wide variety of products.  
Either way, the retailer should expect the wholesaler to provide explanations of unusual forms and coverage restrictions so the retailer can inform the client. Quotes should be in writing and unusual forms attached for the retailer to read and explain to the insured. Terms such as “minimum and deposit” and “minimum earned” are traditionally used in the surplus lines market but are foreign to the standard market.  Developing relationships with one wholesaler will help the retailer gain an understanding of these and other terms unique to properly underwriting the risk. 
The wholesaler should also be expected to make suggestions which may make a previously declined risk acceptable. The ability to tailor a policy by using specific endorsements is one of the additional advantages of surplus lines insurers.      

The MGA should also be able to expect complete information on a risk from the retailer including full disclosure on losses and any other items which may cause a problem for underwriters.  Most risks may be placed in the surplus lines market, but full disclosure ensures they are underwritten and priced properly.  Knowing the risk’s price expectations and required coverages also help the wholesaler determine which market to use.  Wholesalers and retailers should both be able to expect that the other is properly licensed, carries professional errors and omissions (E&O) coverage and will pay the obligations arising out of the contractual relationship promptly. 

History of Surplus Lines
The surplus lines market was created as a result of insurance industry regulation. In the 1880’s rate wars were rampant among young property insurers often resulting in inadequate rates and insurer insolvency.  This led to the development of rating bureaus which could collect loss experience and promulgate uniform rates for all insurers.  The result was rate and form standardization for licensed carriers.  
While rating bureaus were technically anticompetitive, the 1869 case of Paul vs. Virginia determined that insurance was not interstate commerce and, therefore, not subject to federal law.  The legitimacy of these rating bureaus was reconfirmed in 1910 when the Merritt Committee, formed by the New York State Legislature, confirmed that due to the nature of the insurance industry, the rating bureaus were in the best interest of the public.   The resulting forced uniformity stabilized the insurance industry but stifled innovation, flexibility in pricing and product design in the admitted market. Thus, the excess and surplus line carriers continued to operate.

In 1895, the National Association of Insurance Commissioners (NAIC) raised concerned with “unregulated” carriers, recommending each state pass a law prohibiting domestic companies from doing business in states where they were not licensed.  This meant that due to the rate filing requirements, many insurers were incapable of charging adequate rates for certain insureds and certain classes of business.  These higher risk insureds and classes were declined and thus, unable to purchase insurance.  
A need emerged for non-regulated insurers who could charge adequate premiums for those unusual risks and exposures which needed the financial protection provided by insurance.  As Lloyd’s of London was not a domestic insurer, the new regulation did not apply to that market. In fact, the regulation, which would require rules and rates to be filed, became a disincentive for Lloyd’s to apply for an insurance license in the United States.  As a result, Lloyd’s became a major unlicensed insurer despite the position of most insurance regulatory bodies of the time.            

The New York legislature had already recognized the need for the specialty market and in 1890 enacted the first surplus lines law legitimizing domestic as well as alien surplus lines insurers.  These were similar to the laws in effect today in that the regulatory responsibility is placed on the broker rather than the insurance company.  Unfortunately other states were slow to follow New York’s lead.   Most states preferred to believe that the licensed carriers could handle all insurance needs. One legislator even felt that if an insurance buyer could not find coverage in the standard market, “the risk probably did not deserve insurance.”
In 1944 the US Supreme Court overturned Paul vs. Virginia in the case of US vs. South-Eastern Underwriters Association. The court concluded that insurance constituted interstate commerce, thus making the insurance industry subject to federal antitrust laws and removing it from state jurisdiction.  State legislators and the insurance industry quickly acted together to draft the McCarran-Ferguson Act which Congress passed in 1945.  The Act returned the authority to regulate insurance to the states, and provided the insurance industry broad exemptions from federal antitrust laws.

During the ensuing years, the surplus lines market was often considered to be the black sheep of the insurance industry. Most of the trade press misunderstood the work and efforts of legitimate carriers doing their part to supplement the admitted market.  In 1959, Florida was the first state to create a surplus lines division within its insurance department.  In the 1960’s there was an upsurge in surplus lines volume due, in part, to the frustration of standard carriers with rate and rule filings.  As a result, these standard carriers formed new surplus lines subsidiaries to give themselves the flexibility they needed to write more business profitably.  
The surplus lines market has continued to grow and develop legitimacy and respectability in the eyes of the industry and regulators.  Most states now have surplus lines divisions within their insurance departments as well as state surplus lines associations.  These, together with stamping offices and professional trade associations, help set higher standards, pro-active codes of ethics and promote self-regulation resulting in the healthy, competitive surplus lines market.       

