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ENDURANCE'S BID
FOR ASPEN

April 14: Endurance proposed a
cash-and-stock deal
of $3.2 billion.

June 2: Endurance upped the
cash portion by $2 per
share to $49.50.

July 30: Endurance dropped its
bid for Aspen.

P/C INSURERS

ASpen remaing
independent
after hid fails
Endurance pulls $3_.2I?;

BY MATTHEW LERNER

Endurance Specialty Holdings
Ltd.’s abandonment of its $3.2 bil-
lion hostile takeover bid for fel-
low Bermudian insurer and rein-
surer Aspen Insurance Holdings
Ltd. recognized Aspen sharehold-
ers’ tepid response to proposals
meant to seal the deal.

After more than three months of
wrangling and harsh words,
Endurance last week terminated
its proposal to buy Aspen in a
cash-and-stock deal.

And an immediate replacement
bid by another suitor seems
unlikely.

Aside from chastising Aspen for
“defensive self-preservation tac-
tics rather than value creation,”
Endurance Chairman and CEO
John Charman said in a statement
that Endurance’s management
and board “recognize the

See TAKEOVER page 31

HEALTH CARE REFORM
AVIATION INSURANCE

AVIATION RATES SETTORISE eyttt
AFTER SLEW OF LOSOES eform

Crucial ACA provision

Malaysia Airlines expected to see sizable increase faces legal hurdles
BY MATT DUNNING

The ultimate outcome of lawsuits
seeking to limit the availability of
federal premium subsidies under
the health care reform law could
substantially weaken its key pro-
visions, including the employer
and individual coverage man-
dates.

In rulings late last month, panels
of the U.S. Court of Appeals for the
District of Columbia and the 4th
U.S. Circuit Court of Appeals in
Richmond, Virginia, issued oppo-
site decisions on whether the
Patient Protection and Affordable
Care Act expressly limits subsi-
dies to health coverage bought
through state-operated public
insurance exchanges.

Inits July 22 ruling in Jacqueline
Halbig et al. v. Sylvia Mathews

Burwell et al., the D.C.

Circuit panel ruled 2-1
B (hat it does.
That same day, the

AP PHOTO
Flowers are placed on the engine of Malaysia Airlines flight MH17 after it crashed in Ukraine.

BY SARAH VEYSEY i RECENT AVIATION LOSSES 4th Circuit panel con-

July 17: Malaysia Airlines flight MH17 shot down cluded unanimously in

As the commercial aviation sector approaches its by surface-to-air missile over Ukraine. Insured hull David ng etal. v. Sylvla Math-
busiest renewal period, insurance rates are set to value is $97 million, sources say. Insurance program ews Burwell et al. that the reform
increase — with the war risk portion jumping by up is brokered by Willis Group Holdings P.L.C. and led law wording is ambiguous enough
to 300% — following a series of major losses, includ- by Allianz S.E. War risk coverage led by Atrium to allow premium subsidies for

Underwriting Group Ltd.’s syndicate 609.

ing the Malays'ia Airlines flight shot down over July 13-20: Rebels attack aircraft at Tripoli coverage boughF through. state
strife-torn Ukraine. International 'Airpo rt. Uncertainty surrounds the and federal public health insur-
The losses look to end a prolonged soft market for extent of the war risk losses, which could reach ance exchanges. The federal
aviation insurance buyers that has lasted for at least $200 million, according to Barclays P.L.C. Catlin exchange covers 36 states that did
eight years, according to experts, though they say Group Ltd. is one of the war risk insurers. not establish their own exchanges.
i July 24: Air Algerie flight AH5017 crashed in Mali.
See AVIATION page 32 i Hull value is about $4 million, sources say. See SUBSIDIES page 31
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GLOBAL SUPPLY
GHAIN RISKS

Firms struggle to track supply
chains; more companies look to
bring suppliers closer to home;
supply chains vulnerable to
disruptive cyber attacks; brokers
develop cyber threat detectors;
obtaining the best coverage.
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RISK MANAGEMENT

Lorporate boards increase focus
0N sk management issues

BY RODD Z0LKDS

A series of events starting with
the 2008 financial crisis and contin-
uing through recent major data
breaches and defec-

tive-part recalls are L
prompting many .a.
oee

companies’ boards
to take a more active role in over-
seeing risk management, a strate-
gy that can benefit the organiza-
tion and the risk manager.

“I think (boards) are definitely
becoming more involved,” said
John R. Phelps, director of busi-
ness risk solutions at Jacksonville,
Florida-based Blue Cross and Blue
Shield of Florida Inc. “A lot of the
headlines today about the prob-
lems companies are having are
drawing a lot more attention to
managing the risks from a board
level.”

Among recent examples was a
major proxy adviser’s May recom-
mendation that shareholders vote
out seven Target Corp. directors,
blaming their lack of adequate risk
oversight for last year’s data
breach affecting 40 million pay-
ment cards.

Another is the June decision by
General Motors Co.’s board to

KEY QUESTIONS
BOARD MEMBERS SHOULD ASK

board that wants effective

risk management over-
sight should focus on five key
areas, says James W.
DeLoach, managing director
at Protiviti Inc. in Houston.

B Does the company’s risk
profile reflect its risks?
“That’s a question every
board should be asking,” Mr.
DeLoach said.

M [s the company continu-
ously improving its risk man-
agement capabilities? “The
board should be focused on
making sure your lines of
defense are strong,” he said.
The lines of defense are the
primary risk owners, the risk
management and the internal
audit functions.

B Is the board’s risk
appetite the same as top

form an operational risk commit-
tee following its defective ignition
switch crisis.

In addition, U.S. Securities and

executives’? “The question
for the board is, ‘Do we under-
stand the CEQ’s appetite for
risk? And that’s a strategic
issue,” he said.

W Isthe organization’s risk
culture encouraging the right
behavior? The board needs to
be alert for dysfunctional
behavior and confident it’s
providing timely input on crit-
ical risks. “What you're real-
ly looking for ... is evidence
the organization is undertak-
ing appropriate risk,” he said.

B Has the organization
integrated risk management
with core processes? “Is risk
management a stand-alone
appendage for the CEO and
the C-suite, or is it integrat-
ed?”

By Rodd Zolkos

Exchange Commission Commis-
sioner Luis A. Aguilar in June

See BOARDS page 30

PROPERTY/CASUALTY INSURERS

libenty Mutual liability deal raises questions

BY SHEENA HARRISON

Liberty Mutual Insurance Co.’s
deal to reinsure billions of dollars
in long-tail liabilities through Berk-
shire Hathaway Inc.’s National
Indemnity Co. results in a financial
boost for Liberty Mutual, but
might mean slower claim pay-
ments for policyholders.

Liberty Mutual last month said it
entered into a multibillion-dollar
retroactive reinsurance deal with
National Indemnity to cover “sub-

stantially all” of Liberty Mutual’s
“U.S. workers compensation,
asbestos and environmental liabil-
ities.”

Liberty Mutual paid $3 billion to
National Indemnity in a deal effec-
tive Jan. 1 of this year. Liberty
Mutual ceded $3.3 billion in exist-
ing workers comp, asbestos and
environmental liabilities. National
Indemnity also is providing about
$3.2 billion in additional adverse
development reinsurance to Liber-
ty Mutual, the insurer said in state-

ment.

Liberty Mutual said it will contin-
ue to handle its workers comp
claims, while National Indemnity
will handle claims for asbestos and
environmental policies.

As aresult of the deal, it may
take longer to get claims paid,
experts say.

“The thing that I'd be concerned
about from a policyholder perspec-
tive, since this is now Berkshire

See POLICYHOLDERS page 30

CORRECTIONS

H A story in the July 21 edition, “Deal Activity Expected to Pick Up in 2014,” attributed a price to USI Insur-
ance Services L.L.C.’s purchase of 42 of Wells Fargo Insurance Services USA Inc.’s brokerage offices. The price

of the acquisition was not disclosed.

M Due to incorrect information given to Business Insurance, the story in the same edition, “Hot Summer Work-
days Test Heat Safety Policies,” misstated the heat index level when The Hartford Financial Services Group
Inc. recommends employers evaluate risks for employees working in that heat. It’s when the heat index tops

80 to 85 degrees.

M Also, in the same edition in the profile of Marsh & McLennan Cos. Inc. in the Broker Trends & Profiles spe-
cial report, Daniel Glaser’s title was misstated. Mr. Glaser is the president and CEO of Marsh & McLennan.
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AGENTS & BROKERS

National broker
licensing effort
huilds steam

NARAB measure
inserted in TRIA bill

J

)

BY MARK A. HOFMANN

The elusive goal of establishing
the National Association of Regis-
tered Agents and Brokers, a non-
profit organization to streamline
the licensing of insurance agents
and brokers outside their home
state, finally may be within reach.

The U.S. House has passed
NARAB legislation several times.
The Senate included it in a flood
insurance bill earlier this year that
was later abandoned. Now, lan-
guage to establish NARAB is in
competing House and Senate bills
that would reauthorize the federal
terrorism insurance backstop. Ini-
tially created by the Terrorism
Risk Insurance Act of 2002, the pro-
gram will expire Dec. 31 unless it
is reauthorized.

NARAB supporters, which
include the Risk & Insurance Man-
agement Society Inc., say the cur-
rent system of licensing nonresi-
dent agents can be cumbersome
and expensive, adding to the cost
of insurance transactions.

NARAB, which is backed not
only by a broad spectrum of the
insurance industry but the Nation-
al Association of Insurance Com-
missioners as well, would set up an
independent nonprofit body to
allow multistate licensing of insur-
ance producers. States would
retain their regulatory rights and
membership in the association
would be available to qualified
insurance producers.

But there is a catch — the House
and Senate terrorism backstop
bills differ on several crucial
details.

For example, a bill the full U.S.
Senate approved in July — the
Terrorism Risk Insurance Pro-
gram Reauthorization Act of 2014,
S. 2244 — would extend TRIA for
seven years; the measure the
House Financial Services Commit-
tee approved in June — the TRIA
Reform Act of 2014, H.R. 4871 —
would extend the program five
years.

The bills also differ in their
approaches to NARAB. The Sen-
ate bill would establish the body
but subject it to a two-year sunset
after NARAB issues its first non-
resident agent license. The House
bill contains no such sunset.

See NARAB page 30
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RISK MANAGEMENT

[OTAL GOST OF RISK RISES AGAIN
ON 2013 PREMIUM HIKES

But risk managers strive to minimize increase

BY BILL KENEALY

Rising costs last year for prop-
erty, liability and workers compen-
sation insurance are major factors
in the latest increase in the total
cost of risk.

According to the annual RIMS
Benchmark Survey released late
last month among 1,500 companies
surveyed by Advisen Ltd. for the
Risk & Insurance Management
Society Inc., their total cost of risk
increased 2% in 2013 to $10.90 per
$1,000 of revenue from $10.70 the
previous year.

Moreover, the rise marked the
third straight year that the total
cost of risk increased (see chart) It
peaked in 2004 at $13.91 per $1,000
of revenue after shooting up from
its low of $4.83 in 2000.

Rising premiums paid for proper-
ty, management liability, profes-
sional liability and workers com-
pensation insurance were major
factors in the 2013 increase.

Jim Blinn, New York-based exec-
utive vice president at Advisen,
said last year’s numbers reflect
higher rates insurers imposed in
2013 and 2012 following losses in
2011.

“If you back it up a couple of
years to 2012, prices were going up
more substantially, particularly in
the property area,” Mr. Blinn said.
“We saw the last vestiges of those

RISK

Components of the cost of risk in
the RIMS Benchmark Survey:

Self-insured losses
+ Risk management expenses
+ Insurance premium

= Total cost of risk

rate increases filter their way
through as costs in 2013.”
Stephan Upshaw, Chicago-based
vice president of risk management
at Equity Residential, said the data
reflects conditions he sees in the

TCOR

Total cost of risk per $1,000 of revenue

I $13.50
I $13.91
I 51315
I 1155
I 51194
I $10.68
I $10.35
I $10.02
I $10.19
I $10.70
I 51090

Source: RIMS Benchmark Survey

2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

property and workers comp mar-
ket, and is a valued gauge of the
apartment complex owner and
operator’s performance vs. peers
and a tool to communicate
progress to the C-suite.

“At the end of day, total cost of
risk is everything,” Mr. Upshaw
said. “That’s how risk managers
are judged.”

Mr. Blinn said the one counter-
vailing factor against increase in
the total cost of risk also reflects
companies’ greater willingness to
retain more risk while using inter-
nal risk management and mitiga-
tion techniques.

“Companies’ ability to manage
risk has gotten more sophisticated
over time, so they are more com-
fortable assuming risk,” Mr. Blinn
said. “It’s a sign of the continued
maturity of risk management and
analytical processes that compa-
nies have developed and
deployed.”

Ben Fidlow, New York-based
global head of core analytics at
Willis Group P.L.C., said the
increase in the cost of risk was not
surprising considering the “natu-
ral headwinds” companies face
today.

“We broadened the risk bucket
because things like cyber risk
weren’t in there when we calculat-

See COST page 30

INTERNATIONAL

UK. buyens laud
hanoes slated
for contract law

Insurance law revision
expected to reduce
claims denials

BY SARAH VEYSEY

Proposed changes to the United
Kingdom’s century-old insurance
contract law will prompt under-
writers to review their business
practices and policy wordings and
should eliminate claims denials
due to inadvertent buyer errors.

Representatives of insurance
buyers welcomed the proposal
they say will result in greater clar-
ity for risk managers.

The Insurance Bill, HL.2014-15,
was introduced in the House of
Lords, the U.K. Parliament’s upper
chamber, in late July. It is expect-
ed by the Law Commission and
industry experts to receive royal
assent — by which Queen Eliza-
beth II signs it into law — by
March 2015 and go into effect soon
thereafter.

The bill would reform measures
contained in the Marine Insurance
Act 1906 that applies to commer-
cial insurance contracts written in
the United Kingdom (see box, page
29.)

The legislation would change
current practices that include
insurers being able to avoid pay-
ing claims if any part of an insur-
ance submission contains a mis-
representation — even if that

See CONTRACTS page 29

BY MARK A. HOFMANN

A new and ongoing dialogue
between the White House and the
insurance and reinsurance indus-
tries could lead to more effective
public/private partnerships to pro-
mote resilience in the face of
severe weather events, according
to participants.

The dialogue began with a late-
June White House meeting
between Obama administration
officials and representatives of the
insurance sector. According to a
“readout” statement issued by the
administration, “the discussion
centered around opportunities to
share data between the federal

BUSINESS INSURANCE

CATASTROPHE RISKS

White House, insurers partnenr on building resillience to catastrophes

government and the insurance
industry to better communicate
and reduce risks to policyholders,
communities and taxpayers.”

The statement said the partici-
pants, who included Treasury Sec-
retary Jack Lew, presidential
counselor John Podesta and other
administration officials, as well as
insurance and reinsurance lead-
ers, talked about the importance of
public education about uninsured
risk and the need for more insur-
able investments that take climate
risk into account, and “agreed to
find ways to collaborate to create
broader community resilience to
strengthen our neighborhoods and
businesses.”

BLOOMBERG

Treasury Secretary Jack Lew was
involved in the discussions with
insurers about resilience.

The preplanned agenda had
three topic areas, said Frank Nut-
ter, president of the Washington-

based Reinsurance Association of
America and one of the partici-
pants.

One was how government agen-
cies such as the National Oceanic
and Atmospheric Administration,
could better convey weather and
climate data to the private sector,
and how the insurance industry
could share its own insights and
information about the impact of
severe weather.

The second topic area focused on
building codes and standards, and
the third on how both government
and insurers can better communi-
cate to the public the risk of natu-

See RESILIENCE page 32
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GELL GAPTIVES OFFER MID-SIZE BUYERS
ALTERNATIVE T0 GOMMERGIAL MARKET

Segregated vehicles can reduce costs, cover tough exposures

BY BILL KENEALY

Mid-market companies with dif-
ficult-to-place or expensive risks
have another viable option to stan-
dard insurance: placing those risks
in a cell captive insurer.

Cell captives, in which individu-
al members share a common
infrastructure with other mem-
bers but have legally distinct
assets and liabilities, afford many
of the same advantages of single-
parent or group captives but
require less upfront capital invest-
ment, said Richard Wood, John-
ston, Rhode Island-based risk
manager and manger of captive
activity at FM Global.

“There are a number of our
clients that do not have captives,
so we have set up cell companies
in both Bermuda and Vermont,”
Mr. Wood said. “This way these
clients can rent one of our cells and
get many of the same benefits they
would in a single parent.”

Jason Flaxbeard, Denver-based
senior managing director of the
captive management practice at
Beecher Carlson Insurance Ser-
vices L.L.C., said companies can
establish a cell captive much
quicker than other types of cap-
tives, but do face a trade-off
between ease-of-entry and
reduced upfront costs vs. the long-
term financial benefits of owner-
ship.

“The ‘training wheel’ aspect of
cells is that you don’t have many
setup costs, but you ultimately
face the same issue people face in
the real estate market when decid-
ing whether to buy or to rent,” Mr.
Flaxbeard said.

David Macknin, Chicago-based
president of broker Alper Services
L.L.C., said cell captives can be a
viable option for certain mid-mar-
ket companies.

“If you are committed to safety
and want to be insured with like
companies that outperform the
market, your insurance spend is
over $250,000 annually and is driv-
en largely by workers compensa-
tion or liability premiums, a cell
captive is a great alternative,” Mr.
Macknin said.

In addition, more supply chain,
reputational and medical stop-loss
risks are being insured in cell cap-
tives, said Gary H. Osborne,
Greenville, South Carolina-based
president of captive insurance
manager USA Risk Group Inc.

“If you have an insurance premi-
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MAJOR CELL
CAPTIVE
FEATURES

um of say $1 million, there’s a good
chance that we will advise you to
form your own captive,” Mr.
Osborne said. “But if you are
somewhere between $400,000 and
$700,000, a cell may be cost-effec-
tive because a fully running single-
parent captive will cost some-
where around $50,000 in annual
operating expenses.”

M Quicker setup and exit than
other types of captives

M Shared annual management

M Segregates risks from other
cell owners

Mr. Osborne said the choice of
captive domicile is an important
consideration. As well as Bermu-
da and Vermont, other popular
domiciles that allow cell captives
are the Bahamas, Cayman Islands,
Delaware, Guernsey, Hawaii, Jer-
sey and Utah.

“When it comes to domicile, we
tend to look at where are the head-

CAPTIVES BY YEAR

Regulatory issues, justifying the benefits of captives to management, collateral, low
interest rates and taxes are the top challenges in owning a captive insurer. Still,
captive owners remain committed to and appreciate the benefits derived from their
captives. Captives chosen by type in 2014 and 2013 are:

6.8%—| |—1 5%

13.2%

16.9%

2014

5.9% 1 0.8%

CAPTIVE TYPE
B Single-parent

M Agency captive

2013

Source: Captive Insurance Companies Association annual survey
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quarters and where are the opera-
tions” of the parent company, Mr.
Osborne said. “If possible, we like
to go home state first. It’s not
impossible for a California-based
company to set up in Vermont, but
it’s not very likely.”

Publicly traded companies have
another consideration: perception
perceived by a public mindful of
outsourcing and corporate tax
loopholes.

“In the middle market, public
companies tend to not go offshore
just because of the perception
issues,” Mr. Osborne said.

“There’s no inherent advantage
based on your choice of domicile,
because each one will have rela-
tive advantages and disadvan-
tages,” Mr. Macknin said, noting
that ancillary services provided by
the domicile, such as legal, bank-
ing and claims services, also must
be considered.

“The most important service
company is the third-party claims
administrator,” he said.

Mr. Flaxbeard said companies
also should consider differences in
laws governing cells, with domi-
ciles such as the Cayman Islands
enabling individual cells to have
their own boards of directors and
individual tax identification num-
bers.

“A lot of domiciles where cells
are becoming popular now treat
individual cells almost as if they
are stand-alone captives,” he said.

Yet, one question hanging over
cell captives is whether their
unique structure, which seeks to
legally segregate cell owners from
liability for losses in adjacent cells,
will withstand eventual legal chal-
lenges, said Andy Barile, Savan-
nah, Georgia-based insurance
industry consultant and founder of
Andrew Barile Consulting Corp.
Inc.

“The whole industry is waiting
for this to be tested in court,” he
said. “What will a judge say when
he sees five cells in a captive
where four of them have a lot of
money and the fifth has stopped
paying claims?”

Accordingly, Mr. Barile advises
to clients to view cell captives as a
short-term solution.

“My advice is that if you want to
start with a cell captive to learn
the business, that’s fine,” he said.
“But as soon as you accumulate
enough capital, you should convert
to single-parent captive so as to be
free of any of these issues.”

FIND
COMPATIBLE
PARTNERS

inding like-minded partners
F and a domicile with the

proper mix of regulations and
services is essential when
forming a cell captive, experts
say.

Robert Vermes, Boston-based
CEO of The Captive Advantage
L.L.C., said the group captive
formed by several nonprofit
human services agencies in the
Northeast operates as a protected
cell in Bermuda.

The 11 members of TCA are
grouped into a single protected
cell, which is housed within a
larger cell captive that is
administered in partnership with
Philadelphia Insurance Cos. and
reinsured by Citadel Reinsurance
Co. Ltd.

Mr. Vermes said that while the
11 member companies in the
protected cell captive vary in size,
they share a common outlook on
risk.

Moreover, while the tax
deductibility of premiums paid
into a captive may be a
prominent incentive for many
companies to establish a captive,
this isn’t the case with TCA, Mr.
Vermes said

“All of our members are
nonprofits, so there is no tax
advantage as there would be for
a for-profit company,” he said.
“Where they benefit is by better
managing their risk, so for them
it's all about risk management.”

Sanford Saito, Honolulu-based
deputy commissioner and captive
insurance administrator of
Hawaii's Department of
Commerce and Consumer Affairs
Insurance Division, said finding
like-minded partners is essential
to growing a cell.

“It takes time to expand a cell
program because you always
want to know who you are
partnering with,” Mr. Saito said.
“That’s probably the most
important factor for cell captive
formation.”

When forming a cell captive,
Mr. Vermes said organizations
should select a domicile with a
knowledgeable regulatory staff.

“Bermuda is well-organized,
and they understand captive
insurance,” he said. “Their
expertise there is second to
none.”

As far as Hawaii goes, “we are a
very stable domicile here,” Mr.
Saito said. “We’re very
experienced with captive
regulation, and the government is
willing to spend the resources, so
there are now 15 of us charged
solely with captive regulation in
Hawaii.”

By Bill Kenealy
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ENEFITS MANAGEMENT

EMPLOYEES NEED HELP NAVIGATING
GONSUMER-DRIVEN REALTH PLANS

Employers should be prepared to spend more on communications

BY JOANNE WOJCIK

Communication and education
tools available today to members
of consumer-driven health plans
are significantly better than when
the plans were introduced a
decade ago, but they’re still not
quite what the doctor ordered.

As more employers adopt
CDHPs, health plans and third-
party technology providers are
rushing to develop more user-
friendly tools to enable the plans
to live up to their promise of trans-
forming employees into savvy
health care consumers.

“The hope and belief that we can
give more transparent information
to people is still a work in
progress,” said David Slavney, a
St. Louis-based partner in Mercer
L.L.C.’s talent communications
practice. “Health care remains
a very complicated thing to man-
age. It’s not like buying an airline
ticket.”

Ron Barlow, managing director
of  PricewaterhouseCoopers
L.L.P.’s human resource practice in
Chicago, said “there are some
third-party vendors that are doing
a good job,” pointing to San Fran-
cisco-based Castlight Health Inc.
as one technology firm that has
developed a robust suite of tools
that give detailed information on
provider pricing integrated with
plan design to help plan members
make more educated health care
purchasing decisions.

The tools also are available via
smartphone apps so plan members
can access them at the point of ser-
vice, such as in a doctor’s office or
at a pharmacy.

“The problem is most employers
have too little resources,” said Ron

Agypt, chief employee benefits
sales officer at Hub International
Ltd. in Chicago. “Today, most of
the resources are being provided
by the carriers.”

But some employers may find
that “health plan tools aren’t
always enough” to transform their
employees into better health care
consumers, Mr. Barlow said.

BEST PRACTICES IN
CDHP COMMUNICATIONS

M Begin communications 15-18 months
in advance of a plan year.

M Take a multimedia approach,
including electronic, in-person and
print.

B Use more illustrations and charts,
fewer words.

M Use sample scenarios to which plan
members can relate.

M Launch “mini campaigns” throughout
the year, focusing on different aspects
of the health plan.

M If budget allows, provide user-friendly
decision-making tools accessible
online and via smartphone apps.

Source: Benefit communications experts

“Employers may have to supple-
ment them with outside consumer
tools, but they have to pay for this
service,” he said, comparing the
cost to the typical per-employee,
per-month fee charged by employ-
ee assistance plan providers —
about $2 in the case of larger
employers.

“But the additional communica-
tion costs could be mitigated by
lower costs of the plan itself” when
employees become more engaged
in making their health care deci-
sions, Mr. Agypt said.

Keisha Olinger, senior change

management and communications
consultant at Towers Watson &
Co. in Atlanta, said employers
should prepare to spend at least
50% more than prior benefit com-
munications during the first year
after switching to a CDHP, a plan
type that was introduced more
than two decades ago.

Jennifer Harley, manager of wel-
fare benefits at OneAmerica
Financial Partners Inc. in Indi-
anapolis, said the financial ser-
vices company “at least tripled our
communication budgets” when it
introduced a CDHP for employees
this year, though she declined to
provide a figure.

“We Kkept it in front of employees
monthly. It was mentioned in vir-
tually every communications from
benefits,” she said.

Finding its health plan’s con-
sumer tools lacking, OneAmerica
also partnered with Castlight
Health for an additional per-
employee, per-month fee.

Fortunately, the competition
being created by third-party
providers of CDHP decision-sup-
port tools is prompting some
health plans to enhance their own
in-house tools, said Jim Winkler,
chief innovation officer of health
and benefits at Aon Hewitt in Nor-
walk, Connecticut.

“Vendors are taking real claims
data and are building more specif-
ic unit-cost pricing,” he said. “That
has pushed the health plans to
make their tools provide more spe-
cific cost information.”

But in many cases, health care
plans are stymied by contracts
with providers that preclude them
from making more specific cost
information public, Mr. Winkler
said. As a result, most health care

cost estimators provided by health
plans still provide average costs,
such as the cost of an office visit or

a procedure in a particular ZIP :

code.

“We do have some providers
today who do not permit us to dis-
close negotiated rate information
with members,” said Chris Ried],
Chicago-based director of national
account products at Aetna Inc. But
it’s “a very small percentage of our
overall network, less than 2%.”

Even when Aetna has the
authority to disclose provider
prices, “there is some level of sub-
jectivity to these cost calculator
tools,” Mr. Riedl said.

“Sometimes the doctor may not
know the extent of what is
required to be done from a care
perspective until they are deliver-

he said.

Recognizing this possibility,
Castlight lists the typical compo-
nents of a doctor’s office visit or
episode-of-care treatment regi-
men, noting that additional proce-

dures could raise the unit cost for !
some plan members, said Gary
i talent communications practice at

Alpert, San Francisco-based vice
president of solution consulting
at Castlight.

To keep up with the increasing
demand for greater health care
consumerism tools in conjunction
with CDHP offerings, some health
plans are partnering with technol-

ogy providers and others to aug-

ment their offerings.

Aetna, for example, offers a hos-
pital comparison tool from
WebMD, while Wellesley, Mas-
sachusetts-based Harvard Pilgrim
Health Care Inc. has partnered
with Castlight.

HIGH-DEDUCTIBLE PLANS

Enrollment in high-deductible health plans that are linked to health savings accounts has grown steadily since 2005. With average premiums of $371 for single coverage and $835
for family coverage, 17.4 million people were enrolled in HSA-linked HDHPs as of January 2014, nearly three-quarters of the total in the large-group market.
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Source: America’s Health Insurance Plans’ Center for Policy and Research
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COMMUNICATION
CAN HELP EASE
MOVE TO CDHP

mployers should treat commu-
nications provided in conjunc-
tion with transitioning to a

i consumer-driven health plan more

as “change management” than as
ordinary benefits communications,
experts advise.

