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DOCTOR SHORTAGE

While the supply of doctors in the United
States is projected to increase to
785,400 by 2025, it will be short of the
need for physicians.

Projected shortage with Patient
Protection and Affordable Care Act

58,000 79,300 106,300 130,600

Projected shortage without the act

30,200 51,800 79,100 103,700

Source: Association of American Medical Colleges

WORKERS COMPENSATION

Doctor demand
Bxceeds supply
for routine cane

Injured workers face
delayed treatment

BY ROBERTO CENICERDS

Millions of additional U.S. resi-
dents seeking medical attention
under the Patient Protection and
Affordable Care Act are likely to
delay treatment for workers com-
pensation and disability insurance
claimants by aggravating a nation-
wide doctor shortage.

Delayed medical treatment,
which affects return-to-work out-
comes and thus employer costs,
now is the leading expectation
about how the health care reform
law will affect care for occupation-
al and nonoccupational employee
injuries and illnesses, workers
comp and employee absence
experts say.

The workers comp and absence
consultants are not alone in their

See DOCTORS page 47

RISK MANAGEMENT

NAVY YARD MASSAGRE

EXPOSES INFORMATION GAPS

Employers hamstrung by background check rules

AP PHOTO

A makeshift memorial was built on a lamp post last week for Washington Navy Yard shooting victims.

BY JUDY GREENWALD AND RODD Z0LKDS

Last week’s Washington Navy Yard shooting
highlights the delicate balance employers face
in protecting their employees and customers
while avoiding government scrutiny for poten-
tially violating individuals’ rights.

The shooting left 13 dead, including gunman
Aaron Alexis, a U.S. Navy veteran with a trou-
bled past that did not deny him access to the

See SHOOTING page 48

WAYS TO SECURE THE WORKPLACE

M Choose employee background screening companies

carefully; don’t base decisions strictly on cost.

M Establish a level of security that’s appropriate for the

nature of the enterprise.

M Nurture an environment in which employees are
comfortable reporting concerns about co-workers’

behavior.

M Implement policies governing how human resources
professionals should respond to concerns about

employees’ behavior.

M Review and revise policies and programs regularly.

P/C INSURERS

TRIA backers
DPess for
Bxtension again

BY MARK A. HOFMANN

Advocates of the federal govern-
ment’s terrorism insurance back-
stop are pushing hard for an exten-
sion more than a year before the
program would expire.

The program has broad support
among the property/casualty
insurance industry and commer-
cial insurance buyers, including
the Risk & Insurance Management
Society Inc. However, the exten-
sion is far from certain because
some in Congress and industry
outsiders view the backstop as an
unnecessary government bailout.

Three bills to extend it have been
recently introduced in the U.S.
House of Representatives.

The House Financial Services
Committee held a hearing on the
program last week in Washing-
ton and the Senate Banking, Hous-
ing and Urban Affairs Committee
is expected to hold a hearing on it
this week.

Most people who testified before
the House panel favored extending
the program. Some committee
members shared that sentiment,
while others only gave it condi-
tional support.

The Obama administration has
no enthusiasm for the program
established by the Terrorism Risk
Insurance Act of 2002 and extend-
ed twice, most recently through
Dec. 31, 2014. The program also has
come under fire from liberals and
conservatives as an example of an

See TRIA page 47
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Trade credit cover demand up

Increasing political instability and
catastrophes are compelling midsize
U.S. exporters to purchase export
trade credit insurance. 6

INTERNATIONAL
Profile of Venezuela

The death of
Venezuelan
President Hugo
Chavez earlier
this year is
expected to affect
the political and
economic outlook of the
country for years to come. 10

OFF BEAT

= b )

ee [oses round in epic hattle

Since emerging from bankruptcy,
Stan Lee Media Inc. has been
battling in courts to recoup the
rights to its comic franchises. 50

INTERNATIONAL 10
OPINIONS 12
PEOPLE 34
MARKET PULSE 36
IN BRIEF 49
OFF BEAT 50

HEALTH CARE REFORM

Rules create options on retirge cover

Firms may send pre-Medicare eligible to exchanges

BY JERRY GEISEL

New health care reform law
guidance opens the door for
employers to jettison health plans
offered to pre-Medicare-eligible
retirees, while assuring many
retirees they can tap federal subsi-
dies to buy coverage in public
exchanges.

The guidance, released earlier
this month by the U.S. Treasury
and Labor departments, says
retirees covered by stand-alone
health reimbursement arrange-
ments will not be eligible for the
premium subsidies that start in
2014.

“Some employers are consider-
ing making amounts available
under stand-alone retiree-only
HRAS to retired employees so that
the employer would be able to
reimburse medical expenses,
including the purchase of an indi-
vidual health insurance policy,”
according to the guidance. But
such a stand-alone HRA would be
considered minimum essential
coverage, thus making a retiree
ineligible for the subsidy, the guid-
ance said.

“That approach would have
been appealing for employers to
help retirees get coverage in a
financially advantageous way,”
said Amy Bergner, managing
director of human resources in
Washington for Pricewaterhouse-

GUIDANCE

Questions answered in health care
reform law guidance on health
reimbursement arrangements and
employee assistance plans from the
U.S. Treasury and Labor departments

B Pre-Medicare-eligible retirees
covered by stand-alone HRAs will
be ineligible for federal premium
subsidies to buy coverage in
public health insurance
exchanges.

B Employer contributions to HRAs
that are integrated with employee
health plans can be used to satisfy
health reform law minimum value
or premium affordability tests, but
not both.

M Unless they provide significant
medical benefits, employee
assistance plans are not
considered “minimum essential
coverage.”

Coopers L.L.P.

The word “covered,” though, is
the key to the way the guidance
opens new retiree health care
funding arrangements that could
slash employers’ health care costs
and, in some cases, reduce costs
for retirees as well, benefit experts
say.

“Employers who want to drop
retiree medical coverage but help
retirees purchase exchange cover-
age can do so without causing
lower-income retirees to lose sub-
sidy eligibility by giving retirees
the option to enroll in the HRA,”

said Rich Stover, a principal with
Buck Consultants L.L.C. in Secau-
cus, N.J.

Under such an approach, an
employer would terminate its
health plan for pre-Medicare-eligi-
ble retirees. That would make
lower- and middle-income retirees
eligible for the Patient Protection
and Affordable Care Act-autho-
rized premium subsidies to buy
coverage next year in public insur-
ance exchanges.

Under the law, premium subsi-
dies will be available to the unin-
sured with incomes between 100%
and 400% of the federal poverty
level. This year, for example, the
maximum income would be $45,960
for a one-person household and
$62,040 for a two-person household
to qualify for a subsidy.

In situations when employers
require retirees to pay a high per-
centage of the premium, many
lower-income retirees would pay
less by obtaining exchange cover-
age with the federal premium sub-
sidies.

To aid retirees whose incomes
are too high to qualify for a subsidy
or receive only a small subsidy,
employers could establish and
credit HRAs with an amount they
determine. Those retirees then
could use HRA funds to buy non-
subsidized coverage in exchanges

See HRA page 45

Building desion can help mitigate trips, fa

BY SHEENA HARRISON

With slips, trips and falls remain-
ing one of the top causes of work-
ers compensation claims, safety
experts say more emphasis must
be placed on the ergonomic design
of workplaces if companies hope to
reduce the prevalence of such
injuries.

While safety professionals have
done a good job of promoting clean
floors, appropriate footwear and
other strategies to reduce slip and
fall risks, sources say there is a
need for architects and engineers
to be included in safety conversa-

SAFETY

tions that could change the way
buildings are developed.

“The safety and health profes-
sionals (and the) insurance indus-
try, we all get it. We all talk the
same language,” said Donna Hei-
del, Edison, N.J.-based senior
industrial hygiene manager with
safety consultancy Bureau Veritas
S.A. “The trick is going to be to
teach our design engineers to
include worker health and safety
issues.”

Such accidents need particular
attention in nonindustrial work-
places, where employers tend to
install terrazzo or marble floors

S

that can become dangerous for
workers to walk on in certain con-
ditions, said Wayne Maynard,
product director of workers com-
pensation, ergonomics and tribol-
ogy for Liberty Mutual Group Inc.
in Hopkinton, Mass.

“We have a growing ... office
industry where we don’t think of
those as being potentially risky
areas of slips, trips and falls, but
they really are,” Mr. Maynard said.

Slips, trips and falls on the same
level — where workers slip and
fall on the surface on which they’re

See FALLS page 48

CLARIFICATION

In an article in the Sept. 9 edition, “Railroads Grapple with Cat Risks as Oil Shipments Increase,” a portion
of comments from James R. Beardsley, managing director and global rail practice leader with Marsh Inc. in
Washington, about trains moving at slower speeds on smaller railroads, thereby reducing the risk of a large-
scale derailment, were deleted during editing.
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MARINE
PREMIUMS

Global marine insurance premiums
totaled $33.05 billion in 2012.

Offshore
Global hull energy Marine
business _‘ liability
1 5.2%
25.7% :|

\lransport/
cargo

Source: International Union of Marine Insurance

MARINE

Hull sector
harely ahove
water

Stricter underwriting,
rate increases needed
for profitability

BY SARAH VEVSEY

LONDON — The global hull and
machinery insurance market has
recorded 17 consecutive years of
pure underwriting losses, and
overcapacity and competition in
the market are likely to continue.

To return to profitability, under-
writers likely need to increase
rates and turn away business,
experts say.

Many marine hull and machin-
ery underwriters have been
underpricing risks, said Lars
Rhodin, chairman of the Interna-
tional Union of Marine Insurance’s
ocean hull committee and manag-
ing director of the Swedish Club, a
protection and indemnity mutual

See IUMI page 49

RISK MANAGER
OF THE YEAR.

Business Insurance has opened
nominations for the 2014 Risk
Manager of the Year® awards.
Created in 1977, the awards
recognize outstanding
performance in the practice of
risk management for a
corporation, nonprofit or
government entity. For details
and to download a nomination
form, go to www.Business
Insurance.com/RMQOYZ2014.
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Avoiding pitfalls of conducting
criminal background checks

How companies can properly
conduct criminal background checks
on workers and potential hires.
www.BusinessInsurance.com/
BackgroundChecksArc

Marine Insurance Manket

This video highlights trends in the
marine insurance industry, including
cargo safety and market capacity.
www.BusinessInsurance.com/
video

GALLERY

40 Under 40 Broker Leaders

West regional winners of the
Business Insurance honor are
highlighted in this photo gallery.
www.BusinessInsurance.com/
photos

WHITE PAPER

Growth strategies for brokens

Expanding business
via mergers and
acquisitions, new
clients and smart
hires are ways in
which agents and
brokers can continue to grow in an
increasingly competitive market.
www.BusinessInsurance.com/
BrokerGrowthWP
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BY SARAH VEYSEY

MONTE CARLO, Monaco — The
reinsurance market will be frag-
mented at Jan. 1, 2014 renewals,
with rate decreases likely for lines
of business attractive to third-
party capital investors, such as
property catastrophe, while loss-
affected lines will see rates stabi-
lize or rise.

For the first time, reinsurance
experts say, rates offered by third-
party capital instruments, such as
insurance-linked securities, were
in many cases comparable or
lower than those offered by tradi-
tional reinsurers during renewals
in June and July.

This had the effect of pushing
down rates in property catastro-
phe lines, notably in Florida, and
the trend likely will continue at the
Jan. 1 renewals, industry execu-
tives said while gathered at the
Rendez-Vous de Septembre rein-
surance meeting in Monte Carlo,
Monaco, this month.

In addition, rates for other lines
may come under downward pres-
sure as traditional reinsurers seek
to deploy more capital in other
lines of business that have not
been as affected by the influence of
third-party capital.

At the June renewals, rates for
property catastrophe reinsurance

REINSURANCE

ALTERNATIVE GAPITAL KEEPS
REINSURANGE RATES IN GHECK

Rendez-Vous participants see fragmented markets

SARAH VEYSEY

Reinsurance industry executives gathered at the Rendez-Vous de
Septembre reinsurance meeting in Monte Carlo, Monaco, this month.

fell as much as 15%, said David
Priebe, vice chairman of reinsur-
ance brokerage Guy Carpenter &
Co. L.L.C. At July renewals, rates
for property catastrophe business
fell by as much as 30% for loss-free
accounts, he said.

Although the effect of an influx of
third-party capital into the indus-
try has been less pronounced on
rates for business outside the Unit-
ed States, a side effect of the surge
in new capital has been a reduc-
tion in some rates elsewhere as
reinsurers seek to deploy capacity
into other lines, he said.

“Price reductions are good news
for buyers, but so is a choice of
products and sellers,” Mr. Priebe
said.

If there are no major catastrophe
losses between now and the end of
the year, then “we expect contin-
ued rate decreases, but prices are
still adequate,” said Martyn Street,
a director at Fitch Ratings Ltd. in
London.

Rates for European windstorm
programs have been largely flat or
softening in recent months, Mr.

See MARKET page 46

TRADITIONAL
REINSURERS
CHALLENGED

BY SARAH VEYSEY

MONTE CARLO, Monaco —
Capacity provided by third-
party capital investors is here
to stay in the reinsurance
industry and could have posi-
tive long-term effects for buy-
ers.

There could be less conver-
gence capital invested in the
market if interest rates
increase, leading to higher
returns in other asset class-
es, or if there is a very large
reinsurance loss event. How-
ever, it’s unlikely investors
would withdraw that capital
altogether, experts say.

Experts gathered at the Ren-
dez-Vous de Septembre rein-
surance meeting in Monte
Carlo, Monaco, this month,
said that while such capital
has helped to reduce rates for
traditional reinsurance and
gives buyers added choice, it
remains to be seen whether
and how that capital will be
deployed into business lines
other than property catastro-
phe coverage.

The inflow of new capital
will help to reduce the cyclical
volatility formerly inherent in
the market, said Dominic
Christian, co-CEO of Aon Ben-
field, the reinsurance broker-
age arm of Aon P.L..C.

The industry is undergoing

See CAPITAL page 46

BY SHEENA HARRISON

DALLAS — American Interna-
tional Group Inc. is working to
devise new insurance products
and services that will advance the
insurer in areas such as cyber risk
and workers compensation, said
Robert Schimek, president and
CEO of AIG’s property/casualty
Americas region.

In addition to working to estab-
lish an innovative culture, AIG has
invested about $60 million per year
on a “science team” that works to
identify such developments across
all of AIG’s coverage areas, Mr.
Schimek said.

The team has helped develop a

BUSINESS INSURANCE

PROPERTY/CASUALTY INSURERS

Al invests heavily in science team working on new coverage products

“We ane seeking ways
to advance past the pack,
not to catch up to the pack,”

Robert Schimek
American International Group Inc.

suite of products and services con-
nected to AIG’s cyber liability
insurance. The products include
AutoShun, a proprietary device
provided to AIG’s CyberEdge
clients that blocks cyber attacks
from Internet protocol addresses
that are known to be threats.

AIG also has partnered with

Johns Hopkins University in Balti-
more to identify behavioral trends
in workers compensation that can
be identified early in a claim’s life
cycle before resulting in signifi-
cant costs, Mr. Schimek said.

The insurer’s partnership with
the university was inspired by
AIG’s desire to differentiate itself
from other major workers comp
insurers that underwrite the line
“far better and far more strategi-
cally than us,” he said.

“We are seeking ways to
advance past the pack, not to catch
up to the pack,” said Mr. Schimek,
who declined to provide details of
the Johns Hopkins partnership.

He made the comments during a

presentation about insurance
industry innovation during the
Sept. 10-11 Entrepreneurial Insur-
ance Symposium in Dallas hosted
by Dallas-based electronic insur-
ance exchange MarketScout.
Insurers, brokers and insurance
service providers should aim to
position themselves as having
“unique” products and services,
rather than striving to be the
“best” among their competitors,
Mr. Schimek said. This includes
investing in new products that may
not be successful but can provide
customer feedback and allow com-
panies to develop better offerings

See SYMPOSIUM page 45
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Insuring a World in Motion®

What’s behind Navigators?

A robust national market for excess casualty,
backed by financial strength you can trust.

At Navigators, our vast and diverse appetite for excess casualty business allows us to
welcome submissions others may fear too hazardous. We are especially successful
on mid-size to large commercial accounts in the manufacturing and service sectors.
We can even provide up to 5-year policy terms on certain infrastructure projects.

As an individual risk underwriter, we look at each submission on its own merits,
regardless of class of business. Our network of experienced underwriters are
empowered to quote business fast and to customize coverage to meet unigue needs.

Need more? From tailored marine liability, to environmental liability, to energy liability —
we have it all.

Go to www.navg.com to learn more about our broad product range and about the
benefits of having our specialist underwriters and financial strength behind you.

Underwritten by Navigators Insurance Company, Navigators Specialty Insurance Company, or affiliated Lloyd's Syndicate 1221, One Penn Plaza, 32nd Fl., New York, New York 10119



RISK MANAGEMENT

Helping executives at midsize
firms and their brokers handle
critical risks.

MID-MARKET &

JEMAND RISES FOR TRADE GREDIT GOVER

More U.S. exporters picking up on coverage already popular in Europe

6

BY RUSS BANHAM WHY USE Marie Thurber, executive vice president
TRADE CREDIT and managing director of political and
Increasing global political instability, INSURANCE? credit risk at Zurich North America in

weather-related catastrophes, rising
unpaid invoices, and bank demands for
collateral are compelling midsize U.S.
exporters to purchase export trade cred-
it insurance.

While the insurance, which protects an
organization’s receivables from losses
caused by credit risks such as default,
insolvency or bankruptcy, is common-
place in Europe, it has historically been a
tough sale in the United States. This is
changing, brokers and insurers say.

Approximately $700 million in U.S. pre-
mium volume is expected this year by pri-

M Covers exporters’
receivables from default,
insolvency and bankruptcy

M Some insurers will write the
coverage to cover currency
value changes should a
claim be made

M Some insurers offer
noncancellable limits

B Some insurers cover a
“basket” of risks in various
countries under one policy

M Pricing is competitive

Y

New York.

As U.S. exporters moved into new,
untried markets, Mr. Kornblau said,
“events like the Arab Spring were too far
away to comprehend the implications and
their susceptibility to these and other
events like the ongoing turmoil in Egypt.
They scared the exporters, driving much
greater interest in export trade credit
insurance.”

Trade credit insurers such as Euler Her-
mes North America Insurance Co., part of
Allianz S.E., are experiencing significant
increases in sales.

vate insurers, excluding government A | | g’ - While the U.S. has less takeup of the
credit risk programs such as the Export- NEA coverage, other factors boosting interest
Import Bank, and midsize exporters are include recent catastrophes and increas-
buying much of the coverage, said ay Wl ing anxiety over rising unpaid invoices.
Michael Kornblau, U.S. trade credit prac- i A January study by London-based
tice leader at Marsh Inc. in New York. ‘ A Lovetts P.L.C. found that the average
“Our figures indicate that premium has [ N A value of debts handled by the commercial
been growing the past 10 years and was debt recovery law firm increased 38% in
up 7% in 2012, with all signs pointing to the Y H the first quarter of this year vs. the first
]

same growth this year,” he said.

Overall premium volume worldwide is
about $9 billion, he estimated, the majori-
ty of it produced in Europe, “although the
U.S., South America and Asia are the
growth markets.”

The rising U.S. appeal of the cover is due
in part to the recession that began in 2007.

“All those years of economic volatility
took a toll on organizations, compelling a
need for financing at a time when credit
was scarce or unavailable,” said Frederik
Miirer, political and credit risk leader of
the Americas at Ace Ltd. in New York.

“With the low interest rate environ-
ment, one would think the banks would
have flooded the market with easy
money, but they were less than willing to
lend and far more selective” in choosing
clients, he said. “They insisted on some
form of collateral. Trade credit insurance
can serve this purpose.”

Trade credit insurance premiums

Paul Kunzer, divisional executive of
North America trade credit at American
International Group Inc. in New York,
agreed. “By using credit insurance, com-
panies then add their export accounts
receivables to the borrowing base of their
asset-backed financing facility,” he said.
“In addition, banks have expanded their
use of trade credit insurance to provide

Trade credit exposures insured

capital relief for their own credit risks.”
While many U.S.-based midsize
exporters “were on the hunt for
economies that were growing faster than
the U.S. economy,” when the financial cri-
sis hit, “some of these growing markets
soon experienced their own troubles, such
as Greece, Italy, Spain and parts of North
Africa and the Middle East.” said Anne

Trade credit insurance claims

quarter last year, prompting the firm to
state that late payment has become a “fact
of business life.” Some debts have now
passed into the unrecoverable column.