There have been many model acts containing requirements designed to control surplus lines insurance but none have gained widespread acceptance.  There was once concern that lack of regulation may cause the surplus lines market to be less stable than the standard market. However, history has shown the rate of insolvencies among insurance carriers in the surplus lines market far less frequent than those in the standard market. 
Freedom from rate regulation allows surplus lines carriers to write regular, unique and unusual risks and charge an appropriate premium.  As many of the exposures may often be new and untried, loss experience and trending data may not be available to determine the adequacy of rates.  Rather, the lack of form regulation allows surplus line carriers to tailor insurance coverages to the specific needs of the consumer with unique requirements with a speed unavailable in the standard market.  
Attempts to develop acts and statutes designed to regulate the surplus lines market would actually stifle the innovation and creativity which provide the sturdy foundation for the market’s existence.  The freedom from rate and form regulation makes the surplus lines market an incubator for new insurance products.   These new products are created and, as experience develops and rate adequacy is determined over time, these products are often also adopted by standard market.         
Lloyd’s of London 
Lloyd’s of London is a well known name, but often misunderstood by most consumers.  Since the 17th century, Lloyd’s has evolved and operated as a stable and trusted marketplace into a franchise, and continues to offer coverage to unique risk exposures. Lloyd’s does not operate like a domestic insurance company because it is not an insurance company but, rather, an insurance market of members.  
Lloyd’s members accept business through individual syndicates, each responsible for their own profit and losses.  Lloyd’s has three types of members or “Names”.  They can be (1) individuals with limited liability, (2) individuals with unlimited liability or (3) corporate members. The syndicates hire managing agents who employ an underwriting staff and manage the day-to-day business on the syndicate’s behalf in much the same manner as domestic insurance companies are managed.   
· Distribution of Lloyd’s Written Premium

The diversification of premium flowing through the Lloyd’s marketplace is traditionally accomplished through brokers in the Market who carry or “broke” the risks among the Lloyd’s syndicates and Underwriters. The allocation of premium through the Lloyd’s market can best be shown in the chart below:

Lloyd’s, London Allocation of Premium Volume









Today, 62 syndicates covering a range of specialty areas including marine, non-marine (property and casualty), aviation, catastrophe, professional indemnity and motor risks operate in the Lloyd’s Market. Although each syndicate is responsible for its own profit and loss, Lloyd’s maintains its own internal guaranty system should one of the syndicates fail.  While some syndicates take on 100% of the risk of a particular insured, others assume the risk through a line slip.  In a “subscription” or line slip placement, one syndicate, the “Lead Underwriter,” will agree to or define the terms of coverage and take a percentage of the risk. Once this “line” has been agreed, the Lloyd’s broker will then present the risk to other syndicates who, if similarly agreed, will sign their percentages of participation until the slip is fully subscribed.  A complete slip means the line is 100% placed.    

In dealing with Lloyd’s, it is best to utilize the expertise offered by a Lloyd’s broker who have established relationships with their underwriting counterparts in the Lloyd’s Market.  Presently, 164 Lloyd’s brokerage firms operate within Lloyd’s, many of whom specialize in particular risk categories. Much of the business in the US is placed with Lloyd’s on wholesale brokerage basis. The broker will take and discuss the risk with the appropriate syndicate underwriters who then underwrite and price the exposure.  
Numerous Lloyd’s brokers have contracts with US managing general agents, to whom binding authority is given in much the same way as domestic carriers.    Recently, some syndicates have bypassed the Lloyd’s broker distribution system and made direct arrangements with large retail brokerages houses, however, these are still the exception to the rule.  The vast majority of Lloyd’s placements will continue to be handled by the specialty Lloyd’s brokers whose special knowledge and experience add great value to the proper underwriting of risks.
Regulation of Surplus Lines
Although the surplus lines industry is often referred to as unregulated, it is, in fact, regulated in every state.  The regulation involves financial standing and premium tax collection in lieu of rate and form regulations.  In the standard (admitted) market, the carrier holds the license. In the surplus lines market, the surplus lines broker holds the license.  
Most state statutes identify the standard line market insurance companies as “admitted,” “licensed” or “standard” and the excess and surplus line market insurance companies as “non-admitted,” “unlicensed” or “non-standard.” These terms also tend to cause confusion in regard to the respective strength and security of the insurer. Efforts are currently underway to more properly identify carriers as either “standard” insurers or “excess and surplus lines” insurance companies.