“Even before we start communi-
cating, we do baseline research.
Why are people in the plan they’re
in? Have they ever considered a
CDHP before? This is the way you

i start to communicate,” said Keisha

Olinger, senior change manage-
ment and communications consul-
tant at Towers Watson & Co. in
Atlanta.

After the plan is implemented,
communications need to be deliv-
ered at least monthly, either elec-

i tronically or in print, to provide
i practical tips on how best to use
the CDHP, Ms. Olinger said.

Too many employers are “still in
the mindset like they are offering
a traditional health maintenance
organization or preferred provider
organization plan,” said Joann
Hall Swenson, a Minneapolis-

i based health engagement leader
ing the care, which could result in |
additional procedures and costs,” !

with Aon Hewitt.

They are used to buying a plan
“and then during the year it just
chugs along by itself. It worked in
the old framework,” but with con-
sumer-driven plans, how your
employees use the plan is more
important than the choice, she
said.

David Slavney, a partner in the

Mercer L.L.C. in St. Louis,
describes the frequent shock
among new CDHP members as
“the Jan. 1 problem.” such as when
they fill a prescription that previ-
ously cost $20 and now costs $100
or more.

“We make user guides to make

! the experience in the first two

months as it was expected, and
provide reinforcements through-
out the first year,” Mr. Slavney
said. “Once people get used to it,
we don’t find that people have any
more questions than they do with
a standard PPO. We also find that

people understand the plans better
i over time. They’re engaged.

They’re paying attention.”

“What we’re finding out is that
change plus complexity equals
confusion,” said Ron Agypt, chief
employee benefits sales officer at
Hub International Ltd. in Chicago.
“Every year, communication and

i education are critical for every
: company, even when the plan

design doesn’t change. They are
more important when they move
toa CDHP.”

By Joanne Wojcik



Multimedia campaign helps employer manage switch to GDHP model

Inc. made a large investment

in communications, education
and technology when it introduced
a full-replacement consumer-driv-
en health plan design this year.

Though the Indianapolis-based
financial services firm introduced
a CDHP in 2011 as an option along-
side a preferred provider organi-
zation plan administered by
Anthem Inc., it dropped the PPO in
January and now offers three
CDHPs with varying deductible
levels, said OneAmerica welfare
benefits manager Jennifer Harley.

To make the transition easier for
employees, OneAmerica launched
a multimedia communications
campaign 15 months before the
switch, partnering with San Fran-
cisco-based Castlight Health Inc.,
which has a suite of Web-based
and smartphone-enabled health
care consumerism tools.

“It’s unfair to ask employees to
make good decisions without giv-
ing them the tools to do it,” Ms.
Harley said. “Insurers will tell you
they have this information on their
websites,” and they “sort of” do,
she said. However, “the informa-
tion typically available on the
insurer site is not as specific or as
easy to find as it is on Castlight.”

“Now we push people to Cast-
light over the insurer website
because it’s so robust,” she said.

Castlight also provided special
training to a group of employees to
become “superusers” and tutor the
rest of the employee population.

The company taped the super-
users during training and created
videos of the employees discussing
their use of and experience with
Castlight to promote registration
on the website and to encourage
greater utilization of the tools.

While it is still too early to tell

ﬂ neAmerica Financial Partners

DECISION-SUPPORT
TOOLS

Health education is the most likely
information provided by online decision-
support tools offered by high-deductible
health plans that are linked to health
savings accounts, according to research
that America’s Health Insurance Plans
released earlier this year. The type of
information and percent of insurers
providing decision-support tools were:

Type % providing
Health education 91%
information

General physician-specific  88%
information

HSA member account 84%
information
Personal health record 75%

Hospital-specific quality 70%
data

Provider cost data 66%
Physician-specific 57%
quality data

Source: America’s Health Insurance Plans’ Center for
Policy and Research

how the Castlight consumerism
tools have affected health care
costs for the approximately 1,200
employees enrolled in OneAmeri-
ca’s CDHP, Ms. Harley said she is
hearing “stories” about the sav-
ings opportunities employees see
from using the technology.

“One person came up to me and
said he was supposed to have

surgery in Indianapolis but found
out he’d save $3,000 by traveling to
Cincinnati,” Ms. Harley said.
OneAmerica also encourages
employees to review the “past
care” section on the Castlight web-
site to find out whether they would
have saved money by choosing a
different option. The section is
populated with claim details that

include actual billed amounts, the
portions paid by OneAmerica and
employees, and alternative prices
had they chosen other providers
or facilities. Ms. Harley said she
hopes that when employees see
the available options, they will
change how they spend their
health care dollars in the future.
Another Castlight app sends

plan members periodic alerts on
saving money on health care, such
as switching to a generic drug
from a brand-name prescription or
using an urgent care center in-
stead of a hospital emergency
room for nonemergency care.
“It’s been very enlightening for
people,” Ms. Harley said.
By Joanne Wojcik
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bats cause insured loss
of S22 hillion in firgt half

W Natural catastrophes caused
about $22 billion in insured dam-
age during the first half of 2014,
Aon Benfield Group Ltd. said. That
total, however, is down 19% from
the 10-year average of $27 billion,
according Aon Benfield’s Impact
Forecasting’s “1H 2014 Global
Catastrophe Recap.” There were
at least seven separate billion-dol-
lar insured loss events during the
first six months of this year,
according to the report. The most
expensive, causing $2.5 billion in
insured losses each, were winter
weather in Japan in February and
severe weather in Belgium, France
and Germany June 8-10. Other
events that led to more than $1 bil-
lion in insured damage included
winter flooding in the United King-
dom that resulted in $1 billion in
insured damage.

Bermuda registens
36 new insurers

B The Bermuda Monetary
Authority registered 36 new insur-
ers during the first six months of
2014, up from 34 during the same
period last year. The new insurers
included seven captive insurance
companies, down from nine during
the first half of 2013. The BMA also
registered eight commercial insur-
ers during the first half of this
year, up from two during the same
period last year; 16 special purpose
insurers, down from 20 during the
first half of 2013; and five long-term
life insurers, up from three during
the first half of 2013. New insur-
ance entities formed in Bermuda
during the first half of this year
included African Risk Capacity
Insurance Co. Ltd., a catastrophe
insurance pool formed to help
member states cope with extreme
weather events.

RenaissanceRe profit
surges to $120./M

W RenaissanceRe Holdings Ltd.
posted second-quarter net income
of $120.7 million, a nearly fivefold
increase from $26.8 million in the
prior-year quarter as revenue and
investment income jumped and
net claims and claims expenses
fell. Revenue for the quarter rose
32.3% to $331.1 million, and net
investment income jumped 32.0%
to $34.5 million as net written pre-
miums declined 38.0% to $346.4 mil-
lion, the Pembroke, Bermuda-
based reinsurer said in a state-
ment. The second quarter of 2014
also saw a smaller decrease in
unearned premiums — $85.9 mil-
lion compared with $267.2 million
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< 2013 P/C gross premiums

Insurance premiums fell in the
Republic of Cyprus — which does
not include the Turkish-occupied
north — in 2012 and 2013 due to
depressed economic conditions.
Premium collection is problematic
and credit control is a concern. The
number of property/casualty
insurers in the country is expected
to fall with the implementation of
Solvency II. The E.U. bailout of
Cyprus during the financial crisis
had a significant effect on the
insurance sector as bank owners of

-
CYPRUS —

AREA (ISLAND)

square miles

insurers consolidated.

MARKET SHARE

SURETY, BONDS
& CREDIT
0.1%

LIABILITY

10.4%

COMPULSORY INSURANCE

Several classes of insurance are
compulsory, including:

B Auto third-party liability
B Employers liability

M Professional liability for realtors,
insurance intermediaries and
lawyers

M Aviation liability
B Shipments of waste
M Clinical trials

Source: Axco Global Statistics/Industry Associations and Regulatory Bodies

POPULATION (REPUBLIC OF CYPRUS)

MISC.
3.7% MARINE,
AVIATION &
TRANSIT
1.0% PA &
,7 HEALTH CARE
WRITTEN BY

NUMBER OF INSURERS

2014 GDP (PROJECTED)

NON-LIFE
COMPANIES
8.4%
PROPERTY
3L1%
NONADMITTED

Unauthorized insurers cannot carry on
insurance activity in Cyprus, but there
is nothing in the law that indicates
that insurance must be purchased from
locally authorized insurers, with some
exceptions. This is generally
interpreted to mean that insurers can
issue policies from abroad if
approached by a buyer or intermediary.

INTERMEDIARIES

Agents and brokers are required to be
authorized to do insurance business.
Intermediaries are permitted to place
business with nonadmitted insurers,
with some exceptions. Where local
risks are placed as part of a
multinational insurance program,
brokers are not required to inform
buyers that their insurer is not subject
to local supervision.

in the second quarter 2013 —
which boosted revenues and prof-
its. The second-quarter combined
ratio deteriorated slightly to 61.7%
from 61.2% in the year-ago period.
For the first six months of 2014, net
income increased 25.1% to $271.8
million as revenue rose 15.6% to
$674.8 million. Net written premi-
ums declined by 19.9% to $796.7
million, while net investment
income rose 5.9% to $73.4 million.
The company’s six-month com-
bined ratio deteriorated to 54.1%
from 49.2% in the year-ago period.

Hyundai recalls
683,000 Sonata sedans

M South Korean automaker
Hyundai Motor Co. will recall
about 883,000 Sonata midsize
sedans in the United States and
Puerto Rico because a potentially
defective transmission-shift cable

BUSINESS INSURANCE

could increase the risk of a crash.
The recall affects certain Sonata
cars from model years 2011 to 2014
in which the transmission-shift
cable could detach from the shift-
lever pin, causing the gear selec-
tion to not match the indicated
gear, according to documents post-
ed by the National Highway Traf-
fic Safety Administration. The
automaker identified 1,171 warran-
ty claims and seven incidents
related to this issue, the docu-
ments said. A spokesman said the
company was not aware of any
injuries or fatalities relating to the
issue.

Reuters

Inon Dome makens
hit by hackens: Repont

M Three Israeli defense contrac-
tors behind the Iron Dome missile
shield and related systems were

robbed of hundreds of documents
by hackers linked to the Chinese
government, according to an inde-
pendent U.S. security researcher.
Krebs on Security, a blog operated
by former Washington Post secu-
rity reporter Brian Krebs, report-
ed that Iron Dome’s manufactur-
ers were infiltrated by the state-
sponsored Comment Crew hack-
ing group, believed to operate out
of China. The targets were mili-
tary contractors Elisra Group,
Israel Aerospace Industries and
Rafael Advanced Defense Sys-
tems, who were responsible for
constructing the system that now
partially insulates Israel from
rocket barrages fired from the
Gaza Strip. Two companies
declined to comment on the story
or confirm whether the incidents,
said to have occurred repeatedly
throughout 2011 and 2012, took
place. A Rafael official who
declined to be named said: “Rafael
does not recall such an incident.

MARKET
DEVELOPMENTS

UPDATED JULY 2014

M In January 2013, the
government agreed to
reimburse the insurers of the
Electricity Authority of Cyprus
$136.6 million in recognition
of its responsibility for the
explosion at the Evangelos
Florakis naval base in July
2011. The money will be paid
in biannual installments
ending in January 2016.

M In January 2013, the
corporation tax rate increased
t0 12.5% from 10%.

B In April 2013, as part of the
E.U. bailout agreement for
Cyprus, it was announced that
insurers would lose 27.5% of
their deposits in the Bank of
Cyprus.

M The Insurance Companies
Control Service is in the
process of preparing new
legislation to take account of
Solvency II requirements.

B The appointment of an
insurance ombudsman has
been delayed. Various
amendments to the law
creating the position are
awaiting government approval.
Originally, the ombudsman’s
office was expected to be
operational by the end of
2012.

MARKET PRACTICE

As the Cyprus insurance market can
offer a range of products from local
and E.U. insurers, there is little need
for the few large risks in the country to
seek insurance elsewhere. In most
cases, risks are placed locally with
reinsurance support where it is
required.

Information provided by Axco

Insurance Information Services.
www.axcoinfo.com

Rafael’s databases, including its
air defense databases, are
extremely well protected.” Krebs
said details of the attacks were
provided by Columbia, Maryland-
based network intelligence firm
Cyber Engineering Services Inc.,
which traced the intrusions and
identified more than 700 stolen
emails, documents and manuals
pertaining to development of the
Iron Dome project and other mis-
sile projects.

Reuters

LIoyds Bank fined
for Libor rigging

M Britain’s Lloyds Banking Group
P.L.C. has agreed to pay fines total-
ing $370 million to U.S. and British
authorities investigating its part in
a global interest rate rigging scan-
dal and manipulating fees for a
U.K. government lending plan.



The settlement is the seventh joint
penalty handed out by American
and British regulators in connec-
tion with the attempted manipula-
tion of the London interbank
offered rate, or Libor, and other
similar benchmarks used to price
around $450 trillion of financial
products worldwide. The miscon-
duct related to Libor rates for ster-
ling, the U.S. dollar and Japanese
yen. The penalties for Lloyds com-
prise fines of £105 million ($178.3
million) by Britain’s Financial Con-
duct Authority, $105 million by the
U.S. Commodity Futures Trading
Commission and $86 million by the
U.S. Department of Justice.
Reuters

European Gentral Bank
neponts data hreach

B The Frankfurt, Germany-based
European Central Bank reported a
breach of its public website, saying
that the security protecting a
database serving that website was
breached, leading to the theft of
email addresses and other contact
data left by people who had regis-
tered for bank events. The bank
said no internal systems or mar-
ket-sensitive data were compro-
mised. The bank said the theft first
came to light when it received an
anonymous email seeking finan-
cial compensation for the data.
German police have been
informed of the theft, and an inves-
tigation has started, the bank said,
while its own security experts are
addressing the vulnerability as
well. The bank is contacting peo-
ple whose email addresses or
other data might have been com-
promised, and all passwords have
been changed on the system as a
precaution.

Scor profit ises 30%
amid low disaster claims

M French reinsurer Scor S.E. post-
ed a 35.4% increase in first-half net
profit as its property/casualty
business benefited from a low level
of major catastrophes. The compa-
ny said net profit reached €256 mil-
lion ($343.8 million) in the first half
as gross written premiums rose
12.5% at constant exchange rates
to €5.43 billion ($7.29 billion). Scor
saw “healthy” renewals of proper-
ty/casualty contracts while its
global life unit won important new
business, it said in a statement.
Premiums were also boosted by
the purchase of Generali U.S. Life
Relast year. Chief Executive Denis
Kessler estimated that the group
faced claims of a combined €25 mil-
lion to €35 million ($33.6 million to
$47.0 million) from the crashes last
month of an Air Algerie flight in
Mali and a Malaysian Airlines air-
plane in Ukraine as well as an

attack on Tripoli’s airport in which
more than a dozen planes have
been damaged.

Reuters

Australia’s OBE warns
on finst-half pesults

B QBE Insurance Group Ltd.
warned that its first-half results
would likely fall short of analysts’
forecasts on higher-than-expected

claims. QBE said it expected an
insurance profit margin at 7% to
8% compared with consensus
expectations of about 10%. Operat-
ing ratio — operating expenses as
a percentage of revenue — would
likely be 96% to 97% against con-
sensus expectations of around 93%.
Net profit after tax would be 390
million Australian dollars ($366.4
million), it added. Higher claims in
Argentina, crop damage in Latin
America, UK. floods, and storms
in North America and Europe off-

set benign catastrophe claims in
Australia, QBE said in a statement.
Reuters

Jardine Lioyd Thompson
posts $957M in revenue

MW Jardine Lloyd Thompson Group
P.L.C. reported revenue of £559.6
million ($957.3 million) for the first
six months of 2014, up 14.9% from
the comparable period last year.

The London-based brokerage said
pretax profit for the first half of
2014 was £98.4 million ($168.3 mil-
lion), up 15.6% from the first six
months of 2013. The acquisition of
Towers Watson Re from Towers
Watson & Co. in September 2013
“has weighted the group’s overall
revenues and profits towards the
first half of the financial year”
because about 70% of the unit’s
revenues are booked in the first
six months of the year, JLT said in
a statement.
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EDITORIAL

HIGH COURT
SHOULD TACKLE
ACA SUBSIDIES

hether federal premium subsidies are available
to individuals seeking health insurance cover-
age in federal exchanges is a legal controversy
the U.S. Supreme Court should agree to decide.
On the same day last month, two federal
appeals courts ruled differently on an issue that
directly affects millions and, more broadly, the entire health
care delivery system.

In the first ruling on July 22, the U.S. Circuit Court of
Appeals for the District of Columbia ruled that the law —
contrary to Internal Revenue Service regulations — only per-
mits federal premium subsidies to lower-income individuals
seeking coverage in the 14 states, plus the District of
Columbia, that have set up health insurance exchanges.

In the second ruling, handed down just hours after the first
decision, the 4th U.S. Circuit Court of Appeals in Richmond,
Virginia, said while the law’s wording on the breadth of the
availability of premium subsidies is “ambiguous and subject
to multiple interpretations,” it is required to defer to the IRS’
interpretation of the law that premium subsidies are avail-
able in state as well as federal exchanges.

The issue of the availability of federal health insurance pre-
mium subsidies is of such importance that the appeals
court rulings demand prompt review by the final decision-
maker: the U.S. Supreme Court.

Of the 8 million people who opted for coverage offered
through exchanges, well over 5 million exchange enrollees
selected plans in the federal exchange because the states in
which they live declined to establish exchanges.

Most — 87% — of those federal exchange enrollees received
premium subsidies, with the subsidies on average covering
more than 75% of the premium.

Without those subsidies, it is safe to say that many — per-
haps most — of federal exchange enrollees would not have
opted for coverage and would continue to be uninsured.

That would defeat the central purpose of the health care
reform law — increasing the number of people with health
insurance.

It is hard for us to believe that Congress intended to limit
premium subsidies to those seeking coverage in state
exchanges.

What we think, though, is academic. What matters most
is certainty in this area, and only the Supreme Court can pro-
vide that, which we hope it does soon.

Business Insurance welcomes letters to the editor. The section is intended to
be a forum for readers’ opinions and comments. We reserve the right to edit
letters for clarity or space. We will not publish unsigned letters.

Please send your letters to:
Letters to the Editor, Business Insurance,
150 N. Michigan Ave., Chicago, Ill. 60601-7524

Fax: 312-280-3174; email: gsouter@businessinsurance.com

SCHILLERSTROM

COMMENTARY

U.5. SHOULD WISE UP
10 GYBER TERROR THREATS

the 9/11 Commission, today is Sept. 10. Addition-

ally, yesterday was Sept 10. And odds are tomor-
row will be as well when it comes to national pre-
paredness against cyber attacks.

“Reflections on the 10th Anniversary of the 9/11
Commission Report,” which was issued last month,
says “senior leaders with whom we spoke are uni-
formly alarmed by the cyber threat to the country.
One former agency head said, ‘We are at Sept.10th lev-
els in terms of cyber preparedness.”

The report says that U.S. companies’ “most-sensi-
tive patented technologies” and intellectual proper-
ty — as well as university research, critical infrastruc-
ture and defense capabilities — are all under cyber
attack.

“One lesson of the 9/11 story is that, as a nation,
Americans did not awaken to the gravity of the ter-
rorist threat until it was too late,” according to the
report. “History may be repeating itself in the cyber
realm.”

Many of the same points were made by speakers at
Business Insurance’s cyber security summit in Wash-
ington in late May, and no doubt will be made by other
experts in the field in other forums to come. Digital-
age Paul Reveres are raising the alarm — but are we
really listening?

The report says the federal government itself bears
much of the blame for the situation, claiming that offi-
cials have done a poor job of going beyond generali-
ties in explaining what’s being done and why data col-
lection is critical to cyber security defenses. But the

T he calendar says today is Aug. 4. But according to

’ «

same officials have to make
sure that data collection is
no broader than necessary.

In a post-Edward Snowden
world, that’s a must. Citi-
zens are rightly concerned
about the trampling of civil
liberties in the name of secu-
rity — government over-
reach is a real issue.

So dealing with a growing
threat will require a balanc-
ing of interests. That’s going
to be difficult, but “difficult”
isn’t a synonym for “impossible.”

Part of the problem with getting cyber security leg-
islation passed is the same problem that has soured
the atmosphere in Washington for years — extreme
partisanship. But if there’s an issue that ought to tran-
scend partisanship today, cyber security should be
recognized as that issue.

After all, this is an issue of national security — peri-
od. It demands to be treated as such. The nature of the
cyber security threat mutates every day, which
means that the good guys must play a constant game
of catch-up. Doing what’s necessary to make their jobs
easier and more effective is critical.

The 9/11 Commission report again has sounded the
alarm: It’s Sept. 10. Unless cyber security is taken
more seriously, the risks facing an unprepared nation
will continue to grow until we all wake up — if we're
lucky — on post-cyber catastrophe Sept. 12.

et

d -u

MARK A.
HOFMANN

SENIOR EDITOR

PUBLISHED AT 150 N. Michigan Ave,, Chicago, IL 60601-7620, Fax: 312-280-3174, help@businessinsurance.com. Offices: 711 Third Ave., New York, NY 10017-4036; Suite 814, National Press Building, Washington, D.C. 20045-1801; 967 Bermuda Court, Sunnyvale, CA 94086-6771;

35 New Broad St., London EC2M 1NH, U.K;; 77 Franklin St., Suite 809, Boston, MA 02110-1510; 15428 W. Ellsworth Drive, Golden, CO 80401-5053. $10 a copy and $149 a year in the U.S., $169 in Canada and Mexico (includes GST). All other countries, $249 a year (includes expedited air
delivery). FOR SUBSCRIPTION INFORMATION and delivery concerns, please email customerservice@businessinsurance.com or call 1-877-812-1587 (in the U.S. and Canada) or 1-313-446-0450 (all other locations). Send subscription correspondence to Audience Development Department,
Business Insurance, 150 N. Michigan Ave., Chicago, IL 60601-7620. Microfilm copies available through ProQuest, 800-521-0600 or www.proquest.com. Portions of the editorial content of this issue are available for reprint or reproduction in other media. FOR REPRINTS or reprint
permission, please contact Lauren Melesio/Crain Communications at 212-210-0707 or email Businessinsurance@reprints.crain.com.

12 August 4,2014 BUSINESS INSURANCE



BUSINESS INSURANCE

More companies
bringing suppliens
closen to home

PAGE 16

Keeping up
With lurking
cyhen risks

PAGE 18

EXClusive survey
of supply chain
nisk management

PAGE 21

HPMS Strugele to track supply chal

Economic pressures, difficulty in monitoring subcontractors cause roadblocks

BY RODD Z0LKDS

he Rana Plaza garment factory col-

lapse that killed 1,129 in April 2013

led to calls for companies using

suppliers in Bangladesh to im-

prove factory conditions and busi-
nesses’ subsequent efforts to do so, but
several challenges remain more than a
year later.

They include economic, cultural and
regulatory issues in Bangladesh not
unlike those that often confront efforts to
improve worker conditions in other
emerging-market countries along compa-
nies’ supply chains.

The collapse of the eight-story Rana
Plaza, which occurred a day after cracks
appeared in the building, is considered the
deadliest garment factory incident in his-
tory. The various factories in the building
manufactured clothing for retailers
including Benetton Group S.p.A., Bon-
marche Holdings P.L.C., Primark Stores
Ltd. and Wal-Mart Stores Inc.

A study earlier this year by the Center
for Business and Human Rights at the
Stern School of Business of New York
University highlighted some challenges
companies face in trying to address work-
er safety at suppliers in Bangladesh.
Among them is the fact that subcontract-
ing is common among many suppliers and
is not always transparent to buyers or
regulators.

The report also said the two major plans
formed last year to address worker safe-
ty in Bangladesh — the Bangladesh
Accord on Fire and Building Safety and
the Alliance for Bangladesh Worker Safe-
ty — “fail to address the greatest risks of
this system.”

While both plans established systems to
monitor factories and train workers, “the
universe of factories encompassed by
their programs is less than 2,000, while the
total base of factories and facilities pro-
ducing for the export garment sector is
likely between 5,000 and 6,000. The worst
conditions are largely in the factories and
facilities that fall outside the scope of

AP PHOTO

The 2013 collapse of the eight-story Rana Plaza in Bangladesh is considered the deadliest

garment factory incident in history.

these agreements,” according to the
report.

What’s more, the government of
Bangladesh lacks the resources “and
often the will” to protect garment factory
workers, while the poor state of critical
local infrastructure heightens the risk of
factory fires and other tragedies, accord-
ing to the report.

The Rana Plaza collapse is hardly the
only deadly incident occurring at a
Bangladesh garment factory. Among the
more notable other tragedies was a 2012
fire in the Tazreen Fashion factory, which
killed 112 workers.

The coalitions have pointed to the
inspections they have conducted thus far
and steps they say have been taken to
improve worker safety and close unsafe
factories. In its first annual report, issued
July 22, the Alliance cited its members’
development of a fire and safety standard
for factories in Bangladesh and that it had
inspected what it said were all 587 facto-
ries in the country from which its mem-
bers source.

As companies look to suppliers in inex-

pensive markets such as Bangladesh, it’s
“the classic thing with sourcing over-
seas,” said Geoff Taylor, executive direc-
tor at Willis Ltd. in London. “There’s what
I call a duality of consumer behavior in
that consumers insist on the lowest,
cheapest prices, yet they insist on the
highest ethical standards.”

As retailers relying on emerging-market
suppliers look to improve worker condi-
tions, “you’ve got to understand some-
times that what’s acceptable in a country
wouldn’t be acceptable in the United
States or Europe or Japan,” Mr. Taylor
said. “Building a better building in
Bangladesh means it’s going to cost twice
as much. It’s much harder to do in that
economy. I'm not saying it makes it right,
but it makes it a challenge.”

“The other issue is that supply chains
are not simple. You’re not just buying
from one supplier,” Mr. Taylor said of
the need for businesses to gather informa-
tion on suppliers of suppliers on down the
chain.

Following the Rana Plaza tragedy, “I
think there’s a lot more awareness on the

part of companies to audit and investigate
the details of the supply chain,” said
David J. Closs, John H. McConnell chaired
professor in the Department of Supply
Chain Management at the Eli Broad
School of Business and the Eli Broad
Graduate School of Management of Michi-
gan State University in East Lansing,
Michigan.

In some cases, banding together in
industry groups — such as the
Bangladesh Accord on Fire and Building
Safety, which has more than 150 members
including many major European brands,
and the Alliance for Bangladesh Worker
Safety, which has 26 North American
members including Gap Inc., Target Corp.
and Wal-Mart Stores Inc. — can make it
easier to achieve that sort of supply chain
scrutiny in emerging-market countries,
Mr. Closs said.

“Industries in some cases have to collab-
orate to look all the way down” the sup-
ply chain, whether it concerns worker
safety, quality, environmental or other
issues, he said. “It makes more sense to
collaborate than to have each company do
it on their own.”

Mr. Taylor said he thinks many large
brands “have a pretty robust approach
to sourcing sustainability,” including
worker safety as well as workplace condi-
tions and even water usage. “There’s a
reputational factor, and certainly for the
large brands, that’s important,” he said.

Gary S. Lynch, CEO and founder of the
Risk Project L.L.C. in Mendham, New Jer-
sey, said he thinks some larger firms are
moving to reduce their exposure to sup-
ply chain risk by cutting ties with prob-
lematic suppliers.

Many companies “don’t want to go
through any more negative publicity, par-
ticularly with social media being so
strong,” Mr. Lynch said. But achieving
improvements in working conditions
often means achieving cultural change
that can take years or decades in emerg-
ing-market nations, he said.

See BANGLADESH next page
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“When you look at the execution
side on the ground, there’s some
pretty big cultural issues to over-
come,” Mr. Lynch said. “We all
know how long it took us to get
seat belts.”

Mr. Taylor offered a similar
view.

“Health and safety in factories in
the U.S. and Europe 100 years ago
was probably much the same as it
is in these poorer developing
nations” today, he said. “It took
us a long time to get there.”

Nicole Bryan, assistant professor
of management at the School of
Business at Montclair State Uni-
versity in Montclair, New Jersey,
said overcoming the challenges in
improving worker safety at suppli-
ers requires innovation and
entrepreneurial approaches to
solving the problems while also
devising ways to measure
progress.