Mr. Kornblau, citing closely held infor-
mation, said the export trade credit insur-
ance market has experienced an uptick in
claims and notices by policyholders of an
increase in past due accounts.

Natural disasters such as Superstorm
Sandy, the earthquake and tsunami in
Japan, and massive flood losses in Thai-
land and Pakistan have caused many
overseas suppliers to default on their pay-
ments or go out of business.

One final factor that is encouraging mid-
size U.S. exporters to buy trade credit
insurance is inexpensive pricing. Mr.
Kornblau estimated that prices have
declined about 7% in the past year, and
will continue with 5% to 10% decreases the
rest of this year.

Approximate amount of

USAGE S VA I S
RISING >~
Sl P3%  UPAM%  UPI2%

Source: Members of the International Credit Insurance & Surety Association
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BENEFITS MANAGEMENT

Helping executives at midsize
firms and their brokers develop

MID-MARKET &

benefits solutions.

EMPLOYERS FEEL BURDEN
HEALTH GARE REFORM GOSTS

New fees, coverage requirements drive moves to CDHPs

BY MATT DUNNING

tain those costs will be passed along to plan sponsors and individual

A growing percentage of mid-market employers are migrat-
ing toward high-deductible, consumer-driven health
plans, partly in response to added financial bur-
dens resulting from the federal health care

reform law.

About 34% of employers with
between 500 and 4,999 employees
offered such a plan linked to
either a health savings
account or health reimburse-
ment arrangement in 2012,
compared with 31% in
2011, according to data
compiled by New York-
based Mercer L.L.C.
Among those employ-
ers, 31% offered an
HRA-based consumer-
driven health plan as
their sole group health
benefit option in 2012,
while 16% of employers
had converted from a
traditional benefit struc-
ture to a consumer-driven
plan linked to a health sav-
ings account.

“For a lot of employers in the
mid-market, we're seeing the con-
sumer-driven plan become the cen-
terpiece of their benefit offerings,” said
Tracy Watts, a Washington-based
senior partner at Mercer. “Employers
all have said that they want to continue
to provide benefits, but the challenge is
that they can’t grow their health bene-
fit budgets as fast as the costs are grow-
ing with the combination of the overall
trend and the Affordable Care Act.”

Experts said the growing integration
of consumer-driven health plans among
midsize employers is likely due in large
part to the onset of new fees and cover-
age requirements under the Patient
Protection and Affordable Care Act.
Next year, employers will have to pay a
fee of $63 per health plan participant —
either through their group plan’s insur-
er or directly, if the plan is self-funded
— to fund the reform law’s three-year
Transitional Reinsurance Program. The
per-participant fee will be reduced in
the second and third years of the pro-
gram, though federal regulators have
yet to finalize the amounts.

Also beginning next year, health
insurers will be taxed 2-2.5% of their
net premium growth, with the tax rate
growing to 3-4% in 2015 and years
beyond. Experts said it is all but cer-
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consumers.

“Mid-market employers have been struggling from an eco-

nomic standpoint to manage their health care costs,
and they’ve been looking for lower-cost plans
that they can offer to their employee popu-
lations,” said Maureen Fay, a New York-

based senior vice president at Aon
Hewitt. “Health care reform has
certainly accelerated that, with
all the new fees that are
included in the law.”
Additionally, beginning in
2018, self-funded plan
sponsors and insurers of
fully insured group
health plans will be
assessed a 40% excise
tax on the premium
value of health care
plans exceeding $10,200
for individual coverage
and $27,500 for family
coverage.
Though the reform
law’s excise tax on “Cadil-
lac plans” will not take

WAYS TO EASE TRANSITION
TO CDHP IMPLEMENTATION

For most mid-market employers, the most challenging aspect of
adding or switching to a consumer-driven health plan likely will be
communicating the changes to plan members and their
beneficiaries effectively.

To ease the transition, experts recommend:

M Begin communicating with employees as far in advance of the
plan’s start date as possible.

M Clearly articulate your company’s rationale and timetable for the
change, as well as — if applicable — the decision’s relationship
to the health care reform law, the potential financial and health
management advantages of the new plan, and the anticipated
number of employees affected by the change.

M Provide medical cost comparisons outlining the difference in
employees’ projected deductibles, coverage provisions and out-
of-pocket expenses for common medical procedures under the
proposed consumer-driven health plan and existing benefit
plans.

M If the consumer-driven plan is being offered as an option
alongside traditional benefit plans, tailor the communications to
the employee segments most likely to take advantage and/or
benefit from the consumer-driven plan structure.

M Provide ongoing health care decision support services, including
online tools and research portals.

BUSINESS INSURANCE

effect for another four years,
experts said the tax is anoth-
er key factor in many mid-mar-
ket employers’ decision to out-
right replace their existing HMO or
PPO plans with a consumer-driven
health plan or, at the very least, include
a consumer-driven health plan option
alongside their traditional benefit offer-
ings.

According to Mercer’s 2012 National
Survey of Employer-Sponsored Health
Plans, the average per-active employee
costs of health coverage in PPO and
HMO plans last year among midsize
employers were $10,624 and $10,421,
respectively.

By comparison, mid-market employ-
ers in 2012 were charged an average
$8,263 per-employee for coverage
through an HSA-eligible consumer-driv-
en health plan and $9,397 per employee
for coverage through a consumer-driv-
en plan linked to a health reimburse-
ment account.

“Those excise assessments, which are
based on a percent of premium as
opposed to the plan member headcount,
are where employers are looking to
reduce their overall costs,” said Patrick
Haraden, a principal at Boston-based
Longfellow Benefits. “Employers are
looking to offer plans with the lowest
premium possible within the confines of
the law.”

GROWTH OF
GONSUMER-DRIVEN
HEALTH PLANS

Percent of mid-market employers
offering one of the plans
500-999 employees

Plan 2012 2011
HSA-eligible plan: 27% 20%
HRA-linked plan: 11% 8%

Either type of CDHP
(HSA or HRA): 35%  26%

1,000-4,999 employees

Plan 2012 2011
HSA-eligible plan: 26% 26%
HRA-linked plan: 10% 11%

Either type of CDHP
(HSA or HRA): 33% 34%

500-4,999 employees

Plan 2012 2011
HSA-eligible plan: 26% 23%
HRA-linked plan: 10% 9%

Either type of CDHP
(HSA or HRA): 34% 31%

Percent of mid-market employees
enrolled in one of the plans

500-999 employees

Plan 2012 2011
HSA-eligible plan: 9% 6%
HRA-linked plan: 5% 2%
Either type of CDHP

(HSA or HRA): 14% 9%

1,000-4,999 employees

Plan 2012 2011
HSA-eligible plan: 8% 7%
HRA-linked plan: 5% 5%
Either type of CDHP

(HSA or HRA): 12% 12%

500-4,999 employees

Plan 2012 2011
HSA-eligible plan: 8% 7%
HRA-linked plan: 5% 4%
Either type of CDHP

(HSA or HRA): 13% 11%

Source: Mercer L.L.C.
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Outlook for Ganadian
P/Cindustry stahle: Best

B The outlook for the Canadian
property/casualty insurance
industry remains stable, according
to a report by rating agency A.M.
Best Co. Inc. Best said the Canadi-
an property/casualty industry’s
results last year “remained solid”
in underwriting and operating per-
formance. “Overall risk-adjusted
capitalization continued to be
strong given the good underwrit-
ing performance, which was aided
by fewer weather-related events
and catastrophes during the year.
The industry now has posted an
underwriting profit for several
consecutive years reflecting signif-
icant improvement after losses in
earlier years,” Best said.

E.U. makes Libor rigging
punishale with fines

B Companies found guilty of rig-
ging market benchmarks like
Libor could be fined the equivalent
of 15% of their turnover under a
new European Union law. The E.U.
law, approved by the European
Parliament and due to come into
force within two years, revises
market abuse rules to make the
rigging of benchmarks illegal. The
market abuse rules are also
extended to cover electronic trad-
ing such as “high-frequency” trad-
ing, criticized by some lawmakers
for creating volatility in markets.

Reuters

Ace starting reinsurance
operation in Tunisia

M Ace Ltd. has received approval
from the Tunisian Ministry of
Finance to establish a reinsurance
operation in Tunisia in its ongoing
strategy to grow its business in the
Middle East and North Africa. Ace
said it expects to formally open its
operation in Tunisia this autumn
as a branch of Ace American
Insurance Co.

Scon estimates Germany
hailstorm damage

M A series of hailstorms that
raked Germany in July could
result in insured damages of about
€1 billion ($1.33 billion), Scor S.A.
said. The French reinsurer said its
costs from the storms would be
approximately €50 million ($66.5
million) after retrocession and
reinstatements and before tax.
The hailstorms came after June
flooding in Germany that caused
an estimated $2.60 billion in
insured damage. Scor said that the
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The death of Venezuelan President
Hugo Chavez earlier this year was a
major event in the country’s history
that is expected to affect its
political and economic outlook for
years to come. His successor has
continued his populist policies. The
property/casualty market has been
resilient in terms of growth over
the years and has generally been
profitable. The February devaluation
of the bolivar will reduce the
market’s size in hard currency
measurements and may reduce its
attractiveness to foreign investors.

AREA

square miles

<2011 P/C gross premiums POPULATION
MARKET SHARE million
MISCELLANEOUS
SURETY, BONDS 4.2% MARINE, AVIATION NUMBER OF INSURERS
& CREDIT & TRANSIT
5.2% 41%
LIABILITY PR;)ZE/RTY
16%———  98%
WORKERS—,_ S CONSTRUCTION | 0 s e
COMPENSATION & ENGINEERING
& EMPLOYERS 2.1%
LIABILITY
1.0%

Source: Axco Global Statistics/Industry Associations and Regulatory Bodies

COMPULSORY INSURANCE

Several lines of coverage are
compulsory, including:

B Auto third-party liability
B Aviation third-party liability

M Passenger insurance for land transit
(included in fare)

M Student personal accident
M Shipowner oil pollution liability

M Third-party liability for vessels in
the Venezuelan Naval Registry

NONADMITTED

Unauthorized insurers may not conduct
insurance activity in Venezuela.
However, with some exceptions, there
is nothing in the law indicating that
insurance must be purchased from
locally authorized insurers. This is
generally interpreted to mean that
foreign insurers may issue policies
from abroad if approached by a buyer
or intermediary.

INTERMEDIARIES

Intermediaries must be authorized to
transact insurance business. Again, the
law is silent on the freedom of
insurance intermediaries to place
insurance outside the country,
although there is an article in a 2010
insurance law stating that contracts of
insurance placed with foreign entities
that are not authorized to conduct
insurance activities are not legally
enforceable.

most significant of the storms —
Andreas — cost it about €34 mil-
lion ($45.2 million). Scor said the
summer hailstorms appeared to be
the most expensive German hail
losses in years, surpassing a 1984
Munich storm that cost the indus-
try about €1 billion on an inflation-
adjusted basis.

Hooding the higgest risk
to cities worldwide

M Flooding is the biggest risk to
city dwellers around the world,
according to a study by Swiss Re
Ltd. The study ranks the human
and economic exposure to natural
catastrophes in 616 cities around
the globe. It examined the risk that
floods, storms, storm surges,
earthquakes or tsunamis pose to
urban centers. On the basis of all
five perils, the Tokyo-Yokohama
region of Japan is the most

BUSINESS INSURANCE

exposed to loss of human life and
working days, the study found.
Coastal cities in Asia are particu-
larly vulnerable to all five perils,
the study found. Outside of Asia,
Los Angeles is the ninth-ranked
city globally and No. 1 in the Unit-
ed States in the number of people
that could be affected by all five
perils.

Track in Quebec train
disaster in had shape

W Some of the railway track oper-
ated by the firm whose train blew
up in a Quebec town, killing 47 peo-
ple, is in poor condition and does
not meet safety standards, federal
Canadian transport inspectors
said. A team from Transport Cana-
da examined 210 of the 250 miles of
track operated in Quebec by Mon-
treal, Marine & Atlantic Railway
Inc., the now-bankrupt firm whose

fuel tanker train derailed and
exploded in the small town of Lac-
Meégantic, Quebec, on July 6. The
inspections occurred from July 20-
24 and Aug. 6-7. “Several locations
were found where the track ties
were noted as marginal or sub-
standard. In addition, several loca-
tions were observed to be a safety
concern or in noncompliance,”
according to the report posted on
Transport Canada’s website.
Reuters

ANV, Ryan Specialty
merging Lloyd's agencies

B Dutch specialty insurer ANV
Holdings B.V. and Chicago-based
Ryan Specialty Group L.L.C. said
they will merge their Lloyd’s of
London managing agency opera-
tions that will manage more than
$635 million in capacity. When the
deal is finalized in the fourth quar-

MARKET
DEVELOPMENTS

UPDATED JULY 2013

M On Feb. 8, 2013, the bolivar was
devalued by 46.5%. Experts
think that further devaluations
may be necessary, given the
disparity between official
exchange rates and market
rates.

M With a lack of expansion in the
economy, insurance brokers are
competing largely for existing
accounts. Large accounts are
placed with coinsurance, and in
some cases the limits available
are below the actual values of
risks insured.

M A 2010 law obliged insurers,
prepaid medicine companies and
brokers to offer health care
insurance, funeral insurance and
personal accident insurance to
pensioners, the handicapped and
the poor. Insurers have met
their quotas, but there is little
demand for the coverage.

M In August 2012, a major
explosion and fire took place at
the Amuay oil refinery, killing
42. While insured losses will be
significant, coverage was largely
placed overseas through the
petroleum company’s captive.

M Incidence of fires is expected to
increase as standards of
maintenance and availability of
parts decline, but loss ratios for
2012 have not markedly
worsened.

MARKET PRACTICE

Most insurers and brokers do not place
business on a nonadmitted basis.
Fronting is used extensively and
provides an alternative where local
capacity or risk appetite is limited or
unavailable. Local regulators
periodically warn of the dangers of
insuring with unauthorized entities.

Information provided by Axco

Insurance Information Services.
www.axcoinfo.com

ter, Netherlands-based ANV will
hold 80% of ANV Syndicate Man-
agement Ltd. and Ryan Specialty
will hold the remaining 20%. The
combined operations will manage
ANV syndicate 1861 as well as syn-
dicates 5820 and 779, which cur-
rently are managed by Jubilee
Managing Agency Ltd., Ryan Spe-
cialty’s Lloyd’s managing agency.

Lurich Insurance names
new chief of staff

M Zurich Insurance Group Ltd.
named Isabelle Welton chief of
staff, effective immediately. Ms.
Welton previously worked as
Zurich’s chief marketing officer.
She succeeds Ann Haugh who left
the Swiss insurer last month. Ms.
Welton will work from Zurich and
oversee group communications,
group human resources, group
marketing and group strategy.
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Insurance Group” A.M. Best: “A+” Standard & Poor’s: “A+”

Insurance coverage is underwritten by one or more member companies of Arch Insurance Group in North America, which consists of (1) Arch Insurance Company (a Missouri corporation, NAIC # 11150) with admitted assets of $2.65 billion, total liabilities of $2.04 billion and surplus to policyholders of $609.51 million, (2) Arch Specialty Insurance Company (a Nebraska corpora-
tion, NAIC #21199) with admitted assets of $483.82 million, total liabilities of $214,94 million and surplus to policyholders of $268.88 million and (3) Arch Excess & Surplus Insurance Company (a Nebraska corporation, NAIC # 10946) with admitted assets of $61.58 million, total liabilities of $2.10 million and surplus to policyholders of $59.48 million. Al figures are as shown
in each entity’s respective Quarterly Statement for the quarter ended June 30, 2013. Executive offices are located at One Liberty Plaza, New York, NY 10006. Not all insurance coverages or products are available in all jurisdictions. Coverage is subject to actual policy language. This information is intended for use by licensed i pi . ©Arch Group 2013




EDITORIAL

HEALTH LAW
GUIDANCE AIDS
EARLY RETIREES

or decades, retiree health care plans have been a key

part of employers’ benefit programs, particularly large

companies. The importance of the plans, especially for

retirees too young to be eligible for Medicare, was obvi-

ous. In many cases, the retirees would have found cov-

erage in the individual market prohibitively expensive,
or difficult if not impossible to obtain, if they had pre-existing
medical conditions.

That employer safety net has been unraveling for years. For
example, 46% of employers with 500 or more employees offered
health coverage to their pre-Medicare-eligible retirees in 1993.
Last year, only 24% did so, according to a Mercer L.L.C. survey.

Itis easy to understand why employers have moved away from
the plans. Last year, coverage for pre-Medicare-eligible retirees
cost close to a whopping $12,000 per person, Mercer found.

Given that high and increasing cost, it is certain that employ-
er-sponsored retiree health care plans will continue to dwindle.

Fortunately, lawmakers putting together the Patient Protec-
tion and Affordable Care Act recognized that. In writing the leg-
islation, lawmakers made clear that just as federal premium
subsidies can be used by younger lower- and middle-income
uninsured individuals to buy coverage in public health insur-
ance exchanges, the subsidies also will be available to retirees
under 65 who are not enrolled in employer plans.

Surely these individuals, as lawmakers recognized, have the
same need, if not even greater, for premium subsidies as the
younger uninsured.

Technical guidance on the health care reform law by the Trea-
sury and Labor departments, as we report on page 3, could ease
the financial burden on pre-Medicare-eligible retirees whose
incomes make them ineligible for premium subsidies but who
are by no means well off.

Under the guidance, employers that eliminate health care cov-
erage for early retirees could set up health reimbursement
arrangements to provide at least some financial support for the
retirees’ health care expenses.

Retirees who are better off but by no means well-to-do then
could use employer HRA contributions to help pay nongovern-
ment-subsidized premiums for coverage offered in the public
insurance exchanges. That approach taken by regulators
strikes us as fair and balanced and increases the likelihood that
all early retirees — regardless of income — do not have to shoul-
der the full cost of health care coverage.

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
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COMMENTARY

LBERTARIAN GROUP GOUNTERS
UNTERRORISM BACKSTOP

porate welfare, since it relies on public funds to
protect the insurance industry and commercial
policyholders.

That’s the message contained in a recent Cato Insti-
tute policy paper posing interesting free-market
thoughts that clash with the insurance industry’s
arguments for renewing TRIA.

Cato is a Washington-based libertarian think tank
that argues for allowing TRIA to sunset when sched-
uled to do so on Dec. 31, 2014. The paper, titled “The
Terrorism Risk Insurance Act: Time to End the Cor-
porate Welfare,” concludes that there may have been
a need for TRIA to temporarily stabilize insurance
markets post-9/11. “But there is no rationale for that
measure to become a permanent federal subsidy of
the insurance industry,” the paper says.

Several libertarians taught in the economics depart-
ment where I earned an undergraduate degree in eco-
nomics years ago. One of those professors lectured
that moving libertarian ideals from philosophy to
practice never happens, because those arguing for
markets free of government interference one day will
want government protection for their own economic
interests the next day.

I suspect that contradiction is in play when the
insurance industry lobbies for TRIA’s extension. But
that observation aside, Cato’s position paper raises
interesting counterpoints to those I hear from the
commercial insurance industry and policyholders.

A Risk & Insurance Management Society Inc. report
released in August, for example, argues that TRIA is
areinsurance program — not a bailout — that would

T he Terrorism Risk Insurance Act amounts to cor-

cost the government only if
a certified terrorist event
exceeds $100 million in
aggregate insurance losses.
And insurers still would
have to pay claims equaling
20% of their annual premi-
ums for commercial lines.

But the Cato paper argues
that the $100 million trigger
is a very low threshold when
the value of a single building
can exceed that.

I also understand policy-
holder concerns that underwriters already are cur-
tailing workers compensation insurance offerings in
areas where risk concentration is a factor, and failure
to renew TRIA could exacerbate the problem.

In contrast, the Cato paper argues that government
backing encourages risk concentration. By acting as a
subsidy, TRIA may dampen policyholders’ motivation
to move out of high-risk areas, the argument goes.

Overall, the paper suggests that commercial insur-
ers can handle terrorism risk without government
support, perhaps better than they manage natural
catastrophe losses.

I am not a libertarian. But Cato’s paper raises inter-
esting questions about the public’s interest in TRIA’s
renewal — and it makes one undeniable point when
it says that effective lobbying led to TRIA’s two pre-
vious extensions.

We will see how lobbying efforts play out for a third
TRIA extension.
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We take on the risk so you
can take on the opportunities.

One-of-a-kind insurance solutions

for one-of-a-kind risks.