While all insurance premiums are taxed, the licensed admitted carrier remits the taxes to the state and includes the charge for the tax in the insurance premium.  In the surplus lines market, the surplus lines broker is responsible for collecting and remitting the premium tax to the state.  As premiums and state taxes are collected by separate entities, the premium taxes are shown as a separate item on the surplus lines policy.  Many people falsely believe the consumer does not pay taxes when purchasing a policy in the admitted market.   The insured pays the tax in either case, it is simply more itemized and specifically identified in the surplus lines market by the way it is stated separately on the policy and not hidden in the premium.

As previously noted, the terms “unlicensed” and “non-admitted” tend to have negative connotations for an insured.  The fact of the matter is, however, that most states require surplus line insurance companies to have higher policyholder surplus standards than what they demand of admitted markets.  This provides further evidence of the strength of the surplus lines insurer, and its ability to remain profitable while, at the same time, complying with increased financial minimum requirements of the states. 

It is the state’s way of holding non-admitted carriers to a higher financial standard as the surplus lines policyholders are not protected by the guaranty fund.  A state guaranty fund is a pool of money created by assessments of licensed insurers to pay claims for carriers who become insolvent. However, not all guaranty funds cover all lines, nor do they always match the policy limits purchased by the insured
, so the safety valve is not as broad as is often believed.   The basic argument against surplus lines guaranty funds is that the surplus lines industry does not generate enough premium volume to adequately spread the cost of the risk thereby making assessments excessive to individual policyholders.  
Strong opposition to guaranty funds comes from Lloyd’s which has its own internal guaranty fund for policyholders.  Another argument against surplus lines guaranty funds is that in addition to freedom from form and rate regulation, freedom from guaranty fund obligations allows surplus lines carriers to take on more dangerous risks.

Each state has its own financial requirements for approving a surplus lines carrier.  Some states have what is referred to as a “White List” identifying the carriers approved to do business in the state.  Others have a “Black List,” which accepts all those carriers except those on the Black List.  Still other states have no list at all, thus placing the burden on the surplus lines broker to ascertain the carrier meets the state’s financial security requirements.     

In most states, the insured must be notified that they are being placed with a surplus lines market either by a disclosure statement stamped on the declarations page or an endorsement to the policy.  Unfortunately, the way these disclosure statements and endorsements are worded can be disconcerting to an insured.  When they see the word “unlicensed carrier” they may tend to believe the carrier is operating outside the law.  “Approved, non-admitted” or simply “surplus lines” would be a more accurate and less alarming way to word the disclosure statement.

Stamping Offices

Some states use stamping offices to enhance the surplus lines market.  Currently, stamping offices are in use in 15 states and process about 80% of all surplus lines insurance transactions.  These entities serve numerous valuable purposes, including efforts to ensure an efficient and financially stable surplus lines market by overseeing the activities of the people and entities involved, and to encourage regulatory compliance.  They also ensure the protection of the state’s tax revenues.  
The first stamping office was created in California in 1937 by the Surplus Line Association of California, in response to a request for assistance from the California Insurance Commissioner.  As a result, the California stamping office developed a process whereby surplus lines insurance agents would submit surplus lines contracts to the stamping office for review.
 

The California stamping office and others which followed were designed to be a self-policing mechanism that would be funded by a user “stamping fee,” operating at no or minimal cost to the state.  The idea gradually caught on in western states, with Oregon (1937), Washington (1941), Arizona (1970), Idaho (1970), Montana (1970), Utah (1970), Colorado (1970), Illinois (1985), Texas (1987), New York (1989), Pennsylvania (1996), Nevada (1996), Florida (1997) and Mississippi (1997) establishing stamping offices.
  