“There is an opportunity to take
something that is pretty big pic-

ture in terms of politics and eco-
nomics and culture and contribute
to a solution,” she said.

“Any solution to the factory situ-
ation that’s focused only on infras-
tructure and doesn’t include com-
munity empowerment isn’t going
to be successful,” Ms. Bryan said.
“In fact, we’ve seen successes with
community-based approaches
with some of the most challeng-
ing situations in agriculture.”

She cited certification efforts in
cocoa and sugar production as
examples that might help those
looking to improve factory worker
conditions at emerging-market
suppliers.

The NYU study recommended
that global brands and their first-
tier suppliers “recalibrate their
relationships to prioritize trans-
parency and longer-term commit-
ments,” beginning with a thorough
review of all Bangladesh garment
manufacturers. Once the review
identifying which factory produces
for which brand is completed, it’s
necessary to craft “an ambitious
but practical plan, consistent with
business realities, to address the
most urgent risks.”

STRONG, DIRECT-SOURCING RELATIONSHIPS
HELP CONTROL SUPPLY CHAIN RISKS

challenges posed by suppliers in Bangladesh

that subcontract work to other manufactur-
ers is direct, strategic sourcing in which compa-
nies form a long-term partnership with suppliers,
according to a recent study.

In the April study “Business as Usual is Not an
Option: Supply Chains and Sourcing after Rana
Plaza,” by the Center for Business and Human
Rights of the Stern School of Business of New
York University, the authors noted a direct model
leads to better working conditions by prioritizing
transparency and long-term commitments in a
mutually beneficial relationship between buyer
and supplier.

The direct sourcing model is becoming common
in footwear production and is spreading into the
apparel sector, according to the report that was
based on fact-finding missions in Bangladesh, a
gathering last September with 60 “key players”
in the garment industry, and interviews with 100
people in the sector in Bangladesh and the Unit-
ed States.

“In the broader supply chain, buyers adopting
this approach tend to be those that are most
concerned with brand reputation, quality,
research and development, and stability in their
supply chains,” according to the analysis.

Significant elements of such a direct sourcing
model include:

B Long-term order forecasting in which the

n ne solution to supply chain risk management

buyer provides the supplier with a multiyear per-
spective on expected order volume, and the buyer
and supplier agree on quality, delivery and price
expectations during the period.

B A longer-term commitment that gives the
supplier the security to invest in technology,
training and facilities to improve efficiency.

B Purpose-driven compliance monitoring in
which suppliers audit their own performance
against social and environmental metrics, which
the buyer spot-checks using a collaborative
approach to remediating shortcomings.

B Trust-based negotiations around unexpect-
ed challenges in which the buyer and supplier
communicate transparently and work to correct
the root causes of those problems.

B Buyers provide incentives for the working
conditions and other outcomes they want,
rewarding high-performing suppliers with
longer-term contracts, higher order volumes and
favorable pricing.

“Being willing to work on challenges in a long-
term, strategic relationship between buyers and
suppliers represents a different way of doing
business, in Bangladesh and throughout the sup-
ply chain,” according to the report. “Subcontract-
ing can be a healthy part of this model, as long as
it is transparent and conducted with oversight
from a combination of the ‘mother’ factory, the
buyer and the government.”

By Rodd Zolkos
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BY RODD Z0LK0S

decades to cut production and

supplier costs, many U.S. com-
panies now are looking to reduce
their supply chain risks by moving
those operations closer to the mar-
kets they serve.

Supply chain disruptions from
flooding that hit Thailand in 2011
and 2012, political unrest in vari-
ous areas of the world and increas-
ing costs in many markets that
have “emerged” outside the Unit-
ed States have been factors in com-
panies’ current thinking about
“onshoring” or “nearshoring.”

“Thailand probably was the big
wake-up call for people,” said
Thomas A. Lawson, president of
Johnston, Rhode Island-based
property insurer FM Global. “It

H aving gone offshore in recent

really highlighted the value of
good supply chain analysis and
then taking the mitigation steps
that that analysis led you to.”

For some of those companies
today, “it’s almost like the reverse
supply chain,” Mr. Lawson said of
firms trying to shrink their supply
chain exposures. “It’s a critical pro-
cess of understanding what your
hazards are based on where your
facilities are.”

General Electric Co., Caterpillar
Inc., Ford Motor Co., Master Lock
Co. and Apple Inc. are just some of
the U.S. companies that have
moved previously offshored man-
ufacturing operations back to the
United States in recent years.

“I have been seeing some of my
clients thinking more about
onshoring,” said Michael LoGiu-
dice, managing director of insur-

of supp
Ining produ

ance and litigation support at val-
uation consultant CBIZ Valuation
Group L.L.C. in Chicago.

“One (factor) is definitely the
policing of quality,” Mr. LoGiudice
said. “The other thing is you have
to factor into your supply chain the
cost in terms of time that it takes
for the pieces to get from one loca-
tion to the next.”

Geoff Taylor, executive director
and global client advocate at Willis
Ltd. in London, agreed that quali-
ty considerations are driving some
companies’ onshoring decisions.

“I think often it can be a quality
issue that drives” changes in sup-
pliers, said Mr. Taylor, who is for-
mer director of risk management
for Nike Inc.’s Europe, Middle East
and Africa region and manager of
risk financing and business conti-
nuity for Levi Strauss & Co. In

AP PHOTOS

Supply chain disruptions, such as the Thailand floods that damaged these
cars at a Honda plant, have firms mulling bringing operations back home.

addition, “there is more political
uncertainty out there.”

While reducing costs was the
major reason companies moved
production out of the U.S., wage
inflation in many areas has shifted
some supply chain deliberations to
factors associated with dealing
with overseas suppliers, such as
disaster risks, he said. In addition,
“I think risk management has
become much more broadly
understood across the business” in
the past 15 to 20 years, he said.

David J. Closs, the John H.
McConnell chaired professor of
business administration in the
Department of Supply Chain Man-

agement of the Eli Broad School of
Business and the Eli Broad Gradu-
ate School of Management at
Michigan State University in East
Lansing, agreed that many busi-
nesses understand that costs in
places such as China have
increased considerably since they
first sought suppliers there.
“They’re starting to realize that
that perception of low cost hasn’t
really been delivered, and the
inventory and related risks are
significantly higher,” Mr. Closs
said. “The other risk is getting
product from companies they don’t
totally trust,” including compo-
nents that might be flawed, com-
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promised or counterfeit.

Mr. Closs said research by some
Michigan State faculty members
has shown that some firms are
seeking suppliers or moving off-
shore operations to Mexico, the
Caribbean or Latin America to get
closer to the markets using the
products “and not have to deal
with the ocean shipping.”

“There’s some increase in the
price of goods (largely because of
wage increases) when they do this,
but I think people think this is less
of an issue than the risk of supply
chain disruptions,” he said.

Bringing production closer to
home also “brings a lot of clarity to
the supply chain,” said Philip Rear-
don, director at Aon Global Risk
Consulting in Chicago. Locating
operations in the company’s home
country, for example, helps avoid
some of the legal and language
risks they might face abroad.

“You could assume that a firm
operating in the U.S. would be
more familiar with the legal cli-
mate,” Mr. Reardon said.

He said he’s seeing many elec-
tronics and technology clients with
Asian operations now opening U.S.
facilities using U.S. employees,
reflecting growing cost parity with
many formerly emerging market
countries.

In addition, “there’s a push to
bring the jobs back, so to speak,”
Mr. Reardon said, citing political
reasons and public opinion.

Gary S. Lynch, CEO and founder
of consultant The Risk Project
L.L.C. in Mendham, New Jersey,
said he sees some companies mov-
ing production and sourcing clos-
er to their markets in North Amer-
ica and Europe. “I think this con-
tinues to be a trend as long as it’s
not overcome by a significant cost
differential,” he said.

“Obviously, it raises a whole
slew of questions from an insur-
ance standpoint and a risk man-
agement standpoint,” Mr. Lynch
said. Sourcing or producing near
ultimate markets might mean
dealing with smaller producers or
less mature businesses and in-
creasing “the total number of par-
ticipants in the supply chain.”

Additional complexity can enter
the picture when the local opera-
tions producing for local markets
suffer a disruption, as their priori-
ties often differ from those of the
parent company, Mr. Lynch said.

“The performance they care
about is really their own perfor-
mance,” he said. “When an event
happens, the question (for the sup-
plier) is how much effort should
we put into it and how quickly
should we bring that back on line
vs. resources we're using else-
where,” he said.

Others note that while onshoring
or nearshoring can reduce some
supply chain risks, it doesn’t elim-
inate them.

“You're going to have risk no
matter what you do from a supply
chain perspective,” Mr. Reardon
said. “Bringing it back onshore,
you may be facing that additional
people-type risk (such as employ-
ee benefits) that you wouldn’t oth-
erwise face.”

UNDERSTANDING EXPOSURES, INVENTORY KEY TO BEST COVERAGE

hile insurance for contin-
gent business interruption
or supply chain risk can help
mitigate manufacturers’ risks,
they need to fully understand
their exposures to make the best
use of their coverage strategies.
“It’s not just insurance,” said
Thomas A. Lawson, president of
FM Global, Johnston, Rhode
Island. “You want to look at that
supply chain or that manufac-
turing process and identify
where a company is most at
risk,” then mitigate such risks.

It’s important to consider dif-
ferent types of supply chain dis-
ruptions, including cyber events
that could prevent a company
from selling its products or oper-
ating its equipment, and insur-
ance needs to cover data dam-
age and denial of access, he said.

Michael LoGiudice, managing
director at CBIZ Valuation
Group L.L.C. in Chicago, said
insurance should cover trans-
portation time and how that
might change during a disrup-
tion. In some cases, getting such

coverage requires manuscript
policies, he said. Smaller busi-
nesses might find insurers
unwilling to provide a manu-
script policy, making it neces-
sary to secure needed coverage
through endorsements, he said.

It’s also necessary to consider
inventory balance, as a supply
chain disruption might allow a
company to meet only some of
its orders. “The language that
you would like to see in your
insurance policy is that the
interruption isn’t over until your

production is as back to normal
as possible,” Mr. LoGiudice said.
Firms moving suppliers closer
to the U.S. should see a reduc-
tion in their overall risks while
increasing supply chain trans-
parency, said Philip Reardon,
director at Aon Global Risk Con-
sulting in Chicago. “I think you
would have a better opportuni-
ty with your own insurers if you
could demonstrate you were
bringing those activities back to

the U.S.,” he said.
By Rodd Zolkos
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<2 Supply chaing vulnerable o disruptive cyber attacks

BY BILL KENEALY

hile natural disasters such

as earthquakes, tsunamis

and flooding have disrupted

supply chains around the world,

cyber attacks pose even greater

risks as companies rely more on

computers and the Internet to con-
duct their business.

In a report last month backed by

the Washington-based Bipartisan

Policy Center and the University
of Pennsylvania’s Annenberg Pub-
lic Policy Center, members of the
original 9/11 Commission said the
growing cyber threat extends well
beyond national security to pri-
vate-sector systems.
“Denial-of-service attacks have
tied up companies’ websites,
inflicting serious economic losses.
A Russian teenage hacker may
have been behind the massive

malware attack on the U.S. retail-
er Target, compromising the cred-
it-card data of 40 million cus-
tomers. Increasingly, cyber
attacks are targeting smartphones
as well,” according to the report.
“Supply chains, especially criti-
cal infrastructure supply chains,
can potentially be very vulnerable
to hacking and malware attacks
and, depending upon the attack-
er’s motivation, susceptible to

business interruption and extra
expense exposure,” said Ken Gold-
stein, Hartford, Connecticut-based
vice president and worldwide
cyber security manager at Chubb
Corp.

Rick Dakin, Louisville, Colorado-
based CEO and chief security
strategist at advisory firm Coalfire
Systems Inc., said risk managers
need to consider the vulnerabili-
ties of the computers that power
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everything from a company’s
internal operations to external sys-
tems such as electricity, water,
roads and airports.

“Technology is driving vulnera-
bilities into supply chains, which
are not that good at self-healing,”
Mr. Dakin said.

What’s more, the software pow-
ering industrial systems is less
likely to be thoroughly screened
for vulnerabilities than traditional
enterprise software, he said.

“There’s probably not a single
device in your water or electricity
system that was properly tested in
alab for cyber vulnerability before
being deployed in the field,” Mr.
Dakin said. “So we are essentially
testing devices already in the field,
and it’s a race between us and the
hackers.”

Jon Boyens, Gaithersburg, Mary-
land-based senior adviser for infor-
mation security at the National
Institute of Standards and Tech-
nology, said risk mangers need to
concentrate on the intersection of
cyber and supply chain risks.

“Defending the supply chain
from cyber risk is a very nascent
discipline right now,” Mr. Boyens
said. “It’s about where traditional
supply chain risk management
was 10 or 15 years ago.”

Indeed, Sandor Boyson, research
professor and co-director of the
Supply Chain Management Center
at R.H. Smith School of Business at
the University of Maryland,
argued in a recent research paper
that a new approach is needed to
deal with cyber supply chain risk:
melding the disciplines of enter-
prise risk management, supply
chain management and cyber
security to address the issue.

Companies may want to alter
internal operations in other ways
to avoid a cyber-caused disruption
of their supply chain, such as a
manufacturer holding more raw
materials in storage instead of
relying solely on just-in-time deliv-
eries.

“Space in warehouses is expen-
sive, but what if somebody takes
out your weekly shipment?” said
Dena L. Magyar, Charlotte, North
Carolina-based vice president and
national practice leader in the pro-
fessional risk group at Wells Fargo
Insurance Services USA Inc.

Companies need to be keenly
aware of their cyber and supply
chain risks as well as the limits of
cyber, business interruption and
general liability policies when buy-
ing insurance, Ms. Magyar said.

“There are types of insurance
that cover business interruption,
but they usually don’t address
infrastructure failures such as
Internet services,” she said.

“Some business interruption
policies don’t cover ‘wild’ nontar-
geted viruses such as the ‘heart-

See CYBER page 20
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Continued from page 18

bleed’ virus, and that’s probably
what you are most at risk for,” she
said.

As for stand-alone cyber cover-
age, limits offered are often insuf-
ficient and often are too narrowly
focused to cover broader cyber-
related risk.

“A couple years ago when we
first looked at cyber insurance, the
policies excluded everything
under the Sun, and we were look-
ing for something more broad and
manuscripted,” said Kristy Harris,
Dallas-based senior analyst of cor-
porate insurance at Southwest
Airlines Co. “We were concerned
with system failure and not just
cyber breach.”

However, after meeting with sev-
eral underwriters during the
spring, Ms. Harris and her team

were able to work with unnamed
insurers to craft a cyber policy
meeting the breadth of the airline’s
cyber risks with sufficiently large
limits.

“We had a set number in mind
for limits, and we were able to get
it and also get one of the lowest
retentions,” she said. “We didn’t
think we were going to be able to
get either of those, but they both
came through, and we are really
proud of the product we came out
with.”
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The cyber risk is one that does
not look to go away, according to
the former 9/11 Commission mem-
bers’ recent report.

“The Internet’s vulnerabilities
are outpacing the nation’s ability
to secure it. Just as the United
States needs to protect its physical
infrastructure, so too must we pro-
tect the cyber domain,” the group
said in recommending that
Congress pass cybersecurity legis-
lation and streamline its oversight
of cyber security issues.
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Brokers develop
cyber threat
etectons

echnology options are emerging
to help risk managers address
the cyber threat.

Matthew McCabe, New York-
based senior vice president of the
network and privacy practice at
Marsh L.L.C, said the tools are
greatly needed.

“According to study by the Busi-
ness Continuity Institute, cyber
has become the No. 1 factor in sup-
ply chain interruption,” Mr.
McCabe said. “That really shows
the prominence of technology in
supply chains.”

In July, Marsh unveiled a cyber
breach modeling tool that uses his-
torical breach information paired
with a company’s internal data to
predict the probability and finan-
cial outcomes of cyber crimes and
better calculate how much insur-
ance is necessary.

“Previously, we calculated cyber
risk through data breach calcula-
tors where you make assumptions
about the market and individual
cost components, but there are a
lot of imperfections to that
approach,” Mr. McCabe said.
“With new statistical analysis
models we are able to home in on
a precise number and better set
numbers and retentions and get a
better appreciation of what the
true exposures are.”

Mr. McCabe said such models
became feasible only recently.

“There’s been a long debate in
the cybersecurity industry over
whether you can quantify dam-
ages and if there’s enough data out
there,” he said. “We are just start-
ing to evolve into a new era where
we can quantify damages better.”

Elsewhere, Aon Risk Solutions, a
unit of London-based Aon P.L.C.,
has developed a web-based portal
that can help companies under-
stand their exposure to cyber and
supply chain risk.

The Aon Cyber Risk Diagnostic
Tool assesses the digital intercon-
nectivity of a company’s business
operations, suppliers and cus-
tomers to provide a tailored
insight of a company’s cyber risk.”

David Shillingford, New York-
based president of Verisk Crime
Analytics, said in addition to more
and better data, the insurance
industry’s skills in modeling natu-
ral catastrophes are essential to
tackle the risk that cyber crime
presents to supply chains.

“We are doing quite a bit of work
around supply chain risk model-
ing,” he said. “The policyholder
has so much of the data around
cyber risk and supply chain risk,
while the insurance industry has
built over decades predictive mod-
eling capabilities that can be foun-
dational for understanding those
risks.”

By Bill Kenealy
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THE RISK MANAGEMENT PERSPECTIVE

IN JUNE, Business Insurance conducted a 15-minute online survey

about supply chain management risks among its readers.

A total of 603 people involved in supply chain risk management
participated in the study, including 329 corporate risk
managers/corporate executives and
274 commercial brokers or risk consultants.

MOST COMPANIES use a business continuity plan to protect themselves from supply chain failures.

Most business continuity plans are reviewed once year.

Not sure ——
8%

Business continuity plan
in place for supply chain failures

HALF OF COMPANIES agree that supply chain disruptions affect the

bottom line by increasing costs and reducing productivity.

Less than every two years 16%
Every other year 18%
At least once a year 48%
As needed 11%
Not sure/do not know 6%

Business continuity plan review frequency
[ May not equal 100% due to rounding]

SUPPLY CHAIN MANAGEMENT:
AN IMPERATIVE IN TODAY’S ECONOMY

ABOUT 60% OF COMPANIES record, track and report supply chain
failures, but that is not the case for 37% of companies.

3%—|

Recorded, tracked and reported
across the organization

M Recorded, tracked and reported in
some areas of the organization

Not recorded, tracked or reported

Not sure

Supply chain
performance

PHYSICAL DISRUPTIONS, such as production or distribution interruptions or inability to operate at regular hours, are common

when companies experience supply chain failures.

54% 520 Thrge o'ut of 'five'companies have experienced a supply
chain disruption in the past two years.
More than 10
33% Sixto 10 o,
28% e 4%
21%
One to five
A “
Increase Loss of Loss of Customer Decrease in 7T

cost of doing  productivity revenue complaints customer
business satisfaction

Effects of recent supply chain
disruptions (top 5)

Supply chain disruptions
in the past two years

NONDOMESTIC SUPPLIERS are believed to increase the overall supply chain risk, but most companies are not looking to change
their supplier mix. Finding better ways to manage supply chain risk seems to be an imperative for most companies regardless of

where suppliers are located.

8%

\IIIII I

Having nondomestic
suppliers

THE BROKER/CONSULTANT PERSPECTIVE

Decreases
overall supply
chain risk

M Has no impact
on the risk

Increases
overall supply
chain risk

SUPPLY CHAIN MANAGEMENT is included in most of the annual risk

evaluations brokers or consultants perform for clients.

r 5%

Percentage
of evaluations

M 100%

M 76% to 99%

M 51% to 75%
26% to 50%
1% to 24%

Supply chain management
as a part of risk evaluations

5%—|

4%

Plan to increase use of
domestic suppliers

M Plan to increase use of
nondomestic suppliers

H Do not plan to change
proportion of domestic/
nondomestic suppliers

No plan to change
suppliers

In the next two years
[May not equal 100% due to rounding]

Most supply chain failures result in physical disruptions.

38% 40%

14%
- =
Only Only Physical and No
nonphysical physical nonphysical  disruptions

Type of disruption due
to supply chain failure

MANY COMPANIES use multiple suppliers to protect themselves from
supply chain failures in addition to a business continuity plan.

Periodic supplier audits and reviews | 35%
Risk transfer system in place 36%
Rigorous quality controls used 38%
Reduced operations with weak suppliers 38%
Strict new supplier review/approval process 48%
Identified key suppliers’ risk of failure 55%
Multiple sources of key materials/components/products 61%

Business continuity plan used

74%

Top supply chain disruption
protection measures
[Multiple responses allowed]

HALF OF BROKERS/CONSULTANTS believe supply chain management is more important for their clients today than ever before.
However, many of their clients do not have a supply chain business continuity plan in place.

1%‘|

o
y

Importance of supply chain
management today

5%

as before

7% M Somewhat

a priority

than before

Not a concern

More important
than ever before

Equally important

important but not

M Less important

4% —l I— 2%

Less than 10%
11% to 40%
M 41% to 60%
M 61% to 80%
M 81% to 100%

32%

33%

Clients with business continuity plan
addressing supply chain management issues
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GLOBAL RISK CONSULTANTS (GRC)

WWW.GLOBALRISKCONSULTANTS.COM

MAXIMIZING YOUR RISK MANAGEMENT PROGRAM

Risk Management programs can span further
than an inspection process. Numerous com-
panies build their own customized internal pro-
grams and measurement goals in an effort to
improve and streamline processes and quan-
tify results. Global Risk Consultants (GRC) has
formed and maintained strong partnerships
with several such clients and assisted in creat-
ing and implementing sound internal business
programs.

One such partnership was with a company that
implemented their own internal customized
program. GRC was brought in to brainstorm
and develop program goals, measurements,
and more. Partnering early in the process en-
abled the company to utilize data already col-
lected from their program to maximize their
achievable results.

The Risk Manager was determined to maintain
consistent standards across all departments to
minimize potential losses and improve overall
safety results. Each division/region had their
own definition of risk management; therefore, a
plan had to be put in place to drive through the
same risk management goals.

Working to address current risk management
goals, GRC reevaluated the inspection and
to determine positive aspects present and
which areas needed improvement, guiding

them towards an attainable and ultimate goal
of improving their risk. GRC identified gaps in
the process and from this, determined critical
quantifiable goals for measuring improvement.
The client agreed with these measurement
tools and implemented them across the com-

pany.

Continuous process improvements are not an
overnight process. It starts by understanding
your current program and where you want to
be, then determining what internal steps to take
to get there. While all the data may be over-
whelming, partnering with GRC ensures the
most important details and trends come to sur-
face. We worked closely with this client to de-
velop a quantifiable process that has already
driven improved results. These results can be
reached for any company. GRC is a team mem-
ber that will help guide you, from creating the
loss control program or utilizing our consulting
to develop a sophisticated and aggressive risk
management program. The choice is yours.

KEY OPPORTUNITIES:

Fire Protection Engineering:

. Evaluate and manage exposure
to fire and explosion risks with on-
site inspections

. Develop action plans and cost-ef-
fective mitigation strategies;
implementation at the local site
and corporate level

. Impairment monitoring, plan/proj-
ect reviews, CAD diagrams and
loss investigations

. Customized client training pro-
grams

Boiler & Machinery Engineering:

- Analysis of facilities production,
process operations and utility
systems

. |dentify bottlenecks and ways to
improve operational efficiencies
through on-site inspections

. Develop action plans to control
losses and avoid breakdowns

- Mechanical integrity programs to
assist with O.S.H.A process safety
requirements

- Preventive/predictive and

. critical electrical equipment main-
tenance programs

Infrared Thermographic Surveys:

. Non-contact, non-destructive
inspections and analysis of electri-
cal and mechanical equipment

. Detect abnormal or unexpected
thermal patterns which may cause

threats

inspections

vessels

impact

tion strategies

equipment failure .
Infrared and airborne ultrasound
technology identifies ‘invisible’

- lIdentify critical loss exposures
and their severity/impact
Clients, on average, save $14
for every $1 spent on Infrared

Jurisdictional Boiler &
Pressure Vessel Inspections:

. Code-required inspection/certi-
fication of boilers and pressure

- Issuance of operating certificates
for jurisdictional objects in the
U.S., Canada & Puerto Rico .
- Third-party inspections for fabrica-
tion of boilers/pressure vessels in
the U.S., Europe & Asia
- Accredited by ASME and the
National Board of Boiler Pressure
Vessel Inspectors
Provide official documentation
and tracking of certificates and
violations/recommendations.

Natural Hazard Analysis:

. Identify natural hazard exposures
and evaluate their severity and

- Earthquakes, floods, hurricanes,
windstorms and other exposures -

. Site-specific analyses to identify risks
and develop action plans and mitiga-

Collect primary/secondary mod-
eling input data on a site-specific,
building-by-building basis

- Pre- and post- loss consulting

to prepare sites for impending
events and recovery

Loss Control Training:

. Offer flexible scheduling for on-
site training, customized remote
webinars and elLearning

«  Provide access to current training
programs for different risk man-
agement topics

. Increase the effectiveness of site

programs and manage risk to pre-

vent losses and control hazards

Assist facility in meeting local,

state and corporate requirements

by using recognized standards

Client Data Management System:

Full-featured, easy-to-use, engi-
neering data management system
. Secure, easy online access via
password from any internet con-
nection
. Interactive tools including bench-
marking, trending, rating and
auto-generated recommendation
follow-up system
. Multi-level access with one-stop,
sitemap navigational screen
Site-specific, portfolio level reports
with drill-downs, analysis and
outputs and batch reports

CUSTOM
MEDIA
BIGROUP

‘) Global Risk
Consultants’
WHO WE ARE

The only unbundled property
loss prevention com pany to offer
a complete portfolio of in-house,
site-specific services and risk
management solutions.

EXPERIENCE

With over 50 years of risk control
experience and a 96% client
retention rate, Global Risk
Consultants (GRC) reduces your
company’s overall cost of risk.

WHY GRC?

As a full-service risk control firm,
we are your constant, committed
advisor. By partnering with GRC,
the knowledge base builds year
after year; so, even if you change
insurance carriers, you continue to
receive the most consistent, detailed
risk analysis possible. Focused on
managing your risk to reduce loss,
we help you make sound business

decisions.

KEY OPPORTUNITIES

Global Risk Consultants (GRC)
reduces your company’s overall cost
of risk. Our diverse array of in-house
services are delivered worldwide
and backed by over 50 years of risk
control experience. With a 96%
client retention rate, we provide
complete loss reduction benefits

through value-added programs.

BENEFITS TO CLIENTS GOING

UNBUNDLED

* |ndependent and unbiased
evaluation of property exposures

e (Client-driven, long-term,
value-added partnerships

e Ownership of information and
consultative approach

e Ability to “think outside the box”
to develop customized loss
control program

e (Client is not under pressure prior
to insurance policy renewals

¢ Client has access to a team of
experts prior to meeting with
underwriters

e Worldwide credibility with
property insurance underwriters

CONTACT

Mario Harpel

Principal

732-827-4429
Mario.Harpel@globalriskconsultants.com
www.globalriskconsultants.com
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Fire Protection Engineering « MNatural Hazards Analysis
Jurisdictional Boiler & Pressure Vessel Inspections
Boiler & Machinery Engineering « Infrared Thermography
Loss Control Training - Client Data Management System

Helping Clients Solve
Their Loss Control Issues
for Over 50 Years.

The pioneer of unbundled

loss prevention engineering,
Global Risk Consultants

reduces your company's risk.
Our diverse array of in-house
services are delivered worldwide
and backed by over 50 years of
risk control experience.

() Global Risk Consultants’

www.globalriskconsultants.com
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Not surprisingly to some observers, law firms are
among the worst offenders when it comes to imple-
menting a robust privacy and cyber security pro-
tection program to manage their data.

One of the most critical components of a best-prac-
tices information governance regime is the pur-
chase of dedicated cyber, privacy and technology
insurance. Many — indeed, more than many —
attorneys fail to focus on the fact that they hold
third parties’ regulated personally identifiable infor-
mation and personal health information as well as
clients’ confidential commercial information, among
other sensitive data.

This is not to say that we necessarily ignore the
associated risks and exposures. Rather, in many
cases, it is simply a function of the fact that law firm
decision-makers typically are too busy to think
about it. But they should.