At Lexington Insurance, we've spent over forty years finding new and innovative ways

to insure what others won’t —so that your clients can take their business to heights
their competitors wouldn’t dream of. Whether it's protecting a company’s bottom
o line in the event of a global product recall, or protecting a 1,776-foot symbol
LeXI ngton for freedom, as the market leader in surplus lines insurance, we have the strength
INSURANCE and flexibility to stay one step ahead of risk. Have a client with an idea nobody else

Member of AIG will cover? Call us. To learn more, go to www.lexingtoninsurance.com

LexTV

Lexington Insurance Company, an AIG company, is the leading U.S.-based surplus lines insurer. AIG is the marketing name for the worldwide property-casualty, life and retirement, and general insurance operations of American
International Group, Inc. For additional information, please visit www.aig.com. Products and services are written or provided by subsidiaries or affiliates of American International Group, Inc. Not all products and services are
available in every jurisdiction, and insurance coverage is governed by actual policy language. Certain products and services may be provided by independent third parties. Insurance products may be distributed through affiliated
or unaffiliated entities. Surplus lines insurers do not generally participate in state guaranty funds and insureds are therefore not protected by such funds.
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Improving economy creates more demand for coverage

BY JUDY GREENWALD

ncreasing rates in specific lines, a slowly improving econ-
omy and a boost in business rejected by the standard mar-
ket is leading to increased revenue for excess and surplus
lines insurers, while capacity remains plentiful.

The prospect is for continued increased demand for surplus
lines coverage, observers say (see box page 19).

Meanwhile, the entry of Berkshire Hathaway Inc. has not
had a significant effect on the E&S market to date, say
observers (see story, page 15).

Jeremy Johnson, Boston-based president and CEO of Lex-
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ington Insurance Co., a unit of American International Group
Inc., said, “We continue to maintain a positive outlook as
regards the excess and surplus industry,” which “suffered a
four-year decline in reduced premiums written beginning in
2007, but has grown steadily since 2011.”

Mr. Johnson said the recent growth is a function of improv-
ing economic conditions and “a diminished appetite” in the
standard market to compete in lines that are traditionally
viewed as E&S.

“But there’s still continued pressure on industry partici-
pants” to generate a profit, “which requires a focus on under-
writing discipline and risk management,” Mr. Johnson said.



surplus lines market waits for impact as insurance heavyweight makes entrance

still waiting to see the impact of Berk-
shire Hathaway Inc.’s entry into the
market, say observers.

Omaha, Neb.-based Berkshire in June
announced the operational launch of Berk-
shire Hathaway Specialty Insurance, which
will focus mainly on U.S. excess and surplus
lines business.

Ronald S. Austin, chief operating officer of
Los Angeles-based wholesaler Worldwide
Facilities Inc., said that while it is too early
for it to have had a significant impact, Berk-
shire Hathaway’s entry “will impact the

T he excess and surplus lines market is

Rates are increasing, but selec-
tively, say observers.

While rates generally are rising,
there are differences among spe-
cific lines, said Matt Nichols, pres-
ident of Hunt Valley, Md.-based All
Risks Ltd. and president of the
Kansas City, Mo.-based National
Association of Professional Sur-
plus Lines Offices Ltd.

“The market remains very com-
petitive in some areas, but we’ve
clearly seen hardening in others,”
including employment practices
liability, said Ronald S. Austin,
chief operating officer of Los Ange-
les-based wholesaler Worldwide
Facilities Inc.

Furthermore, for an account with
a challenging loss history, “it’s
clearly going to get a rate
increase,” he said.

Observers noted, for instance,
that under New York law, injured
workers can file workers compen-
sation and liability claims if they
are injured as a result of construc-
tion falls. This has particularly
affected contractors in New York
City and surrounding areas.

Because of this law, New York
contractors may be experiencing
30% to 40% rate increases, Christo-
pher J. Cavallaro, managing direc-
tor at Jericho, N.Y.-based whole-
saler ARC Excess & Surplus L.L.C,,
said.

Maureen Caviston, Stamford,
Conn.-based president and chief
operating officer of wholesaler
Partners Specialty Group L.L.C.,
said umbrella underwriters that
previously had accepted a stan-
dard $1 million attachment point
for New York-area contractors
now are seeking a $2 million
attachment point per accident for
such business.

“At the same time, the economy
has picked up and there’s more
construction in the area, so there’s
more business in the market look-
ing for capacity,” Ms. Caviston
said.

However, Alan J. Kaufman,
chairman, president and CEO of
Farmington Hills, Mich.-based
Burns & Wilcox Ltd., said that
while rates in certain pockets of
the country and in certain areas of
coverage have improved some-
what, they are “still way below
where they were in 2005 and 2006.

See MARKET page 19

market the same way (as when) any other
company that’s heavily capitalized enters
the market.”

Timothy W. Turner, Chicago-based presi-
dent and CEO of R-T Specialty L.L.C, a divi-
sion of the Ryan Specialty Group L.L.C., said:
“They’re entering the market very method-
ically and strategically. So far, there’s no sig-
nificant impact.”

James Drinkwater, property/casualty bro-
kerage division president of AmWINS
Group Inc. in New York, said Berkshire
Hathaway has a “very talented group of
underwriters. I think they’re going to

approach the opportunity that they
have now in a very disciplined fashion.
There’s certainly no rush mandate for them
to write a lot of business, but I'm sure they’re
going to pick their positions and do it suc-
cessfully.”

“I don’t believe that I would say it’s had an
impact at the moment,” but “it will provide
a welcome alternative to certain markets
that are currently operating in the E&S sec-
tor,” said Randall G. Goss, chairman and
CEO of wholesaler U.S. Risk Insurance
Group Inc., based in Dallas.

Enrico Leo, vice president at rating agen-
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compensation, general liability, auto and foreign casualty.

cy Moody’s Investors Service Inc. in New
York, said Berkshire’s entrance is more like-
ly to affect larger accounts than the many
smaller, niche players that operate in the
market.

“The broader question is the entry into the
excess and surplus lines by nontraditional
players,” said Tracy Dolin, director at Stan-
dard & Poor’s Corp. in New York. E&S is an
easier market to enter because it is “gener-
ally written on nonadmitted paper. You
don’t have as many constraints” as with
admitted business, said Ms. Dolin.

By Judy Greenwald

At Sentry Insurance, we make a powerful promise to our customers —

to be there when you need us most. As a mutual company, our business is built on long-term commitment

to our customers, not short-term satisfaction of investors and analysts. We have the expertise to help you

develop an insurance program to fit your business's unique risk management needs, including workers’

1-888-960-9458 e sentry.com/business

Products and safety services are underwritten, issued and/or administered by a member of the Sentry Insurance Group, Stevens Point, WI. For a
complete listing of companies, visit sentry.com. Policies, coverages, benefits and discounts are not available in all states. Certain restrictions apply.
See policy for complete coverage details.
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LARGEST U.S.-BASED SURPLUS LINES INSURERS

Ranked by 2012 nonadmitted direct written premiums

Rank

10

Company/address

Lexington Insurance Co.
100 Summer St.,
Boston, Mass. 02110

Scottsdale Insurance Co.
8877 N. Gainey Center Drive,
Scottsdale, Ariz. 85258

Steadfast Insurance Co.
1400 American Lane,
Schaumburg, Ill. 60196-1056

Chartis Specialty Insurance Co.
175 Water St., 18th Floor,
New York, N.Y. 10038

Columbia Casualty Co.
CNA Center, 333 S. Wabash,
Chicago, Ill. 60604

Landmark American Insurance Co.
945 E. Paces Ferry Road, Suite 1800,
Atlanta, Ga. 30326

Nautilus Insurance Co.
7233 E. Butherus Drive,
Scottsdale, Ariz. 85260

Westchester Surplus Lines
Insurance Co.

436 Walnut St.,
Philadelphia, Pa. 19106

Arch Specialty Insurance Co.
300 Plaza Three,
Jersey City, N.J. 07311

Illinois Union Insurance Co.
436 Walnut St.,
Philadelphia, Pa. 19106

Parent

American International
Group Inc.

Nationwide
Mutual
Insurance Co.

Zurich Insurance
Group Ltd.

American International
Group Inc.

CNA Financial
Corp.

Alleghany Corp.

W.R. Berkley
Corp.

Ace Ltd.

Arch Capital
Group Ltd.

Ace Ltd.

12012 company statement filed with the National Association of Insurance Commissioners

Source: Bl survey. Researched by Angelina Villarreal

Phone/website

617-330-1100

www.lexingtoninsurance.com

480-365-4000

www.scottsdaleins.com

847-605-6000

www.zurichna.com

212-770-7000
www.aig.com

312-822-5000
www.cna.com

404-231-2366
www.rsui.com

480-951-0905

www.nautilusinsgroup.com

215-640-1000

www.aceusa.com

201-743-4000

www.archinsurance.com

215-640-1000

www.aceusa.com

2012 nonadmitted

et written change Zp?'ifmgl:g’lsss
premiums
$4,285,026,291 (6.5%) $5,889,985,365
$1,253,440,156 15.3% $2,998,529,659
$1,058,976,202 11.9% $1,260,004,197
$809,392,168 1.4% $1,403,107,006
$782,097,439 4.2% $783,732,399
$589,564,231 10.6% $605,042,116
$489,902,728 13.8% $701,861,949"
$454,599,457 8.9% $454,603,459"
$448,902,049" 8.8% $456,767,823"
$448,009,429* (5.2%) $453,202,149!

%
change

(20.9%)

11.7%

9.5%

(0.8%)

4.3%

11.4%

16.3%

11.0%

7.7%

(5.2%)

2012
net income

$408,981,814

($2,292,048)

N/A

$40,108,425

$7,565,944

$11,317,450

$66,443,984"

$9,073,096*

($6,817,356)

N/A

Principal officer

Jeremy Johnson,
president

Michael D. Miller,
president/COO

Nancy D. Mueller,
president

Robert S. Schimek,
chairman

Thomas F. Motamed,
chairman/CEO/president

David E. Leonard,
chairman/CEO

Thomas M. Kuzma,
president/CEO

John J. Lupica,
chairman/president

David H. McElroy,
chairman/CEQO

John J. Lupica,
chairman/president

HIGHEST COMBINED RATIO

Rank

16 September 23, 2013

Company

United National Insurance Co.

Lexington Insurance Co.

Chartis Specialty Insurance Co.

Noetic Specialty Insurance Co.

Penn Patriot Insurance Co.

2012 combined ratio

123.3%

121.0%

119.0%

117.0%

116.0%

BUSINESS INSURANCE

LOWEST COMBINED RATIO

Rank

Company

Mount Hawley Insurance Co.

American Empire Surplus Lines
Insurance Co.

National Fire & Marine Insurance Co.

General Star Indemnity Co.

Landmark American Insurance Co.

2012 combined ratio

77.0%

78.4%

78.8%

80.9%

84.8%

PREMIUMS DECLINE

Nonadmitted direct written premiums of the top 10
surplus lines insurers, in billions of dollars

$15.14

$9.23

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Source: Bl survey and National Association of Insurance
Commissioners data
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Insurance Company, we work to set ourselves apart from
the rest with consistently profitable results, an A.M. Best rating of
A+XYV, and financial stability. Add to that a steadfast commitment to
our customers and inspired leadership, and you have an experience that
is uniquely mutual, uniquely strong, and llHi([UElY Scottsdale.

S

SCOTTSDALE INSURANCE COMPANY®

a Nationwide Insurance® company




LARGEST MGAS/UNDERWRITING MANAGERS

Ranked by 2012 wholesale premium volume from property/casualty placements*

Percentage of business

A0 A Surplus  Underwritin Wholesale -9’ principal
Rank Company, address Phone, website premium % change gross % change irp 9 MGA of London neip
lines manager broker officer
volume revenue coverholder
Risk Placement Services Inc.

1 2 Pierce Place, 25th Floor, 630-285-4303 $2,130,000,000  18.3% §178,000000  211%  60.0%  0.0%  55.0%  420%  30% e Meourm
Ttasca, IIl. 60143 www.rpsins.com chairman
Burns & Wilcox

X . Alan J. Kaufman,

2 Cbiiman Financial Center, B0 L S coxcom | $850.000000  181% $220,000,000 18.9%  70.0%  0.0%  57.0%  33.0%  10.0% chairman
Farmington Hills, Mich. 48334 ' ' PELRAG 0
AmRisc L.P.

3 20405 State Highway 249, 281-257-6700 $745,275,000 25.0% $103,400,000  10.0% 65.0%  350%  50.0% 0.0% 15.09%  DanPeed,

Suite 430, www.amrisc.com CEO/president
Houston, Texas 77070
The Schinnerer Group

. L 301-961-9800

4 2 Wisconsin Circle, hi $684,000,000 2.9% $86,200,000 18.2% 5.0% 95.0% 0.0% 5.0% 0.0% Rob Byler, CEO
Chevy Chase, Md. 20815 www.schinnerer.com
Appalachian Underwriters Inc.

R . Bob Arowood,

5 i?foggk Ridge Turnpike, 3?\/8‘;/326'3%3(:0,“ $402,000,000  (2.9%) $39,200,000  (0.8%)  150%  200%  750%  5.0% 0.0%  principal
Oak Ridge, Tenn. 37830 appune president
Gresham & Associates L.L.C.

6 1 Gresham Landing, 770-389-1600 $344,500,000  15.0% $35510,000  115%  50.0%  0.0%  450%  450%  10.0%  >2mesV-Gresham,
Stockbridge, Ga. 30281 www.gresham-inc.com chairman
Markel Midwest Inc.

7 10 Parkway N., 847-572-6000 $285,896,581 0.0% $26,731,028  (21.0%)  88.0%  100.0% 0.0% 0.0% 0.0% Susan J. Swanson,
Deerfield, IIl. 60015 www.markelcorp.com regional president
Program Brokerage Corp. 866-607-8370

8 1065 Ave. of the Americas, $278,144,802 16.1% $26,965,970 10.0% 21.2% 0.0% 70.0% 30.0% 0.0% Marc Cohen, CEO
New York. N.Y.10018 www.programbrokerage.com
K&K Insurance Group Inc. .

9 1712 Magnavox Way, 200-455-5000 $240,322,000  163% $50,208,000  113%  5.0% 0.0%  96.0%  4.0% 00%  Lodd Bixien
Fort Wayne, Tnd. 46804 www.kandkinsurance.com resident/CEO
The Sullivan Group i

10 800 W. Sixth St., Suite 1800, 213-626-1000 $180,918,149 14% $20,089,069  (6.6%)  33.0%  58.0% 8.0% 34.0% 0.0% Gerald J. Sullivan,
Los Angeles, Calif. 90017 www.gjs.com chairman

*Companies that derive more than 50% of their wholesale premium volume from acting as a managing general agent, underwriting manager or Lloyd's of London coverholder
Source: Bl survey. Researched by Angelina Villarreal.
MOST COMMON CLASSES PREMIUM VOLUME ADMITTED VS.
OF BUSINESS PROVIDED Written premiums of the top 10 MGAs/underwriting managers, in billions of dollars NONADMITTED
Percentage of MGA/underwriting managers Business performed by all MGA/underwriting
providing coverage managers
$6.14

General liability 87%
Commercial property 87%
Professional liability 84%
Commercial auto 84%
Employment practices 84%
Directors and officers 84%

2004 2005
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$3.24

2006

2007

2008

2009

2010

2011

2012

Nonadmitted
41%
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Continued from page 15

There are areas where rates
should be higher based on experi-
ence, and they have not gone up,”
he said.

“The general conditions are
improving for the E&S market,”
which has been the case for at least
two years, said Randall G. Goss,
chairman and CEO of Dallas-based
wholesaler U.S. Risk Insurance
Group Inc. “We’re on an upward
trajectory, albeit it’s relatively mild
in the sense that the kinds of
improvements that I'm seeing are
definitely mid- to low-single-digit
improvements.”

Linc Trimble, Jersey City, N.J.-
based executive vice president of
e-commerce at Torus Insurance
Holdings Ltd., which focuses on
small commercial umbrella busi-
ness said: “We’re still seeing
strong, single-digit rate increases
to go along with exposure increas-
es, which we’re very happy to see
because that points to an improv-
ing economy overall.”

In June, Ace Ltd. announced the
establishment of a new special
casualty division within Ace
Westchester that will feature a
wide array of primary and excess
casualty products made available
through wholesale and retail bro-
kerage distribution.

In July, Ace said it was increas-
ing its catastrophe limits from $20
million to $30 million across all its
North American retail and whole-
sale broker-distributed commer-
cial property lines of business.

“We are seeing an improving
pricing environment in both prop-
erty and casualty, which is one of
the reasons we’re putting more
resources into the business right
now,” said Bruce Kessler,
Alpharetta, Ga.-based division
president of Ace Westchester, Ace
USA’s E&S business.

Observers say an improved
economy is helping lead to
improved results.

Enrico Leo, vice president at rat-
ing agency Moody’s Investors Ser-
vice Inc. in New York, said there
has been a gradual economic
recovery, which has helped top-
line growth, although it has been
“very steady” rather than dramat-
ic in the E&S sector.

“The economy in the United
States is still in recovery mode,”
and some segments are “very
slowly recovering, so consequent-
ly the need for insurance has not
been really accelerated,” Burns &
Wilcox’s Mr. Kaufman said.

At the same time, many standard
line companies that had been
writing E&S business “have reced-
ed somewhat” because of poor
experience, which has left more
business to the E&S market, Mr.
Kaufman said. “As a result,
our policy count has greatly accel-
erated.”

Capacity remains plentiful,
observers say.

“There’s still a ton of capacity out
there, and with that capacity, you

still are going to have rates that

are not reflective in many cases, of

where they should be,” Mr. Kauf-
man said.

There are some rate increases
and in some cases more restrictive
coverage, however, “there’s still
enough capacity to handle any
risk,” said Mr. Cavallaro of ARC
Excess.

Generally speaking, the market
“remains fairly soft,” said Timothy
W. Turner, Chicago-based presi-
dent and CEO of R-T Specialty
L.L.C, a division of the Ryan Spe-
cialty Group L.L.C.

“There’s lots of capacity in most
lines of business,” Mr. Turner
said.

Sun

bservers say the outlook for

demand for excess and sur-
plus lines coverage is positive.
Alan J. Kaufman, chairman,
president and CEO of Farming-
ton Hills, Mich.-based Burns &
Wilcox Ltd., said, “If everything
continues as it is now, I think
we would possibly have a very
good 2014 as well.”

Timothy W. Turner, Chicago-
based president and CEO of R-
T Specialty L.L.C., a division of
the Ryan Specialty Group

L.L.C., said the outlook for the
market is “very strong, very
bullish. Despite a soft market,
the nonadmitted business in
the U.S. is at a record high, and
those numbers are really occur-
ring at the bottom of a soft mar-
ket.”

Mr. Turner said an improving
economy has helped, particu-
larly in construction and trans-
portation. New housing con-
struction, for instance, is at a
10-year high.

S lines market foresees arowth

“I think it’s had a very posi-
tive effect” on the specialty
market, Mr. Turner said.

Christopher J. Cavallaro,
managing director at Jericho,
N.Y.-based wholesaler ARC
Excess & Surplus L.L.C., said
time will tell, however, as to
whether “there will be an intel-
ligent approach to underwrit-
ing and brokering” or whether
business will be written indis-
criminately.

By Judy Greenwald

RESILIENCE CAN TAKE A HIT.

In today’s global business environment, supply chain disruption
is a growing concern.You need a commercial property insurer
that helps you minimize exposure, not just in your own facility,
but in places you can’t even see—areas where your suppliers
operate and your suppliers’ suppliers operate. After all, no
one knows your business like you, and no one knows all the
places it needs protecting like FM Global. Learn more at

frglobal.com/resilience. WHEN YOU'RE RESILIENT, YOU'RE IN BUSINESS.