The procedures and policies of the various stamping offices are essentially similar, with general requirements that agents file surplus lines contracts with the stamping office and comply with insurance laws and regulations. In some states, stamping offices examine the financial strength of surplus lines insurers selling insurance to state residents. In addition, the specific benefits stamping offices provide to the insurance industry generally, and to the transaction specifically, include:
· Receiving regulatory filings (diligent search affidavits and other filing forms, policies and policy data)

· Analysis

· Compliance

· Record keeping

· Statistical reporting on agencies, insurers and coverages

· Providing education

· Seminars, speeches, presentations and training – usually for state certified continuing education credit

· Members of the SLA’s provided a 4-hour continuing education seminar for over 150 attendees at the AAMGA’s Insurance Ethics Day seminar in 2005

· Through websites

· Bulletins and newsletters

· By assisting in the greater lobbying efforts, reviewing and commenting upon proposed legislation and regulations, as well as to provide insight on the impact of regulations and existing statutes on issues as they arise

· By providing prompt, accurate and courteous technical assistance

· Supporting the ASLI education program

· Reviewing financial eligibility of insurers

· Facilitating agent premium tax payments

· Assisting agents in accounting for premium taxes and states in ensuring appropriate and correct taxes are collected

· Liaising between the surplus lines industry and the respective state departments of insurance

· Providing market assistance and help in detecting fraud

· Facilitating communication between the industry and state regulators

· Fostering an environment of heightened concern for compliance

· Agents and insurers receive an enhanced knowledge of laws, regulations and market conduct, customs and practices from the educational programs; and are able to avoid the hazards or unauthorized insurance

· Improving the quality of policies issued for the benefit of insurers, agents, brokers and policyholders

· Leveling the playing field for agents and insurers to operate under the same rules

· Providing a vital resource for technical assistance for non-resident agents, taxes, complex procurement questions, and are the sole resource for certain market statistics

· Promoting ethical and professional behavior

In summary, these efforts and others increase the likelihood that only strong, well-capitalized insurers will operate in the surplus lines market, and discourage the entry of illicit insurers. They also expand the state’s network for identifying unlawful schemes and unauthorized insurance. In this day in age, there can be no greater benefit of protecting consumers than efforts like these. 

Stamping offices further serve to:

· Facilitate communication between industry and state regulators;

· Foster an environment of increased knowledge and heightened concern for compliance among agents and insurers;

· Improve the quality of surplus lines policies issued (a benefit to consumers and to industry);

· Encourage ethical and professional behavior;

· Expand the state’s network for identification of unlawful schemes;

· Assist agents in accounting for premium taxes and states in ensuring appropriate taxes are collected;

· Ensure a level playing field;

· Provide assistance on a variety of technical questions;

· Provide statistical information unavailable from any other source; and

· In those states in which stamping offices actively evaluate unlicensed insurers for surplus lines eligibility, the added layer of scrutiny increases the likelihood that only financially strong insurers operate in the surplus lines market and discourages the entry of illicit insurers. 

Nationally, stamping office operations serve to promote an efficient, reputable, and financially strong surplus lines market. Increasingly, surplus lines coverage involves large brokers and multi-state placements. Stamping office managers meet often throughout the year, sharing useful information on the market and solutions to common problems. Since surplus lines insurers and agents provide insurance coverage for critical segments of US commerce and industry, the success of stamping offices in achieving their mission is likewise essential. 

Professionalism
As the surplus lines industry grows, professional trade associations have fostered the image of their international and domestic members and promote the continued education including professional designations. They undertake representation of their members in governmental and regulatory affairs on the state and federal levels. There are two main professional trade organizations designed for the surplus lines industry: the American Association of Managing General Agents (AAMGA) and the National Association of Professional Surplus Lines Offices (NAPSLO).
 
AAMGA was founded in 1926 and, since that time, has continuously catered to a specialized segment of the wholesale insurance system—the managing general agent and wholesale broker. Currently, the 262 member managing general agents of the AAMGA write $23.9 billion in direct written premium. Other members of the Association include a diverse representation of the wholesale insurance profession. The total of over 500 members also include domestic and international insurance carriers, reinsurers, captive insurers, domestic brokers, the Corporation of Lloyd’s, Lloyd’s syndicates, London Market insurers and brokers, law firms, third party administrators, premium finance companies, document imaging and other information technology/automation entities, and others representing all facets of the marketplace.

Admission to membership as an MGA is not automatic. The MGA must represent at least three binding authority carriers (of which one must be on an admitted basis), on two distinct lines of business for each carrier.
  The AAMGA also has its own Code of Ethics to which its members must adhere, and annually certify their compliance. 
The organization has a committee structure to implement a wide range of activities throughout the year. These include the Under Forty Organization (comprised of young insurance professionals under the age of forty), a governmental affairs, marketing/communications, member benefits, meetings, automation and technology, code of ethics, and strategic planning committees. A separate University was established in 1987 to provide numerous educational and networking opportunities throughout the year. The AAMGA University is certified by all 50 state insurance departments to offer educational classes for state continuing education license compliance.        