A recent example of a law firm breach was dis-
closed by Edward Snowden, who published a top-
secret document that revealed that a global law firm
based in the U.S. had been monitored by the Nation-
al Security Agency and its Australian counterpart
because the firm was representing the interests of
Indonesia in connection with trade negotiations.

Mr. Snowden’s revelations are not unique to the
extent they involve a breach at a law firm. The
cyber security firm Mandiant estimated that 80
major U.S. law firms were hacked as of 2011. And
the number of firms that have been breached since
then reportedly has grown significantly.

Perhaps of greatest concern is the financial impli-
cations of a data breach. The average of all costs
associated with a cyber incident in 2013 was $3.5 mil-
lion, according to the Ponemon Institute. Third-
party litigation, lost opportunity costs and, in many
cases, a potentially significant hit to the firm’s bot-
tom line would naturally follow a breach. In other
words, the reputational and financial risks of a data
security breach can be devastating.

Preferred target of cyber criminals

While law firms can discount NSA surveillance as
an anomaly, the threat of a law firm privacy inci-
dent is far from hypothetical. The American Bar
Association recognized the risk in 2012 when it
amended its ethics rules to require attorneys to
“make reasonable efforts” to protect client informa-
tion. In turn, the FBI has cautioned attorneys on
their cyber risks and exposures, having pointedly
warned that hackers view them as a back door to
their commercial clients’ confidential information.

Privacy related litigation can take many forms,
whether or not a breach has occurred. For example,
in May a Pennsylvania collections attorney was
sued in a putative class action lawsuit alleging that
he and his client had included in a public court fil-
ing the named plaintiff’s full Social Security num-
ber rather than just the last four numbers. The com-
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insurance plays for the legal profession.

plaint alleges violation of the common law tort of
invasion of privacy.

Even absent litigation, the financial and reputa-
tional costs of a privacy incident can be incalcula-
ble. In March, a significant international law firm
notified Maryland authorities that hundreds of
employees’ W-2 and other information had been
stolen when a vendor’s database was compromised
allowing the hackers access to the law firm’s
servers. As a remedial measure, the firm provided
free credit monitoring to all affected persons, num-
bering in the hundreds.

Entities holding client trust funds in particular
appear to be a favored target of cyber fraudsters.
For example, two Canadian law firms were victim-
ized in December 2012 when their trust accounts
were accessed by malfeasants. In the first case,
$90,000 was stolen from an attorney who succumbed
to the widely known bad check collection scam
where the attorney sent a firm check to a purport-
ed client posing as a foreign national seeking assis-
tance in collecting on a fraudulent debt. Needless to
say, there was no errors and omissions coverage for
the resulting loss.

The second case is more troublesome. There, an
Ontario, Canada, firm suffered a six-figure loss from
its trust account when its system was infected by a
Trojan horse virus that tracked a computer user’s
keystrokes. Through this mechanism, the fraud-
sters were able to gain access to confidential pass-
words when the firm’s bookkeeper logged into its
trust account. Trust funds were then serially wire-
transferred to an overseas account and never
recovered.

One of the best known law firm breaches occurred
in 2010, when China-based hackers, looking to scut-
tle a $40 billion corporate takeover of the world’s
largest potash producer by an Australian mining
company, infiltrated the secure computer networks
of at least seven Toronto-based law firms connect-
ed to the deal. Canada’s Finance Ministry and its
Treasury Board also were hacked. The acquisition
eventually fell through, albeit reportedly for unre-
lated reasons.

Law firm decision-makers should be particularly
mindful of the fate that befell a California escrow
services company that had been breached by cyber
criminals who stole roughly $1.5 million from over
100 of the firm’s escrow accounts. Like the Canadi-
an law firm, the escrow service had been the sub-
ject of rogue Trojan horse malware. The stolen cap-
ital was then wired to Russia and China.

The unauthorized accesses began in December
2012 and continued into January 2013. They were
reported to regulators in February 2013. An inves-
tigation ensued, pursuant to which the company
was ordered to replace the stolen funds within three
days from the date of the order.

The escrow firm was unable to meet its financial
obligations. As a result, the California Department

Data held by law firms ripe for thetft

W ith the wealth of client data that they hold, law firms are a high risk for data breaches.
Richard J. Bortnick, senior counsel at law firm Traub, Lieberman, Straus & Shrewsber-
ry L.L.P., discusses the importance of law firms mitigating their data risks and the role cyber

of Corporations filed a petition in state court and
subsequently appointed a receiver. In the end, the
company was forced to shut down and lay off its
entire staff.

Then there is the risk — and almost daily real-life
occurrence — of improper document disposal.
There have been a number of instances when attor-
neys were found to have disposed of unshredded
client records in dumpsters.

In another case, a Texas law firm’s laptops were
found in a pawn shop, notwithstanding the firm’s
policy of donating only those computers that have
been professionally scrubbed of client informa-
tion. In yet another, an employee stole 200 laptops
from a Palo Alto, California, law firm.

With these facts, statistics and warnings in mind,
the solution is simple: Information governance is a
practical place to start. A cyber security and risk
transfer expert wielding associated legal privileges
can assist a law firm and other professionals in
formulating and implementing practical and rea-
sonable steps to protect their clients’ and employ-
ees’ personally identifiable information, personal
health information and confidential commercial
information — and, by extension, the law firm’s
financial health.

Given the magnitude of the costs inherent in
remediating a privacy incident, it is a relatively
modest investment for a law firm to buy dedicated
cyber, privacy and technology insurance. While
various insurers’ policies differ on the scope of cov-
erage provided, cyber insurance can reduce the net
expense of a material cyber incident by factors of
the premium paid. Indeed, it is comparatively
cheaper to implement a strong privacy regime with
associated cyber, privacy and technology insurance
than to bear the entire net burden of having to
remediate a privacy event and potentially face pro-
tracted litigation.

In the long run, a firm-specific information gover-
nance program developed and deployed by an expe-
rienced, knowledgeable cyber risk transfer attor-
ney is both practical and a necessity. More and
more clients are requiring their outside advisers to
sign certifications that their information gover-
nance systems include robust cyber security and
privacy policies and procedures. To the extent a law
firm cannot so certify, it likely will not be consid-
ered for the proposed retention —or future reten-
tions by other prospective or even existing clients.

Richard J. Bortnick, senior counsel at Traub,
Lieberman, Straus & Shrewsberry L.L.P. in Red
Bank, New Jersey, litigates and counsels U.S. and
international clients on cyber and technology
risks, exposures and best practices, directors and
officers liability, professional liability, insurance
coverage, and commercial litigation matters. He
can be reached at rbortnick@traublieberman.com
and 732-936-5006.
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IronHealth offers
Medicare set-aside policy

IronHealth is offering a Medicare set-
aside liability policy for self-insured
employers and workers compensation
insurers that choose not to seek approval
from the U.S. Centers for Medicare &
Medicaid Services for workers compen-
sation Medicare set-aside arrangements.

The policy allows for streamlined set-
tlements and relief from the uncertainty
of future Medicare enforcement actions
from the workers compensation settle-
ment process, the Hamilton, Bermuda-
based specialty health care unit of Iron-
shore Inc. said in a statement.

The Medicare set-aside liability policy
allows parties to a settlement the ability
to forgo CMS approval with assurances
that Ironshore will assume the risk of
defense against future allegations by
CMS that the MSA was not adequately
funded, according to the statement.

“Seeking CMS approval of an MSA has
been a decade-long challenge when set-
tling workers compensation insurance
claims,” Matt Dolan, president of Iron-
Health, said in the statement. “Ironshore
is very comfortable assuming the long-
term risk of insurance for a non-CMS
approved settlement.”

Cooper Gay launches
Pro-Praxis agency

Cooper Gay Swett & Crawford Ltd. has
launched Pro-Praxis Insurance, an
underwriting management agency spe-
cializing in the health care industry.

Pro-Praxis, based in New York, will be
led by Bob Allen, who has over 25 years
of experience in the industry, the Lon-
don-based broker said in a statement.
Mr. Allen previously was a senior vice
president at Torus Insurance Holdings
Ltd.

The managing general agency will
bring U.S. domestic business to the Lon-
don market, and the company will build
a suite of proprietary insurance products
in conjunction with Lloyd’s of London
and U.S. market underwriters, according
to the statement.

Pro-Praxis has also launched a health
care and clinical research underwriting
facility that will offer primary profession-
al liability, general liability and stand-
alone umbrella coverage for a variety of
classes including air ambulances and
zoonotic disease centers, the broker said.

The team will offer primary profession-
al liability, general liability and stand-
alone umbrella coverage for classes such
as trial sponsors, contract research orga-
nizations, independent research sites
and institutional review boards for clin-
ical research liability.

All eligible classes have a capacity of
up to $10 million per claim, according to
the statement.

All Risks offers comp

for home health care risks
All Risks Ltd.’s workers compensation
specialty division is offering a specialty

class of workers compensation for home
health care risks.
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OIL to increase
coverage limits
effective Jan. 1

Mutual energy insurer Oil

Insurance Ltd. will increase
its per-occurrence limit from $300
million to $400 million and its event
aggregation limit from $900 million
to $1.2 billion.

The changes were decided at
OIL’s most recent board of direc-
tors meeting and will be effective
Jan. 1, 2015, the Bermuda-based
insurer said in a statement.

Members have until Jan. 1, 2017,
to switch to the $400 million limit
to allow for the adoption of the
additional $100 million limit into
their insurance programs, accord-
ing to the statement.

The increase was supported by a
significant majority of members,
who requested the increase in a
membership survey, OIL Presi-
dent and CEO Robert D. Stauffer
said in the statement.

“It is not uncommon for our
members to invest in $10 (billion
to) $40 billion projects, and our ‘All
Risks’ policy can seamlessly and
directly take them through the
construction phase and into oper-
ation without the concern of cov-
erage challenges,” he said.

Atlantic named windstorm limits
will not change from their current
amount at $150 million part of $250
million with a $750 million event
aggregation limit, according to the
statement.

This unit will offer workers compensa-
tion for home health services, assisted
living facilities, nonemergency medical
transportation, adult day care and nurs-
ing homes, the Hunt Valley, Maryland-
based broker said in a statement.

The coverage is available in every state
except Maine, Massachusetts, Rhode
Island, South Dakota and the monopolis-
tic states of North Dakota, Ohio, Wash-
ington and Wyoming, according to the
statement.

Ascent increases
medical coverage limits

Specialist managing general agent
Ascent Underwriting L.L.P. has
increased the limits on its CyberPro med-
ical billings errors and omissions prod-
uct to $5 million.

CyberPro, which was launched in
December to offer financial protection
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against U.S. health care billing and cod-
ing regulation violations, now includes
coverage for whistleblower investiga-
tions and reputational harm, the MGA
said in a statement. Coverage for full
prior acts is also available, according to
the statement.

“Although most practitioners have
invested heavily in new technology and
revised business procedures, they are
still at risk of fines and prosecutions
resulting from incorrect health care
claims billing, coding or processing,”
Gareth Tungatt, chief underwriting offi-
cer at London-based Ascent, said in the
statement.

As well as the placement of individual
risks, Ascent can now offer reinsurance
solutions for other insurers that want to
offer medical billings and cyber cover-
age, according to the statement.

AIR updates model
for Canadian quake risks

Catastrophe risk modeling firm AIR
Worldwide has released an updated
model for earthquake risks in Canada.

The updated hazard component of the
AIR Earthquake Model for Canada fea-
tures a comprehensively updated seis-
micity model using the latest historical
earthquake catalog from the Geological
Survey of Canada, Boston-based AIR
said in a statement. The model also more
accurately accounts for the impact of sur-
face soils on ground shaking for several
metropolitan areas, including Ottawa,
Montreal, Victoria and Vancouver, the
company said.

“The updated Earthquake Model for
Canada has been extensively re-engi-
neered and offers significant enhance-
ments,” Jayanta Guin, executive vice
president for research and modeling
with AIR Worldwide, said in the state-
ment. “In addition to the ability to esti-
mate losses from shake, fire following
and liquefaction, the release is the first
in the industry to include fully probabilis-
tic landslide and tsunami models for
Canada.”

The updated Earthquake Model for
Canada is available in Version 2.0 of the
Touchstone and Version 16 of the
CATRADER catastrophe risk manage-
ment systems, the company said.

Allied World offers
A&E liability insurance

Allied World North America, a unit of
Allied World Assurance Co. Holdings
A.G., has launched architects and engi-
neers professional liability insurance
coverage for the U.S. market.

Doug Hamilton has been appointed
vice president of the new product line
and will oversee its development, the
Zug, Switzerland-based insurer said in a
statement.

The coverage will be offered in four
areas within the construction industry:
architects and engineers professional lia-
bility, constructors professional liability,
project-specific coverage for design expo-
sure and owner’s protective profession-
al indemnity on both a primary and
excess basis, according to the statement.

DEALS & MOVES

EPIC huys Leavitt unit
Jenkins Insurance Senvices

Edgewood Partners Insurance Center Inc., which
does business as EPIC, has purchased Concord, Cali-
fornia-based Jenkins Insurance Services Inc., a unit
of Leavitt Group Enterprises Inc.

The shareholders of Jenkins Insurance Services
have sold 100% of their shares in Jenkins to EPIC, the
San Francisco-based broker said in a statement.
Terms of the transaction were not disclosed.

Jenkins shareholders Curt Perata, John Connell and
Mark Karpenko are now shareholders of EPIC, and
Leavitt Group Enterprises received cash for its major-
ity ownership in Jenkins, the statement said.

Jenkins has California offices in Concord, Sacramen-
to, San Jose and Orange County and one in Reno,
Nevada, that will be rebranded as EPIC.

(noss Insurance acquires
nival Maine hrokerage

Cross Insurance, a subsidiary of Cross Financial
Corp., has acquired Northeast Harbor, Maine-based
insurance agency Merchant, Needham & Associates
Insurance. Terms of the deal were not disclosed.

Merchant, Needham & Associates will operate as a
member of the Cross Insurance family but will retain
its name and nine-member staff, Bangor, Maine-based
Cross said in a statement.

Merchant, Needham & Associates specializes in a
variety of business, home, and vehicle insurance offer-
ings for customers throughout Hancock, Washington,
Penobscot and Knox counties in Maine. “This partner-
ship with Cross Insurance will allow us to offer prod-
ucts and services to our clientele never before avail-
able to us,” Randy Merchant, owner of Merchant,
Needham & Associates, said in the statement.

USI expands in New Jensey
with BHB purchase

USI Insurance Services L.L.C. has acquired Toms
River, New Jersey-based insurance agency BHB
Insurance Services L.L.C.

Terms of the transaction were not disclosed.

BHB is best known for its community associations
practice group and also provides commercial and per-
sonal property/casualty products and services, Val-
halla, New York-based broker USI said in a statement.

BHB’s office and its employees will remain in Toms
River, New Jersey, according to the statement. “This
acquisition enables us to combine our local technical
expertise with USI’s national network of resources,”
BHB co-partner Graham Blundell said.

ManshBerry acquires
nginsurance intermediary

Insurance industry adviser Marsh, Berry & Co. Inc.
is acquiring “substantially all” of the assets of New
York-based Gill & Roeser Inc., including its reinsur-
ance brokerage, MarshBerry Chairman and President
John Wepler said in a statement.

Terms of the transaction were not disclosed.

Willoughby, Ohio-based MarshBerry is hiring the
staff of Gill & Roeser Inc., including President and
CEO Steven K. Bolland and Chairman Dale A. Myer,
who will become managing directors in New York.
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LEGAL NOTICES

NOTICE OF FILING OF AN APPLICATION TO ESTABLISH A CLAIMS BAR DATE
FOR RELIANCE INSURANCE COMPANY IN LIQUIDATION

The Liquidator of Reliance Insurance Company is providing this Notice in compliance with an Order of
the Commonwealth Court of Pennsylvania which established a deadline for filing any objections to the
Liquidator’s Application to Establish a Claims Bar Date and for Approval of Notice (“Bar Date Application”).

If the Court approves a Bar Date, a Proof of Claim filed on or after the Bar Date will not be
considered even if the claim is filed late for a reason constituting good cause under 40 P.S. 221.37.
Any Proof of Claim filed before the Bar Date must identify, prior to the Bar Date, a specific claimant
with specific and identified existing injuries or damages or it will be barred.

The DEADLINE for filing any RESPONSE to the Bar Date Application is September 19, 2014.

You may view, download, or print a copy of the Bar Date Application by accessing the Reliance
Documents website at www.reliancedocuments.com, and choosing the link for the Bar Date Application.
If you do not have access to the internet or if for any reason you are unable to view, download, or print
the Bar Date Application from the Reliance Documents website, you may contact Reliance as follows and
request that a copy of the Bar Date Application be mailed to you: by mail: Liquidator-Bar Date Application,
Reliance Insurance Company (In Liquidation), Three Parkway, 5™ Floor, Philadelphia, PA 19102 or P. 0. Box
7757, Philadelphia, PA 19101; by telephone: (215) 864-4000 or by fax: (215)-864-4010 or by email:
Liquidator@relianceinsurance.com.

Commonwealth Court rules applicable to filing responses are also available by clicking on the link for
Selected PA Rules Governing Insurance Liquidations at www.reliancedocuments.com.
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NEW EM GLOBAL PRESIDENT
DISCUSSES RESILIENGE, TRIA

What is the biggest challenge
facing you as you take the reins
at FM Global?

Our mission and values are

going to remain the same.
We’ve got great clients, we have
great people and a great business
model, so my challenge and my
responsibility is to make sure all
that continues.

The property insurance market
is becoming more and more com-
petitive due to the influx of signif-
icant and alternative reinsurance
capacity. But for us and for our
clients, the mission remains the
same, and the goal is to work with
them to make their facilities as
resilient as possible. In addition to
that, it is providing stability in a
somewhat challenging market-
place.

The advantage of a mutual com-
pany is that our owners and our
clients are the same people. So
unlike a stock company, we’re not
forced to choose between what’s
good for the shareholders versus
what’s good for the clients. For
example, when we’re making long-
term decisions like building a new
research campus, we can do

what’s right long term for our
clients. Additionally, because of
our mutuality, we’re better posi-
tioned to absorb the volatility of
large-risk property business.

How important is the renewal of

the federal terrorism insurance
backstop, created by the Terrorism
Risk Insurance Act, better known
as TRIA? What would happen if the
program is not reauthorized?

We continue to fully support the
extension of TRIA. We agree
that it’s the best long-term solution
for the marketplace. That said,

we wanted to make sure we could
decrease the uncertainty created
by TRIA’s potential expiration. To
provide our clients with seamless
risk transfer regardless of the lack
of extension by leveraging our sur-
plus, we’ve been able to signifi-
cantly increase our terrorism lim-
its. We're able to offer most clients
a $1 billion terrorism limit regard-
less of whether TRIA goes away.
We would like TRIA to continue,
but our goal is to protect our
clients from uncertainty that the
possible expiration of TRIA cre-
ates and fulfill our promise to be
the market leader in providing
large, stable capacity for our
clients’ risk transfer needs.

Where do you see the biggest

advances in loss control
techniques and technology
occurring in the next few years?

We’ll continue to explore the
outer reaches of protection and
loss prevention technology at the
research campus that keeps up
with our clients’ emerging haz-
ards.
We’re also focusing on our ana-
lytic capability, which allows us to

THOMAS A, LAWSON
M GLOBAL

Thomas A. Lawson became
president of Johnston,
Rhode Island-based FM
Global on Aug. 1. Mr.
Lawson will also succeed
Shivan S. Subramaniam as
CEO, effective Jan. 1, 2015,
following Mr. Subra-
maniam’s retirement. Mr.
Lawson, who previously
served as the property
insurer’s executive vice
president, joined the
organization in 1979. He

recently spoke with Business Insurance Senior Editor
Mark A. Hofmann. Edited excerpts follow.

apply that same science to better
predict loss at client facilities and
allows us to produce benchmark-
ing systems like our new FM Glob-
al Resilience Index.

The resilience index takes a com-
bination of loss prevention criteria
as well as outside impacts such as
business climate and political cli-
mate to give clients a picture of the
situation in a particular country.
This is a good example of some-
thing we’ve developed particular-
ly in regard to supply chain; it
gives our clients one more data
point in understanding their expo-
sures.

Where do you see FM Global five
years from now?

As a company that’s doing the

same thing we’ve done for
almost 180 years — working with
clients to understand their expo-
sures and giving them the ability
to control their destiny by taking
the appropriate loss prevention
action.

As technology continues to
advance, so will our loss preven-
tion technology, and we’ll contin-
ue to support our clients around
the world regardless of whether
they be in Chicago or Shanghai.

COMINGS & GOINGS

UP CLOSE: STEPHANIE MAPES

BURLINGTON, VERMONT-BASED PRESIDENT

PREVIOUS POSITION: Burlington-based
executive management team member and
head of captive insurance group of Paul

Frank & Collins.

GOALS FOR NEW POSITION: We're
continuing to build out the brand and in
particular on the non-Vermont side, the more
worldly side. We are adding to that with our

immigration practice (for multinational

companies coming to do business in the

United States) and patent practice.

CHALLENGES FACING INDUSTRY: There are a lot of
changes in the health care sector ... driven by the federal
law changes. We have captives from all industries, but in
particular the risk retention group is heavily weighted in
health care, so there will be a lot of challenges there.

FIRST INDUSTRY JOB: This is it. I graduated law
school in 1988, and I joined this firm that same year.

WHAT SURPRISED ME: It was learning what the
industry was. When you are in law school, you don’t learn
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Paul Frank & Collins P.C.

P

about captive insurance, especially not back
then.

ADVICE: The best advice might be that at
first it feels overwhelming, but it really is a
small, friendly business ... Get involved in the
industry organizations and network.

OUTSIDE THE INDUSTRY, A DREAM
JOB: If I could do anything, I would teach. I
love to teach, and I've never been shy.

HOBBIES: Skiing, which I do with my 12-

BUSINESS INSURANCE

year-old son. My husband is a Vermonter, but he doesn’t
ski — he thinks it's too cold. My family, all three of us, like
to paint with oil paints. On those long, cold winter nights
we light a fire and get out our oils and our canvases.

FAVORITE BOOK: “The Color Purple” by Alice Walker.

BEST CITY: Burlington and the fact that Montreal is less
than a two-hour drive across the border. We enjoy this
small city and small state, and when you need your city fix
you can hop across the border and be in a great
international city with food and flavor.

Professional Moves & Promotions

AG,

Visit www. bl e.com/C

the weekly email.

BROKERS
Crystal & Company
Hub International Ltd.
UST Consulting Group
USI Insurance Services L.L.C.
Willis Group Holdings P.L.C.

INSURERS
Aspen U.S. Insurance
CNA Financial Corp.
Fireman’s Fund Insurance Co.
XL Group P.L.C.

REINSURANCE
Guy Carpenter & Co. L.L.C.
Guy Carpenter & Co. L.L.C.

OTHER
The Whitmore Group Ltd.

ings for a full list of this week’s person-

nel moves and promotions. Check our website daily for additional postings and sign up for

Krista Tankersley
Lerone Sidberry
Michael Welz

W. Gaston Caperton III
Maximo Saravi

George Kotsiopoulos
Dina Amato

Steven Bailey

Dave Schmitz

Roelant de Haas
Simon Smith

George Custance

Business Insurance would like to report on senior-level changes at commercial insurance
companies and service providers. Please send news and photos of recently promoted,
hired or appointed senior-level executives to: Kate Shepherd, Business Insurance,

150 N. Michigan Ave., Chicago, Ill. 60601-7524. kshepherd@busii i

e.com




CONTRAGTS

Continued from page 4

information is not pertinent to the
claim.

The bill represents the greatest
change to insurance contract law
in the United Kingdom in more
than 100 years, said Nigel Brook,
head of reinsurance at law firm
Clyde & Co. L.L.P. in London.

Insurers will have to change the
way they word contracts as a
result, said James Miller, partner
and head of insurance at London-
based law firm Reynolds Porter
Chamberlain L.L.P.

Underwriters will monitor any

CHANGES TO LAW
THAT DATES TO 1906

nsurance Bill, HL2014-15,
l would change several

aspects of current U.K. law,
according to the U.K. Law
Commission.

Current law: Section 18 of
the Marine Insurance Act 1906
requires buyers to disclose
every material circumstance
before entering into an
insurance contract.

Proposed bill: The
legislation would impose a
“duty of fair presentation” on
buyers, requiring buyers to
disclose all material
circumstances they know or
ought to know, or disclose
sufficient information to put a
prudent insurer on notice that
it needs to make further
inquiries before signing a
contract.

Current law: Insurers can
avoid a claim completely if the
buyer breaches the duty to
disclose information affecting
a risk.

Proposed bill: Insurers still
could refuse to pay a claim
should a buyer deliberately or
recklessly breach the duty to
disclose. Otherwise, an insurer
that would not have entered
into the contract may void the
policy, refuse claims and return
the premium; an insurer that
would charge a higher
premium could proportionately
reduce the value of any claim
payment; an insurer that would
change its terms can treat the
contract as though those terms
were in place.

Current law: The Marine
Insurance Act allows insurers
to include so-called “basis of
the contract clauses,” which
treat all insured factual
statements as warranties of
their truth. Any misstatement
allows an insurer to refuse to
pay claims, even if that
misstatement is not pertinent
to the claim.

Proposed change: Basis of
the contract clauses will be
void.

modifications to the bill as it pass-
es through Parliament and then
will have to adapt in such a way so
they can depend on buyer disclo-
sures, said Neil Maidment, chief
underwriting officer of Beazley
P.L.C. in London.

The proposed changes will be
beneficial to insurance buyers and
underwriters, said Chris Jones,
director of market services at the
London-based  International
Underwriting Association, which
represents insurers in the London
market.

In general, he said, the proposed
changes are “fair and balanced,”
but underwriters may need “to
revisit policy wordings.”

He said the IUA would work with

brokers and buyers to ensure pol-
icy wordings comply with the law
when it goes into effect.

The bill is not designed to stop
insurers from properly scrutiniz-
ing claims, said Nick Young, a
partner at law firm DAC
Beachcroft L.L.P. in London.
Rather, the proposals are aimed at
“those rare situations where
claims handling has fallen very
short.”

The proposal represents a “root
and branch” review of the way
business is written and claims are
handled, and is intended to reflect
today’s best practices, he said.

Large, multiline insurers are
likely to already be familiar with
many concepts in the bill, particu-

larly since similar changes for per-
sonal lines insurance took place
two years ago, Mr. Young said. But
smaller, specialty insurers may be
less familiar with the concepts,
and I need to “make sure their
practices are fit for purpose in
2015.”

Risk managers ‘delighted’

John Hurrell, CEO of Airmic Ltd.,
which represents U.K. risk man-
agers, said insurance buyers were
“delighted” with the proposed
changes. As soon as the bill
receives royal assent, Airmic will
work with insurers to start behav-
ing as though the bill already is
law, he said.

“We can help change market
behaviors,” Mr. Hurrell said.

A proposal to introduce damages
for late payment of claims was
dropped from the final version of
the legislation, but may be intro-
duced later by the Law Commis-
sion, sources said.

Peculiarities of English law,
which treats insurance payments
as damages, makes it tricky to
introduce damages for late pay-
ment of claims, Mr. Hurrell said.

But the Law Commission, the
independent body that keeps U.K.
law under review and drafted the
current proposal, has indicated it
plans to find a way to introduce the
concept of damages for late pay-
ment of claims, Mr. Young said.
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BOARDS

Continued from page 3

called on boards to be more
involved in managing cyber risks
and to be more adaptable to chang-
ing risks.

The recent issues driving greater
board interest in risk management
add to the increased legislative
and regulatory fallout from the
2008 financial crisis.

“After the financial crisis, there
were questions about what role
boards were actually playing
when things became very chal-
lenging,” said Rupak Mazumdar,
director of enterprise risk manage-
ment at food processing and distri-
bution firm George Weston Ltd. in
Toronto. “Certainly, risk manage-
ment’s also an important part of
strategic planning, so more boards
are getting active in that.”

“The boards are being held more
accountable,” said Carol A. Fox,
director of the strategic and enter-
prise risk practice at the Risk &
Insurance Management Society

Inc. in New York. Risk manage-
ment is “seen more as a strategic
function rather than the tradition-
al view of it as a tactical function,”
she said.