BUSINESS INSURANCE
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LARGEST PROPERTY/CASUALTY INSURANCE WHOLESALERS

Ranked by 2012 wholesale premium volume from property/casualty placements*

Percentage of total business

20 2o Underwritin Wholesale Rlerels it
Rank  Company/address premium % change gross % change Surplus lines 9 MGA London Principal officer
manager broker
volume revenue coverholder
AmWINS Group Inc.
1 725 Predmont Row Drive $6,665177194  26.4% $581,300,000 20.9% 66.0% 0.0% 80.0% 15.0% 5.0%  pporven becarto
Charlotte, N.C. 28210
CRC|Crump Insurance Services Thomas J. Curtin
2 1 Metroplex Drive, Suite 400 $4,528,249,000 13.0% $611,684,000 6.9% 30.0% 3.0% 80.0% 14.0% 3.0% ’ ’
Birmingham, Ala. 35209 =
Cooper Gay Swett & Crawford
3350 Riverwood Parkway SE o1 o1 o . o o o Toby Esser,
3 Suite 1100 $4,300,000,000 7.5% $347,000,000 2.9% 55.0% 0.0% 75.0% 15.0% 10.0% CEO
Atlanta, Ga. 30339
Ryan Specialty Group L.L.C.
200 E. Randolph St. o o . . o o o Patrick Ryan,
4 20th Floor $2,376,531,000 70.5% $210,823,000 81.7% 0.0% 0.0% 77.0% 22.0% 1.0% chairman/CEO
Chicago, Ill. 60601
All Risks Ltd. Nicholas Cortezi
5 10150 York Road, Fifth Floor $837,000,000 21.8% $77,500,000 18.3% 67.0% 5.0% 55.0% 35.0% 5.0% '
Hunt Valley, Md. 21030 CEO
ARC Excess & Surplus L.L.C. Christopher J.
6 113 S. Service Road $550,000,000 21.1% $45,000,000 7.1% 25.0% 5.0% 88.0% 5.0% 2.0% Cavallaro,
Jericho, N.Y. 11753 CEO
Westrope Kevin T. Westrope
7 1100 Walnut St., Suite 3200 $528,770,600 18.4% $37,806,000 14.8% 56.0% 0.0% 91.0% 8.0% 1.0% . pe,
Kansas City, Mo. 64106 president/CEQ
Partners Specialty Group L.L.C. Daniel P. McDonnell
8 100 Tournament Drive, Suite 214 $400,000,000 15.3% $30,315,000 9.8% 69.0% 0.0% 98.0% 1.0% 1.0% . . ’
Horsham, Pa. 19044 Sl
U.S. Risk Insurance Group Inc.
8401 N. Central Expressway o o o o o o o Randall G. Goss,
8 Suite 1000 $400,000,000 9.3% $49,406,000 (5.3%) 90.0% 0.0% 69.1% 23.4% 7.5% chairman/CEO
Dallas, Texas 75225
Bliss & Glennon Inc.
gy 58 L G Boes $229,000,000 4.7% $26,943,000 12.3% 90.0% 0.0% 60.0% 35.0% 5.0% LIRS,
Suite 200 coo
Redondo Beach, Calif. 90277
* Companies deriving more than 50% of their premium volume from wholesale brokerage
1 Restated 2011 premium volume and gross revenue
ADMITTED VS. LARGEST WHOLESALE BROKERS PREMIUM VOLUME MOST COMMON
NONADMITTED CLASSES OF

Business performed by
wholesale brokers

Nonadmitted

|— 52%

Admitteﬂ
48%

20  September 23, 2013

Ranked by 2012 wholesale premium volume including employee
benefits and property/casualty

Total premium volume
$8,996,095,000

Rank Company
1 CRC|Crump Insurance Services

2 AmWINS Group Inc. $8,675,309,999
3 Cooper Gay Swett & Crawford Ltd. $4,300,000,000
4 Ryan Specialty Group L.L.C. $2,392,795,000
5 Risk Placement Services Inc. $2,130,000,000
6 Burns & Wilcox Ltd. $850,000,000
7 All Risks Ltd. $837,000,000
8 AmRisc L.P. $745,275,000
9 The Schinnerer Group $684,000,000
10 U.S. Risk Insurance Group Inc. $595,000,000

Source: BI survey

BUSINESS INSURANCE

Written premiums of the top 10 wholesale brokers, in billions of dollars
$20.82

$12.87
2005 2006 2007 2008 2009 2010 2011 2012
1 Restated

Source: BI survey

BUSINESS PROVIDED

Percentage of wholesale brokers

providing coverage

General liability 92%
Umbrella/excess 88%
Inland marine 84%
Employment practices  80%
Commercial auto 80%
Commercial property 76%
Product liability 76%
Directors and officers 76%



Visit our website to learn who's who in the photos!
www.crcwholesalegroup.com
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Proud of our past. Focused on our future.

It's fun to look back. And yes, these are actual photos of our corporate family — past and present.

CRC and Crump came together to form the CRC Wholesale Group, which today operates eight brands.

This provides our market partners the broadest, most efficient platform to find the right risks, and our

retail partners more options for their insureds. WHOLESALE
GROUP

CRC CRCICRUMP SOUTHERN CROSS 5STAR HANLEIGH NEGLEY TAPCO TARGET

CRC Wholesale Group honors the memory of

« ORVILLE D. JONES -
1934 - 2013

Orville started his insurance career in 1961. He served as Chairman and CEO of Crump
and later became a senior executive at CRC. Orville loved the E&S industry and gave back to it,
serving as NAPSLO President and as an original member of the NAPSLO Education Committee.

We will all miss our dear friend, colleague, and mentor.




SURPLUS LINES PREMIUMS AND TAXES BY STATE

Gross surplus lines premiums written Surplus lines taxes collected

% increase (decrease)

2012 tax rate

2012-2011
Alabama $452,059,666 $477,707,650 $413,137,083 (5.4%) $29,123,580 $28,662,459 $24,788,225 6.0%
Alaska $107,510,889 $118,723,951 $110,355,905 (9.4%) $2,343,505 $2,639,285 $2,529,131 2.7%
Arizona $339,756,101 $364,782,188 $345,276,334 (6.9%) $10,029,419 $11,413,752 $10,934,169 3.0%
Arkansas $193,610,300 $184,099,000 $190,640,000 5.2% $7,744,412 $7,363,961 $7,625,600 4.0%
California $5,057,111,503 $4,998,686,446 $4,281,088,592 1.2% $138,525,150 $133,493,424 $113,567,663 3.0%
Colorado $465,484,113 $455,822,138 $460,076,335 2.1% $14,131,399 $13,370,310 $13,802,290 3.0%
Connecticut $453,831,433 $320,182,481 $320,182,481 41.7% $17,210,878 $12,130,109 $11,218,747 4.0%
Delaware $51,903,248 $47,087,633 $61,452,694 10.2% $1,030,067 $941,753 $1,225,058 2.0%
District of Columbia $171,494,450 $213,460,100 $161,903,220 (19.7%) $3,429,889 $4,269,202 $3,238,064 2.0%
Florida $4,204,711,182 $3,730,727,071 $3,838,254,010 12.7% $173,643,016 $165,398,982 $175,425,869 5.0%
Georgia $802,510,250 $775,730,100 $725,432,250 3.5% $32,100,410 $31,029,204 $29,017,289 4.0%
Hawaii $184,565,593 $204,416,094 $220,623,558" (9.7%) $8,723,746 $9,549,602 $10,375,697 4.7%
Idaho $60,246,298 $61,251,476 $64,188,352 (1.6%) $906,322 $915,065 $997,120 1.5%
Illinois $1,075,395,669 $1,004,600,363 $1,026,856,572 7.0% $1,075,395,669 $35,164,581 $33,384,215 3.5%
Indiana $391,383,958 $368,310,377 $366,517,160 6.3% $9,784,599 $9,207,759 $9,162,929 2.5%
Towa $210,264,780 $166,367,311 $150,313,739 26.4% $2,102,648 $1,663,673 $1,503,137 1.0%
Kansas $169,474,779 $160,113,057 $151,191,030 5.8% $10,065,927 $9,562,627 $9,071,462 6.0%
Kentucky $142,979,569 $154,065,744 $158,095,118 (7.2%) $4,362,669 $4,695,297 $4,405,860 3.0%
Louisiana $1,277,157,084 $1,255,578,355 $1,279,435,677 17% $64,005,545 $62,609,510 $63,971,459 5.0%
Maine $70,104,055 $62,228,516 $63,103,816° 12.7% $1,944,071 $1,733,452 $1,763,459? 3.0%
Maryland $387,140,439 $360,852,597 $331,192,177 7.3% $11,112,245 $10,825,578 $9,935,765 3.0%
Massachusetts $659,292,665 $633,781,165 $622,576,217 4.0% $24,563,942 $23,326,882 $23,303,366 4.0%
Michigan $548,844,851 $544,422,366 $567,374,219 0.8% $13,750,924 $13,549,829 $14,052,263 2.5%
Minnesota $356,373,798 $281,473,171 $292,335,179 26.6% $10,691,214 $8,444,195 $9,155,983 3.0%
Mississippi $307,153,378 $326,092,318 $351,940,243 (5.8%) $12,051,485 $13,042,592 $14,078,306 4.0%
Missouri $540,789,302 $468,567,116 $440,728,528 15.4% $25,986,374 $22,878,945 $21,840,343 5.0%
Montana $70,132,977 $60,180,432 $64,773,666 16.5% $1,913,282 $1,643,543 $2,089,596 2.8%
Nebraska $132,457,543 $115,635,238 $108,028,287 14.5% $4,042,079 $3,608,810 $3,357,161 3.0%
Nevada $232,018,886 $200,073,340 $207,197,193 16.0% $8,123,072 $7,002,605 $7,251,518 3.5%
New Hampshire $75,448,127 $63,185,952 $57,256,980 19.4% $2,394,630 $1,899,798 $1,521,790 3.0%
New Jersey $1,250,000,000° $1,096,107,216 $1,126,682,343 14.0% $60,000,000° $52,716,610 $50,072,658 5.0%
New Mexico $9,908,482° $8,926,561 $7,892,091 11.0% $2,975,5172 $2,972,548 $2,628,069 3.0%
New York $2,625,552,790* $2,883,087,795* $3,086,813,224 (8.9%) $79,754,316 $88,771,420 $72,555,433 3.6%
North Carolina $575,752,710 $480,208,218 $501,925,648 19.9% $28,806,582 $24,009,588 $25,137,190 5.0%
North Dakota $84,321,385 $58,747,972 $55,897,871 43.5% $1,571,680 $1,045,251 $978,922 1.8%
Ohio $648,654,915 $563,806,553 $527,341,315 15.0% $32,317,822 $29,989,447 $26,123,193 5.0%
Oklahoma $282,513,307 $244,566,108 $226,153,557 15.5% $24,195,701 $18,915,136 $19,307,008 6.0%
Oregon $226,250,427 $233,825,874 $234,676,582 (3.2%) $5,202,310 $4,772,703 $4,772,881 2.3%°
Pennsylvania $956,707,803° $870,444,911 $832,833,859° 9.9% $28,350,000° $25,980,000 $25,689,664 3.0%
Rhode Island $21,326,804 $22,215,421° $27,769,277 (4.0%) $851,152 $888,617 $952,090 4.0%
South Carolina $463,378,708 $480,427,307 $496,714,019 (3.5%) $18,535,148 $19,217,092 $19,868,593 6.0%’
South Dakota $41,665,130 $40,561,937 $40,240,429 2.7% $1,041,628 $1,014,048 $1,006,011 2.5%
Tennessee $510,078,956 $419,425,973 $335,254,306 21.6% $18,525,318 $10,792,610 $12,046,883 5.0%
Texas $4,339,279,902 $4,220,187,772 $4,342,933,747 2.8% $197,250,076 $159,161,015 $160,957,958 4.9%
Utah $170,342,201 $162,395,834 $148,683,769 4.9% $6,898,573 $5,206,191 $6,020,354 4.3%
Vermont $49,752,697 $52,539,000 $45,116,000 (5.3%) $10,426,603 $1,037,000 $938,084 3.0%
Virginia $605,420,616 $525,538,320 $516,683,782'7 15.2% $13,624,275 $11,974,967 $12,226,523" 2.3%
Washington $708,573,827 $592,322,031 $530,160,391 19.6% $14,171,472 $11,846,437 $10,603,222 2.0%
West Virginia $82,294,726 $103,837,169 $115,632,628 (20.7%) $3,558,826 $4,484,768 $4,484,831 4.6%
Wisconsin $268,162,001 $226,720,192 $261,013,953 18.3% $8,044,860 $6,817,157 $7,816,339 3.0%
Wyoming $60,185,086 $63,747,982 $66,255,335 (5.6%) $1,805,553 $1,833,389 $1,816,729 3.0%

1 Net surplus premiums written. 2 Bl estimate. 3 New Jersey Division of Insurance estimate. 4 Adjusted to remove late-filed premiums. 5 Tax rate changed to include 2.3% on all premiums with 0.3% designated for the State Fire Marshal's office. 6 Pennsylvania Insurance Department

$28,329,160,284

$28,622,540,676

$29,324,955,726

estimate. 7 Rate comprised of 4% state brokers premium tax and 2% municipal broker premium tax; state retains only the state portion
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$2,187,814,063

$1,134,592,161

$1,060,916,523
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WHOLESALERS EXPEGT MORE GROWTH OPPORTUNITIES
DESPITE CROWDED HELD OF GOMPETITORS

Fragmented market leaves room for brokers of different sizes

BY JUDY GREENWALD

roperty/casualty insurance
wholesalers are beginning to
enjoy the benefits of an
improving economy, while
investor interest in the business
segment continues, observers say.

The business remains highly
competitive, say observers, who
describe the market as highly frag-
mented, with growth opportunities
for everyone.

Meanwhile, many expect contin-
ued consolidation in the sector
(see related story, below).

Jeremy Johnson, president and
CEO of Boston-based Lexington
Insurance Co., a unit of American
International Group Inc., said,
“We’ve certainly seen some pret-
ty significant consolidation over

the last decades as many regional
wholesalers have moved to a
national model” and several have
introduced needed international
capabilities.

“I would continue to see a focus
on specialty, and the development
of expertise in areas of risk that
requires a high level of specialty,
and I would expect the whole mar-
ket to continue to see growth over
the coming years, as the need for
both capacity and expertise contin-
ues,” Mr. Johnson said.

Julie Herman, associate director
for rating agency Standard &
Poor’s Corp. in New York, said
market conditions for wholesalers
are improving as a result of high-
er rates and a movement from
standard to excess and surplus
lines of business. “It’s very case-

specific,” she said. But “the gener-
al trend in terms of impact on
wholesalers is favorable right
now,” said Ms. Herman.

“It’s clearly competitive among
the wholesaler community,” said
Ronald S. Austin, chief operating
officer of Los Angeles-based
wholesaler Worldwide Facilities
Inc.

“Even in light of the fact there’s
been consolidation in the broker-
age community, it still is an
extraordinarily competitive field
between brokers,” said Linc Trim-
ble, Jersey City, N.J.-based execu-
tive vice president for e-commerce
at Torus Insurance Holdings Ltd.,
which focuses on small commer-
cial umbrella business.

Matt Nichols, president of Hunt
Valley, Md.-based All Risks Ltd.
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bonsolidation expected to continue

plus lines market are expected to continue, say
observers.

Examples include the $570 million acquisition of
Roseland, N.J.-based Crump Group Inc. by Winston
Salem, N.C.-based BB&T Insurance Services Inc. in
2012, which resulted in the April merger of Crump
Insurance Services Inc. into CRC Insurance Services
Inc.

More consolidation is expected, say observers.
James Drinkwater, property/casualty brokerage divi-
sion president of AmMWINS Group Inc. in New York,
said consolidation will continue. “Obviously, retail
clients view scale as an important factor when con-
sidering the wholesale distribution channel,” he said.

“I do think it’s becoming increasingly apparent that
size can make a difference, in that not only do you
just get critical mass, but the resources that you're
able to bring to your customers,” said Ronald S.
Austin, chief operating officer of wholesaler Los
Angeles-based Worldwide Facilities Inc.

Alan J. Kaufman, chairman, president and CEO of
Farmington Hills, Mich.-based Burns & Wilcox Ltd.,
said there will be further consolidation in the market
“because of the financial strength that’s needed to
compete and to continue to reinvest in the company.”

Mr. Kaufman said, “If you do not have scale, it’s
going to be difficult to continue to do business, and
the insurance companies understandably have con-
cerns about their cost of operations, and they are
mindful” of the number of distributors with whom
they can do business.

Timothy W. Turner, Chicago-based president and
CEO of R-T Specialty L.L.C., a division of Ryan Spe-
cialty Group L.L.C,, said there will continue to be

D eals involving wholesalers in the excess and sur-
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more consolidation with “larger, more sophisticated
platforms.”

Private equity also may continue to be a factor in the
market. Last year, there was a definitive agreement
by Charlotte, N.C.-based AmWINS Group Inc. for a
$1.3 billion recapitalization with New York-based pri-
vate equity firm New Mountain Capital L.L.C., which
acquired a 70% interest in the wholesale brokerage.
AmWINS already was ranked as the No. 1 wholesale
brokerage by Business Insurance, and retains that
position with $6.67 billion in 2012 premium volume.

Mr. Drinkwater said he anticipates continued inter-
est by private equity firms in the wholesale market.
“Private equity companies obviously like this space
on both the wholesale side and the retail side,” he said.

“Private equity appears to continue to be interest-
ed in our space,” said Mr. Austin. “It says good things
about the business,” he added.

Standard & Poor’s Corp. director Polina Chernyak
said, “Private equity is very much interested” in
wholesalers because of the margins the business can
generate.

Deals will continue in the insurer, wholesale and
retail side of the business, said Matt Nichols, presi-
dent of Hunt Valley, Md.-based All Risks Ltd. and
president of the Kansas city, Mo.-based National
Association of Professional Surplus Lines Offices Inc.

“We all expect that to continue. There’s an awful
lot of deals being looked at here, although it has to
be ‘wait and see’ as to whether they will be ultimate-
ly consummated,” he said. “We’ll continue to see
some of the larger independents out there combine
with other entities,” Mr. Nicholas said, adding that
his firm will continue to remain independent.

By Judy Greenwald

and president of the Kansas City,
Mo.-based National Association of
Professional Surplus Lines Offices
Inc., said while there is certainly
competition going on, “because of
the increase in business flowing to
the wholesale marketplace, there’s
more business available, so I think
there is opportunity for anybody
who’s doing their job particularly
well to grow their business right
now.”

At All Risks, for instance, rev-

“Private equity
appeans to continue to
be interested in our
space. It says oood
things ahout the
husiness.”

Alan J. Kaufman,
Burns & Wilcox Ltd.

enues will increase about 25% to
30% this year, Mr. Nichols said.
“It’s been a solid year,” with all 27
of its units showing growth, he
said. “The wholesale market con-
tinues to attract great talent. I
think we continue to do a fairly
effective job within our world of
training people and keeping them
within our industry,” he said.

“It’s certainly a time when a
wholesaler has the opportunity to
prosper, because there’s an awful
lot of business coming in our direc-
tion,” he said.

“There’s very limited market
share even among the higher-end
players because it’s such a frag-
mented market,” with many local
and regional wholesalers having
“long-standing relationships and
expertise that they bring to the
table,” said Ms. Herman.

“There’s still plenty of competi-
tion,” said Maureen Caviston,
Stamford, Conn.-based president
and chief operating officer of
wholesaler Partners Specialty
Group L.L.C. Smaller wholesalers
“can certainly have a good busi-
ness if they operate more reason-
ably locally,” even if they cannot
present themselves as having 50
state licenses “and everything that
goes with that,” she said.

Randall G. Goss, chairman and
CEO of Dallas-based wholesaler
U.S. Risk Insurance Group Inc.,
said that with consolidation, “there
will actually be opportunities for
some of the smaller brokers to
compete for some of that busi-
ness.”

“Even though the major brokers
may be very, very strong and may
be controlling certain sectors of
the market, I think there’s robust
competition for business in the
medium- to small-market area,” he
said.

Christopher J. Cavallaro, manag-
ing director at Jericho, N.Y.-based
wholesaler ARC Excess & Surplus
L.L.C., said, “It’s competitive, but
our business is all about service,
all about access to market and all
about added value. If you add
value, you’ll be fine. If you don’t
add value, then, candidly, you
won’t be fine.”

With rates increasing, new busi-
ness starting up “and the economy
teetering on the side of improve-
ment,” there is “clearly opportuni-
ty for people to participate,” said
Mr. Nichols.



Stamping offices report higher premium volume, but increase may he temporary

BY LOUISE ESOLA

he latest round of data from

the 14 U.S. surplus lines

stamping offices looks as if it
shows signs of a hardening mar-
ket, but industry leaders say it is
too soon to tell and that high-vol-
ume individual filings could be the
cause of temporary, high increas-
es in premiums.

“Here we are seeing some
increases 20%-plus in some states,
but filings not so much,” said Phil
Ballinger, executive director of the
Austin, Texas-based Surplus Lines
Stamping Office of Texas, which
compiles data collected from all
14 U.S. stamping offices. “There
are small increases, but not
enough. This is not the indication
of a true hard market.”

Twice a year, the 14 stamping
offices collect and examine surplus
lines filings to ensure compliance
with state laws and regulations.
They also ensure that surplus
lines taxes and stamping fees are
properly calculated and collected.
The data can show whether the
admitted market is hardening,
pushing more policies into the sur-
plus lines, or conversely.