NAPSLO was founded in 1975 to represent the surplus lines industry. Its members include wholesale brokers as well as managing general agents. Applicants for membership must meet financial and conduct standards and agree to abide by a code of ethics. Like the AAMGA, NAPSLO updates its members regarding changes in the industry and works with regulators and elected officials to support the interests of their members.
Market Cycles

The wholesale market continues to evolve through various market cycles.  One of the many benefits of the market is that it is able to adapt with tremendous flexibility to market changes and opportunities. Strategies, products and services of wholesalers change as the market changes.  Hard cycles are a result of prior years of under-pricing and/or poor loss experience. The standard market, in an effort to return to profitability, tightens its underwriting guidelines and declines more risks. These risks turn to the surplus lines market, which writes them at higher (and possibly more appropriate) premiums. As profits return to the standard markets, they start to accept more risks at lower premiums and a soft cycle begins. In soft cycles, stronger competition from the standard market provides wholesalers with the chance to craft additional innovative insurance products to their customers, including smaller premium specialty policies.  


As stated previously, the surplus lines industry develops new products for needed coverages previously unavailable in the insurance market. Being outside the standard market, surplus lines wholesalers feel they are closer to the marketplace where new ideas for coverages exist. They communicate these ideas to their carriers who, free from rate and form regulation, can quickly develop innovative ways to cover the exposures.   

One of these examples is Employment Practices Liability Insurance (EPLI).  When this was a new product, it was developed by and written exclusively in the surplus lines market.  Now that it is a more mature product with more predictable experience, it is also available in the standard market.   And while EPLI is still available in the surplus lines market, this market now will write the higher risk exposures in this class. 


Other opportunities for wholesalers also emerge when standard markets impose premium volume requirements on small retailers which they cannot meet.  As these smaller retailers lose access to the standard market, they turn to wholesalers to place their business. Still other opportunities arise when existing case law is overturned or statutes and regulations are amended. In these instances, companies may find themselves financially vulnerable in new areas, thus creating a need for a new insurance product.  

As technology changes and new products are developed, companies will seek protection from these unknown exposures.  The Internet and e-Commerce are just two examples of new developments that have spawned numerous new insurance products.   

Conclusion

Changes in the actions of the standard market, changes in the legal climate, changes in society and advancements in technology, all create new opportunities for the surplus lines market. This dynamic process is why, in spite of market cycles, the surplus lines industry today is stronger than ever and continues to grow. The stability of the market has also allowed the professionals engaged in underwriting profitable business to offer their expertise and knowledge to their retail producers and insurers alike. 

Whether a risk is placed with a domestic or international carrier, a surplus lines placement will utilize the services of insurance professionals who each strive to enhance the nature and extent of the services afforded to the consumer. Through free market competition and an industry driven by freedom of rate and form, retail agents and their customers can access a surplus lines market that has been tested and refined to provide an appropriate response to the unique risks of America’s insurance buyers.
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� For example, many state guaranty funds provide a maximum defense and/or indemnity limit of liability in the amount of $300,000 notwithstanding the fact that the limits of liability purchased by the insured and, which were to be provided by the admitted insurer, may have been substantially greater.


� Reviewed surplus lines contracts were imprinted with a stamp, hence the name “stamping office.”





�  A September 2003 report by A.M. Best Company, “Annual Review of the Excess & Surplus Lines Industry,” recommends that states that do not have a stamping office create one “that performs financial reviews, stamps policies, and improves the overall professionalism of the industry.”





� Members of the respective state SLA’s worked alongside the AAMGA in a collaborative effort assisting the NAIC’s former “Unauthorized Insurance” Committee, later renamed the “Fake Insurance” Committee chaired by Nevada Insurance Commissioner Alice Molasky-Arman, in the effort to fight fake insurance (Stop. Call. Confirm.).


� Other membership requirements include: (a) having been operating as a managing general agent for the prior three (3) years prior to application; (b) writing at least $5 million in premium; (c) three letters of recommendation from other AAMGA managing general agents operating in the same state; (d) confirmation of binding authority and verification of good standing from the insurance carriers from whom binding authority has been obtained; and (e) approval from the AAMGA Board of Directors.
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