Frank Fiorille, senior director of
risk management at Paychex Inc.
in Rochester, New York, said the
payroll and benefits administrator
has been very successful at look-
ing at risk strategically, helping
the business grow and drawing
more board and senior manage-

HEAR
INTERVIEW

Access

Business

Insurance’s

interactive

digital edition
to hear Frank Fiorille, senior
director of risk management at
Paychex Inc. in Rochester, New
York, discuss company boards’
heightened interest in risk
management with Business
Insurance Senior Editor Rodd
Zolkos.

ment attention to risk manage-
ment.

“Here at Paychex, that has a lot
of interest,” Mr. Fiorille said.
“That’s something I make sure is
on my agenda every time I go
before them.”

While risk management and
enterprise risk management his-
torically got little board attention,
“now risk management is on the
agenda at board meetings and it’s
on the agenda more than once a
year, which is extremely favor-
able,” said John Bugalla, manag-
ing principal at consultant ermIn-
sights in Indianapolis.

Effective board oversight of risk
management helps organizations
achieve strategic success and
increases their resilience, Ms. Fox
said.

Achieving a high-quality risk dia-
logue with the CEO and board
allows companies to “be adaptive
and agile” in adjusting their strate-
gies when marketplace disruption
occurs, said James W. DeLoach,
managing director at consultant
Protiviti Inc. in Houston.

“The leaders in risk manage-

ment tend to be high-performing
companies,” Mr. Bugalla said.
“The tone really needs to be set at
the top and come down from the
top.”

Corey Gooch, senior enterprise
risk management consultant at
Towers Watson & Co. in Chicago,
said more boards are going
beyond regulatory compliance.

“That’s where we’re seeing some
more advanced companies and
engaged companies going in enter-
prise risk management — away
from just compliance,” he said.

And when the board sees tangi-
ble benefits for the company, it
helps improve the perception of
risk management and the risk
manager, Mr. Fiorille said. “When
you can help companies grow and
contribute directly to revenue gen-
eration and sales, that can’t help
but enhance your overall percep-
tion within the company,” he said.
“It also helps other folks think of
you as a true partner.”

The risk management operation
also can benefit from board mem-
bers’ expertise and perspective,
said Mr. Mazumdar.

For the board to provide effective
risk management oversight, how-
ever, it needs appropriate support.

“In order to make the informa-
tion that comes from a strategic
risk manager consumable by the
board and be useful, it has to be in
a form and fashion that they’re
used to” and presented in the con-
text of the business, the Florida
Blues’ Mr. Phelps said. The board
also needs a repeatable process to
evaluate risks, he said.

“We provide all the information
and reporting. We facilitate a lot of
the dialogue and discussion,” Mr.
Mazumdar said of the relationship
between risk managers and
boards who exercise effective risk
oversight.

Mr. DeLoach said it’s essential
that the risk manager work close-
ly with the CEO to focus the
board’s attention on the organiza-
tion’s critical enterprise risks and
emerging risks. “If the board buys
that, then the lion’s share of the
oversight process will really be
devoted to the critical enterprise
risks and the emerging risks,” he
said.

NARAB

Continued from page 3

Joel Wood, senior vice president
of government affairs at the Wash-
ington-based Council of Insurance
Agents & Brokers, said Sen. Tom
Coburn, R-OKla., insisted on the
sunset provision in exchange for
NARAB being included in the ter-
rorism backstop extension bill.

“Sen. Coburn has a goal of allow-
ing states to opt out of participat-
ing in NARAB on federalism
grounds,” Mr. Wood said. “We
respect his philosophy and strong-
ly disagree that NARAB under-
mines state insurance regulations.
So the best he could do was get a
sunset of the act two years after
the licenses were issued, which
would keep us busy in terms of
getting NARAB reauthorized, but
there was no alternative to getting
NARAB into the Senate TRIA bill.”

Despite the differences in the
House and Senate bills, supporters
remain optimistic that establishing
NARAB may finally be realized.

“There are no opponents,” said
Charles Symington, senior vice
president of external and govern-
ment affairs at the Alexandria,
Virginia-based Independent Insur-
ance Agents & Brokers of Ameri-
ca. “The insurance commissioners
have endorsed it ... and virtually
the entire industry is behind it.”

“I do think this is a do-or-die sit-
uation after more than a decade of
efforts to push this over the finish
line,” Mr. Wood said.

“The worst-case scenario is of
course that TRIA doesn’t get done,
and the second worst-case sce-
nario is that the Senate language
prevails with the NARAB sunset,”
Mr. Wood said. “The second worst-
case scenario still creates the
body, and we are confident it will
be successful, but we adamantly
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oppose a sunset, and it’s some-
thing on which we really do not
want to compromise.”

“I feel optimistic that this is the
year that we get NARAB over the
finish line,” said Mr. Symington.
“The reason is we’ve come very
close, and both chambers have
passed it, although in different leg-
islative vehicles.”

“We’re on the precipice of get-
ting this done,” he said. “In politics
you can’t make any guarantees,
but at this point, we feel opti-
mistic.”

Jill Hoffman, assistant vice pres-
ident of federal relations at the
Falls Church, Virginia-based
National Association of Insurance
and Financial Advisors, noted that
most of the group’s members sell
life insurance and other financial
products in multiple states.

“All of these things are long-term
investments,” she said. “If a client
moves to another state, it’s very
important they maintain the rela-
tionship with that client.”

Ms. Hoffman said while most
states are reciprocal in licensing,
“not all are. We're just trying to
remove as much red tape as possi-
ble,” she said.

“The House language is prefer-
able because it makes NARAB per-
manent, and we are doing every-
thing we can to get it across the
finish line,” Ms. Hoffman said.
“TRIA is a difficult issue and we
appreciate that, but I think there’s
overwhelming consensus that it
needs to get done; and when that
happens, we want NARAB to be
included.”

Despite industry optimism, no
one considers passage of legisla-
tion to establish NARAB a given.

“One thing we learned is every
time we think we’re really close,
that something unexpected hap-
pens. But we’re very positive that
this will happen,” Ms. Hoffman
said.
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POLICYHOLDERS

Continued from page 3

Hathaway’s money that’s going to
be used to pay the workers comp
claims, is whether that would have
some kind of an influence over the
way that Liberty Mutual handles
the claims,” said Paul R. Walker-
Bright, a partner and insurance
recovery attorney at Reed Smith
L.L.P. in Chicago.

“What we’ve seen before is that
when Berkshire Hathaway does
step in and they’re ultimately
responsible for some of these
longer-tail liabilities, the time to
get claims paid does lengthen,”
said Jeremy M. King, a partner
and insurance coverage attorney
at Olshan Frome Wolosky L.L.P. in
New York.

The reinsurance deal “further
strengthens our financial position
by removing a source of uncertain-
ty about our workers compensa-
tion, asbestos and environmental
liabilities,” a spokeswoman for Lib-
erty Mutual said in an email,
adding that it will continue to
write workers comp policies.

Insurance Information Institute
Inc. President Robert Hartwig said
such deals are not unusual for
insurers that want to reduce their

liability for asbestos and liability
claims, calling it a “win-win” for
both sides.

“It removes a source of volatility
for Liberty Mutual’s balance
sheet,” Mr. Hartwig said. “On the
National Indemnity side, they will
be able to invest the cash ... in a
way that’s consistent with how
Berkshire Hathaway often oper-
ates. They take advantage of the
float for investment purposes.”

Rating agency Standard & Poor’s
Corp. reacted by boosting its rat-
ing of Liberty Mutual Insurance
Co. to A/A-1 from A-/A-2, saying
the deal “largely mitigates poten-
tial risks from future adverse
reserve developments.”

Still, insurance attorneys say
Liberty Mutual policyholders
affected by the deal should be
watchful of how their claims are
handled, citing employer lawsuits
contending that National Indemni-
ty improperly delayed or denied
claim payments.

For instance, Ford Motor Co.
sued National Indemnity in 2012 in
U.S. District Court in Richmond,
Virginia, alleging that National
Indemnity denied payments for
liability claims it reinsured on
behalf of German insurer HDI-Ger-
ling Industrie Versicherung A.G.
National Indemnity agreed last
October to pay $22.1 million to

Ford in a settlement, according to
media reports.

In a statement last October,
Berkshire Hathaway said news
reports alleging that it inappropri-
ately delayed or denied reinsured
claim payments contained “mate-
rial inaccuracies and misleading
statements.”

While Liberty Mutual has agreed
to continue handling its workers
comp claims, “the company that’s
controlling the purse strings
arguably might have an ability to
influence the way those claims are
handled,” Mr. Walker-Bright said
of National Indemnity. “I think it
will come down to who is really
sort of controlling the claims.”

Mr. King said Liberty Mutual
workers comp policyholders may
not notice a difference in claims
handling, but there’s reason to
watch for changes. “I think there
might be cause for hope there that
... the same people will be handling
the claims as before under the
same instructions, but as far as I
know, there’s no guarantee of
that,” he said.

Still, Mr. Hartwig said he expects
Liberty Mutual policyholders
won’t see much change with
National Indemnity backing their
coverage.

Calls to Berkshire Hathaway
were not returned last week.

GOST

Continued from page 4

ed TCOR five years ago,” Mr. Fid-
low said. “The recognition of risks
is now more explicit and driving
some of the growth” in cost of risk.

Theresa Bourdon, Columbia,
Maryland-based group managing
director at Aon Global Risk Con-
sulting, said risk managers need to

look at the factors behind the num-
bers.

“You have to break it down into
pieces,” Ms. Bourdon said. “It’s a
really good thing to measure
TCOR, but you have to realize it’s
one aggregated number and that
different parts and lines of the
insurance industry are moving in
different directions.”

That includes examining trends
affecting claims frequency and
severity. “If you want to reduce

TCOR, you really have to under-
stand what’s going on with
claims,” she said.

Mr. Fidlow said better use of data
and analytics helps risk mangers
buy the correct amount of insur-
ance, identify and mitigate fac-
tors driving claims, and better
manage internal resources.

“Predictive modeling is helping
drive claims strategy, which is
helping reduce TCOR,” Mr. Fidlow
said.



SUBSIDIES
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Experts say the opposing rulings
add new layers of uncertainty for
enforcing ACA coverage require-
ments for employers, which are
due to take effect next year, as well
as the long-term viability of the
public exchanges (see story).

“The implications of this are
pretty profound,” said Frank Fan-
shawe, an Albany, New York-
based partner at Wilson Elser
Moskowitz Edelman & Dicker
L.LP.

Under the ACA, employers that
fail to provide affordable health
care coverage to 70% of their full-
time workforce in 2015 and 95% of
full-time workers in 2016 would
be penalized only if an employee
buys subsidized coverage through
a public exchange.

“In the absence of those subsi-
dies in the federal exchange, the
employer coverage mandate
would effectively disappear in the
states that aren’t running their
own exchange,” Mr. Fanshawe
said.

However, experts say only
employers with full-time work-
force populations living solely in
states that rely on the federal
exchange would be insulated from
the coverage penalty if the District
of Columbia circuit’s ruling is ulti-
mately upheld. An employer still
could be penalized if an employee
lives in a state that runs its own
exchange and uses the federal sub-
sidy to buy coverage.

“That would wind up triggering
the employer mandate penalty if
you're not offering coverage to a
sufficient number of your employ-
ees,” said Paul Hamburger, part-
ner and co-chair of the employee
benefits, executive compensation
and ERISA litigation practice cen-
ter at Proskauer Rose L.L.P. in
Washington. “And that penalty
would be multiplied by all of your
employees, not just the ones living
in that state.”

In 2015, the penalty for not offer-
ing affordable coverage is to be
$2,000 for each full-time employ-

should D.C. appeals court ruling stand,

health care reform

v. Sylvia Mathews Burwell et al. and David

King et al. v. Sylvia Mathews Burwell et al. —
all of whom live in states that do not run their
own public health insurance exchanges — allege
that the IRS unfairly subjected them to the
reform law’s minimum essential coverage
requirement by making the premium subsidies
available through the federal exchange.

Absent those subsidies being available, the U.S.
Court of Appeals for the District of Columbia con-
cluded that Halbig plaintiffs likely would be
exempt from having to buy coverage of any Kkind.

“It’s a big if, but if the Halbig ruling does stand,
it doesn’t bode well for the exchanges,” said Steve
Wojcik, vice president of public policy at the
National Business Group on Health in Washing-
ton.

To date, only 14 states, plus the District of
Columbia, have established their own insurance
exchanges. If the U.S. Court of Appeals for the
District of Columbia’s ruling in Halbig is upheld—
or the 4th U.S. Circuit Court of Appeals’ ruling
in King is overturned — far fewer residents of the
36 remaining states that rely on the federal gov-

l ndividual plaintiffs in Jacqueline Halbig et al.

dW May unrave

ernment’s exchange would be required to main-
tain coverage under the reform law’s individual
mandate.

“If people have to pay more because the subsi-
dized premiums are no longer available in a
majority of the states, fewer people are going to
be likely to sign up for coverage, especially those
who are younger and healthier,” Mr. Wojcik said.
“Eventually, that would lead to adverse risk
pools in the federal exchanges, which would in
turn drive premiums upward nationwide.”

Over time, experts say that would jeopardize
the health care reform law’s underlying goal of
broadening access to affordable health insurance.

“If the Halbig ruling becomes the law of the
land, then the Affordable Care Act itself would
be in grave danger of unraveling,” said Steve
Friedman, shareholder and co-chair of Littler
Mendelson P.C.’s employee benefits practice
group in New York. “The government subsidies
are one of the centerpieces of the ACA; and with-
out them, it’s questionable whether the current
structure of the public marketplaces would
remain viable.”

By Matt Dunning

EXCHANGE ENROLLMENTS AND SUBSIDIES*

Total federal exchange enrollment: 5.4 million

Enrollees receiving federal premium subsidies: 87%

Average monthly premium before subsidy: $346

Average subsidy: $264

Average monthly premium paid with subsidy: 76%

State in federal exchange with highest percentage of enrollees receiving subsidies: Mississippi 94%

States in federal exchange with lowest percentage of enrollees receiving subsidies: Arizona, Illinois, New Hampshire 76%

*As of June 18
Source: U.S. Department of Health & Human Services

ee, minus the first 80 employees; in
2016 and later, the first 30 employ-
ees are to be excluded in calculat-
ing the penalty.

Experts also say if a final ruling,
presumably by the U.S. Supreme
Court, shields employers with
workforces confined entirely to
states without an exchange, that
protection may be short-lived.

If the subsidies are eventually
limited to consumers using the
state-based exchanges, “the big

question is what happens with the
states that aren’t currently run-
ning their own exchanges,” said H.
Guy Collier, a Washington-based
partner at McDermott Will &
Emery L.L.P. “One possibility is
that some of those states will look
at this and recognize that they
have tens of thousands of citizens
who really can’t afford coverage
without the subsidies and, despite
their philosophical objections to
the health care reform law, elect to

set up a state-based exchange.”

Most experts agree the final
word on the premium subsidies
will rest with the U.S. Supreme
Court, as Congress is unlikely to
agree on revising the law.

How long it will take to resolve
the issue in the courts is unclear.
The Obama administration said it
would seek a rehearing before the
entire District of Columbia court in
Halbig. The plaintiffs in King
appealed to the Supreme Court

KEY POINTS L

M Conflicting appeals
court rulings on the
health care reform law’s
insurance premium subsidies cast new
doubt about the law’s future.

M The rulings stem from two lawsuits
challenging the government’s
authority to provide subsidies for
coverage bought through the federal
public health insurance exchange.

M Final rulings against the government
would impede enforcement of the
employer and individual coverage
mandates.

Hl The litigation is unlikely to be
resolved before employer mandate
goes into effect on Jan. 1, 2015.

M Regulators have not indicated they
plan to delay implementation of
coverage mandate penalties.

M Employers are advised to continue
preparing to comply with the health
care reform law.

last week.

“We’re probably at least a year
away from getting any sort of
finality,” said Sarah Bassler Millar,
partner and vice chair of the
employee benefits and executive
compensation practice group at
Drinker Biddle & Reath L.L.P. in
Chicago.

Until then, the government said
it will continue providing premium
subsidies through the federal
exchange. Experts say employers
would be well-advised to continue
preparing their health benefit pro-
grams to comply with the reform
law’s coverage requirements.

“Employers need to assume that
the law will still apply and, unless
they have a strong enough aver-
sion to this law that they’re willing
to test it themselves, I suspect that
most employers are going to con-
tinue to do just that,” said Jay
Kirschbaum, St. Louis-based prac-
tice leader of Willis North Ameri-
ca Inc.’s human capital practice’s
national legal and research group.

“That’s going to be the best
course of action, whichever way
this pans out,” he said. “If the man-
date goes away, then it goes away.
You'll only have incurred some
additional benefits costs and
administrative expenses. But if it
stays in place, then you’re looking
at some pretty serious penalties.”

TAKEQVER

Continued from page 1

importance of being responsible
custodians of our own sharehold-
ers’ capital.”

In response to Endurance drop-
ping its takeover attempt, Aspen
CEO Chris O’Kane said in a state-
ment that the insurer is “intensely
focused on the continued success-
ful execution of our strategic plan,
building value for our sharehold-
ers and serving our customers.”

Endurance giving up on its
takeover was “not a complete sur-
prise,” said Mark Goodman, Chica-
go-based partner at law firm Free-
born & Peters L.L.P.

“We all have to know when to
fold them,” Mr. Goodman said. “I

give Endurance management
credit; this is probably the better
part of valor to accept defeat and
move on rather than eating up
management time and attention to
pursue what looks to be an unob-
tainable goal.”

In a note sent after the termina-
tion, New York-based Amit
Kumar, vice president and senior
analyst of insurance for Macquar-
ie Capital (USA) Inc., said the ter-
mination of Endurance’s bid for
Aspen was “widely anticipated.”

Endurance approached Aspen
privately in mid-February and
then bid publicly in mid-April after
Aspen rejected negotiations.

Endurance maintained its $3.2
billion bid but increased the cash
component on June 2 and appealed
to shareholders to increase the
size of Aspen’s board and adopt

Endurance’s scheme of arrange-
ment. However, at least three-
quarters of Aspen’s shareholders
rejected the proposals.

The rejections drained life from
Endurance’s bid, observers say.

“They were hoping to generate
some sort of support from share-
holders that (Endurance) could at
least point to to try to advance
their cause,” support that did not
materialize, said Brian Schneider,
Chicago-based senior director of
insurance at Fitch Ratings Inc.

“Endurance’s goal was to gain
enough momentum with regard to
shareholder support to induce
Aspen’s management to actually
start negotiating with them,” said
Meyer Shields, managing director
at Keefe, Bruyette & Woods Inc. in
Baltimore.

There have been few successful

hostile takeovers in the insurance
sector, especially among Bermuda
reinsurers, Mr. Schneider said.

“I think the industry has been
somewhat reluctant to do hostile
deals. We haven’t really seen that
many recently that have been suc-
cessful,” he said.

“We don’t see a lot of hostile
takeovers in the insurance indus-
try,” Mr. Goodman said. “We
haven’t seen many since the
1980s,” when financing was inex-
pensive and companies were seen
as undervalued.

Financing also is inexpensive
now, but “I don’t really think you
can say that companies are seen as
undervalued,” he said, adding that
he does not expect other bidders
for Aspen. If there was such anoth-
er interested party, Aspen man-
agement would have found them,
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said Mr. Goodman.

“I don’t see anybody else,” said
Mr. Schneider of Fitch.

In a note, Mr. Kumar said Mac-
quarie met with Endurance on
July 11, and “management noted
that if the deal did not materialize,
they did not ‘need’ to acquire
another company and currently
have no plan B in place. Manage-
ment also noted that they are not
serial acquirers.”

“All of us have been talking
about consolidation since 2007 and
2008,” Mr. Kumar said in an inter-
view. “I think the reality is one has
to step back and ask themselves
about the social issues. I think a lot
of people are approaching this as a
mathematical exercise rather than
stopping and asking themselves:
‘Do the cultures match? Are there
really any expense benefits?”
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the size of the increases will
depend on an airline’s underlying
risks.

About 75% of the world’s airline
fleet renews its coverage in the
final quarter of the year, including
Malaysia Airlines, which is certain
to face higher rates (see story,
right) due to two major losses in
recent months.

Malaysia Airlines flight MH17
was shot down July 17 in Ukraine
en route from Amsterdam to
Kuala Lumpur, Killing the 283 pas-
sengers and 15 crew aboard.

While no group has claimed
responsibility, U.S. and other offi-
cials said pro-Russia separatists
shot the jet down with a surface-to-
air missile.

In a statement, Richard Harries,
CEO of London-based Atrium
Underwriting Group Ltd., whose
Lloyd’s of London syndicate 609
leads the war risks policy for
Malaysia Airlines, said it had
agreed to settle the hull war loss
portion of the loss.

The commercial hull war loss
from the tragedy is likely to be
about $97 million, sources said.

Malaysia Airlines’ insurance pro-
gram is brokered by Willis Group
Holdings P.L.C. (see box, pagel)

The downing of flight MH17 fol-
lowed the March disappearance of
Malaysia Airlines flight MH370
with 239 people presumed Killed,
the mid-July attacks on planes at
Tripoli International Airport in
separatist fighting, the loss of an
Air Algerie flight in Mali during a
sandstorm killing the 118 aboard
and the late-July crash of a
TransAsia Airways plane in Tai-
wan that went down trying to land
in typhoon conditions and killed at
least 48.

According to several London
underwriters, the MH17 loss will
affect the aviation war risks mar-
ket, which could filter to the avia-
tion hull and liability market.

“For a number of years, abun-
dant capacity has placed consider-
able pressure on pricing, as well as
terms and conditions, across all
aviation lines,” said Catherine
Thomas, director of analytics at
A.M. Best Co. Inc. in London. “At
the beginning of 2014, rates were

significantly below peak levels,”
and the market still was profitable,
despite some large losses, until the
recent crashes.

“For the niche war risk market,
losses this year will considerably
outweigh premiums written, and
insurers are expected to react with
substantial rate increases,” Ms.
Thomas said.

Annual premiums for the global
war risk market were about $60
million for 2014, sources said.

In total, so far this year the com-
mercial hull war market has suf-
fered losses of between $500 mil-
lion and $600 million, sources said.

Those losses include at least $108
million from Malaysia Airlines
flight MH370, as much as $500 mil-
lion from the attacks on planes at
Tripoli airport, and about $97.3 mil-
lion from the loss of flight MH17,
experts say.

The losses probably wiped out
about five years’ of aviation war
risks premiums, said a London
underwriting source who asked
not to be named.

“While the losses will be spread,
there will be a correction” in rates,
he said.

Since the 2001 U.S. terrorist
attacks, most insurers underwrit-
ing war risks have reinsured that
book of business, one source
noted.

Given the recent losses vs. pre-
miums collected, that would sug-
gest aviation insurance rates in
general will increase, said Dominic
Burke, CEO of London-based bro-
kerage Jardine Lloyd Thompson
Group P.L.C. However, “the avia-
tion market behaves in its own dis-
tinctive way,” he said.

In a conference call, Chris
O’Kane, CEO of Hamilton, Bermu-
da-based Aspen Insurance Hold-
ings Ltd., said the recent losses will
put upward pressure on aviation
rates. He said Aspen will look for
rate increases around 100% for pri-
mary aviation war risks, while
rates for aviation war risk reinsur-
ance could increase 200% to 300%.

“In the aviation hull and liability
insurance market, there will be a
reaction in terms of pricing levels,
but at this point it is too early to
say what that will be,” said Philip
Smaje, London-based global head
of transportation broking and CEO
of aerospace at Willis. “The abun-
dance of capacity could limit the
extent to which insurers can hike

The Royal Malaysian Air
Force took part in a search
and rescue mission in March
for the missing Malaysia
Airlines flight 370 jetliner.
Efforts to find the aircraft are
ongoing.

MALAYSIA AIRLINES LEADS
THE PACK IN YEAR’S BIG LOSSES

hile Malaysia Airlines

has suffered two catas-

trophic losses this year,
the aviation insurance market
likely will not unduly “punish”
the airline with untenable rate
hikes when it renews in
November, sources say.

But according to reports, the
airline is losing between $1 mil-
lion and $2 million a day
through lost ticket sales and
likely could survive only six
more months if that continues.

Neither of Malaysia Airlines’
losses — the still-unexplained
disappearance of flight MH370
in March and the shooting
down of flight MH17 in July —
were caused by core opera-
tional issues, said Nigel Wey-
man, chairman of the aerospace
division at London-based Jar-
dine Lloyd Thompson P.L.C.

rates.”

Sources said that for 2014, world-
wide primary hull and liability pre-
mium, excluding hull war and
excess third party liability, totaled
about $1.35 billion.

For aviation war risks, some
underwriters may boost rates by
as much as 300%, Mr. Smaje said.

The recent losses also are
expected to affect rates for avia-
tion hull and liability insurance,

So while the airline will pay
higher rates at renewal, Mr.
Weyman said it is unlikely
underwriters will impose
unfairly high rate increases.

“The principle that the losses
of the few will be paid by the
many will apply to an extent,”
he said.

One underwriting source who
declined to be identified agreed.
Since neither incident can be
blamed on failures of Malaysia
Airlines itself, underwriters
likely will treat the company
with a certain degree of sympa-
thy at renewals, he said.

But another underwriting
source, who also asked not to
be named, said it remains to be
seen whether the airline can
survive financially — regard-
less of the insurance it buys.

By Sarah Veysey

sources said.

Insurers likely will approach
underwriting in a rational manner
and will not overreact to the recent
losses, so sweeping rate hikes are
unlikely, said Garrett Hanrahan,
Dallas-based U.S. aviation practice
leader at Marsh L.L.C. Underwrit-
ers will need to re-examine their
books of business and price
according to the underlying risk of
an airline, he added.

AP PHOTO

But plentiful capacity could blunt
increases, Mr. Hanrahan said.

According to an Aon P.L.C.
report, lead premiums in the glob-
al aviation market totaled about
$1.4 billion in 2013.

Commercial aviation rates will
increase, but the increases will not
be uniform, said Nigel Weyman,
chairman of the aerospace division
at JLT in London.

“We are hoping that the recali-
bration of the market, when it hap-
pens, will be quite measured,” he
said.

Underwriters likely will more
strictly differentiate between
risks, examining factors such as
the types of aircraft in a fleet and
the liability they might face, Mr.
Weyman said.

While the attack on flight MH17
in particular will prompt under-
writers to re-evaluate the risks fac-
ing airlines, surface-to-air missiles
have long been a threat, said
Marsh’s Mr. Hanrahan, such as the
1983 case of a Korean Air Lines Co.
Ltd. flight from New York to Seoul
that was shot down by a Russian
interceptor aircraft.

“So these types of risk are out
there,” and rerouting flights to
avoid dangerous airspace is one
risk mitigation strategy, he said.

Airlines’ vulnerability to ground-
to-air attacks has always existed,
but the aviation market deals in
catastrophic risks and will not
exclude such attacks, Mr. Wey-
man said.

RESILIENGE

Continued from page 4

ral events, Mr. Nutter said.
Although the effort grew out of
the president’s climate action plan,
“for us, this isn’t so much about cli-
mate than it is about extreme
weather,” said Julie Rochman,
president and CEO of the Tampa,
Florida-based Insurance Institute
for Business and Home Safety,
who also attended the meeting.
“There’s always been extreme
weather, there’s extreme weather
now, and no matter what happens
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with the climate, there will be
extreme weather in the future.”

“This was not a check-the-box
kind of meeting — this was a meet-
ing designed to begin a dialogue
that would actually result in some
outcomes,” Ms. Rochman said.
“Anything (the federal govern-
ment) can do to help with loss mit-
igation is huge.”

Mr. Nutter pointed out that there
is no particular timetable for
future meetings or reports.
Instead, “it’s not a national strate-
gy as much as it is where do we
have overlapping interests where
we could work collegially to
advance a common interest in
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reducing property damage and
loss of life as a result of extreme
weather events?”

“The White House/insurance
industry roundtable is an opportu-
nity to work together on short- and
long-term loss prevention solu-
tions to make our country more
resilient to extreme weather
events,” said Tony Kuczinski,
president and CEO of Munich
Reinsurance America Inc. in
Princeton, New Jersey, in an
email.