Overall, premiums processed by
the U.S. stamping offices through
June 2013 totaled $11.4 billion, an
increase of 21.2% compared with
the first half of 2012. Filings also
increased, though slightly: 4.1% to
approximately 1.6 million.

Experts say one trend that could
explain the increase in premiums
but not in filings is a relatively new
regulation under the Dodd-Frank
Wall Street Reform and Consumer
Protection Act. As part of the Non-
admitted and Reinsurance Reform
Act, companies with multistate
offices are required to pay premi-
um tax in the states where they
are headquartered — a factor that
caused increases in many larger
states in 2012 and likewise in 2013.

But there’s more behind the
numbers, Mr. Ballinger said. Fig-
ures from New York state — 85.4%
increase in premiums and 5.1%
increase in filings so far this year
— have skewed the data slightly
because that region is a free trade
zone, where policies that in other
states would go to the admitted
insurance market tend to hit the
surplus lines sector, he said.

One example, he said, are con-
struction policies.

“Take New York out, and you
have a 15% increase in premium
(for the remaining 13 stamping
offices), and that’s more meaning-
ful,” he said.

Dan Maher, New York-based
executive director of the Excess
Line Association of New York, said
New York’s figures also are the
result of the higher-amount, mul-
tiyear filings that tend to occur
there. For example, he said, excess
and surplus premiums can be
substantially affected by large
projects such as the rebuilding of
the World Trade Center in New
York City. Such projects are

booked and filed in the year writ-
ten, not in annual premium install-
ments, according to Mr. Maher.
Additionally, premiums and
return premiums filed more than
a year late have caused significant
fluctuations, particularly in 2011
and 2012.

Construction in particular
always has been a tight market,
and rebuilding after Superstorm
Sandy has contributed to the
increase in New York, Mr. Maher
said. Additionally, New York is
seeing a hardening market in its
coastal areas, mostly due to recent

hurricane models, he said. “The
new models are changing how
much capacity a carrier would put
in a coastal area,” he said.

Mr. Ballinger said states such as
Florida and Texas likely would
always see increases in premiums
filed due to the catastrophe risk.
Florida’s increase in 2013 — up
10.2% to $2.6 billion from $2.4 billion
in 2012 — is mild compared with
Texas, which saw a 23.8% increase
to $2.4 billion from $1.9 billion, he
said.

“These are clearly related to”
catastrophes, Mr. Ballinger said.

“In Florida, what goes admitted in
many states goes to the surplus
lines.”

Another state that saw a massive
increase in premiums filed is
Idaho, whose financials shot up
63.5% to $39.9 million in 2013 from
$24.4 million in 2012.

However, Wendy Tippetts,
Boise, Idaho-based manager of the
Surplus Line Association of Idaho
Inc., said that despite the drastic
increase, filings are relatively flat
with a small jump of 3.4%.

Mr. Ballinger added that Idaho’s
numbers are low relative to figures

from higher-volume offices such as
that in Texas, Florida and Califor-
nia, where premiums filed almost
always hit the billions. “Some of
the big increases are coming from
the tiny states,” he said.

Similar to Idaho, small offices
such as those in Pennsylvania,
Oregon and Minnesota saw premi-
um increases ranging between
19.9% and 26.7%.

Not all states are registering
increases, however. Washington
saw the largest decrease, with a
9.9% decrease to $303.5 million in
2013.

XL Group
Insurance
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NAIG PUSHES AHEAD WITH TAX-SHARING MODEL
WHILE NAPSLO READY T0 ABANDON SLIMPAGT

Few states join national surplus lines clearinghouses

GONTRASTING MODELS

“We see no need for
any national
clearinghouse o
tax-shaning
function.”

Brady Kelley,

National Association of
Professional Surplus
Lines Offices Ltd.
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BY ROSEANNE WHITE GEISEL

he establishment of a single national clearing-

house to collect surplus lines premium taxes

and allocate them among the states has not
garnered a groundswell of support. But backers
of one of the two models remain committed to the
concept.

The National Association of Professional Sur-
plus Lines Offices Ltd. wants to abandon the effort
and let the policyholder’s home state collect and
retain all surplus lines premium taxes.

On the other side, however, the National Asso-
ciation of Insurance Commissioners’ Surplus
Lines Task Force stands behind a national clear-
inghouse as the most accurate and fair way to
handle premium taxes.

“We disagree with home state wholeheartedly,”
said Merle Scheiber, South Dakota’s insurance
director and chairman of Non-Admitted Insur-
ance Multi-State Association Inc., the nonprofit
organization formed under the Nonadmitted
Insurance Multi-State Agreement.

NIMA, based in Tallahassee, Fla., uses the
Florida Department of Insurance’s Surplus Lines
Clearinghouse to collect and distribute surplus
lines premium taxes. NIMA members are Florida,
Louisiana, South Dakota, Utah, Wyoming
and Puerto Rico. The NIMA agreement does not
require a minimum number of members for
operation.

To increase its roster, NIMA is offering an asso-
ciate membership, a 12-month trial under which
non-NIMA states can use the clearinghouse ser-
vices for free to determine their benefit to them.
Those members will report policy information
and receive quarterly reports on the amount of
taxable premium that could have been allocated
to their state, but will not receive their portion of
the tax revenue.

However, Brady Kelley, executive director of
NAPSLO, said, “We see no need for any national
clearinghouse or tax-sharing function.”

Initially, NAPSLO was among many industry
representatives collaborating on the development
of the Surplus Lines Insurance Multi-State Com-
pliance Compact to collect and distribute premi-
um taxes.

The nine SLIMPACT members are Alabama,
Indiana, Kansas, Kentucky, New Mexico, North
Dakota, Rhode Island, Tennessee and Vermont.
The compact requires 10 members to begin oper-
ation.

The impetus for SLIMPACT and NIMA was the
Nonadmitted and Reinsurance Reform Act, part
of the Dodd-Frank Wall Street Reform and Con-
sumer Protection Act passed in 2010.

NRRA'’s purpose is to bring nationwide unifor-
mity and efficiency to surplus lines insurance reg-
ulation and taxation. The NRRA provides for a
uniform standard of home state taxation of sur-
plus lines premium, and made it optional for
states to allocate premiums to other states where
risks covered under the policy are located.

Prior to NRRA, many associations were seeking
a national approach to surplus lines tax sharing,

BUSINESS INSURANCE

Nonadmitted Insurance Multi-
State Agreement members:
Florida, Louisiana, South Dakota,
Utah, Wyoming, Puerto Rico

Mr. Kelley said. Many industry insiders believed
“that a national solution seemed to make sense,”
he said, thinking that “a national scheme would
never work unless a tax-sharing solution was a
part of that.”

But NAPSLO’s perspective has changed. In an
August letter to insurance commissioners signed
by Mr. Kelley and Keri Kish, NAPSLO’s director
of government relations, NAPSLO said its analy-
sis of a Florida Office of Insurance Regulations
December 2011 report suggests that “the costs of
building and administering the tax-sharing clear-
inghouse far exceeded any apparent benefit of tax
sharing to the states.” That perspective has been
upheld by data since published by NIMA, the let-
ter indicates.

“Net taxes are very small, and it still takes time
and effort and a filing fee to support the process
of tax sharing,” Mr. Kelley said.

NIMA in July announced that from July 1, 2012,
to July 1, 2013, more than $531 million in multi-
state surplus lines premium, in which one of the
NIMA members was the home state, were report-
ed to the clearinghouse. Of that, $281 million was
directly allocated to the six participating members
of NIMA. “The clearinghouse collected more than
$24.9 million in total taxes on this reported premi-
um,” according to a statement.

Tiffany Maruniak, product and business devel-
opment manager for the Florida Surplus Lines
Office and clearinghouse manager, said that 70%

Surplus Lines Insurance Multi-
State Compliance Compact
signers: Alabama, Indiana,
Kansas, Kentucky, New Mexico,
North Dakota, Rhode Island,
Tennessee, Vermont

of the taxes was allocated to NIMA states.

Ms. Maruniak said that more than $100 million
in premiums was reported to the clearinghouse
between June 30 and Sept. 3, and states billed
more than $5 million in premium taxes during that
time.

Home state taxation is supported by 46 states
that generate 80% of surplus lines premium, NAP-
SLO’s Mr. Kelley said. That approach “seems to
be working very well,” he said.

In the approximately five months since NIMA
introduced the associate membership option, Mr.
Scheiber said one state has confirmed its intent to
take that option, though it has not yet been pub-
licly announced. Two or three other states have
expressed a strong interest, and many others
have expressed some interest, he said.

California and other states already have
licensed the premium-reporting software that the
clearinghouse uses, so it would be very easy for
them to become members, he said.

Mr. Scheiber said he hopes that one year from
now, NIMA will have 10 members, the minimum
required to keep the compact going.

NAPSLO’s Mr. Kelley said the organization
wants to focus on uniformity of filing dates and
filing forms, and uniform implementation of insur-
er eligibility standards.

“If we had known then what we know now, we
never would have worked toward a tax-sharing
solution,” Mr. Kelley said.
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AGTORY GOLLAPSE OPENS EYES

Retailers takes steps to reduce supply chain, reputation risks after Bangladesh tragedy

BY RODD Z0LKDS

n the months since the collapse of the Rana Plaza fac-

tory building in Bangladesh, groups of apparel retail-

ers in Europe and North America who sold products

manufactured in the facility took somewhat differ-
ent approaches in pacts intended to improve safety in
Bangladeshi factories, though both plans can prove ben-
eficial, supply chain experts say.

A flaw in both plans, however, is their focus solely on
Bangladesh rather than including some of the other low-
wage countries from which those companies source
products, according to some of those same experts.

The April factory collapse killed 1,129 and led to
reports of similar poor conditions at other Bangladeshi
factories, prompting the retailers’ response. The results
were the Accord on Fire and Building Safety in
Bangladesh, which had drawn a mostly European group
of 85 companies as signatories as of late August, and the
Alliance for Bangladesh Worker Safety, to which 17
North American retailers signed on.

The U.S. retailers’ reluctance to join the European pact
stemmed from the European accord’s dispute resolution
provision, which provides that disputes between parties
under the agreement would be presented to a steering
committee and that decisions of the steering committee
could be appealed to a binding arbitration process,
with arbitration awards enforceable in the signatory’s
domicile.

“That is what the American retailers didn’t like,”
said Andy Shanahan, director at Aon Fire Protection
Engineering Corp. in Boston.

“I would say that the European strategy is strong and
if the American one is followed up with, that should be
beneficial,” Mr. Shanahan said.

Gary S. Lynch, managing director and global leader of
risk intelligence and supply chain resiliency at Marsh
Inc.’s risk consulting practice in New York, said the
European accord’s approach is very much in keeping
with the E.U. approach to other risk-related regulation,
citing Solvency II and the Basel bank supervision
accords as examples.

“It always seems that when we have these challenges
... certainly the European approach tends to be more
governance-oriented where there is a governance struc-
ture set up,” Mr. Lynch said. “It seems to be a common
denominator of any kind of (European) risk regulation.”

The possibility of stronger market consequences than
their North American counterparts might face also
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TOP RISKS

Global Supply Chain and Risk Management Survey
participants’ view on their greatest supply chain risks

Raw material price fluctuation 53%
Currency fluctuations 47%
Market changes 41%

Energy/fuel price volatility 38%

Environmental catastrophes 34%
Raw material scarcity 28%
Rising labor costs 26%
Geopolitical instability 22%
Supplier/partner bankruptcy 22%
Change in technology 20%
Unplanned IT disruptions 12%
Counterfeiting 1%
Other 6%
Telecommunications outages 5%
Cyber attacks 2%

Source: PricewaterhouseCoopers International Ltd./MIT Forum for
Supply Chain Innovation

drove the details of the European plan, according to
David J. Closs, John H. McConnell Chaired Professor of
Business Administration in the Department of Supply
Chain Management of the Eli Broad School of Business
and the Eli Broad Graduate School of Management at
Michigan State University in East Lansing, Mich.

“The Europeans have a much stronger commitment
to sustainability, and that’s been true for several years,”
with one aspect of those sustainability discussions cen-
tering around social responsibility, Mr. Closs said. “In

the U.S,, there isn’t that strong a market push,” he said.
“That being said, (in the U.S.) you have a much stronger
legal system push,” leading many U.S. retailers to balk
at the legally binding nature of the European pact.

Aside from the legally binding aspect of the European
plan, both pacts are fairly similar, providing for inspec-
tions of Bangladeshi factories and mechanisms for mak-
ing necessary improvements, experts say.

While he thinks the European and North American
retailers’ approaches to Bangladesh factory safety could
be successful, Aon’s Mr. Shanahan said, “I would say
that if there are any problems, it’s that they are focused
on Bangladesh while there are other countries that have
concerns.”

“There’s a focus on Bangladesh while there could be
and should be a focus on other low-cost countries,” said
Andrew Hersh, a director at Aon Global Risk Consulting
in New York. “The reason there’s a focus on Bangladesh
is retailers are concerned about their reputations.”

Reputation risk clearly was a factor on both sides of the
Atlantic in addressing poor conditions at Bangladeshi
suppliers’ facilities, various experts said, and the catas-
trophe in Bangladesh heightened the issue of reputation
risks in supply chains for many companies.

“What we’re seeing within our client base of retailers
globally is a trend toward increasing visibility and con-
trols within their supply chains, especially with suppli-
ers in low-cost countries,” Mr. Hersh said. A best-in-
class retailer is considering the cost of risk as they eval-
uate suppliers in low-cost countries and “really looking
at the top-line impact of reputational issues that can be
caused by the lack of visibility into the operations of
their low-cost suppliers,” he said.

“Clearly, they’ve seen the reputational fallout,” said
Tom Teixeira, partner in Willis Group Holdings P.L.C.’s
Willis Group Solutions consulting unit in London.
“There’s a need to manage reputational issues as well
as the sustainability issues.”

Addressing those reputation and sustainability issues
along the entire supply chain can be difficult, Mr. Teix-
eira said, but more companies are trying to do so. “The
supply chain can go down to six tiers, and that can be a
real challenge to understand what’s going on, particu-
larly beyond Tier 2,” he said.

“At Tier 6, you might have a manufacturer of a dye
that’s used in the manufacture of a shirt or belt,” Mr. Teix-
eira said. If that dye manufacturer is operating in an area

See SUPPLY page 30
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(ompanies need to monitor, map entire supply chain to mitigate risks

BY RODD Z0LK0S

hile it can be difficult, compa-
nies should assess the risks
along the length of the supply
chain and map the chain to effec-

tively manage supply chain risks,
experts say.

The more analysis companies do
of their supply chain exposures
through risk management or pro-
curement, the better, said Linda

Conrad, director of strategic busi-
ness risk for Zurich Global Corpo-
rate at Zurich Insurance Group
Ltd. in New York. “To do it right,
risk management should have a
big role to play in this,” she said.

Tom Teixeira, partner in Willis
Group Holdings P.L.C.’s Willis
Group Solutions consulting unit in
London, said recent events have
forced many companies to recog-
nize the need to achieve greater
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supply chain transparency. “I'm
seeing a lot of effort, a lot of invest-
ment, a lot of structures being set
up to really get to know the supply
chain,” he said.

“The first line of attack that
they’re using is the regional
offices,” Mr. Teixeira said. And
many companies are using soft-
ware and mapping applications to
determine where suppliers are, the
perils they face, and to recognize
supply chain interdependencies,
he said.

Industrywide groups also have
helped addressed supply chain
exposures in some industries like
high tech, though it’s “no substi-
tute for doing your own supplier
risk assessment, your own suppli-
er mapping,” Ms. Conrad said.

Gary S. Lynch, managing direc-
tor and global leader of risk intel-
ligence and supply chain resilien-
cy at Marsh Inc.’s risk consulting
practice in New York, said in some
cases companies can work with
nongovernmental organizations to
help them understand risks asso-
ciated with some suppliers along
their supply chain.

It’s also essential to understand
the cost of risk associated with sup-
ply chain decisions, and risk man-
agement has to help in translating
that cost of risk in the actual dollars
so it can be factored into the deci-
sion-making, Mr. Lynch said.

“What we’re seeing is a growing
awareness of that risk and a grow-
ing movement to address that
risk,” said Andrew Hersh, a direc-
tor at Aon Global Risk Consulting
in New York. “But I think there’s a
ways to go for the tangible cost of
risk to be included in the decision
measurements that the C-suites of
companies receive.”

SUPPLY

Continued from page 28

of serious water pollution or water
scarcity, it could cause reputation-
al problems for the company whose
products use that dye, he said.

“I'have heard some people say, ‘1
look at the labels now and if it’s
made in Bangladesh I won’t buy
it,” said Linda Conrad, director of
strategic business risk for Zurich
Global Corporate, a unit of Zurich
Insurance Group Ltd. in New
York. “I think the bigger issue is
the reputation side of it.”

“I'met with the risk manager of a
very large company who didn’t
know that their products were
made in that factory,” Ms. Conrad
said, emphasizing the need for
companies to achieve visibility fur-
ther along the supply chain.

When such risks aren’t properly
managed, “they get completely out
of hand and into society’s hands,”
Ms. Conrad said. “When that hap-
pens, all bets are off,” she said.



Multinational programs must match Specific needs

Test various scenarios to weigh exposures, claim handling as well as compliance and tax issues

BY ROSEANNE WHITE GEISEL

n effective way to test a multi-

national insurance program is

running through different risk
scenarios and seeing whether the
ensuing regulatory, tax and finan-
cial ramifications are in keeping
with the corporate policyholder’s
objectives.

The “overarching theme” in
designing any multinational pro-
gram is “when you have a claim, it
does what you expect,” said Alban
Laloum, Marsh Inc.’s multination-
al client services leader in New
York.

Policy terms and conditions must
be customized for the buyer’s
needs, but the program structure
usually consists of a master policy
that provides difference-in-condi-
tions and difference-in-limits cov-
erage over locally issued policies,
customized for both the cus-
tomer’s business and the nations
in which risks are covered, said
Michael Furgueson, president, Ace
USA’s multinational client group
in New York. Specialty coverage
now generally follows a similar
structure, he said.

“Years ago, an 80-20 rule applied,
meaning that 80% of the risk was
left in the master program,” said
Bill Skapof, head of international
programs for Zurich North Amer-
ica in Philadelphia. “Today, it’s

exactly the opposite.”

Rick Jensen, managing director
at Willis North America Inc. in
New York, said 85% to 90% of coun-
tries require that companies doing
business within their borders pur-

chase local coverage for most
lines.

Clyde Ebanks, chief operating
officer of Aon Global Client Net-
work in Chicago, offered a caveat:
“One of the traps any client can get

SPECIALTY RISKS COVERED MORE FREQUENTLY
THROUGH GLOBAL INSURANCE PROGRAMS

pecialty lines are a growing factor in multina-

tional insurance programs.

“The frontier of coverage more and more is
nonphysical damage types of coverage,” said
Randy Schreitmueller, vice president of global
services and market relationships at FM Global
in Providence, R.I. “Property insurance in the
past focused on owned facilities of the client. It
didn’t respond to contingent exposures.”

Now, Mr. Schreitmueller said, companies are
using more levels of suppliers and their insur-
ance must reflect that. For example, FM now lets
policyholders choose at the time of a claim
whether to base contingent losses on gross earn-

ings or gross profits.

Another specialty area gaining more emphasis
is coverage related to computer networks, he

said.

Directors and officers liability, a line common-

ly purchased for U.S. risks, is gaining increasing

use abroad.

Allianz Global Corporate & Specialty expects to
write 1,000 local D&O policies this year, up from
333 in 2011, said Vinko Markovina, New York-
based global practice leader for international
insurance solutions.

Other specialty lines commanding more atten-
tion include: business travel accident, marine
cargo, and terrorism and political risk, said
Michael Furgueson, president of Ace USA’s
multinational client group in New York. The rea-
sons for that growth are as varied as the lines,

ranging from natural disasters in the case of sup-

ply chain coverage, to an increased emphasis on
regulation and corporate governance for D&O.

By Roseanne White Geisel

caught in” is focusing on whether
admitted coverage is required
without examining all the options
and their impact, he said.

Brokers and insurers say regula-
tory enforcement has increased
worldwide. While compliance is
important, it should be viewed as
part of the process of achieving
risk management goals, not the
goal itself. That is why it is impor-
tant to run through different cov-
erage scenarios that take into
account compliance, exposures,
claims payment and tax issues.

Vinko Markovina, New York-
based global practice leader for
international insurance solutions
at Allianz Global Corporate & Spe-
cialty, said scenario testing is cru-
cial, because “whatever we decide
has to make sense due to value
and exposure. It has to make sense
to the local authorities.”

For example, if the insured value
in a country is low, but premium
allocation is high, it should be
explainable to regulators in terms
of exposure level or they will think
the purpose is tax evasion. Amid

See MULTINATIONAL next page

_ Jou'rney further.
- With specialty insurance from Allied World.

GENERAL CASUALTY | GENERAL PROPERTY | HEALTHCARE | MANAGEMENT LIABILITY
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At Allied World, our expertise breeds confidence. We aren’t afraid to journey
into new markets or explore new products. By working closely with clients to
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we chart new ones.
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Buyer-proken-insurer communication essential

sion among the buyer, bro-

ker and insurer when glob-
al programs are constructed
cannot be overstated.

“The tripartite relationship is
important because premium
allocation information comes
from the client and broker,”
said Vinko Markovina, New
York-based global practice
leader for international insur-
ance solutions for Allianz Glob-
al Corporate & Specialty.

“An insurance program
should provide flexibility for
growth,” so a broker must
know where the client is head-
ed, said Tim Higgins, executive
vice president of international
at Lockton Cos. L.L.C. in
Kansas City, Mo.

Mark DeMartine, president of
global markets at American
International Group Inc.’s prop-
erty/casualty unit, said buyers
must consider each country in
which they do business and
examine their products, physi-
cal presence, contractual obli-
gations, the local subsidiary’s
importance to the entire orga-
nization, directors and officers

MULTINATIONAL

Continued from previous page

T he importance of discus-

stricter financial governance rules,
those decisions also must make
sense to the business’ subsidiaries,
which may want to know how pre-
mium was allocated.

With the complexities of multina-
tional coverage, using analytics to
identify and measure risk “helps
determine what we need and why
we need it,” Marsh’s Mr. Laloum
said.

To illustrate the challenge,
Willis’ Mr. Jensen said a Fortune
100 company with serious risk
exposures could have a $100 mil-
lion liability loss in any jurisdic-
tion. But if it is operating in 75
countries, it’s not buying $100 mil-
lion in coverage in each. It may
buy $10 million in liability cover-
age, leaving the rest to an excess
policy. But excess insurers that are
not locally admitted may have to
pay a claim in the parent’s home
country, which raises tax issues.

“Many companies have put
together good insurance pro-
grams, but haven’t thought about
claims reporting and ensured that
that process gets well communi-
cated” throughout the organiza-
tion, said Bruce Wineberg,
Philadelphia-based manager of

32 September 23, 2013

exposures as well as regulato-
ry and tax considerations.

“Get an overall view to make
a credible management deci-
sion,” he said.

“What we see many times is
the risk manager taking a stair-
step approach over multiple
years to identify risk and get
coverage,” said Michael Fur-
gueson, president of Ace Ltd.’s
multinational client group. It
can be a process to determine
“what actions to take over time
to get closer to the end goal.”

Communication is particular-
ly essential if an insurance pro-
gram is centralized. Such
clients “want to know their
insurance spend to the dollar
and cents everywhere,” said
Alban Laloum, Marsh Inc.’s
multinational client services
leader in New York. “Decen-
tralized companies want to give
their subsidiaries a framework
or guidelines.”

Centralization, said Lance
Becker, area president of
Arthur J. Gallagher Risk Man-
agement Services in New York,
requires “corporate buy-in at
the very top level” to push the

U.S. and Canada at Aon Global
Client Network.

Make sure claims notification
clauses specifically tie the time
limit to when the risk manage-
ment department in the policy-
holder’s home country hears about
the claim, Ace’s Mr. Furgueson,
said, “Clients are looking for
greater transparency” in the

“Many companies have put
topethen good insurance
programs, but haven't thought
about claims reporting and
ensured that that process gets
well communicated” throughout
the organization.

Bruce Wineberg,
Aon Global Client Network

claims process.

Alfred Bergbauer, head of multi-
national casualty for X.L. Group
P.L.C. in New York, said: “You
have to distinguish between
underwriting and transacting, and
executing,” as multinational pro-
grams require customized service
throughout the policy period. “The

BUSINESS INSURANCE

culture down to subsidiaries.
While many companies that let
their subsidiaries purchase
insurance locally realize it is
more cost-effective to buy cov-
erage in a master policy when
possible, “there can be lots of
resistance locally,” he said.

Communication is the key to
making centralized control
work.

“We always start with an
introduction of the local broker
and the local CareFusion repre-
sentative,” typically the finan-
cial representative,” said Rox-
sann Wilson, risk manager for
medical device manufacturer
CareFusion Corp. in San Diego.

That dialogue includes keep-
ing the broker informed about
the types of policies that the
company purchases centrally,
and keeping CareFusion repre-
sentatives up to date in terms of
insurance premium allocation.

The support for centralization
comes from “showing the ben-
efits, showing that it lessens
their workload, lessens the cost
and the coverage is as robust as
it needs to be.” Ms. Wilson said.

By Roseanne White Geisel

service execution requires the abil-
ity to deliver across many coun-
tries at the same time to fulfill
client needs.”

The claims process aside, keep-
ing multinational programs effi-
cient and holding down frictional
costs, which include broker fees,
claims services, administration
costs, taxes and reinsurance fees,
also can be challenging.

“The core of the insurance indus-
try’s history is cross-border, multi-
national risk, said Kevin Strong,
director of global programs and
network services for X.L. Group in
New York. Each nation’s regulato-
ry structure and the rigidity of
some developing local markets can
prevent multinational companies
from operating as efficiently as
possible, Mr. Strong said.

“The cost of some of these pro-
grams can run $1 million plus,”
said Marsh’s Mr. Laloum, “and
that is just the administration.” A
way to reduce frictional costs is to
negotiate fronting fees, which typ-
ically run 5% to 10% of the policy,
he said.

Policyholders have to remember
that the point of risk transfer is to
protect the overall organization,
said Aon’s Mr. Ebanks. “There
does need to be some level of prac-
tical assessment,” such as “do I
need to localize my entire liability
tower for one issue.”

Multinationa
DUES reputat

| expansion
0ns at risk

Broad base of risk management difficult to achieve

BY MATT DUNNING

ffective reputation risk man-

agement on a global scale

requires a consistent, collabo-
rative effort that encompasses the
entire breadth of a company’s
executive and operational leader-
ship.

Unfortunately, reputation risk
experts say, that level of collabora-
tion often is difficult for even high-
ly sophisticated multinational
firms to achieve, given the geo-
graphic, cultural and often indus-
trial diversity of their global foot-
print.

“Multinational spreads are real-
ly where the greatest amount of
reputational risk exists, because
there are so many opportunities
for weak links in terms of your
reputation management,” said
Leslie Gaines-Ross, chief reputa-
tion strategist at New York-based
public relations and brand consult-
ing firm Weber Shandwick. “No
one person within a company has
the level of insight that’s needed to
really foresee many of these risks,
and that’s why you need a collabo-
rative culture within your organi-
zation.”

‘While companies have improved
their overall awareness of poten-
tial threats to their corporate
brand and reputation, the extent to
which they’ve been able to mini-
mize their exposure to those risks
remains debatable at best, experts
say.

In London-based Aon P.L.C.’s
2013 Global Risk Management Sur-
vey, released in April, educational
and nonprofit groups ranked rep-
utational damage as the single
biggest risk facing their organiza-
tions. Similarly, food processing
and distribution companies, hotels,
hospitality companies, banks,
pharmaceutical and biotechnology
companies, real estate firms and
retailers cited damage to their
firms’ reputation or brand as
either their second- or third-most
pressing risk.

But despite the heightened
awareness, the percentage of firms
worldwide that lost income as a
result of damage to their reputa-
tion ballooned to 40% in 2013 from
just 8% in 2011. The percentage of
companies that said they were
confident in their readiness to
respond to reputation risks fell
during the same two-year stretch,
to 57% in 2013 from 61% in 2011,
according to Aon’s survey.

“There is definitely more aware-

ness of the risks, but the sad thing
is you still see a lot of the same
things happening today that you
saw 10 years ago, and oftentimes
the companies in question aren’t
any more prepared for it than they
were then,” said Randy Nornes, a
Chicago-based executive vice pres-
ident at Aon Risk Solutions.

REPUTATIONAL
DAMAGE
CAN BE COSTLY

ven as companies have

become more sophisticated
in quantifying their financial
losses resulting from an injury
to their reputation, most
insurers have not extended
their reputation protection
coverages to include lost rev-
enue or profits.

Aon P.L.C. and Oxford Met-
rica’s 2012 study of 10 global
companies’ financial results
following reputational disas-
ters in the prior fiscal year
found that nine out of 10 shed
a combined $77.9 billion in
shareholder value (see chart,
page 33).

Still, among the seven repu-
tation risk insurance policies
available from major insur-
ers, only two offer coverage
for reimbursement of direct
top- or bottom-line losses.

German reinsurer Munich
Reinsurance Co.’s stand-alone
policy offers up to $65 million
in indemnification for lost
profits, based on the actual
drop in profits and the results
of a consumer survey that
will determine what percent-
age share of that drop is
attributable to the covered
reputation risk event.

The coverage can be trig-
gered by an occurrence of a
named risk event or by a
significant increase in nega-
tive media coverage of the
organization, depending on
the option purchased. The
policy also would be triggered
by a significant drop in rev-
enue under both coverage
options.

The specific risk events cov-
ered under the policy, and the
length of time used to mea-
sure the drop in profits after a
covered event, are negotiable.

By Matt Dunning



One critical shortfall experts
noted in companies’ approach to
protecting their reputation at the
multinational level is the lack of a
formalized structure by which rep-
utation management strategies
are developed and implemented.

“Theidea is to really break down
reputation risk into elements that
actually mean something to the
organization,” Mr. Nornes said. “It
starts with a mapping process of
all of your company’s stakehold-
ers. From there, you begin to drill
down all of the likely scenarios
that could impact customers,
investors, employees or regula-
tors.”

To the extent that such a struc-
ture has been developed, experts
say companies also often make the
mistake of limiting their risk man-
ager’s role in the process of repu-
tation management to post-inci-
dent analysis and troubleshooting.

“In general, the risk function is
usually brought to the reputation
management table after a specif-
ic company event or some kind of
episodic industry event,” said
John Patterson, a New York-
based senior adviser at the Repu-

SHARE PRICE IMPACT

Share price reaction measured by an Oxford Metrica model resulting from major 2011
reputational risk events, from date of event through March 2012, in millions of dollars

Date Company
Jan. 3 Renault S.A.
March 11 Tokyo Electric Power Co.
Apr. 16 Sony Corp.
Jul. 29 Qantas Airways Ltd.
Aug. 11 Dexia N.V./S.A.
Sept. 15 UBS A.G.
Sept. 27 Diamond Foods Inc.
Oct. 10 BlackBerry Ltd.
Oct. 14 Olympus Corp.

Source: Aon P.L.C./Oxford Metrica

Event Loss

Industrial espionage $6,266
Japanese earthquake $37,368
Computer hacking $10,679
Industrial dispute $795
Exposure to Greek debt $3,990
Rogue trader $6,294
Accounting irregularities $1,406
Service disruption $6,095
Accounting irreqularities $5,062

tation Institute.

Experts said it is also critical for
senior corporate leaders to recog-
nize that even if their company’s
primary business operations are
entirely domestic, viral damage to
their company’s brand or reputa-

tion can result from disasters and
scandals that occur within their
supply chain. The deadly collapse
of an apparel factory in
Bangladesh this year — and the
weeks’ worth of unfavorable press
that came with it — eventually

motivated Minneapolis-based Tar-
get Corp. and several other U.S.-
based retailers and clothing
brands to form the Alliance for
Bangladesh Worker Safety, which
to date has pledged up to $142 mil-
lion to improve safety and working

conditions at more than 500 facto-
ries (see story, page 28).

“Target manages its brand and
reputation maniacally in the U.S.,
but they’re only just this year
beginning to put together a global
reputation management team,”
Mr. Patterson said, though he
added that Target made the deci-
sion to develop its global reputa-
tion protection strategy prior to
the factory collapse.

A spokeswoman for Target
declined to comment on the com-
pany’s reputation risk manage-
ment strategy.

“They’re a fresh example of a
large company that’s had very a
good reputation management
strategy at home for years but are
realizing that they have very little
reputation capital to fall back on
outside of the U.S.,” Mr. Patterson
said. “The governance and the
leadership that companies like
Target, in the light of something
like Bangladesh, are coming into in
question. As a result, that industry
now has to think about reputation
risks, and not just reputation man-
agement from a growth and mar-
keting perspective.”

WORLD N\
CAPTIVES

FORUM &~

CAPTIVES IN THE GLOBAL ECONOMY

The World Captive Forum is pleased to announce
Caterpillar Inc. as the next recipient of the conference’s

2014 Award of Excellence.

The Caterpillar Insurance Co. Ltd. captive was registered in Bermuda in 1983.

Previous recipients of the WCF Award of Excellence include The Coca-Cola
Company, Archer Daniels Midland Co., and Deutsche Post DHL.

January 29-31, 2014

Turnberry Isle Miami, Aventura, Florida

REGISTER TODAY!

The World Captive Forum organized by

Business Insurance, R&Q Quest and Towers Watson

WWW.WORLDCAPTIVEFORUM.COM
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REDUGING RISKS POSED BY
AN AGING WORKFORGE

ﬂHow are aging workers affecting
the workers comp claims you
see?

Traditionally, when you looked

at reports on the aging work-
force, you found two things:
Claims severity is greater for
aging workers, but the frequency
of claims filed by them is lower.
Nine times out of 10, what the
reports show is absolutely true —
severity is higher for older work-
ers.

But I would say risk managers
need to study their particular orga-
nizations and see if it holds true for
them that frequency is less of an
issue for aging workers. If compa-
nies don’t have a lot of turnover
and baby boomer workers are
holding on to their jobs in their
company, they may also see a fre-
quency issue. Some industries
may have both a frequency and
severity issue with an aging work-
force. We see it in stewardship
reports when we aggregate the
data at the end of the year for
clients. We study the aging work-
force for them so they can see it.
When you have data showing fre-
quency may also be an issue

among your aging workers, then
you can ask what can be done to
prevent claims from recurring and
what can be done to address the
severity of open claims.

What measures can employers
take to mitigate older worker
claims issues?

Risk managers need to under-

stand the company’s demo-
graphics and the risk management
concerns accompanying an aging
workforce. As you get older, you
are losing strength, range of
motion, speed of movement, bal-

ance, vision, hearing and so forth.
So listen carefully to your work-
force and what they are saying to
you about it and what they need.
Then you are going to have to
make accommodations.

For example, if you have mainte-
nance workers preparing for win-
ter by moving bags of salt, you
may need to buy 40-pound bags of
salt rather than 100-pound bags
because they have lost some
strength. Maybe you also need to
rotate jobs so that someone driv-
ing at night can drive during day-
light hours. Wellness programs
can also help keep aging workers
healthy.

Wellness programs have been

used mostly to reduce group
health claims and non-
occupational illnesses. Are you
seeing them used more often to
help address workers comp-related
injuries?

I am. It’s coming up more and
more because people under-
stand wellness. They know that if
you combine wellness with work-
ers comp claims treatment, you
will boost employees’ morale and

FRANK X. ALTIERE I1I
PMA MANAGEMENT GORP.

their health, address their medical
costs, increase productivity and
reduce their injury severity. Our
risk control consultants are seeing
risk managers refer employees
who experience a work injury to
the wellness program coordinator
to help them. Wellness programs
can help, for example, if you have
an employee who is overweight.
There are two issues involved.
One is health care, because we
know they are going to be more
expensive from a health care cost
standpoint; and there are studies

Frank X. Altiere III is
president of PMA
Management Corp., a Blue
Bell, Pa.-based third-party
administrator and unit of
PMA Cos. He assumed his
position in 1999. Mr.
Altiere recently spoke with
Business Insurance Senior
Editor Roberto Ceniceros
about a PMA survey that
showed aging employees
are the most pressing
concern among risk
managers whose workers
compensation claims are
managed by the TPA.
Edited excerpts follow.

that say if an injured worker is
obese, they experience more
claims and more lost days than
healthy-weight workers.

So it makes sense for human
resources, or the wellness pro-
gram coordinator, and the risk
manager to work together and
understand there is a work comp
claims issue and a health issue in
such cases. If you have an enter-
prise risk management and safe-
ty improvement culture — if you
truly have that— wellness will be
part of that.

PREVIOUS POSITION: Atlanta-based
global head of middle-market segments for

Zurich Insurance Group Ltd.

LOOKING FORWARD TO: Taking my
various previous experiences on the insurer
and broker sides and applying it to new

business.

GOALS FOR NEW POSITION: We want to
launch new differentiating and compelling

products that capitalize on the various

strengths of Crawford’s business and open up new

markets.

CHALLENGES FACING INDUSTRY: The ability to
leverage the most out of constantly evolving technology.
Big opportunities are available for technologies, uses and

COMINGS & GOINGS

UP CLOSE: JENNIFER NORTRENOR

ATLANTA-BASED VICE PRESIDENT OF PRODUCT IMPLEMENTATION
Crawford & Co.

WHAT | WOULD CHANGE: I would do a
full analysis and review of Obamacare and
the its full effect on the economy. I would
want to see whether this was the right
solution and whether we could make the
necessary changes to the plan.

FIRST INDUSTRY JOB: Marketing
assistant with Sedgwick James Inc. of
Georgia, which was acquired by Marsh Inc.

WHAT SURPRISED ME: That I would

around the world.

applications across the whole risk spectrum such as risk

engineering, mitigation, telematics, underwriting, and

claims reporting and adjusting.

make so many true friends in the business, located all

IF I KNEW THEN WHAT | KNOW NOW: I wouldn’t
have worried so much. Some of the things we worry about
are not in our control.

ADVICE: Do not stay in your comfort zone. Push yourself

to grow with education, certifications, new jobs and new

relationships.

INDUSTRY OUTLOOK: I think there will be continued

rate increases and disciplined underwriting.
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OUTSIDE THE INDUSTRY, A DREAM JOB: Working
at a children’s charity.

Professional Moves & Promotions

AC

Visit www. bl e.com/C

the weekly email.

BROKERS
Guy Carpenter & Co. L.L.C.
William Gallagher Associates
Lockton Cos. L.L.C.

INSURERS
Amerisure Mutual Insurance Co.
CNA Financial Corp.
Zurich North America

OTHER
CFC Underwriting Ltd.
Crawford & Co.
Crawford & Co.
Mercer L.L.C.

Wilmington Trust

National Financial Partners Corp.
National Financial Partners Corp.

Nelson Levine de Luca & Hamilton L.L.C.

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

John P. “Jay” Woods
Susan Forbes

Steve Arnold

Tim Robb

Brett Schneider

Barb Cristea
Drew Cadelli
Glen Curley

Simon Richardson
Terry Hunt
Domingo Salerno
Chris Covill

John J. Geer Jr.
Joanne Shaver

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. kshep

hordah

insurance.com.




USINESS INSURANCE’

REGIONAL BROKER LEADERS
October 2, at Ray’s on the River Sandy Springs, Georgia 6 - 8 pm

e Hasib Bangloria, executive vice president at Ballator Insurance Group in Orlando, Fla.
e Julie Cape, senior vice president, client services, at Digital Insurance Inc. in Atlanta.

e Sandy Carter, vice president in Beecher Carlson Holdings Inc.’s national property
practice in Atlanta.

e Amy L. Dapot, managing director and mid-Atlantic property practice leader
at Marsh Inc. in Washington.

e Kathleen C. Lynch, managing director in Aon Risk Solutions” Aon Global Account
Network in Charlotte, N.C.

e Michael L. Owens, senior vice president of Willis of Louisiana Inc. in New Orleans,
a unit of Willis Group Holdings P.L.C.

e Bryan D. Raisor, managing director of the Lexington, Ky., office of Neace Lukens,
an Assured Partners Inc. unit.

 Travis Turner, director of account management at Corporate Synergies Group L.L.C.
in Washington.

Visit www.businessinsurance.com/40Under40
to register to attend today!

About the Awards: The results are announced online, and the compilation of all 40 of the award
winners will be in the October 7, 2013, issue of Business Insurance. Honorees are selected from
nominations submitted by readers of Business Insurance. Brokers must be age 40 or younger on

October 1, 2013.
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Hiscox adds cyber cover
to technology portfolio

Hiscox Ltd. has added a cyber crime
protection endorsement to its technolo-
gy privacy cyber portfolio.

The coverage option provides addition-
al protection against exposures related
to cyber crime connected to business
bank accounts, the insurer said in a state-
ment.

Small and midsize businesses have
become more vulnerable to cyber crime
as they make more transactions online,
according to the statement.