“This makes absolute sense from
a macroeconomic perspective, as
lower subsequent losses will gen-
erate savings of several times the

investment,” he said. “Most impor-
tantly — these solutions can pro-
tect human lives.”

“I think the goal is to come with
initiatives related to better build-
ing codes and standards” as well
as to find a specific vehicle or plat-
form to communicate risk, such as
something along the lines of
Europe’s Oasis Loss Modeling
Framework, a London-based non-
profit open-architecture catastro-
phe model, Mr. Nutter said.

“We seek a public-private part-
nership that can reduce the soci-
etal impact of severe weather
events,” said Munich Re’s Mr.
Kuczinksi.

“To take it a step further, what
if business and home owners
received government financial
incentives to improve infrastruc-
ture and fortify buildings before an
event?” he said. “This could save
lives and reduce costs in the long
run.”

“Ultimately, we support a smart,
balanced loss prevention approach
that protects the public but does
not stifle business or innovation,”
said Mr. Kuczinski.

“You always go into meeting
with high hopes,” said Ms.
Rochman. “I think it’s incumbent
on both sides of the table to keep
the dialogue going.”



Mansh & McLennan revenue
increases 6.8% in second quarter

B Marsh & McLennan Cos. Inc. reported 2014
second-quarter revenue of $3.36 billion, a 6.8%
increase over the same period last year. The
brokerage’s profit for the quarter grew 11.1%
over last year’s second quarter to $431 million.
Marsh L.L.C., the company’s commercial bro-
kerage unit, posted $1.49 billion in revenue, a
6.4% increase over the prior-year period, while
its reinsurance brokerage, Guy Carpenter & Co.
L.L.C,, recorded second-quarter revenue
growth of 3.5% over the same period in 2013 to
$295 million. Mercer L.L.C., the company’s ben-
efits consulting unit, posted $1.07 billion in rev-
enue, a 2.8% increase over the second quarter
of 2013, while its global management consulting
arm, Oliver Wyman Group, reported a 22.7%
increase in second-quarter revenue to $449 mil-
lion compared with prior-year results. “The
company ... produced revenue growth of 7%
with underlying revenue growth of 5%,” said
Marsh & McLennan President and CEO Daniel
Glaser in statement. “This was our strongest
quarterly revenue performance in two years,
with all operating companies contributing.”

Gommencial P/G rates
stay soft in second quarter

B Commercial property/casualty insurance
pricing continued to soften during the second
quarter, according to the Council of Insurance
Agents & Brokers’ quarterly “Commercial
Property/Casualty Market Index Survey.” Pric-
ing for small, medium and large accounts
slipped just 0.5% on average during the period,
compared with an average pricing decline of
1.5% during the first quarter of 2014 and 4.3%
during the second quarter of 2013, according to
Council survey data. Large accounts showed
the greatest decline at 2.6%, with medium
accounts showing a 0.2% decline and small
accounts increasing 1.2%. Property insurance
pricing was particularly soft, showing a decline
of 2.6% compared with flat pricing during the
first quarter, the Council said in its statement.
Competition and capacity continued to weigh
on pricing, according to Ken Crerar, president
and CEO of the council.

PBGC takes over pension plan
sponsored hy Posner estate

M The Pension Benefit Guaranty Corp. is tak-
ing over and terminating the underfunded pen-
sion plan sponsored by the estate of one-time
businessman and corporate raider Victor Pos-
ner, stepping in because the assets of the Pos-
ner estate are being distributed by a Florida
probate court and the pension plan will be aban-

doned. The plan, which has 2,101 participants,
is 39% funded with $25 million in assets and
$63.9 million in liabilities. The PBGC said it
expects to cover the entire $38.8 million funding
shortfall. Mr. Posner, who died in 2002, at one
time had controlling interests in numerous cor-
porations, including Arby’s, Royal Crown Cola
and Sharon Steel Corp. A 2002 New York Times
obituary said Mr. Posner mismanaged many of
“these companies into bankruptcy but enriched
himself as they foundered.”

Willis revenue up .1%,
hut expenses blunt profit

B Willis Group Holdings P.L.C. said second-
quarter revenue increased 5.1% to $935.0 million
as commissions and fees grew, but increased
income tax charges and expenses limited prof-
it. Net income fell 55.1% to $48.0 million due to
an income tax charge of $59 million, up from a
$29 million income tax charge in the year-ago
period. Expenses also grew 8.9% to $787.0 mil-
lion for the quarter. Commissions and fees for
the quarter increased 5.1% to $930.0 million,
while net investment income jumped 33.3% to
$4.0 million.

NCCI proposes 5.5% decrease
in lllinois workers comp rate

B The National Council on Compensation
Insurance Inc. has proposed a 5.5% decrease in
Illinois workers compensation advisory rates
next year, Illinois Gov. Pat Quinn said. The rate
cut would be effective Jan. 1, 2015, if it is
approved by the Illinois Department of Insur-
ance, according to a statement issued by Gov.
Quinn’s office. The decrease is expected to save
Illinois businesses $143 million in workers comp
premiums next year. “We’re pleased that the
NCCI has proposed a rate reduction in Illinois
for the third straight year,” insurance depart-
ment Director Andrew Boron said in the state-
ment. “The lower rate will deliver significant
savings for Illinois employers.” Illinois comp
rates have declined more than 18% since the
state enacted workers comp reforms in 2011,
representing more than $450 million in premi-
um savings for employers, the release said.

Hantford posts S467 million logs
fon 2014 second quarter

B The Hartford Financial Services Group Inc.
reported a net loss of $467 million for the sec-
ond quarter of 2014 compared with a net loss of
$190 million in the second quarter last year. The
company said factors including a $617 million
loss on the sale of its Japan annuity business
and unfavorable loss reserve development
related to asbestos claims offset solid earnings

in its core businesses. For the quarter, net writ-
ten premiums rose 2.8% over the prior-year
quarter to $2.57 billion. Citing increased natu-
ral catastrophe losses, Hartford said its com-
bined ratio deteriorated to 108.6% in the second
quarter compared with 105.4% a year ago.

Aon second-quanter revenue
flat at $2.92 hillion

B Aon P.L.C. reported revenue of $2.92 billion
for the second quarter of 2014, an increase of
less than 1% over the same period a year earli-
er. Net income for the quarter, however, surged
26.1% from that of the prior-year period to $304
million as the brokerage reported that “restruc-
turing savings in the second quarter related to
the Aon Hewitt restructuring program are esti-
mated at $100 million compared to $78 million
in the prior-year quarter.” Second-quarter
revenue for Aon’s Risk Solutions brokerage
and risk management operation remained flat
compared with $1.95 billion a year ago, reflect-
ing 1% organic growth in commissions and fees,
offset by a 1% decrease in commissions and fees
resulting from acquisitions. Retail organic rev-
enue increased 2%, but reinsurance organic rev-
enue fell 4% compared with last year, mostly
due to lower treaty rates and a decline in fac-
ultative placements. Aon’s HR Solutions oper-
ation’s total revenue increased 2.7% to $982 mil-
lion compared with the prior-year quarter.

Colorado insurance exchange GEO
to [ead Cigna private exchange

MW Patty Fontneau, CEO of Connect for Health
Colorado, will leave her position at the state’s
health insurance exchange in mid-August to
become president of Cigna Corp.’s private
exchange business, helping the health insurer
expand its business in other insurance market-
places across the country, Cigna said in a state-
ment. Bloomfield, Connecticut-based Cigna is
one of 10 insurers that offer individual health
plans on the Colorado marketplace.

Modern Healthcare

Unum reponts 10.9% profit rise
in second guanter

B Unum Group reported second-quarter net
income of $242.5 million, up 10.9% from the same
period last year. In the U.S. segment, group
long-term disability and group short-term dis-
ability sales increased in the second quarter, as
did sales of group life and accidental death and
dismemberment products, the company said in
a statement. Supplemental and voluntary lines,
however, reported a slight decline in operating
income to $83.6 million, compared with $83.7
million in the second quarter of 2013.

Events manager joins Business Insurance

Meghan Bradley has joined Business
Insurance as its events manager based
in Chicago.

Ms. Bradley will work closely with
the editorial, sales and marketing
teams to develop, plan and produce
Business Insurance’s current events
and conferences, as well as support
efforts to bring new events to the mar-

Before joining Crain Communica-
tions Inc., Ms. Bradley was senior man-

ager of member programs for the Illi-
nois Technology Association in Chica-
go, producing up to 40 events and pro-
grams a year.

She also was special projects coordi-
nator for the National Sporting Goods
Association in Mount Prospect, Illinois,
where she planned and oversaw the
group’s annual conference as well as
ket. other special projects.

Prior to that, Ms. Bradley was a mar-
keting communications coordinator

ance.com.

for First Nonprofit Insurance Co. in
Chicago and a communications coordi-
nator for The Center: Resources for
Teaching and Learning in Arlington
Heights, Illinois.

She graduated from Eastern Illinois
University with a bachelor of arts
degree in journalism with a concentra-
tion in public relations.

Ms. Bradley can be reached at 312-
649-5441 or mbradley@businessinsur-

Ms. Bradley
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Pet owner dogs
council with claim

he legal arena can be a dog-eat-dog
world, but one pet owner from England

is taking on her local council to seek
compensation for injuries her dog sustained
while undertaking that most clichéd of dog
activities: chasing a cat.

Rebecca Richardson, from Brighton,
England, claims that her 3-year-old Cavalier
King Charles spaniel suffered a slipped disc
while chasing a cat in long grass, according
to the Daily Mirror.

And Ms. Richardson wants Brighton &
Hove City Council to foot the vet’s bill.

According to the news report, Ms.
Richardson said surgery for her dog Scooby
could cost up to £5,000 ($8,589).

Ms. Richardson told the newspaper that
neighbors have been complaining about the
length of the grass for weeks.

A spokesman for the council said it would
investigate any complaint made.

It remains to be seen if Ms. Richardson
stands a cat in hell’s chance of receiving any
money toward treatment for her furry friend.

There was no update on the cat’s fate.

Noriega makes play

fon video game profits

sentence in a Panamanian prison is not

S ome guys just won’t stay down. A murder
stopping former dictator Manuel Noriega from

suing video game producer Activision Blizzard Inc.

for allegedly using his image without permission.

Mr. Noriega filed suit July 15 in Los Angeles
Superior Court seeking restitution and lost
profits, claiming Activision used his
image to “increase the popularity
and revenue” from “Call of Duty:
Black Ops IL.”

In his complaint, Mr. Noriega says
that Activision portrayed him as “the
culprit of numerous fictional heinous
crimes,” this as opposed to the myriad of actual
crimes littering the former CIA informant’s past.

After an ignominious tenure as dictator of

Panama from 1983 to 1989 which included working

closely with Colombian drug cartels, he was
deposed during a U.S. invasion in 1989 and
convicted in the U.S. in 1992 on drug and
racketeering charges.

Mr. Noriega ended up back in Panama after being

briefly extradited to France following his release
from U.S. prison in 2010.

34 August 4, 2014

BUSINESS INSURANCE
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DRUG TEST TRIPS UP
UEEN'S VIGTORY
AT THE RAGETRACK

AP PHOTO

Estimate, owned by Queen Elizabeth II, likely will be stripped of her second
place in this year’s prestigious Ascot Gold Cup race.

eputation risk is high on the agenda of most corporations, and the

British royal family is not immune to threats to its brand. Buckingham

Palace announced that a racehorse owned by Queen Elizabeth IT, a

renowned fan of equestrian sports, had failed a drugs test. The 5-year-

old mare, Estimate, tested positive for morphine — a substance banned
by the British Horseracing Authority on race days though permitted for
medicinal use.

As a result, Estimate likely will be stripped of her second place in this year’s
prestigious Ascot Gold Cup race, which was held in June.

And Queen Elizabeth likely will have to return the £80,625 ($137,748) prize
money the horse was awarded for that race, according to the Daily Telegraph.

The most likely explanation for the presence of morphine in Estimate’s
sample is a contaminated food batch, according to the Telegraph.

In a statement Wednesday, the supplier of food to the royal horses,
Kettering, England-based Dodson & Horrell Ltd., said it had withdrawn several
batches of a feed called Alfalfa Oil Plus after being informed by one of its
suppliers about potential contamination.

Also likely to be rising up Queen Elizabeth’s risk register is social media
exposure. An erroneous screen grab from the BBC news site which read “Queen
has tested positive for drug morphine...” has been making the rounds.

Business Insurance isn't all business all the time, and we know you're not either. So
visit www.businessinsurance.com for more Off Beat stories and monthly photo
galleries featuring the best of the weirdest news about insurance, fraud, liability
issues and related topics that make people and companies do funny, silly and
strange things.

Dniver caught
in claims time warp

hen a Pennsylvania woman phoned Safe
w Auto Insurance Co. to initiate an auto

insurance policy in April, she claimed she
hadn’t had an accident in five years — but
according to the authorities who charged her last
week with insurance fraud, it actually had been a
mere seven minutes.

According to a news report, police records show
the woman was involved in a fender bender in a
Wal-Mart Stores Inc. parking lot in Wilkes-Barre
Township, Pennsylvania, at 12:44 p.m. April 11. At
12:51 p.m. she was on the phone to Safe Auto to
set up coverage, the report said, and the next day
called the insurer again to file a claim, prompting
the insurer to begin a fraud investigation.

The Northeastern Pennsylvania Insurance Fraud
Task Force, which charged the woman with a
misdemeanor count of insurance fraud, said a
previous policy she had with Columbus, Ohio-based
Safe Auto lapsed March 1.

Antists sing blues
over car audio

he Alliance of Artists and Recording
T Companies Inc. says it's being taken for

a ride by American automobile
manufacturers.

The alliance, a nonprofit organization
formed as a result of the Audio Home
Recording Act of 1992, collects and
distributes royalties generated by the sales
of blank CDs, personal audio devices, media
centers, satellite radio devices and car audio

systems with recording

) capabilities.

N It filed a lawsuit Friday
against Clarion Corp. of

America, Denso

International America

Inc., Ford Motor Co.

and General Motors Co.
for allegedly violating the
act by manufacturing,

importing and distributing
digital audio recording devices that are
“either preinstalled in vehicles or intended
for use in vehicles” without paying royalties,
court records show.

The devices can be found in vehicles like
the GMC Terrain and the Ford Mustang.

“While no one likes litigation, Ford, GM,
Denso, and Clarion have stonewalled long
enough, and we are determined to collect
the royalties our members — and all artists
and music creators with rights under the
AHRA — are owed,” Linda Bocchi, executive
director of the Alliance of Artists and
Recording Companies, said in a statement
on the organization’s website.

According to records, other manufacturers
that distribute similar in-vehicle CD-copying
devices submit required royalty payments to
the U.S. Copyright Office.
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Chief Executive Officer of
SCOR Global P&C
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WORLD CAPTIVE FORUM

One of the longest-running international captive conferences in the world
designed to help industry professionals keep up-to-date on the captive
insurance industry trends and best practices. This three-day annual
meeting provides the ideal community for exchanging ideas, networking
and developing business relationships on an international scale.

BENEFITS OF ATTENDING:

* Educational sessions designed for those new to captives market as well as
experienced captive owners looking for growth opportunities.

* Global content developed for an international market and for companies with
global exposures.

« Comprehensive sessions targeting those who want up-to-date info on how to
add employee benefits to their captives.

* New networking opportunities and information resources.

* Engaging exhibit hall filled with service providers and regulators to
guide and answer questions.

WHO ATTENDS? 350+ attendees expected!

* Risk managers, benefit managers and senior management of organizations
either insured by a captive or exploring formation of one.

» Leading providers of captive services, including captive managers, legal, ac
counting, actuarial, claims, asset management, fronting, reinsurance and
many other services designed to support captives.

* This domicile-neutral event also attracts numerous regulators and
representatives from major domiciles to learn from colleagues and
captive owners.

WORALD

CAFTIVE ’ HOW YOU CAN PARTICIPATE:
— MARY PEMBERTON
mpemberton@businessinsurance.com - 303.898.4043

BUSINESS INSURANCE

RO

TOWERS WATSON La_’

REGISTRATION: www.worldcaptiveforum.com



RESILIENCE GETS BACK UP.

How your business recovers from a disruption has a lot to do
with how it prepared for it. At FM Global, our goal is to make

our clients resilient before, during and after an event. We're a
commercial property insurer that offers the expertise of 1,800 ' //7
engineers worldwide and a $125 million research facility to FMG |/[J,,hﬂ|

ensure you overcome even the hardest of hits. Learn more at /
fmglobal.com/resilience. WHEN YOU'RE RESILIENT, YOU'RE IN BUSINESS. (

TYPHOON

YOUR FACTORY
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Facts and figures from the latest research on
www.crainsbenefitsoutlook.com

employees’ retirement issues, including:
escalating concerns about savings; reasons
why many workers delay retirement; the value
they place on retirement benefits; and how
gender and the economy play on workers’

™ outlook and confidence. Page 22

Where to invest
HSA funds

As health savings account balances
accumulate, employers and employees
are considering what are the best

investment options. Page 4

A SUPPLEMENT TO BUSINESS INSURANCE AND PENSIONS & INVESTMENTS



Helping employees
is your passion.

INSURANCE

You have a responsibility to manage your company’s resources. It’'s part of the job.
At the same time, you have a passion for taking care of your employees. It's part of
who you are. Backed by 70 years of helping businesses support their employees,
Liberty Mutual Insurance has a passion for protecting your people, with easy-to-
administer life, leave, and disability benefits tailored to your company. To learn more,
talk to your broker or consultant today about Liberty Mutual Insurance, or go to
libertymutualgroup.com/employeebenefits.

m y @LibertyB2B

© 2013 Liberty Mutual Insurance Group products offered by Liberty Life Assurance Company of Boston, a Liberty Mutual company.
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u o o he health savings account, a tax-
T free way to sock away cash to pay
for medical expenses, truly is
coming of age.
™ Driven by rules in the 2010 health care

reform law that requires most firms to
provide their
employees
affordable and
adequate health
insurance or face a
stiff penalty, the
money contributed
to HSA accounts has
more than doubled
since then to almost
$20 billion. And by the end of 2015,
employers and employees are expected to
add another $10 billion to these accounts.

HSAs are “here to stay” is how one
investment adviser and expert on the
topic puts it in our cover story package in
the fall edition of Crain’s Benefits
Outlook.

The package provides a breakdown of
where all of this money is going. While
many employees are parking it in cash
accounts to pay medical bills from year to
year, a growing number of workers are
Page 4 investing the money in mutual funds to
cover health care costs as far into the
future as their retirement years.

In 2006, HSA investment accounts of
$100 million were only a fraction of total
account balances. That investment figure
had ballooned to $2.3 billion at the end of
last year and is projected to nearly double
by the end of 2015.

You get the point here: There’s a reason

some refer to the HSA as the health care
l 401(k). These accounts, which employees
can control and carry over the balances
indefinitely, are becoming for some as

www.crainsbenefitsoutlook.com

HSA accounts
and investments

There is $2.3 billion sitting in the
investment portion of the nation’s health

Paul Bomberger,
Managing Editor

savings accounts. The accounts are gaining
traction because they are funded with tax-

free contributions. As the balances grow

greater attention is being paid to

investment strategies.

H hani f
Health Care Retirement & Voluntary much an investment play as a way to fund
. health care costs. It's this investment side
PPOs still are the main vehicles Investment Beneflts of health savings accounts that employers
employers .use to provide .he.alth Employers tap innovative Companies use voluntary should not let fly undgr their radar.
care benefits, but cost-shifting . . . , For corporate benefits managers who
strategies to reduce the risks benefits that support workers . ) A
could mean that other plan . . . " . . offer HSAs alongside high-deductible
. . . inherent in offering traditional lifestyle goals as part of a wider .
designs soon will dominate the ) ) . . medical plans — and the many more who
defined benefits pensions to approach to attract and retain . .
market. Page 8 eventually will — remember it’s part of
employees. Page 14 talent. Page 17

your responsibility to your workers to be
sure they understand their HSA
investment options and the accompanying
fees and risks.

That means the benefits management
approach to HSAs needs to mirror what
takes place with 401(k) retirement plans:

Questions International Benefits hiring competent investment advisers and
. plan administrators to help educate

& Answers f u.S. .employers need to cqn5|der how best to employees about their account options

Brian Marcotte, president y ; - provide health care benefits to employees and offering a menu of low-cost mutual

and chief executive - working on foreign assignments for extended funds for employees who want to invest

officer of the National . I] periods. Page 21 their HSA money and watch it grow.
Business Group on ’

Health, discusses the pros and cons of the ResearCh & Data

health care reform law from a large employer Tracking trends in retirement programs:
perspective and the outlook for health care employee concerns; reasons to delay; economic
costs. Page 20 effects; and gender outlook. Page 22
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Almost $20 billion is
sitting in HSA
accounts.

How much of this
money has been
invested?

LLLLLLLL CRAIN'S Benefits Outlook



HSA investments

BY CYRIL TUORY

here is $2.3 billion sitting in

the investment portion of the

nation’s more than 15 million

health savings accounts, so

the question on the minds of
many corporate benefits managers is where
is all this money going?

For the most part, employees have invest-
ed it in mutual funds, primarily stock funds
holding shares of companies with a large
market capitalization or midsized firms
with a middle market capitalization with
“some convergence to index funds and
lifestyle funds,” said Eric Remjeske, co-
founder and CEO of Devenir Group L.L.C. in
Minneapolis.

Average HSA account balances at the end
of last year were $2,375, up 3.2% from 2012,
according to the Year-End 2013 Devenir
HSA Research Report. For the most part,
HSAs remain small accounts. Usually, bal-
ances between $2,000 to $3,000 are required
before the money can be moved from FDIC-
insured cash accounts to investment
accounts.

Therefore, there’s no need now for more
than between 15 and 40 mutual fund options
to satisfy most account holders with higher
than average balances, said Maureen Fay,
senior vice president in the health and ben-
efits consulting practice of Aon Hewitt.

With the strong performance of the
investment markets, HSA investment
account balances are projected to reach $3.8
billion or 13% of all HSA assets by 2015,
according to Devenir. In 2006, investment
assets comprised only 7% of all HSA assets.

Total assets — cash and investments —
held in HSAs are expected to reach $29.7 bil-
lion by next year, according to Devenir.

With the investment options attached to
HSASs, experts sometimes refer to them as
medical IRAs or the health care 401(k).

People view them as a better option than
the health care flexible spending account —
pretax money typically deducted from pay-
checks for annual medical expenses —
because “there’s a lot more you can do with

quietly growing
golden nest eqgs

HEALTH SAVINGS ACCOUNT INVESTMENTS

Employees’ HSA assets have grown substantially since 2006. Figures are in billions of dollars.
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Source: Devenir Group L.L.C.

it,” said Todd Berkley, president of HSA
Consulting Services in Minnetonka, Minn.

For example, a $10,000 HSA investment
account balance in a mutual fund tracking
the Standard & Poor’s 500 index would have
grown last year by about $3,300.

That $3,300 in investment income could
have been swept into the HSA’s FDIC-
insured cash account and then withdrawn
to pay for medical expenses.

Employees working for employers offer-
ing HSAs through large mutual fund fami-
lies have the most choices.

Fidelity Investments’ HSA clients have
access to Fidelity’s menu of 5,000 mutual
funds, exchange traded funds, stocks, bonds
“and all sorts of (decision-support) tools,”
said William Applegate, vice president of
Fidelity in Boston.

For customers who invest through Fideli-

ty HSAs, the average cash balance is $2,200,
and the average balance in the investment
portion of an account is $11,800, Mr. Apple-
gate said.

Meanwhile, astute investors, those with
the highest account balances “are pretty
engaged,” Mr. Remjeske said, often paying
medical expenses out of pocket and letting
the investments grow tax free.

“In five years, people can take all that
money back out (of an HSA) and repay
themselves for medical (expenses),” he said.

Some people have as much as $100,000 in
an HSA account, Mr. Berkley said. They got
there by rolling over former Medical Sav-
ings Accounts opened during the 1990s,
maxing out employer HSA contributions,
and their own annual contributions, paying
medical expenses out of pocket, keep ing
receipts for medical services and letting

CRAIN’S Benefits Outlook FALL 2014 5
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their accounts grow.

“If you have that flexibility, then the HSA
with an investment account makes a lot of
sense,” Mr. Remjeske said.

The few employees fortunate enough to
have amassed a six-figure HSA balance may
find they need more investment options and
brokerage capabilities. “For employees with
alot of money, more choice is best,” Ms. Fay
said.

Among the four employer-sponsored
health savings accounts sanctioned by the
IRS — HSAs, MSAs, FSAs and Health Reim-
bursement Arrangements — only the HSA
offers the ability to invest.

The annual growth in HSA account bal-
ances shows the model has gained traction
in the employer benefits marketplace since
its inception in 2004. (Congress passed a law
in 2003 to create HSAs, effective Jan. 1,
2004.) And the past few years have seen
rapid adoption rates for HSAs among large
employers in particular.

Chicago-based aircraft manufacturer Boe-
ing Co. began offering HSA enrollment with
the high-deductible health plan it offered to
most nonunion employees last year, compa-
ny spokesman Joseph J. Tedino said.

About 25,000 eligible Boeing employees
enrolled in high-deductible health plans
for 2014, an increase of 14% over last year.
Data for Boeing’s HSA enrollment were
unavailable.

Boeing’s HSA trustee, Utah-based
HealthEquity Inc., imposes a $2,000 thresh-
old before health savings account assets can
be invested in mutual funds with no setup
or trading fees. But there’s no minimum to
open an FDIC-insured HSA cash account.

As the company-sanctioned HSA
provider, Boeing employees who sign up for
a health savings account must use Health-
Equity, Mr. Tedino said.

HealthEquity charges a monthly mainte-
nance fee of $3.95 on all accounts, and offers
as many as 38 mutual funds. Asset classes
include bond, equity, sector and index
funds. HSA administrators and custodians
will customize the slate of investments to

Health savings accounts

The number of employees opening accounts to save for medical expenses has increased sharply each year since 2005,

the year after they first became available.

4,500,000
3,200,000 ™
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1,000,000
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HEALTH SAVINGS ACCOUNT ADMINISTRATORS

Here’s a sampling of HSA providers, including large commercial banks and dedicated HSA administrators.

For the complete list, go to hsasearch.com.

HSA Provider Monthly
maintenance fee
Bank of America $4.50
BB&T $3.00
HealthEquity Inc. $3.95
Health Savings Administrators $3.75
HSA Bank $2.50
HSA Resources $2.25
JP Morgan Chase Bank $2.50
KeyBank $2.50 - $5.00%*
Optum Bank $1.00 - $3.00
PNC $3.95
US Bank $3.25
Wells Fargo Bank $4.25

*Waived for bank customers
Note: All data as of June 30, 2014

Source: Devenir Group L.L.C.

match a large employer’s 401(k) investment
offerings.

Employers, however, want to stay away
from any fiduciary responsibility toward
employees to avoid violating the Employee
Retirement Income Security Act. “They
(employers) don’t want to have any input
into how employees choose (HSA) invest-
ments,” Mr. Remjeske said.

As investment balances in HSAs grow,
HSA administrators are starting to offer
investment advice either online or through
live counselors, paid for through underly-
ing administrative charges or via a fee to
the employee, Ms. Fay of Aon Hewitt said.

The administrators are “trying to figure
out what level of investor they are getting,”
she said.

With annual HSA contributions capped by
the IRS in 2014 at $6,550 per family and at
$3,300 for an individual, there’s little sense
in having more than one HSA account. Sep-
arate accounts would incur their own main-
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Source: America’s Health Insurance Plans Center for Policy and Research
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Investment Investment

options threshold
Mutual Funds $1,000
Mutual Funds $3,000
Mutual Funds $2,000
Mutual Funds None
Mutual Funds/Brokerage N/A
Self-Directed Brokerage N/A
Mutual Funds $2,000
Mutual Funds $3,500
Mutual Funds $500 -$2,000
Mutual Funds $2,000
Mutual Funds $2,500
Mutual Funds $2,000

tenance fees.

Employer communication critical

Some employers allow employees to work
with an HSA administrator on their own,
but that will likely entail higher fees since
the employer doesn’t own the relationship
with the HSA administrator, Ms. Fay said.