“Technology is increasingly being used
to attack or threaten businesses, but
many companies are unaware of the new
and growing exposures related to cyber
crime that they may face,” Jim Whet-
stone, professions practice leader at His-
cox USA, said in the statement.

“Most businesses would not be able to
withstand an attack that emptied their
bank account, but without proper cover-
age, getting reimbursed is not guaran-
teed,” Matt Donovan, technology under-
writing leader at Hiscox USA, said in the
statement.

Integro offers supplemental
retirement plan program

New York-based insurance brokerage
and risk management consulting firm
Integro Ltd. is offering a supplemental
executive retirement plan to its small
and middle-market business clients.

Integro’s new program, which is a type
of nonqualified deferred compensation
plan, involves using life insurance for
retirement planning that can be with-
drawn tax-free in addition to providing
death benefits.

“Life insurance is a critical element in
protecting human capital and succession
planning, and this capability enables us
to also address clients’ estate planning
issues,” Marc Kunney, Integro USA pres-
ident, said in a statement.

Integro’s new supplemental retirement
plan program is an institutional product
and will not have surrender charges,
said Paul Schimmel, an expert in wealth
transfer and accumulation strategies
who will consult in Integro’s San Francis-
co office.

Integro specializes in serving organiza-
tions with complex risks, operating from
offices in the United States, Canada,
Bermuda and London.

FSU researchers develop
new tornado model

Researchers at Florida State Universi-
ty say they have developed a new statis-
tical model that will help gauge the risk
of tornadoes.

The model, outlined in an article pub-
lished in the American Meteorological
Society journal Weather, Climate, and
Society, offers a way to correct historical
data to account for the fact that there
were fewer confirmed reports of torna-
does in previous decades, the authors
said.

The growth of storm chasers logging
tornado sightings, greater public aware-
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Euler Hermes
adds specialized
political risk team

The world’s largest trade

credit insurer, Euler Hermes
S.A., announced it will expand its
U.S. and Canadian services by
adding a specialized political risk
insurance team in New York.

The team will offer insurance to
large and multinational North
American businesses that will pro-
tect foreign assets against the
risks of confiscation, expropriation
and nationalization, and will
strengthen the company’s medi-
um-term structured trade credit
and political risks solutions, the
insurer said in a statement.

The political risk insurance will
launch in the U.S. on a state-by-
state basis in the next few months
after licensing approvals from
local U.S. insurance regulators,
according to the statement.

“By mitigating the political risk
on foreign assets, we can help our
large clients take advantage of
attractive investment and financ-
ing opportunities in emerging mar-
kets,” Jochen Duemler, CEO and
head of Euler Hermes’ Americas
region, said in the statement.
“Political risk coverage broadens
the scope of solutions already
offered by Euler Hermes to North
American multinational corpora-
tions, financial institutions,
investors and project contractors.”

ness of twisters, and advances in report-
ing technology including mobile Internet
and GPS navigating systems, also may
have contributed to the increase in
reports in the past 15 to 20 years relative
to the historic record, Florida State geog-
raphy professor James B. Elsner said.

“Most estimates of tornado risk are prob-
ably too low because they are based on the
reported number of tornadoes,” Mr.
Elsner said in a statement. “Our research
can help better quantify the actual risk of
a tornado. This will help with building
codes and emergency awareness.”

With the new research, “the science of
tornadoes can move forward to address
questions related to whether cities
enhance or inhibit tornadoes,” he said.

The model corrects assumptions about
tornado reporting in urban and rural
areas. While it is likely tornadoes are not
occurring with greater frequency, there
is some evidence to suggest that torna-
does are, in fact, getting stronger, the
researchers said.
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Nakama Re cat bond
covers earthquake risk

Aon Benfield Securities, the invest-
ment banking division of global reinsur-
ance intermediary and capital adviser
Aon Benfield, said it has completed the
offering of $300 million of principal at-
risk variable-rate notes for Nakama Re
Ltd.

The offering provides Tokio-based
Zenkyoren Ltd. — Japan’s National
Mutual Insurance Federation of Agricul-
tural Cooperatives — with collateralized
catastrophe protection for Japan earth-
quake risk.

Nakama Re was structured to provide
indemnity coverage and marks the first
time Zenkyoren has sponsored a catas-
trophe bond directly, according to Aon
Benfield.

The notes were issued by Nakama Re,
an exempted company in Bermuda that
was established for the deal. Boston-
based AIR Worldwide Corp. provided
risk modeling and analysis for this trans-
action.

The notes were priced at 2.75% above
money market return and have a matu-
rity of three years.

“The offering by Nakama Re Ltd. was
very well-received by investors, demon-
strating the importance of diversifying
perils to the market, as well as the con-
tinuing development of non-U.S. indem-
nity structures in the catastrophe bond
market,” Aon Benfield Securities CEO
Paul Schultz said in the statement.

Tech firms collaborate
to offer claims service

Insurance technology providers
Guidewire Software Inc. and Mitchell
International Inc. have announced a
strategic alliance to integrate their tech-
nologies to optimize claims management
services.

The companies have been working for
a year to tightly integrate their respec-
tive technologies, they said in a joint
statement. Foster City, Calif.-based
Guidewire produces core claims manage-
ment systems, while San Diego-based
Mitchell makes software used to assess
automotive physical damage, bodily
injury and workers compensation
claims, the companies said in the state-
ment.

“Guidewire and Mitchell see an oppor-
tunity to advance the state of the art in
claims management, to the clear benefit
of both our insurer customers and their
policyholders,” Guidewire CEO Marcus
Ryu said in a statement. “Our develop-
ment teams are collaborating to optimize
the user experience and leverage the
data exchange between our respective
products.”

A unified system will streamline the
claims workflow for more accurate, con-
sistent and cost-effective claims man-
agement, the companies said.

“Our mutual customers have
expressed their wish for deeper integra-
tions between our products, and this
relationship is the beginning of our
commitment to them,” Mitchell presi-
dent and CEO Alex Sun said in the
statement.

DEALS & MOVES

Zurich North America
building new headguartens

Zurich North America plans to move into a new
headquarters by fall 2016.

In a statement, Zurich North America said it has
signed a letter of intent with Motorola Solutions Inc.
to purchase land for a new North American headquar-
ters in Schaumburg, Ill., where the unit of Zurich
Insurance Group Ltd. currently is located.

“Our decision to remain in Schaumburg for Zurich’s
North American headquarters reflects our commit-
ment to providing the best possible working environ-
ment for our employees as well as our long relation-
ship with the community and our recognition of the
new site’s impressive potential,” Zurich North Amer-
ica Commercial CEO Mike Foley said in the statement.

Schaumburg “has been home to our U.S. headquar-
ters for more than 100 years,” he said.

Zurich employs approximately 2,500 people in the
Chicago suburb and also has an office in downtown
Chicago.

The company also announced recently that it is relo-
cating its Chicago office to a greener, more collabo-
rative work environment.

Bermuda's Gatalina Holdings
buys Alea Group Holdings

Hamilton, Bermuda-based runoff consolidator
Catalina Holdings (Bermuda) Ltd. has signed an
agreement to acquire Alea Group Holdings (Bermu-
da) Ltd. from FIN Acquisition Ltd., a subsidiary of
investment funds managed by affiliates of Fortress
Investment Group L.L.C.

Terms of the deal were not disclosed.

As of June 30, Alea had total assets of $540 million,
gross reserves of $270 million and a net asset value
of $103 million, Catalina said in a statement.

Alea, a property/casualty reinsurer, went into runoff
in 2005 and Fortress acquired it in 2007.

Catalina already acquired Alea’s U.K. operations,
Alea Holdings U.K., in 2009.

Wholesaler S.H. Smith merging
into Chicago's R-T Specialty

Hartford, Conn.-based S.H. Smith & Co. Inc. will
merge into R-T Specialty L.L.C., a unit of Ryan Spe-
cialty Group L.L.C., the Chicago-based company said.

Terms of the deal were not disclosed.

In a statement, Ryan Specialty said that S.H. Smith
is licensed in 50 states and works through a network
of more than 2,000 independent retail agents.

The company, formed in 1982 by President Scott
Smith, has more than 90 team members and manages
its business across four segments: professional and
management liability, commercial property/casualty,
in-house underwriting, and program business, accord-
ing to Ryan Specialty.

Mr. Smith’s “existing operations and experience will
become a basis for expanding (R-T Specialty’s) pres-
ence in the Northeast, as well as our binding author-
ity capabilities,” Patrick G. Ryan, chairman and CEO
of Ryan Specialty Group, said a statement.

“Combining our specialty services with (R-T Special-
ty’s) strong, national distribution model is a win-win
for clients everywhere,” Mr. Smith said in the state-
ment. “We are excited about the opportunity to join
our team with the fastest growing wholesale broker-
age in the country.”
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marketplace and

he National Association of
Professional Surplus Lines Offices
(NAPSLO) is a membership

organization of insurance brokers,
agents, underwriters and associates

NAPSLO

who are committed to the surplus lines
industry and the wholesale distribution
system. With headquarters in Kansas
City, Mo., NAPSLO has more than 700
member firms from 1,500 offices. Its
membership is made up of
approximately 62% wholesale brokers
and 21% companies/underwriters; the
remaining members are associates.
Founded in 1975, NAPSLO provides a
variety of valuable services to its
members.

What challenges and opportunities
does the excess and surplus lines
market face in the coming year?

Challenges for our industry include
adapting to the devastating effects of
catastrophes like Superstorm Sandy in
2012 and generating stable investment
returns in a recovering economy. Recent
analysis, including A.M. Best Co.’s
upcoming 2013 Special Report on U.S.
Surplus Lines, will show that the health
of the surplus lines market is stable with
no financially impaired surplus lines
companies in the last nine years.

Another challenge for the surplus
lines industry and those working in the
sector is to adapt to the pace of change.
The marketplace is constantly evolving,
and E&S professionals also have to
evolve to continually provide the best,
most innovative solutions. Fortunately,
that commitment to innovation also
creates opportunity. With projections of
continued growth for the surplus lines
market in the coming year, our

Kevin
Westrope is
president and
chief
executive
officer of
Westrope,
based in
Kansas City,
Mo., and also serves as the 2013-2014
president of the National Association of
Professional Surplus Lines Offices.
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Surplus Lines Market Report 2013

NAPSLO helps wholesalers adapt and respond to evolving
regulatory landscape

opportunity is to showcase our value in
solving complex insurance problems.

What benefit does a wholesaler
provide to the retail market?

Wholesalers are technical experts
that work in a very unique segment of
the insurance industry and offer retail
agents access to stable market capacity
in the nonadmitted market. Retail agents
- and their customers - look to
wholesalers to be specialists for
complex risks where retail agents might
not have expertise. That results in cost-
effective solutions for clients that are not
“one size fits all,” but instead are
skillfully tailored to meet specific needs
for nonstandard risks.

Wholesale brokers also streamline
the process for retail agents. The
relationship between wholesalers and
retailers is important because, in order
to maintain ongoing client relationships,
retail agents must be able to meet their
customers’ needs quickly and
knowledgeably. The customer wants
assurance that the agent can provide a
solution and trusts that it will be handled
with integrity. That's where wholesalers
add value to the equation. They
routinely deal in business that is

With the highest level of integrity and
professionalism, NAPSLO members offer
expertise, specialization and access in
niche markets, and are dedicated to
providing innovative and cost-effective
insurance solutions that don't fit in the
standard market.

What is NAPSLO'’s focus for the
future?

NAPSLO remains focused on
providing outstanding member
networking opportunities, career
development and education, and
regulatory and legislative advocacy. The
association will welcome a record
number of attendees to its 2013 annual
convention and continually works to
increase the value and relevance of its
networking events, and to expand its
professional development offerings.

NAPSLO'’s legislative advocacy will
continue to focus on the Nonadmitted
and Reinsurance Reform Act (NRRA).
The NRRA created a national framework
for uniformity and efficiency in surplus
lines regulation and taxation. Key
reforms intended by the NRRA are: fixing
the regulation and taxation of surplus
lines transactions in one state, the
“home state” of the insured,;

With projections of continued growth for the surplus lines
market in the coming year, our opportunity
Is to showcase our value in solving complex
insurance problems

complex and nuanced, and they
efficiently discern not only what needs to
be covered in a policy but also what is of
highest importance to the client. The
wholesaler is not just an aggregator, but
is an innovator and a solutions-oriented
problem solver.

What key attributes differentiate a
NAPSLO member in the surplus lines
marketplace?

Integrity and professionalism form the
foundation cornerstones of both the
association and its membership and
represent the core values clients can
expect from a NAPSLO member firm.
NAPSLO members, who must meet
specific criteria and adhere to a detailed
code of ethics, are guided by the
association’s founding promise to
conduct business in utmost good faith.

BUSINESS INSURANCE

establishing national uniform eligibility
standards for U.S.-based insurers writing
surplus lines insurance; prohibiting a
state from preventing a licensed surplus
lines broker from procuring insurance
from non-U.S.-based insurers included
on the NAIC Quarterly Listing of Alien
Insurers; and establishing a nationwide
definition of an exempt commercial
purchaser for whom a broker can access
the surplus lines market.

In the three years since its passage,
the NRRA'’s establishment of home state
regulation and taxation is greatly
improving and streamlining the
compliance process for our industry.
Rather than requirements for brokers
and carriers to make multiple filings, and
broker requirements to pay taxes in
multiple states for one transaction,
surplus lines transactions are now
governed by the home states of the

insured; one state regulates and taxes
the transaction, producing tremendous
efficiencies. NAPSLO’s work continues
to advocate for the complete and
uniform implementation of all reforms
intended by the NRRA, including home
state taxation, where surplus lines taxes
are calculated at the home state’s tax
rate on 100% of the premium and
retained 100% by the home state.

What other federal legislative issues
are on the horizon for the industry?

NARAB I

The U.S. House passed legislation earli-
er this month for the National Associa-
tion of Registered Agents and Brokers,
more commonly known as NARAB Il. The
Senate previously introduced the same
bill, but has not yet voted. NARAB Il will
establish a national clearinghouse as a
one-stop licensing system for agents
and brokers operating outside of their
home state. Agents and brokers will
apply for membership to the associa-
tion, agreeing to strict standards and
ethical requirements. NARAB Il will be
governed by a nonprofit board of state
insurance commissioners and industry
representatives with a goal of applying
licensing, continuing education and non-
resident insurance producer standards
on a multistate basis while preserving
the laws of individual states.

NAPSLO and its members have put
significant effort into advancing this
legislation because we believe it will
greatly increase the efficiency and
compliance in the licensing process for
members licensed in multiple states. It
supports a more competitive insurance



market and improves state insurance
regulation to the benefit of consumers.

National Flood Insurance
Program (NFIP)

Last April, NAPSLO’s team met with a
number of members of Congress
regarding the NFIP and the potential for
NAPSLO members to provide private
flood coverage options in accordance
with the Biggert-Waters Flood Insurance
Reform Act. The surplus lines industry
plays an important role in offering flood
coverage, both in placing primary and
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excess policies, and it is important for
insureds, banks and banking regulators
to understand nonadmitted carriers are
not prohibited from providing flood
coverage

on a primary or excess basis. In fact, the
nonadmitted market can provide broader
coverage for flood insurance beyond the
offerings of the current federalized
program. NAPSLO will continue its
advocacy on this to ensure NAPSLO
members are able to provide coverage
as allowed by law.

Terrorism Risk Insurance Act

Reauthorization (TRIA)

TRIA is up for reauthorization on Dec.
31, 2014, and is becoming a focus of
debate on the Hill this congressional
session. In general, we believe private-
market solutions should be exhausted
before government-sponsored programs
or residual markets are considered, and
governments should not provide
coverage options the private or open
market is able to address.

However, we believe the existing
program has been successful primarily
because it’s a tool for insurers to better

manage the risk of terrorism events and
provides some certainty to the industry
in offering private capital and solutions
to policyholders.

We support a thoughtful and thorough
review of TRIA with the goal of
maintaining or increasing opportunities
for capacity
and solutions in the private market. We
also believe it's important for Congress
1o take action sooner rather than later
since insurers are already issuing
policies with coverage periods beyond
the 2014 reauthorization date.

Executive Insights: Specialty Risks

Views on demand, market issues and tort costs

In what areas or lines of
business are you seeing the
strongest demand for

specialty insurance

solutions? And what might be the
next area of demand for specialty
solutions?

W. Todd Evans

Executive Vice President
Engle Martin &
Associates, Inc.

We are seeing an increased
demand for both property
and general liability
coverage in the contractors,
builders risk and inland
marine markets. As
construction begins to pick up with the uptick in
the economy, it affects a number of other
industries such as manufacturing, transportation
and a large number of labor trades.

As we become more dependent on technology,
there are large risks, both financial and
reputational, associated with the information that
is exposed. These cyber exposures, including
identity theft and data breaches, are creating a
major need for specialty insurance products for
those engaged in the collection, management,
and protection of huge amounts of personal data.

Mac Wesson
President & Chief
Operating Officer
U.S. Risk Insurance
Group Inc.

With the overall
commercial P&C market
continuing to show signs
of firming, we believe the demand for specialty
insurance products will strengthen in many
industry sectors. We have a significant presence

in the health care, energy, entertainment, staffing
and financial institution sectors, and we think
they will continue to grow. But we also see
emerging and growing demand for solutions to
cyber-related exposures, catastrophe-exposed
property risks and alternative energy production.

In addition to cyber-related exposures, we believe
the growing dependence on international
suppliers and distributors on the part of many
commercial insureds gives rise to a need for
more comprehensive global insurance protection.
While that exists today, it tends to be more
fragmented than it should be. We also believe
insurance coverage designed to protect the
environment will strengthen as the world
becomes less tolerant of events that endanger
our planet.

What issue do you expect
will have the greatest
impact on the specialty lines
insurance marketplace in the
next 12 to 18 months?

W. Todd Evans, Engle Martin & Associates Inc.:

There are a number of issues that could impact
the specialty lines insurance marketplace over
the next 12 to 18 months. First, the direction of
the global economy can have a large impact on
demand for specialty insurance products. Many
major global economies are still in states of
crisis. As these economies improve or get worse,
that can impact capacity and demand for
insurance products. Second, the extent of
catastrophic events over the next 12 to 18
months will no doubt impact the specialty lines
insurance marketplace. Third, the ever-increasing
regulatory environment of various insurance
marketplaces will affect how specialty products
are developed, delivered and priced. The
increased regulation can stifle creativity in the
marketplace, leading to more homogenous
insurance products. Finally, we continue to see
increased capacity from non-traditional markets.

For example, the Chinese insurance market is
now participating more in quota shares on large
property accounts.

Mac Wesson, U.S. Risk Insurance Group Inc.:

As businesses become more creative and
diverse in the products and services they
provide for an ever-changing world, the
exposures to loss that accompany that
diversity are often unique and require
specialized treatment. Specialty insurance
solutions are will be developed in the future
to keep pace. We believe this trend will fuel
growth in the specialty lines insurance
marketplace for the next 12 to 18 months
and beyond.

Tort costs in dollar terms
have remained relatively
stable since the mid-2000s,
after rising steadily for
decades. Do you expect that stability
to continue?

W. Todd Evans, Engle Martin & Associates Inc.:

Tort costs are likely to increase because
insurance carriers have been aggressive in
managing expenses of litigation in recent years,
which has offset some of the overall cost.
However, now the carriers have driven expenses
down as far as they can, so we would expect
overall tort costs to increase.

Mac Wesson, U.S. Risk Insurance Group Inc.:

In a word, yes. In the health care sector,
particularly, tort reform has made a significant
impact on keeping tort costs in check. As the
political and regulatory winds of change come and
go as they always do, certain elements of our
society may become plaintiffs’ targets, but overall
tort costs look to remain fairly stable in the near
and long term.
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Engle Martin & Associates, Inc.

www.englemartin.com

Whether the scene is a parking lot, an apartment building or
a hotel, a premises negligent security claim can never be tak-
en lightly. “Property owners or insurance carriers who face
premises negligent security claims should be prepared to com-
plete a thorough investigation when an incident occurs,”
explains Bill O'Connell, National Casualty Manager at Engle
Martin & Associates Inc., a leading national independent loss
adjusting and claims management provider based in Atlanta.

According to 25-year claims veteran O’Connell, the most
common premises negligent security cases are filed against
malls, hotels, motels, apartment/condominium complexes,
schools and casinos, but there are many venues where this
type of claim can arise. Engle Martin's staff of liability
adjusters, who cover 46 states, are experienced claim profes-
sionals trained to identify the key elements of a quality, thor-
ough premises negligent investigation.