Making matters worse, “You don’t get the
employer contribution, if you don’t choose
the HSA administrator of the employer,”
she said.

Looking ahead, education campaigns will
play a critical role in informing employees
of the eligibility requirements and how
HSAs work, much like they did a generation
ago when many employers switched from a
defined benefit pension plan to a defined
contribution retirement model with 401(k)s.

Marathon Oil, which last year offered its
employees and retirees under age 65 a high-
deductible health care plan option, launched
a five-month-long communication campaign
that included workshops, videos, staff meet-
ings and print brochures, said Kim Moore,
the company’s benefits manager for health
and welfare.

The initiative included an employee ben-
efits expo at the company’s Houston head-
quarters and an online interactive tool
offered by Marathon’s HSA provider Fideli-
ty Benefits Consulting, Ms. Moore said.

Three-quarters of employees eligible for
the HSA attended workshops, two-thirds
attended the benefits expo and 40% used the
interactive tool to compare plan benefits.

In the end, 51% of Marathon’s eligible
employees opted for the high-deductible
health plan with the HSA option.

“We knew we had to actively educate our
workforce on the advantages of an HSA, so
we worked closely with Fidelity to create an
effective education campaign,” Ms. Moore
said.



Tax-free health, investment status
helping to cement popularity of HSAs

becoming a fixture in employer health
benefits. Just take a look at the numbers.

In 2006, total HSA assets were $1.7 billion. By
2015, assets are expected to balloon to $29.7
billion, according to the Year-End 2013 Devenir
HSA Research Report.

The investment portion of the accounts, which
made up $100 million or 7% of total HSA assets
in 2006, is expected to reach $3.8 billion, or
13% of HSA account assets by next year.

Asset growth in HSAs in 2014 alone is
projected to increase 29.4%, according to the
Devenir report.

HSAs are “here to stay and it’s obvious,” said
Eric Remjeske, CEO and cofounder of Devenir
Group L.L.C., a Minneapolis-based investment
advisor and consultant to the HSA industry.

Parallel to the growth on the asset side is the
rise on the employee enrollment side. In March
2005, a year after HSAs were introduced as a
Medicare carry forward balance replacing
Medical Savings Accounts, HSAs enrolled 1
million lives, according to data from America’s
Health Insurance Plans.

The number of covered lives swelled to 15.5
million in 2013 and is projected to reach almost
17.5 million by the end of this year, according to
AHIP.

The HSA is a unique animal, said Todd
Berkley, president of HSA Consulting Services in

It’s a safe bet health savings accounts are

Minnetonka, Minnesota. It is an account that
straddles health care, banking and investing —
industries that traditionally don’t talk to one
another.

As employees and consumers connect the
similarities of the HSA with those of the 401(k),
with which tens of millions of workers are
already familiar, the advantage of the HSA is
becoming apparent, Mr. Berkley said.

Not the least of which is that health savings
accounts are triple tax-free. Accounts are
funded with pre-tax contributions, interest
accumulates tax free and the withdrawals for
qualified medical expenses are untaxed.

Also, the accounts are portable and are
relatively easy to set up, and they come in
different varieties. Some offer a deposit account
only with minimal fees. Other HSAs offer
investment accounts with dozens of mutual
fund investment options and higher fees.

In recent years, larger companies —
traditionally slower to adopt changes — have
given HSAs their seal of approval. In March
2005, the number of HSA-covered lives in the
large employer group market was 162,000,
slightly above the 147,000 covered lives in the
small employer group market, according to
AHIP statistics.

Fast forward to January 2013 and the number
of covered lives in the large group market had
ballooned to 9.5 million, far ahead of the 2.5

million covered lives in the small group market,
AHIP data show.

The march of the HSA is reminiscent of the
growth of the 401(k) retirement savings
account, Mr. Remjeske said. After employees
got used to the idea of the 401(k), the concept
took off. Mr. Remjeske sees no reason the same
trend should not take place among HSAs, if it
hasn't already.

With cost control as the emphasis of health
care reform, that has encouraged group
markets to adopt HSAs. And with the Affordable
Care Act’s excise tax taking effect in 2018, even
more employers are considering offering HSAs,
said William Applegate, vice president of
Fidelity Investments.

The tax will be imposed if the total employee
and employer shares of the annual health care
plan premium, without dental and vision
coverage, exceeds $10,200 for individual
coverage and $27,500 for family coverage. The
tax will be levied at a rate of 40% of the
amount of the premium that exceeds those
thresholds.

“For employers seeking to avoid the excise
tax and to avoid paying 40% incremental costs
in the form of a penalty, that’s driving a
movement toward the HSA-qualified plan which
can come in under the tax threshold,” Mr.
Applegate said.

By Cyril Tuohy

Health-
related
resources

Most employers with high-deductible
health plans whose workers are eligible
for health savings accounts are making
sure those employees have access to
various types of health care information.

General physician information 97%
Health education information 97%
Personal health records 93%
Member access to

health savings account 93%
Hospital quality data 90%
Health care cost information 88%
Physician quality data 76%

Source: America’s Health Insurance Plans Center for
Policy and Research
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Health care reform reaches far beyond the

uninsured. Employers are rethinking how
they will offer health care benefits as the

changes brought about by the law kick in.

BY KAREN PALLARITO

mployers have a plethora of
options for providing medical
benefits to their employees,
including different health plan
types and products.

Preferred provider organizations still dom-
inate the marketplace, accounting for well
over half of all covered workers, according
to the Kaiser Family Foundation/Health
Research & Educational Trust’s 2013
Employer Health Benefits survey.

Large employers, in particular, like PPOs
because they can offer the same health plan
nationally with one vendor.

But will PPOs reign supreme as employers
look to shift more of the cost of care to
employees?

Some experts say high-deductible, “con-
sumer-directed” health plans linked to a
health savings account or health reimburse-
ment arrangement could begin to rival PPOs
as employers look to share more of the cost
of care with employees and empower them
to spend wisely.

Seventy-two percent of the nation’s largest
employers already offer at least one con-
sumer-directed health plan, and more than
a third consider these plans the most effec-
tive cost-control tactic in their arsenal, a
2013 National Business Group on Health sur-
vey found.

The Patient Protection and Affordable
Care Act provision requiring employers to
fund a minimum level of coverage — at least
60% of health-plan costs — coupled with the
law’s 40% excise tax on high-cost health
plans in 2018 could accelerate consumer-
directed health plan adoption as companies
strive to balance benefits and costs.

“The market is heading down two sepa-
rate paths,” said Jim Winkler, chief innova-
tion officer of health and benefits at Aon
Hewitt in Norwalk, Conn.

Some employers are looking to expand
health-plan options, giving employees
access to a wide range of plan types and
products as well as decision-support tools.
A small but growing number of employers
are moving their health benefits programs
into private exchanges that provide an
array of choices.

Ash Shehata, principal with KPMG’s advi-
sory management consulting practice in
Cincinnati, and a former Cisco Systems Inc.



2004 5% 25% 55% 15% 0%
Em lo er hea lth 2005 3% 21% 61% 15% 0%
p y 2006 3% 20% 60% 13% 4%
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Seventy-two percent of the nation’s largest
employers already offer at least one
consumer-directed health plan, and more
than a third consider these plans the most
effective cost-control tactic in their arsenal,
a 2013 National Business Group on Health
survey finds.

executive focused on health care business
transformation, sees value in experiment-
ing with different options, from PPOs to
high-deductible plans. He thinks employers
can glean greater insight into employee
preferences and differences in provider
networks.

“There are a lot of variations between the
plans and the products, and I think every-
one’s going to best served in opening that
list a little bit,” Mr. Shehata said.

Other employers are paring back their
offerings. They would rather have employ-
ees make good choices when they use the
health system than fuss over which plan to
select.

Forty-two percent of employers in a
recent Aon Hewitt survey are considering
a “full-replacement” high-deductible plan
in the next three to five years, up from 15%
today.

“T've got clients that have been on a total
HSA solution for 5 years, and they would-
n’t have it any other way,” said SKkip
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Woody, partner at Hill, Chesson & Woody
in Raleigh-Durham, N.C. “I have other cus-
tomers who feel like the HSAs are sort of
like the latest fad in cost control (who say)
we’re going to stick with what we know:
PPO with copays,” he said.

East Coast Equipment, L.L.C., a John
Deere dealership based in Scotland Neck,
N.C,,is at a crossroads. The company decid-
ed last month to begin offering a high-
deductible plan with an HSA in addition to
its grandfathered PPO plan. It launched
an education process months ago to help
employees understand how such plans
work.

But Mandy Pendleton, the company’s
human resource manager, said the compa-
ny has no intention of replacing the PPO
entirely unless, over time, it proves to be
the best value for its 240 eligible employees.

PPOs gained momentum in the mid- to
late-1990s amid widespread employee dis-
content with health maintenance organiza-
tions and their “gatekeeper” restrictions.

“Employers really found administrating
multiple HMOs cumbersome. There was
also a feeling that the HMOs were not nec-
essarily saving money but just selecting
better risks,” said Harvey Sobel, a princi-
pal and consulting actuary with Buck Con-
sultants in Secaucus, N.J.

In 2013, just 14% of covered workers were
enrolled in an HMO, half as many as in 1999,
the Kaiser/HRET survey shows.

HMOs tend to be more popular in mar-
kets with strong regional players, like Har-
vard Pilgrim Health Care Inc. in Boston,
Geisinger Health Plan in Danville, Pa., and
Oakland, Calif.-based Kaiser Foundation
Health Plan Inc., with operations in seven
regions of the country.

Point-of-service plans, combining an
HMO-like network with PPO-like flexibili-
ty to go out-of-network, have largely fallen
out of favor. Only 9% of covered workers
are enrolled in a POS plan, but there are
regional exceptions.

Small and mid-market companies in
southwestern Virginia, for example, tend
to prefer POS plans over PPOs because the
smaller POS provider networks in that
market have better pricing, said Carol Tay-
lor, benefits advisor with D&S Agency in
Roanoke, Va., a partner of Indianapolis-
based United Benefits Advisors.

On the other hand, POS plans don’t
always work for employers in border areas,
like Virginia-West Virginia or Virginia-
North Carolina, where networks may not
stretch across state lines, she said.

Like HMOs and POS plans, exclusive
provider organizations, or EPOs, aren’t as
prevalent as they used to be. But these
plans haven’t vanished completely. EPOs
allow employers to provide a consistent,
HMO-style plan with copays and in-net-
work coverage to workers nationwide,
experts said.

Industry benchmarking plays a huge role
in employers’ health-plan choices. That’s
why large national retail banks, as a group,
have been more willing than investment
banking firms to embrace consumer-direct-
ed plans. Employers tend not to stray too
far from what their competitors are doing,
especially in markets where companies
compete head-to-head for top talent.

Geography also influences employer deci-
sions.

In rural areas where there are no HMO or
PPO networks, employers fill the gap with
a traditional indemnity plan.

In major metropolitan markets, employ-
ers may find they can cut a better deal with
a hospital-led accountable care organiza-
tion because the network is narrower than
what most PPOs offer.

Most health-plan contracts are still based
on negotiated prices, Mr. Shehata said. But
as payers and provider networks develop
scorecards to measure improvement in
employee health and more employers
begin to shop for value, not just price, new
health-plan options could overtake the
PPO.

“At the end of the day, you’re going to
make your mark on better outcomes, not
better unit costs,” he said.

“I've got clients
that have been
on a total HSA
solution for 5
years, and they
wouldn’t have it
any other way.

I have other
customers who
feel like the HSAs
are sort of like the
latest fad in cost
control (who say)
we’re going to
stick with what
we know: PPO
with copays.”

Skip Woody,
Hill, Chesson & Woody



’ owe’s Companies Inc., the Fortune 100 home-
Most Lowe S Limprovement retailer, has winnowed its health plan
offerings over the years, zeroing in on the most efficient
models of care to offer employees across all 50 states.
em ployees Today, the majority of its 116,000 plan participants are
enrolled in the Mooresville, North Carolina-based company’s
h two self-funded health plans.
C Oose “It's really very simple for our employees,” said Bob Ihrie,
Lowe’s senior vice president of compensation and benefits, a
between tWO past recipient of the National Business Group on Health's
annual Award for Excellence and Innovation in Value
Purchasing.
PPO_Ster “Option 1” and “Option 2” are built on a PPO platform
providing in- and out-of-network coverage. While the core
benefits are the same, Option 1 features lower deductible,

Ia ns coinsurance and annual out-of-pocket maximum amounts
than Option 2.

For 2015, employees who want to remain in Option 1 must
complete a health screening by Oct. 1, 2014.

The required screening is part of Lowe’s “Stamp Out Silent
Killers” program aimed at identifying risks for heart disease,
diabetes and stroke and encouraging employees to take steps
to improve their health.

It is one of several initiatives in which Lowe’s is leveraging
data to lower health costs and improve outcomes.

Lowe's made headlines in 2010 when it forged a direct

contracting relationship with the Cleveland Clinic for heart
surgery. If an employee opts into the domestic medical
tourism program, the company will cover transportation and
related expenses for him or her and a companion.

In 2013, the hardware retailer joined with other employers
through the Pacific Business Group on Health to offer no-cost
knee and hip replacement and spinal surgeries at centers of
excellence around the country.

Lowe’s isn't sharing specific metrics, but Mr. Ihrie said the
results are positive. “The biggest savings are around quicker
return to work and better health outcomes, meaning that we
don’t have any repeat surgeries,” he said.

Lowe’s also has a high-deductible health plan but hasn’t
pushed that option nationwide. And it offers just one HMO —
Kaiser Foundation Health Plans — in California, Colorado,
Oregon, Georgia and the Mid-Atlantic region. That’s down
from 32 HMO plans in 2003.

“Only Kaiser has been successful in delivering care
efficiently,” Mr. Ihrie said.

Two years ago, Lowe’s health-plan cost trend spiked at a
double-digit rate of 14%-15% due to Affordable Care Act
mandates and taxes. Last year, costs grew at a year-over-year
rate of 7%. But in the five previous years, costs grew at just
5% per year.

“My goal is to get us back to that if we can,” Mr. Ihrie said.

Karen Pallarito

FOR PEOPLE WHO NEED STRUCTURED,
SECURE BENEFITS AND PENSION PLANS.

Our solutions bring trustee services, administration, and investment
management together in one convenient bundle.

Contact Ronald Schmalcel on (242) 393 8622 for more information.
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LGNNI West Coast

Defined Contribution Conference
October 26 - 28,2014 | Manchester Grand Hyatt | San Diego

EMPOWER YOUR EMPLOYEES TO SAVE AND INVEST FOR RETIREMENT

CONFERENCE AGENDA

SUNDAY, OCTOBER 26, 2014

3:30 p.m. - 6:30 p.m.
Registration

5:00 p.m. - 7:00 p.m.
Welcome cocktail reception

MONDAY. OCTOBER 27,2014

7:30 a.m. - 8:30 a.m.
Registration and networking breakfast

8:30 a.m. - 8:45 amm.
Welcome and opening remarks

8:45 a.m. - 9:45 a.m.
Keynote Address

Todd G. Buchholz
Y= = ¥ International Economist, Best-Selling Author
'L- - ﬂ and Former White House Senior Economic Advisor

Is the economy headed higher — or off a cliff?

The go-go days of the 1990s turned into the go-sideways days of the 2000s. What's next?
How will China’s erratic growth shake up business? Will commaodity inflation unhinge
the economy again? Can the Fed keep the economy recovering in the post-Bernanke
era? Will Congress try yet another “stimulus?” Learn how the “scissors economy” opens up
new business and investment opportunities. Today might be the very best — or the
very worst — time for finance. By “connecting the dots” of the world economy, Todd
Buchholz will"help you develop a timely vision for the economy and the stock market.

9:45 a.m. - 10:45 a.m.

Plan governance: a balancing act

Learn how best to work with your board, trustees and/or investment committee to im-
prove your batting average at accomplishing the goals you think are needed to have
the best possible plan for your participants. For example, how do you get them to start
seriously considering investment options that are less traditional than the stocks, bonds
and stable value that are staples in the plan? This session will also include tips on how
a plan sponsor/investment committee makes sure it plans for the future while keeping
its ducks in a row today. Also learn how an investment committee should be operated so
that a plan sponsor can select which bells or whistles to deploy this year with a mindful
eye on the participant fee impact.

10:45 a.m. - 11:15 a.m.
Networking Break

11:15 a.m. - 12:15 p.m.

The impact of generational, demographic and geographic differences on plan participation
Building multi-generational, multi-demographic and multi-geographic solutions for your
work force doesn’t happen without careful planning. Successful communications and plan
design affect participation and deferral rates, in addition to creating goodwill with your
employer. This session will examine cost-effective programs that address:

Making the connection.

- Addressing the differences.

- Targeting messages to the right participants on the right issues.
Helping participants succeed, in spite of themselves.
Evaluating the effectiveness of the overall program.

12:15 p.m. - 1:40 p.m.
Innovator Awards presentation and luncheon

1:45 p.m. - 2:40 p.m. CONCURRENT SESSIONS

TRACK A: Alternatives to traditional fixed income

This session will consider the different types of investment strategies that can offer plan
participants more yield or better inflation protection than traditional fixed-income invest-
ment options. Learn about bank loans, corporate and structured credit, liquid alternatives,
high-yield and emerging markets, corporate and sovereign debt, as well as private place-
ments. The speakers will also consider whether these alternatives, dividend, convertible
stock or strategies that use derivatives are appropriate for DC plans.

TRACK B: DC communication success - how do | know when | get there

Employers continue to implement communication campaigns to solve various plan issues,
but how can you quantify the campaign’s successfas it relates to the time and money
invested? This panel will address specific goals such as:

Increasing participation in the plan.

Driving employee behavior to save eneugh for retirement.
Investing appropriately.

Changes in plan design.

Sorting the trash from the truth.

2:40 p.m. - 2:50 p.m.
Transition break

2:50 p.m. - 3:45 p.m. CONCURRENT SESSIONS
TRACK A: Technology that works best for your plan and participants
Hear from plan experts who will share their experiences and discuss:

How can your plan use technology to inspire participants to take action?
- When do mobile apps or internet-based programs work best?
What is the best use of technology to engage all employees at all locations?
How will technology save time and money for the plan sponsor and be more effective
for our plan participants?
What about security and privacy controls?

TRACK B: Fees are more transparent, but who's reading the disclosures?

A majority of plan participants still don’t think they pay anything for their employer's
defined contribution plan. Plan executives, meanwhile, have to understand the fees,
communicate them to participants and have as much influence as possible in keeping
fees low. Plus, many plans are discontinuing revenue-sharing arrangements.

With this as a backdrop, learn how your colleagues are dealing head-on with these issues,
and gain ideas from experts that you can take back to your plan.

3:45 p.m. - 4:15 p.m.
Networking break

4:15 p.m. - 5:15 p.m. CONCURRENT SESSIONS
TRACK A: Do your target-date funds come with a GPS?
Are your target-date funds getting your participants where they want to be at retirement?

Do these funds create inertia? Is everything taken care of for both plan sponsor and
participants? Is that a good thing or a bad thing?

When combined with automatic enrollment, do target-date funds create false
assurances that employees are saving enough and everything is done for them?
Should we re-think the target ages for death and retirement?

Are participants using target-date funds correctly in their portfolios?

When is it time to change your target-date fund?



TRACK B: There’s a new reason to worry about leakage — plus all the old reasons

As more and more employers switch to high-deductible health-care plans, DC plans now
have competition for employees’ deferrals — health savings accounts. What effect are
HSAs having on participant contributions to their DC plans? What could, and should, you
do to educate your employees about how to balance the need to fund both retirement
and health savings plans?

There also are other non-HSA issues to deal with, including if it's beneficial for your plan
to keep the assets of terminated and retiree participants. Learn how some plan executives
have been tackling the hardship withdrawal and loan problems.

5:15 p.m. - 6:30 p.m.
Networking cocktail reception

TUESDAY, OCTOBER 28, 2014

7:30 a.m. - 8:30 a.m.
Networking breakfast

8:30 a.m. - 8:45 a.m.
Opening remarks

8:45 a.m. - 9:45 a.m.
Keynote Address:

David N. Levine
Principal
J-,,,' '___ Groom Law Group

Retirement policy in the final years of the Obama Administration

With the 2014 midterm elections right around the corner, the retirement'‘community is
looking toward the final two years of the Obama administration with both*eptimism and
trepidation. While innovative ideas contiiieito emerge from the private and publie'sectors,
budgetary and politicalgfealitieSgare likely to significantly impact legislative and regula-
tory action during the next two years. This presentation will look to the future of benefits
legislation and poliey, what is likely to change — and what isn’'t — as palitical eontrol of
Congress remains up in the air and the Obama administration continues to-move forward
on its regulatory agenda:

9:45 a.m. - 10:45 aim.

The outcome is the income

There are many reasons employers sponsor retirement plans — from attracting and retain-
ing employees to creating an orderly exit from the workforce. Central to most plans is the
ability to provide for retirement income for life. Hear from plan experts on their main goals
and how they are structuring their plans to help reach those goals. This session will explore
how plan sponsors are focusing on the outcomes of the plan and how to help participants
achieve their retirement goals.

10:45 a.m. - 11:15 a.m.
Networking break

11:15 a.m. - 12:15 p.m.

Lessons learned from complex investment liquidations

Making a transition in your portfolio is challenging, but restructuring is often necessary
to improve performance for plan participants or because of market events including
regulatory changes, changes in the market environment or forced manager liquidations.
In this session, we will discuss how two companies have addressed this challenge,
including the process of evaluating the legal and financial implications of a transition,
the analysis of options for liquidation of rare, volatile and illiquid assets, and the evalu-
ation of fiduciary risk and financial impact with a focus on ensuring the best outcomes
for participants.

12:15 p.m. - 2:00 p.m.
Keynote Address and Luncheon

Yuval Rottenstreich
Professor
University of California at San Diego Rady School of Management

How confirmation bias affects 401k participants’ choices

People often experience decision-making as difficult and stressful. Though we spend
every day making decisions, we also spend every day avoiding decisions and searching
for advice on what are the right decisions for us. Fifty years of psychological research
attempts to explain these experiences, in part by documenting consistent biases in how
people deal with the ambiguities, tradeoffs, and conflicting attitudes regarding meaning-
ful choices. This talk, highlights this psychological research, including confirmation bias,
people’s predilection to interpret events in the world as corroboration of their pre-existing
beliefs and prejudices, and status quo bias, which often yield profound tendencies toward
inaction¥and inertia. This session also discusses the implications of these biases for
401(k) choices.

2:00 p-m.
Conference adjourns

2:00 p.m. - 3:30 p.m.

Post-conference plan sponsor-only round tables

These round tables are designed.to be an open format discussion. They offer an incredible
opportunity for you to exchange ideas and solicit advice from the moderators and fellow
plan sponsors to solve a specific problem within your plan. Raise your topic =including:
fees, compliance, investments, communications/education, administration, plan design,
benchmarking your vendors - without limitation. Plan sponsors, consultants and attorneys
facilitate the open discussion. The round tables have become one of the most popular
sessions of the conference. Closed to press.

Large plans: Over $1 billion
- Small - Midsize plans: Less than $1 billion

Conference details and registration at www.pionline.com/DCW2014

FREE Registration for Plan Sponsors | Service Providers: $2,950 | Consultants and Attorneys: $1,050

Special thanks to our sponsors for their generous support
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Traditional pension plans remain an

important benefits offering for many
employers, but they are exploring new

approaches to reduce the risk involved.

BY MATT DUNNING

Ithough there’s been a steady

decline of traditional defined

benefit pension plans during

the past 15 years, a sizable

percentage of employers
remains committed to offering the benefit to
their employees.

Rather than freezing or closing their plans
to new hires, many employers are exploring
innovative strategies for reducing their pen-
sion programs’ exposure to the inherent
volatility that have chased the majority of
companies out of the business of providing
defined benefit retirement plans.

About 17% of more than 400 large and mid-
size employers that responded to a survey
in late 2013 by Chicago-based benefits con-
sultant Aon Hewitt indicated they still offer
traditional defined benefit retirement plans
to all employees, including new hires.

A separate survey, conducted in February
by the Alexandria, Virginia-based Society
for Human Resource Management, found
that the percentage of employers offering
traditional defined benefit retirement plans
actually increased by five percentage points
to 24% in 2014 from 19% in 2013.

Experts say there are several demograph-
ic and economic factors that may inform an
employer’s decision to retain a traditional
defined benefit plan.

For example, experts say employers in rel-
atively stable, high-profit-margin industries
such as energy production, privately owned
utilities, financial services and certain types
of manufacturing are more likely to offer
defined benefit plans than employers in
industries where profit margins are gener-
ally lower and more susceptible to market
volatility, such as construction, retail and
hospitality.

“A lot of it is a matter of size,” said Kevin
Wagner, an Atlanta-based strategic benefits
consultant at Towers Watson & Co., noting
that employers that still offer traditional
defined benefit pensions tend to be larger
regional or national companies.

In a November 2013 survey conducted
jointly by Towers Watson and Institutional
Investor Forums, 43% of employers with
defined benefit pension plans with assets
totaling $1 billion or more indicated their
plans remained open to new hires, com-
pared with 22% or less of employers with
plan assets of less than $1 billion.

“A lot of these companies have what might



RETIREMENT PLANS OFFERED BY FORTUNE 100 COMPANIES

Many large firms have been freezing traditional pension plans and offering only 401(k) and other defined contribution plans.

Total

defined benefit plans

2004 73%
2005 62%
2006 57%
2007 53%
2008 47%
2009 43%
2010 37%
2011 33%
2012 32%
2013 30%

Source: Towers Watson & Co.

seem like very big pension plans,” Mr. Wag-
ner said. “But within the context of their
overall business, the risk that those kinds of
pension plans present to the balance sheet
is relatively miniscule.”

Generally speaking, experts say employ-
ers that choose to continue offering defined
benefit pensions to current and former
employees do so as a means to attract and
retain top talent, particularly in the energy
production and pharmaceutical manufactur-
ing industries, where skilled labor is in short
supply.

“Youw’ll always have companies that will
offer traditional DB plans in order to differ-
entiate themselves and send a strong mes-
sage that they value career-long employ-
ment,” Mr. Wagner said. “Employees clear-
ly like the security of a defined benefit pro-
gram, and for employers that want a great
retirement program, to the extent that the
volatility doesn’t impact their business, tra-
ditional defined benefit plans are a great
way to go.”

Studies suggest that employers that have
maintained defined benefit pension plans for
new hires intend to continue doing so, at
least in the near term.

Out of the 30% of employers polled in the
Towers Watson/Investor Forums survey
that offer traditional defined benefit retire-
ment plans to new hires, more than 70% indi-

Traditional
defined benefit plan

38%

32%

28%

27%

23%

19%

17%

14%

9%

7%

cated they expected to still be doing so in
five years’ time.

“One of the things that traditional DB
plans do quite well is send a clear message
to an organization’s workforce about the age
at which they should be thinking about retir-
ing,” said Arthur Noonan, a Pittsburgh-
based senior partner and benefits consul-
tant at Mercer L.L.C. “From a workforce
management perspective, having people
stay on until they’re at an appropriate retire-
ment age versus dealing with a lot of
turnover will be important for a lot of com-
panies.”

In order to make their traditional defined
benefit pension plans more sustainable,
many employers have implemented one or
more de-risking strategies during the past
several years.

One increasingly popular method of pen-
sion de-risking is the concept of offering
lump-sum buyouts — as opposed to annuity
payments — to vested former employees
who have not yet retired, or to current
employees at the time they retire or leave
the company.

Thirty-nine percent of employers polled by
Towers Watson and Institutional Investor
Forums indicated they had already offered
lump-sum benefit payments to former
employees, and another 28% said they were
planning to do so in 2014 or considering it for

Hybrid Defined contribution
defined benefit plan plan only
35% 27%
30% 38%
29% 43%
26% 47%
24% 53%
24% 57%
20% 63%
19% 67%
23% 68%
23% 70%

2015.

“That’s one way to retrospectively miti-
gate the risk of a traditional DB plan,” said
Stewart Lawrence, New York-based senior
vice president and national retirement prac-
tice leader at The Segal Group Inc. “But
there is a risk with lump-sum payouts.
There could be a situation where the people
in poorer health take the lump-sum pay-
ment, which would ultimately raise your
pension costs rather than lowering them.”

Other formal de-risking measures that
have gained popularity in recent years
include annuity purchases, liability-driven
investment strategies and adjusting invest-
ment allocations toward fixed-income
instruments and alternative return-seeking
assets, such as hedge funds, private equity
and real estate.

“Really, it comes down to risk appetite,”
said Zorast Wadia, a New York-based prin-
cipal and consulting actuary at Milliman Inc.
“If your company has absolutely no appetite
for pension risk or your balance sheet has
no room for volatility, then you should prob-
ably get out of the defined benefit business.”

However, he said, “if you do have some
level of risk tolerance, then there are ways
— with the tools that are out there today —
to bring your pension risk down to within
whatever those specified tolerance levels

”

are.

Risk
reduction

Steps taken by many companies
to reduce defined benefit
pension risks.

62%

Implemented a liability-driven
investment strategy

39%

Offered lump-sum benefit
payouts to former non-retired
employees

34%

Increased plan asset allocation to
fixed-income investments

27%

Increased plan asset allocation to
hedge funds, private equity, real
estate, etc.

Source: Towers Watson & Co.,
November 2013
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Retirement & Investment

Adjustable pension plans offer
a defined benefit alternative

defined benefit pension plan design that
A reduces employer risk while assuring

participants a guaranteed minimum lifetime
benefit is attracting increased interest from
certain business sectors.

Known as an adjustable pension plan, the design
derives its name from the fact that the benefit
earned by participants is based not just on
employees’ compensation and years of service,
but also on returns on investment of plan assets
like in defined contribution plans.

Unlike defined contribution plans, though,
participants do not decide how plan assets are
invested. The plan assets, like defined benefit
plans, are invested by the plan sponsor rather
than participants.

Also, unlike defined contribution plans,
adjustable pension plan participants receive at the
very least a guaranteed so-called floor monthly
retirement benefit set by a formula, such as years
of service multiplied by a dollar amount. The
actual benefit could be higher than the floor
benefit, if the investment returns on plan assets
exceed a set interest rate.

“Basically, the plan provides a guaranteed floor
benefit, but the benefit can be higher depending
on investment results,” said Gene Kalwarski, chief
executive officer of benefit consulting firm
Cheiron in McLean, Virginia. Cheiron has helped to
design several adjustable pension plans, including
one covering the newspaper guild-represented
employees working at the New York Times.

Traditional pension

By contrast, in defined contribution plans, the
final benefit earned by a participant will depend

plans

on both how much money the employer and/or
employees contribute during working years and
investment results on a participant’s 401(k)
account balance.

And another big difference between adjustable
pension plans and 401(k) plans: In adjustable
plans, participants at retirement receive a monthly
benefit for life, rather than a lump-sum, as often
is the case with 401(k) plans, which depending on
the amount and investment results, could run out.

Experts say the most interest in the design is
coming from public entities, such as state and
local governments, and unions, whose members
participate in multiemployer plans.

In those sectors, traditional defined benefit
plans still dominate, but there is a growing
recognition due to the unpredictable costs of
those plans that it may be time to move to a new
design that assures a minimum benefit to
participants, but shares investment risk between
participants and employers.

“The design is not going to sweep the pension
world, but it could be the right answer in some
situations,” said Bruce Cadenhead, a partner and
chief retirement actuary with Mercer L.L.C. in New
York.

“This can be a good compromise between going
solely to a defined contribution plan and sticking
with a traditional defined benefit plan,” said Jamie
Knopping, a senior consultant with Towers Watson
& Co. in Parsippany, New Jersey.

Still, there are challenges, especially
communicating the design to workers associated
with adjustable pension plans. Elements that have
to be communicated include unit values, floor
benefits and variable benefits.

“Communications can be a challenge,” Mercer’s
Mr. Cadenhead said.

The status of defined benefit pension plans by plan asset size shows larger companies are more likely to keep open these retirement plans.

FROZEN

43%

38%
36%

19% 19%

$5 billion or more

$1 billion-$4.9 billion

CLOSED

53%

46%

43%

22%
19%

$500 million-$999 million

$200 million-$499 million

By Jerry Geisel
OPEN
48%
39%
30%
21%
13%

Less than $200 million

Source: Towers Watson & Co.
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Voluntary Benefits

BY STEPHANIE GOLDBERG

ffering voluntary benefits

that support employees’

financial stature, security and

lifestyle is seen as a way to

set companies apart and help
with talent attraction and retention.

Supplemental health coverage, such as
dental, vision, accident and critical illness
insurance, tends to have the highest partic-
ipation rates among voluntary products, but
other options are quickly gaining populari-
ty, said Lori Black, national voluntary ben-
efit practice leader at Buck Consultants
L.L.C. in Philadelphia.

Among the most well-liked nonmedical
voluntary benefits are life, auto and home
insurance, identity theft protection and legal
services, Ms. Black said.

“The reason employers are starting to
introduce more of these programs is
(because) people want choice to be able to
design programs that best fit their individ-
ual needs,” she said.

That’s the case at Xerox Corp., said Peter
Dowd, Rochester, New York-based vice
president of global total compensation and
benefits. Mr. Dowd said the company has
been moving toward a “consumer-driven
approach” to benefits for about three years.

Offering an array of benefits has a positive

Non medical Volu nta ry benefits’ suc h as effect on attraction and retention of work-
ers because employees appreciate the abil-
ity to get coverage at a significant discount,

. . . . . Mr. Dowd said.
life insurance and identity theft protection “For an individual to go out in the market

on their own to try and find these benefits,

they would pay significantly more and may

. have other restrictions,” such as eligibility

services can help employers offer workers constraints, “that don't apply to the group.”
he said.

Xerox offers employees three medical vol-
untary benefit options plus legal services as

d ValUEd beneﬁt that keepS them engaged- payroll deductions. And options such as pet,

auto and home insurance are offered
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Voluntary Benefits

Voluntary

benefits
employees
are willing

to pay for
in 2014

“Discounts on
purchasing —
whether it's
automobiles,
appliances,
computers and so
on — that’s
another growing
area of popularity
because it’s very
simple in a lot of
ways for a
company to offer
that, and it
provides a nice
benefit to the
employees.”

Peter Dowd,
Xerox Corp.
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Disability insurance 38%
Life insurance 34%
Auto insurance 34%
Accident insurance 29%
Hospital indeminity insurance 25%
Retail discount programs 23%
Critical illness insurance 22%
Homeowner insurance 22%
Long-term care 19%
Appliance purchasing programs 17%
Pet insurance 16%
Legal assistance 11%
Identity theft insurance 1%

Source: Mercer L.L.C.

through a discount program, he said.

“Discounts on purchasing — whether it’s
automobiles, appliances, computers and so
on — that’s another growing area of popu-
larity because it’s very simple in a lot of
ways for a company to offer that, and it
provides a nice benefit to the employees,”
Mr. Dowd said.

Deciding which benefits to offer can be an
involved process, experts say.

Ms. Black said it’s important to acknowl-
edge the average age, salary and tenure of
employees, as well as any other benefit
offerings that are in place.

For example, she said, if an employee pop-
ulation doesn’t make enough money to
cover their basic needs, focus on health
and wealth products such as disability and
life insurance. People with more disposable
income, on the other hand, might be more
likely to spend their discretionary dollars on
security products, she said.

Insurers, consultants and employers have
their own way of classifying available vol-
untary insurance products, but it typically
comes down to four categories: Health,
wealth, security, and personal/lifestyle prod-
ucts.

Identity theft, which fits into the security
sector, is a product that’s becoming more
popular due to recent large-scale data
breaches and a greater awareness of the
risk involved with sharing personal infor-
mation electronically, said Colin Bradley,
vice president of business development at
Winston Benefits Inc. in Manasquan, New
Jersey.

Still, it’s what Mr. Bradley calls a “5% pro-
gram.” With nonmedical voluntary benefits,
a participation rate around 5% is considered
average, he said.

However, the longer a program is in place,
the more popular it will become among
employees, said Tim Easterwood, Troy,
Michigan-based area president and practice
leader for voluntary benefits consulting at
Arthur J. Gallagher & Co. For that reason,
Mr. Easterwood said he encourages employ-
ers to keep options “in the menu” even if
they are not popular right away.

Insurers also can affect participation rates,
especially in the case of auto and home
insurance, Mr. Bradley said.

“Right now, there are a couple of vendors
who have primarily been driving that mar-
ket — the MetLifes, the Libertys, the Trav-
elers of the world. Until you see some addi-
tional vendors push into that marketplace
on a payroll-deductive basis, I don’t think
you’re going to see a huge increase in inter-
est,” Mr. Bradley said.

If Allstate Corp. and State Farm Mutual
Automobile Insurance Co. began offering
auto and home insurance products through
employers, there would likely be an
“increase in the volume of sales simply
because those vendors already have a huge
existing policyholder base,” he said.

Also, employers could see participation
rate changes as baby boomers retire and
young workers enter the workforce, accord-
ing to findings from Towers Watson & Co.’s
2013 “Voluntary Benefits and Services Sur-
vey.”

The study, which incorporated feedback
from more than 320 employee benefit profes-
sionals across a number of industries, stat-
ed that younger generations “by nature, are
attracted to customized benefit packages.”

Mr. Dowd said Xerox had its newer
employees in mind when it began about five
years ago giving employees the option to
purchase a week of vacation time through a
payroll deduction.

Earlier in their careers, employees “may
have time-off desires that are greater than
the entitlement the company offers,” Mr.
Dowd said. “While the employee is paying
for it, it gives them that incremental time off
that, at that time in their life, may be more
important” than other options, such as life
insurance.

“It’s definitely a popular benefit,” he said,
adding that 5% to 10% of people take advan-
tage of it. “It’s another way to give people
some flexibility based on their own individ-
ual needs.”

Mr. Dowd said Xerox is constantly looking
to see what’s available in the way of volun-
tary benefits.

“It’s kind of a combination of assessing
what our people are taking advantage of as
well as what is available in the market-
place,” he said, adding that it’s not the
employee’s job to be the benefits expert.

And that’s a good thing, he said, consider-
ing “people tend to do more research when
purchasing a flat-screen TV than they do
when looking for and considering (health)
care alternatives.”



Price deters takeup
of pet insurance
for older animals

any employers want to make pet insurance available to their
M employees, but participation rates don't tend to be very high,
voluntary benefits consultants say.

Unlike many other voluntary benefits, pet insurance isn’t a
guaranteed issue, said Tim Easterwood, Troy, Michigan-based area
president and practice leader for voluntary benefits consulting with
Arthur J. Gallagher & Co. In other words, if Fluffy has a pre-existing
condition, it's going to cost his or her owner.

The product is underwritten, which means the price “is based on the
pet’s age and breed and so forth, and so it can be fairly expensive,” Mr.
Easterwood said.

While it can be pricey to buy insurance for an older animal with
health issues, it's a much less expensive option for employees who are
looking to insure puppies or kittens, he said.

According to Towers Watson & Co.’s 2013 Voluntary Benefits and
Services Survey, pet insurance still lags some other voluntary benefits
offered in the personal products space, with 30% of employers offering
it to employees. Meanwhile, in the same category, 65% of employees
offer discount merchandise, tickets and other perks, 50% offer auto
insurance, and 49% offer home insurance, according to the survey.

By Stephanie Goldberg

%

Pet insurance still lags some other
voluntary benefits offered in the
personal products space, with 30%
of employers offering it to
employees.
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Questions & Answers

Srian Marcotte

National Business Group on Health

More than four years have passed
since the passage of the Patient
Protection and Affordable Care Act.
We know the positive aspects of the
health care reform law: Millions of
previously uninsured individuals now,
due to federal premium subsidies,
have gotten health insurance
coverage. In fact, more than 8 million
people, many of them previously
uninsured, have enrolled in plans
offered through public exchanges.
From an employer perspective, what
have been the positive aspects of the
law?

Providing coverage for more
Apeople is a positive. From a large
employer perspective, though, I'd
classify the ACA as a big distraction
over the last four years as employers
have tried to understand the cost
implications of the employer mandate
requirements and how to stay under
the Cadillac tax (trigger) as that tax
approaches down the road.

Is there something in the law that
employers would like lawmakers
to change?

There are a couple of things. The

first one, batted about in
Congress, is changing the definition of
a full-time employee where we, as
employers, would be obligated to
provide coverage to employees
working an average of 40 hours a

week compared to the law’s 30-hour a
week requirement. While that
legislative change has bipartisan
support in the House, it remains to be
seen what will happen in the Senate.
The other area from an employer
perspective would be the elimination
of the ACA’s reinsurance fee. This
year, the fee is $63 per health care
plan enrollee. It purely is a cost-shift
to employers to help cover the cost of
government premium subsidies
provided for coverage in public
exchanges.

What is the likelihood that
Congress will make any changes
to the ACA?

If anything has a shot, it is the

legislation changing the definition
of a full-time employee to those
working an average of 40 hours a
week. I don’t think it is very likely that
we will see any movement on the
reinsurance fees. On changing the
definition of a full-time employee, if
Republicans gain control of the Senate
in the November elections, we think
there is a better chance of the
legislation moving through Congress.
But I don’t think there is much
confidence that anything beyond that
will be done in the short term.

Q Employers can always terminate
their health care plans and give
employees money to buy, for example,
coverage in public exchanges. Through
such an approach, the hassles of
offering group health care coverage
would be eliminated. So far, though,
there has been no widespread
employer movement to do so. Why
not?

You lose the ability to make pretax
Acontributions for health care. That
could be a significant cost to
employers. In addition, many
employees would not be eligible for
federal premium subsidies to buy
coverage in public exchanges. So,
there are hurdles that preclude that

I probably get more questions

about private health insurance

exchanges from members than any
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other issue.

from being a reasonable solution for
most employers. Still there could be
some segments, such as industries
with lots of low-wage employees,
where it could be an attractive option.
But that would not be the case for
most employers.

Q One of the hottest developments
in the group health insurance
arena is the development of private
insurance exchanges. There have been
predictions of tremendous growth in
private insurance exchange enrollment
over the next few years as more
employers move to that approach. Do
you agree with those predictions?

First of all, I probably get more
Aquestions about private insurance
exchanges from members than any
other issue. I think private exchanges
are good for the market. They
certainly will serve a role. The big
question for large employers is what is
the value proposition? Can private
exchanges demonstrate that they can
manage costs and improve care better
than what we are now doing? If I am
going to consider moving to a private
exchange, I need some assurance that
it will do a better job than what I am
doing today. It is a leap of faith
otherwise.

care cost increases have been
relatively modest. Last year, for
example, Mercer L.L.C. found that
costs increased at their lowest rate in
more than 15 years. How do you
explain that?

Q Over the past few years, health

It is all relative. Cost increases for

large employers still are several
times that of increases in the
consumer price index. The slower
growth of health care costs has
probably been more a function of the
economy over the last few years than
anything we have done in health care.
PricewaterhouseCoopers (L.L.P.)
recently projected that costs— before
plan design changes — will increase
6.8% in 2015. Our own survey says it
will be 7%. After plan design changes,
cost increases will be about 5%. This
year, after plan design changes, cost
went up an average of about 4.5%.
That is still twice as much or more as
the CPI increase. Health care costs
continue, from our perspective, to be
the No. 1 challenge for large
employers.

Brian Marcotte is

president and chief
executive officer of
the National Business
Group on Health in
Washington. Mr.
Marcotte joined the
NBGH, which helps
its members control
health care costs,
improve patient
safety and quality of
care, earlier this year
after more than two
decades at
Honeywell
International Inc.,
where he was vice
president of benefits
and compensation. In
an interview with
Jerry Geisel, editor-
at-large, Mr.
Marcotte discusses
from a large
employer perspective
the pros and cons of
the health care

reform law.



74 AN\
AERAN

111/
A\ / /4

International Benefits

Global business expansion
creates health care challenges

BY JOANNE WOJCIK

s the world economy rebounds

and U.S. employers pursue

more business opportunities

overseas, they will need to

consider how best to provide
health care benefits to their employees
working on foreign assignments for extend-
ed periods.

While U.S. multinationals often continue
to cover their expatriates domestically
under their group health benefits plans so
they can receive medical care while they are
at home, these employers also contract with
international benefits networks to ensure
those employees also have access to quality
health care while they are living and work-
ing abroad.

Beginning in 2014, self-insured expatriate
group health plans governed by the Employ-
ee Retirement Income Security Act are
required to meet the same coverage man-
dates under the Patient Protection and
Affordable Care Act that apply to domestic
group health plans, including cost-free pre-
ventive health care services. However, most
expatriate plans already pay 100% of the cost
of most care received by covered plan mem-
bers outside of the United States.

Most U.S. multinational employers provide
health care coverage to expatriates via their
domestic preferred provider organization
plans that offer financial incentives for using
in-network providers, while their overseas
benefits are covered at 100%, without being
subject to deductibles or copayments.

Although expatriate health benefit plans
generally have higher administrative costs
since they also provide emergency evacua-
tion and repatriation services, the premiums
charged are either comparable to or even
lower than those of U.S. benefit plans
because the cost of health care tends to be
lower outside of the country.

Employers often offer expatriates better
coverage because “they want to take health
care concerns out of the equation. They’re
moving these people to a different country
to deliver a business result. So from that per-
spective, they can be richer,” said David
Newman, a New York-based partner at Mer-
cer L.L.C. who leads the international con-
sulting group in the Northeast and South
markets. “From a cost perspective, gener-
ally dollar for dollar, they get more value
from an expat plan simply because they’re
getting treatment in host countries where
treatment is generally less expensive than
in the U.S. So while the expats may still seek
treatment for major issues back in the U.S,,
the cost will generally be a blend between
the host country rate and the U.S. rate.”

Premiums for expat coverage also tend to
be lower than those for U.S.-based workers
because the expat populations tend to be
younger and healthier than their domestic
counterparts, said Pam Enright, director of

global benefits at Lockton Cos. L.L.C. in
Kansas City, Mo.

“All things being equal, there’s usually a
15% spread on either side,” she said. “If
you’ve got a group of 2,000 U.S. employees
and 20 expats, if they are all 50 years old,
then it could cost significantly more. But
expats tend to be younger and quite healthy,
and if they get significantly sick, they usual-
ly come home for treatment.”

And if an employer chooses to also cover
third-party nationals in their expat health
plans, premiums for those employees are
typically 25% to 30% less because they use
health care services less than U.S. employ-
ees, Ms. Enright said. “Underwriters will
take this into consideration,” she said.

In some instances, expatriate health plans
also will cover key local employees, especial-
ly if their jobs require them to travel exten-
sively outside of their home countries.

A handful of U.S.-based insurers provide
international health benefits to U.S. expatri-
ates. Hartford, Connecticut-based Aetna Inc.
and Philadelphia-based Cigna Corp. are the
market leaders, having been the first to
enter this business segment more than 30
years ago. GeoBlue, a product offered by
Highway to Health Inc., which is affiliated
with the Chicago-based Blue Cross & Blue
Shield Association, introduced group corpo-
rate expat health care coverage in 2011. Min-
netonka, Minnesota-based UnitedHealth
Group Inc. and New York-based Metropoli-
tan Life Insurance Co. recently entered the
expat health benefits market, too.

All of these insurers have contracts with
health care providers and facilities through-
out the world. They also will enter into ad
hoc contracts with out-of-network providers
as necessary, such as if an expatriate
employee needs medical care in a remote
region.

“Our provider network is different than a
PPO network in the U.S.,” said Patrick
McGinn, vice president at Aetna Interna-
tional-Americas, the Blue Bell, Pa.-based
unit of Aetna Inc. “The focus is more on pro-
viding access to quality providers and facil-
itating payment and less on discounts.”

For example, doctors under contract with
GeoBlue must agree to practice evidence-
based medicine, accept same-day appoint-
ment requests and bill the insurer directly,
said Rob Howard, director of group sales for
GeoBlue based in Radnor, Pa.

“These are the best, highest quality com-
munity of doctors around the globe,” he said.

In some cases, the international benefits
insurers also contract with providers at the
point of service in situations where no in-
network providers are available.

For example, “we had a situation with one
member in China where the facility was
demanding cash. We actually delivered to
them cash so that they would treat the mem-
ber for the services that they needed,”
Aetna’s Mr. McGinn recalled.

Most large U.S. employers self-insure their
domestic health benefits plans, but the vast
majority of expatriate benefit plans remain
fully insured.

“There’s a couple of reasons for that. The
first one is these costs can be unpredictable,
so even the largest employers are less will-
ing to take the risk of what can be a relative-
ly small population,” said Sheldon Kenton,
senior vice president of global employer
sales at Cigna based in Wilmington,
Delaware.

The typical expatriate plan group size
underwritten by Cigna has 50 employees,
but the insurer will write groups with as few
as two expats, he said.

“The second reason is that in some parts
of the world, self-insured plans can cause
taxable events for the members, and in some
parts of the world they are actually illegal,”
Mr. Kenton said.

For example, the United Kingdom has
taxed individuals on the value of the bene-
fits they receive under self-insured health
benefits plans, he said. Meanwhile, some
locations, including the Netherlands and
Dubai, require that a locally admitted insur-
er provide health care coverage to expatri-
ates in order for them to qualify for a work
visa, Mr. Kenton said.

GLOBAL EMPLOYER
BENEFITS NETWORKS

Percentage of U.S employers with international
operations using multinational benefits networks

Use of benefits networks increases with
employer size for U.S. employers with
international operations

,—PERCENT USING BENEFITS NETWORKS—I

44% 32% 23%

>10,000 500-10,000 <500
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Source: MetLife Inc.

Employers export
U.S. cost-sharing
to overseas units

s the cost of health care climbs
A worldwide, some U.S.

multinational employers are
introducing cost-sharing into their
expatriate health benefits plans, many
for the first time.

In many cases, employers are requiring
expatriates who choose non-network
providers to be subject to deductibles
and coinsurance, much like they would if
they chose non-network providers in a
domestic health benefit plan.

Part of the reason for this is that the
cost of medical care is beginning to rival
that in the United States in cities like
London, Shanghai, Tokyo, Beijing and
Dubai. The other reason is that in some
countries, medical providers charge
expatriates higher fees than they
typically charge local nationals.

“In the past, these plans covered 100%
of the cost of care. But as costs go up,
there are plan design changes occurring
to share more of the cost with
employees,” said David Newman, a
partner with Mercer L.L.C. based in New
York.

“There is a slight move to some cost-
shifting for going out of network,”
agreed Sheldon Kenton, senior vice
president of global employer sales at
Cigna Corp. in Wilmington, Delaware.

As the quality of care, scope of
available services and expensive new
medical technology have proliferated in
other parts of the world, the cost of care
also has risen.

For example, “in Tokyo and Shanghai,
there are a lot of smaller, joint-venture
clinics, and that’s where a lot of the
expats tend to seek care, and the cost of
those clinics tends to be right in line
with the cost of care in major cities in
the United States,” said Rob Howard,
Radnor, Pa.-based director of group sales
at GeoBlue, a product offered by
Highway to Health Inc., which is
affiliated with the Chicago-based Blue
Cross & Blue Shield Association.

In some cases, providers are charging
“international rates” for expatriate
employees that are higher than the rates
they charge local citizens, said Patrick
McGinn, Blue Bell, Pennsylvania-based
vice president of Aetna International-
Americas, a unit of Hartford,
Connecticut-based Aetna Inc.

While most international benefits
networks often are able to negotiate
lower payments with providers to ensure
they are not gouging expatriates, some
international benefits networks have
gone as far as to offer financial
incentives to encourage expatriates to
travel outside of their host countries, if
such care is less expensive in a
neighboring country, a form of “medical
tourism.”

“One of the things we've done is for
people who need care in Shanghai,
where the cost has increased so
dramatically, is to give them alternatives
in places like Hong Kong,” where the
cost is lower but the quality is
comparable, Mr. McGinn said.

By Joanne Wojcik
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Research & Data

RETIREMENT SAVING IS A TOP FINANCIAL CONCERN OF U.S. WORKERS

Since 2001, concerns about saving enough for retirement have escalated, according to a Gallup poll. Percentages show those very/moderately worried.

RETIREMENT UNEXPECTED MAINTAINING
MEDICAL STANDARD OF 66%
EXPENSES LIVING —
7
-
53% 529 — 54% 53%
[ — 48%
43%
o
2001 2003 2007 2010 2014
Source: Gallup Inc
GENDER RETIREMENT OUTLOOK
s WOMEN ~N

a0% 43% 0%

Very/somewhat Plan to continue Plan to work
confident working past 70
in ability to retire full- or part-time or never retire
comfortably in retirement

illg 4%

- e ’

Source: Transamerica Center for Retirement Studies, 2014 retirement survey

DEPENDING ON A RETIREMENT PLAN

Regardless of age*, U.S. workers place a high value on retirement benefits.

U.S. ECONOMIC EFFECT

have sufficient funds to retire improving.

All Baby Baby
workers Gen Y Gen X Boomers . Boomers Gen X . Gen Y

. 489
Very/somewhat important to have a 8%
401(k) or similar retirement plan

89% 90% 91% 89%
40% 37% 36%
32% 33%

Strongly/somewhat agree retirement plan
is a major factor in decision to accept a 77% 76% 81% 76%
new job
Strongly/somewhat agree would be
likely to change employers for better 52% 67% 58% 38%
retirement benefits 2014 2013

*Depending on retirement plan: Baby boomers (born 1946-1964), Gen X (born 1965-1979), Gen Y (born 1980-2000) Baby boomers (born 1946-1964), Gen X (born 1965-1979), Gen Y (born 1980-2000)

Source: Transamerica Center for Retirement Studies, 2014 retirement survey. Source: PricewaterhouseCoopers L.L.P., 2014 U.S. employee financial wellness survey
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As the economy improves, the confidence of workers that they will

REASONS FOR
DELAYING
RETIREMENT

Lack of savings is
the primary reason
people are working longer.

3%

I haven'’t saved enough
to retire.

5%

I do not want
to retire yet.

4%

I need to keep
my health care coverage.

2%

I have too much debt.

0%

My retirement investments
have declined in value.

1%

I am still supporting my
children, grandchildren.

4%

Other

Note: Respondents could choose up
to two reasons.

Source: PricewaterhouseCoopers
L.L.P.,, 2014 U.S. employee financial
wellness survey.
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Tomorrow's
Risks Today.
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Delivered to your inbox.

Customized updates tailored to your specific companies, topics and countries of
interest. When targeted news breaks online, an email is sent to all opt-in readers.

All the top stories in one email. Must-read daily news email that includes
the biggest headlines and the most relevant news and info online.

Know what’s going on in the world with a daily newsletter delivering breaking
global risk management and insurance news monitored by Business Insurance.

Up-to-date weekly news that targets just the content channels you follow--such
as Risk Management, Benefits Management, Workers Comp--with special online

features including videos, events and white papers.

The new technologies and developments that are impacting the risk manager in a
monthly newsletter that keeps you apprised on the tech industry’s innovations.

Career moves in a weekly email highlighting the latest hires and promotions in the
commercial insurance, risk management and employee benefits markets. Plus,
browse links to current listings from Business Insurance’s Career Center.

Top stories from the bi-weekly publication. Discover headline highlights and
features available both online and in the interactive digital edition with the

bi-weekly Business Insurance newsletter.

Receive the latest news, analysis and data on employee benefits strategy in
the quarterly Crain’s Benefits Outlook Newsletter. It highlights top stories and

features available online at CrainsBenefitsOutlook.com.

News and coverage for selected industry conferences and events. A dedicated
email report with three or more news stories, along with features, multimedia
and executive profiles sent during the events.

GAIN VALUABLE INSIGHT NOW.
REGISTER AND UPDATE PREFERENCES:
www.businessinsurance.com/emails
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REGISTER:

www.businessinsurance.com/40under40
IJI]"-"I'I}' HOW YOU CAN PARTICIPATE & MORE DETAILS:
Mu ll_lfll Mary Pemberton - mpemberton@businessinsurance.com

303.898.4043
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After a thorough review by a panel of senior editors at Business Insurance, who will consider various
GHEBEEICDH criteria related to nominees’ client service skills, leadership skills and expertise, the results will be an-
nounced online. The awards will be presented at recognition events in each region. A compilation of all
the awards and profiles of the honorees will be published in the Oct. 13, 2014, edition of Business
Insurance. Honorees will be selected from nominations submitted by readers of Business Insurance.
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