“Our expertise coupled with years of working with defense
attorneys, allows us to deliver the information necessary to
resolve the matter at hand, whether it be via the right settle-
ment or defense,” said O’Connell. “And that only comes
through experience and extensive professional training. When
these claims get litigated, judges and juries are looking to
determine what danger could ‘reasonably’ have been foreseen
and, thus, avoided,” he added. “But in many cases, this is a
vague standard and potential claim payers need to rely on
experienced adjusters and investigators to help them mount a
strong defense.”

“Engle Martin’s
focus is getting
adjusters on
location quickly.”

Bill 0’Connell

National Casualty Manager
Engle Martin &

Associates, Inc.

“Engle Martin’s focus - and what we believe to be our main
differentiator in the industry - is getting our adjusters on loca-
tion quickly,” says O’Connell. “We work diligently to uncover
any and every possible detail that can be used to properly eval-
uate each claim and make the right decision as quickly as pos-
sible.” Engle Martin’s process is to ensure that clients have a
reliable partner and quick reporting mechanism in place.

“We have a strong recurring client base,” 0’Connell said.
“Times change and people come and go, but the vast majority
of our client relationships are long-term because they recog-
nize the value of our approach. That speaks volumes about our
people, track record and history.”

EM

ENGLE MARTIN &
ASSOCIATES, INC.

Adjusters & Claims Administrators

AT A GLANCE:

Engle Martin & Associates, Inc. is a
leading national independent loss
adjusting and claims management
provider. Privately held and owner
operated, the firm delivers a
comprehensive line of service offerings
including commercial property, casualty,
inland marine/cargo, heavy equipment
and large loss adjusting, as well as
TPA/claims management and
subrogation services.

Engle Martin’s team of insurance
professionals has an unparalleled
understanding of the complexities of risk
and the innate ability to effectively
control and manage the claims process
through technical expertise, timely
communication, and comprehensive loss
reporting.

For more information, please visit our
website at www.englemartin.com or
contact W. Todd Evans, Executive Vice
President, at 800.818.5619 or
tevans@englemartin.com.

LM

ENGLE MARTIN &
ASSOCIATES, INC,

Adjusters & Claims Administrators

People You Know. Service You Trust.

As a Senior Casualty Adjuster, John Stachura has managed
losses involving premises liability, construction defects,
products liability, and liquor liability. With over twenty
years of claims adjusting experience, John not only has
an advanced technical skillset, but also recognizes the
sensitive nature that can surround a casualty claim.

“My daddy helps
people when they
fall down stairs.”

Zoe
Age 8

Engle Martin's national casualty team manages claims for a
variety of insurers that write risks in business sectors such
as multi-family housing, construction, entertainment, retail,
hospitality, and commercial buildings.

For more information about Engle Martin casualty
adjusting services, please call 800.818.5619 or email
marketing@englemartin.com.

Daughter of
John Stachura,
Senior Casualty Adjuster

www.englemartin.com | 800.818.5619
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Klein Insurance Services Inc.

WWW.KIS-HOSPITALITY.COM

Risk selection is the key to profitable underwriting, and a key
factor in Klein Insurance Services' success. You can't begin to
offer a quote until you've thoroughly underwritten the risk, in
partnership with your producer. At KIS, we have classified
hotels into three tiers, and write only tier 1 and 2 hotels. These
hotels have a small footprint that minimizes the trip and fall
exposure. Most of these hotels are located in upscale urban
neighborhoods, which makes them preferred property risks.
Tier 1 hotels qualify for our best rates.

Tier 1 criteria:

® Newly constructed hotels or hotels that have been totally
renovated within 5 years

® Boutique or 4 and 5 star franchised hotel

® Full service

® Hands on management and property owner involved in
daily operations

@ Trip advisor rating 4 stars or higher

Tier 2 criteria:

® 25 years or newer

@® Business travel and airport hotels

@ Franchised limited service and select service hotels

@ More third party management

@® Trip advisor rating 3-4 stars
What differentiates or distinguishes a program from institu-

tionalized underwriting starts with our producer relationship.

Our producers enjoy a close working relationship with their

“KIS has become the
""go to'" market for
brokers that specialize
in hotels”

Scott Klein
President

clients and understand the coverage needed by hotels. KIS
provides the underwriting expertise, and together we work
toward a successful placement. Included is our level of service
that far exceeds that of standard carriers, who more often
merely generate a quote from an application. At KIS, we under-
write the risk first to determine a competitive premium that our
producer can sell.

The institutionalized approach of “one rating schedule fits
all” practiced by major carriers, has unintentionally co-mingled
the exceptionally good risk with the exceptionally bad risk.
This has resulted in tier 2 risks getting tier 1 rates that aren't
warranted. Our underwriting expertise enables us to price the
superior accounts at the best available rates, while achieving
stable underwriting results for our carriers, and market stability
to our brokers. This is why KIS has become the "go to"
market for brokers that specialize in hotels.

KLEIN INSURANCE SERVICES INC.

AT A GLANCE:

KIS offers comprehensive property and
casualty insurance programs for the
hospitality industry. Our philosophy is
to provide service that exceeds
expectations. Our staff provides prompt
and efficient service and professional
proposals. Our program is underwritten
by AM Best (A) rated carriers insuring
superior financial strength & reliable
coverage.

Property & Casualty: Targets midscale
and upscale hotels and motels that are
well maintained, well managed and
profitable, consistent with our
underwriting guidelines.

Umbrella Programs: Apartments, COAs
& HOAs, Commercial Real Estate, Time
Shares, Hotels and Resorts.

Workers Compensation: KIS has
relationships with several Workers
Compensation providers who specialize
in the Hospitality industry. We offer
in-house quoting with multiple carriers
for most hospitality accounts.

For more information visit www.KIS-
hospitality.com or call Scott Klein
at 973-509-0080 x 511

TIRED OF WAITING FOR YOUR QUOTES?
KLEIN INSURANCE SERVICES, INC.

77 Golll Stodisd fou 6 Tossavice

Program administrator for franchised hotels & boutique hotels and resorts

Custom coverage tailored to large urban hotels and resorts

$25,000 minimum premium

Loss Control Services

Property limits up to $100m per building

Experts in the hospitality business Umbrella limits up to $100m

FOR MORE INFORMATION CONTACT:
SCOTT KLEIN AT (973)509-0080 X 511
OR SCOTTK@KIS-HOSPITALITY.COM
VISIT WWW.KIS-HOSPITALITY.COM
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U.S. Risk Insurance Group, Inc.

www.usrisk.com

U.S. Risk Focuses on Growth

The leadership at U.S. Risk Insurance Group, Inc. sees a
wealth of opportunity on the horizon. After several years of
challenging market conditions and significant consolidation
in the wholesale insurance distribution segment, U.S. Risk
remains strong, independent and focused on growth.

“Our strategy for growth has endured the test of time. We
continue to seek out and retain the highest caliber of tal-
ent available to be a part of our team. We strive to do busi-
ness with producing agents and carrier partners that share
our vision of excellence. We never take for granted a single
opportunity to deliver on our promise to be the best,” said
Chairman and CEO Randall Goss.

U.S. Risk offers a balanced approach to products and
services within the wholesale insurance space. Domesti-
cally, roughly half of its premium volume is derived from its
transactional brokerage division, U.S. Risk Brokers, Inc.,
while the other half is from its specialty programs and MGA
contract binding division, U.S. Risk Underwriters, Inc. U.S.
Risk Brokers, Inc. currently represents 125 carriers offer-
ing solutions in all lines of business, including property,
casualty, transportation, professional liability and workers
compensation. U.S. Risk Underwriters, Inc. offers special-
ty underwriting programs for lawyers, architects & engi-
neers, healthcare, social services, staffing / PEQ’s, enter-
tainment, valet parking operators and energy risks, as well

U.S. Risk corporate headquarters in Dallas, TX

as for financial institutions and a broad array of miscella-
neous professional liability and commercial property and
casualty risks.

U.S. Risk also has a significant international presence
due to its two London based brokerage operations, Oxford
Insurance Brokers, Ltd. and James Hampden International
Insurance Brokers, Ltd. In addition, U.S. Risk has an own-
ership interest in a relatively new but highly successful rein-
surance intermediary, Advocate Reinsurance Partners,
LLC.

“Our goals for the future are clear and executable...grow,
innovate and prosper,” according to President and COO,
Mac Wesson, “and that’s what we intend to do.”

€ U.S. Risk

AT A GLANCE:
WHO WE ARE:

U. S. Risk Insurance Group, Inc.
(www.usrisk.com) is a specialty lines
underwriting manager and wholesale broker
headquartered in Dallas Texas. Operating 16
domestic and international branches, a broad
range of products and services are offered
through its affiliate companies which include;
U.S. Risk Underwriters, U.S. Risk Brokers, U.S.
Risk Financial Services, Unisource Program
Administrators, Advocate Reinsurance
Partners, LLC, Oxford Insurance Brokers, Ltd.
(UK), James Hampden International
Insurance Brokers Ltd. (UK), and Abraxas
Insurance A.G. (Zurich).

WHAT WE DO:

U.S. Risk’s diverse capabilities allow us to
serve a broad clientele. We have the ability to
offer the following services:

Specialty Underwriting Programs
Wholesale Brokerage

MGA Binding Authorities
Accredited Lloyd’s Broker
Reinsurance Intermediary

CONTACT:

For more information about U.S. Risk
please contact:

Randall Goss or Mac Wesson
Toll Free: (800) 232-5830
www.usrisk.com

& U.S. Risk Insurance Group, Inc.

“A World of Markets Within Your Reach”

Auto

Aviation
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down the road.

Such differentiation will be nec-
essary for insurers to cover and
mitigate risks for customers,
including software and aerospace
firms, as the United States trans-
forms into a “knowledge econo-
my,” Mr. Schimek said.

“I’'d say probably none of us is in
a place where we’re ready to be
able to handle the changing needs
and, quite frankly, the opportuni-
ties that will exist coming out of
where the United States will be
by 2050,” Mr. Schimek said of the
industry.

Malcolm Randles, London-based
underwriter of enterprise risks for
R.J. Kiln & Co. Ltd., a Lloyd’s of
London syndicate, addressed the
growth of cyber risks in a separate
presentation.

In his speech, Mr. Randles said
companies are creating “dossiers”
of consumers that track their
spending habits and identifying
information. While such informa-
tion can be targeted by hackers, he
said a growing threat is the acci-
dental loss of consumer data
through human error or negli-
gence.

That includes instances in which
company employees have lost com-
puters with sensitive data while
falling asleep on public transit, or a
case in which an insurer sold filing
cabinets without removing thou-
sands of medical records, he said.

“Forensically, this has become a
huge part of what is driving the
need for data insurance,” Mr. Ran-
dles said.

General liability insurers are not
willing to cover costs for cyber
risks and lawsuits that result from
data breaches, Mr. Randles said.

He cited a case in which St.

Louis-based grocery chain
Schnuck Markets Inc. had a data
breach, resulting in 2.4 million
credit and debit card records being
compromised between December
2012 and March of this year.

Liberty Mutual Insurance Co.
sued Schnuck in U.S. District
Court in St. Louis in August to pre-
vent its excess commercial gener-
al liability policy from being used
to cover eight class-action lawsuits
that have been filed against
Schnuck by customers. That suit is
still pending.

“General liability carriers ... are
not prepared to pay the first-party
costs” that result from data
breaches, Mr. Randles said.

In another conference session,
Florida State University President
Eric J. Barron provided details on
the Tallahassee, Fla.-based
school’s initiative to further estab-
lish itself as a leader in risk man-
agement studies.

The university launched “The
Risk Initiative” campaign last year
after its business college received
a $5 million gift from the National
Alliance for Insurance Education
& Research and William T. Hold,
president and co-founder of the
alliance.

The campaign will be used as
part of an overall initiative to cre-
ate a more entrepreneurial culture
at Florida State, Mr. Barron said.
That will include investing in the
development of new modeling,
prediction and simulation tech-
nologies that can be used across
various industries, including law
and medicine.

“Each one of these fields has an
element of risk for which we have
the capability to do a better job of
forecasting,” Mr. Barron said.

About 400 people attended this
year’s Entrepreneurial Insurance
Symposium. Next year’s confer-
ence is set to be held Sept. 9-10 in
Dallas.

HRA

Continued from page 3

or to cover other health care
expenses.

“This guidance allows employers
to take such an approach,” Mr.
Stover said.

Implementing such a retiree
health care plan design would be
complex. Employers would have to
establish and communicate the
approach so retirees could deter-
mine whether they would qualify
for a federal premium subsidy
based on their income.

“This would require a significant
employer effort,” said Derek Guy-
ton, a partner with Mercer L.L.C.
in Chicago.

Also, some employers might be
reluctant to set up and contribute
to higher-income retirees’ HRAs,
said Gretchen Young, senior vice
president of health care policy for
the ERISA Industry Committee in
Washington.

Other employers might wait to
make any changes until they know
the premiums insurers will charge

HEAR
INTERVIEW

Access Business
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interactive digi-

tal edition to
hear Buck Consultants L.L.C. prin-
cipal Rich Stover discuss how
recent health care reform law reg-
ulatory guidance could ease the
way for employers to jettison
increasingly unaffordable health
care plans offered to pre-Medicare
eligible retirees.

for coverage offered in the
exchanges, Mr. Guyton said.

The regulatory guidance also
makes clear that employee assis-
tance plans will not be considered
minimum essential coverage. This
benefits certain employees, such
as part-time workers who are
automatically covered in EAPs,
but are not eligible for their
employers’ health plans.

Had EAPs been considered to
provide minimum essential cover-
age, participants would have lost
eligibility for premium subsidies to
purchase exchange coverage.
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Street said. The recent flooding in
areas of Central Europe likely will
result in “some adjustments to
pricing,” though it remains to be
seen how big those increases will
be, he said.

Pricing outcomes at the Jan. 1
renewals likely will “remain frag-
mented,” Mr. Street said.

The market for treaty
property/casualty reinsurance
remains fragmented around the
world, with factors such as losses
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and third-party capital affecting
rate increase or decreases, said
Victor Peignet, CEO of Paris-based
Scor Global P&C.

He said that overall for Scor’s
portfolio, the Jan. 1 renewals will
be flat.

It is, however, difficult to talk
about the market in general, said
Denis Kessler, CEO of Scor S.E.,
because it is so fragmented.

Rates for U.S. property catastro-
phe business fell at the midyear
renewals, said Ulrich Wallin, CEO
of Hannover Re S.E., though he
noted that, in his company’s view,
those rates still were “commensu-
rate with the risks.”

“The markets are quite different
in different areas,” Mr. Wallin said.

Floods in Canada and areas of
Central Europe likely will have a
stabilizing effect on rates there, he
said, but the continued low-inter-
est-rate environment and its effect
onreinsurers’ investment returns
likely will, among other factors,
contribute to a disciplined — and
overall stable — market at the Jan.
1renewals.

The absence of major losses in
the aviation market likely means
rates for that sector will remain
flat or fall slightly, said Jurgen
Graber, a member of Hannover
Re’s executive board.

While there have been no major
marine losses in 2013, the contin-
ued aftereffects of the $1 billion
loss of the Costa Concordia cruise
liner that sank last January and
Superstorm Sandy last October
likely means marine reinsurance
rates will continue to harden, in
particular for excess-of-loss cover-
age, Mr. Graber said.

For Japanese business, the
tsunami in 2011, coupled with
floods in Thailand and earth-
quakes in New Zealand, mean that
rates remain stable, said André
Arrago, a member of the executive
board of Hannover Re.

Overall, rates at the Jan. 1
renewals likely will be flat, said
Matthias Weber, group chief
underwriting officer of Swiss Re
Ltd.

Swiss Re thinks that demand for
natural catastrophe coverage will
continue to increase and that —
although rates will decrease in
the short term partly because of
the influence of third-party capi-
tal — overall rates for those cov-
ers likely will stabilize in 2014, he
said.

Rates for U.S. liability coverage
likely will start to harden, partly
because of economic conditions
and a slowdown in companies’
reserve releases, he said.

Rates for other lines of business
likely will remain stable, he said.

Rates probably will fall for those
areas of the reinsurance market
where alternative capital partici-
pates, such as catastrophe and
retrocession business, said John
Berger, CEO of Third Point Rein-
surance Ltd. It remains to be seen
whether that capital diversifies
into other areas of business, he
said.

It is possible that traditional rein-
surers will redeploy capital into
other lines of business, thereby
increasing competition in those
segments and putting downward
pressure on rates, said Torsten
Jeworrek, a board member of
Munich Reinsurance Co.
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“The growth of convengence capital has been Steady
and sustained and we expect that to continue.”

David Priebe, Guy Carpenter & Co. L.L.C

CAPITAL

Continued from page 4

a gradual but fundamental trans-
formation with the influx of non-
traditional capacity, said Tony
Ursano, CEO of Willis Capital Mar-
kets & Advisory in New York.

“The asset class has been legit-
imized,” he said, and more capital
is likely to flow into the industry.
Willis predicts that by 2020, $150
billion in capital could be allocated
to the reinsurance class, especially
as new products are developed, he
said.

“We are now in a post-conver-
gence market,” said Bryon
Ehrhart, chairman of Aon Benfield
Analytics.

Rather than being a competitive
threat to reinsurers, that capital
will become part of traditional rein-
surers’ business models, he pre-
dicted, as they sponsor catastrophe
bonds and sidecars and start to
explore ways to include casualty
risks in such mechanisms.

“The growth of convergence cap-
ital has been steady and sustained
and we expect that to continue,”
said David Priebe, a vice chairman
at reinsurance broker Guy Car-
penter & Co. L.L.C.

The growth in the catastrophe
bond area has been particularly
significant and Guy Carpenter
forecasts that cat bond issuance
will exceed $7 billion — a record
level — this year.

“When the ducks are quacking,
feed the ducks,” said Willis” Mr.
Ursano, who noted that there is
high demand for catastrophe
bonds currently.

While some of this capital may
leave the market when returns
elsewhere increase, investors
have gained confidence in reinsur-

ance as an asset class, and invest-
ment from pension funds and oth-
ers is sustainable, Mr. Priebe said.

“That is good news for reinsur-
ance buyers,” he said.

Besides the effect such capital
has had on pushing down rates
offered by traditional reinsurers,
the new capacity gives reinsur-
ance buyers added choice, Mr.
Priebe said.

He said, however, that the cover-
age offered by convergence capital
is not identical to traditional treaty
reinsurance products, so buyers
need to take advice from their bro-
kers.

Currently, convergence capital
largely is concentrated on a sin-
gle peril — U.S. property catastro-
phe risk — and it will be interest-
ing to see where nontraditional
capital providers “go next,” said
Matthew Paskin, executive direc-
tor of group underwriting at
Hamilton, Bermuda-based Catlin
Group Ltd.

Nontraditional reinsurance cap-
ital providers likely will align
themselves with companies with
traditional reinsurance expertise
to offer different types of coverage,
Mr. Paskin said.

Capital has to be deployed, which
likely will necessitate the design of
products in business lines other
than property catastrophe, said
Daniel W. Gerber, a partner at law
firm Goldberg Segalla L.L.P. in
New York.

Additionally, there is a great deal
of research and development tak-
ing place to find lines of business
aside from property catastrophe
that might be suited for invest-
ment by nontraditional capital
providers, Willis’ Mr. Ursano said.

There is interest in classes such
as auto reinsurance, directors and
officers liability, and workers com-
pensation coverage, among others.

SARAH VEYSEY
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expectation that the law will
aggravate an already existing doc-
tor shortage.

“We have a shortage right now
and it is only going to grow more
and more significant,” said Chris-
tiane A. Mitchell, director of feder-
al affairs in Washington for the
Association of American Medical
Colleges.

The shortage is driven by baby
boomers rapidly needing more
medical care, including greater
attention from specialists such as
orthopedic doctors, she said.

Simultaneously, one in three doc-
tors practicing is 60 or older. They
are reaching retirement age with-
out an adequate pipeline of new
doctors to replace them, Ms.
Mitchell said. Under the health
care reform law, more people will
have access to health care, many
seeking treatment for illnesses
previously untreated.

The Congressional Budget Office
estimated in a March 2012 report
the health care reform law will
increase the number of nonelderly
people with health insurance by
about 30 million in 2016 and

Meanwhile, the association
expects the United States will
experience a shortage of 91,000
doctors by 2020, split evenly
between specialist and primary
care physicians.

“What having a shortage means
is that people will have to wait
longer for an appointment or peo-
ple may have to travel farther for
an appointment,” Ms. Mitchell
said.

Yet workers comp and employee
absence professionals have for
years advocated the importance of
getting injured or ill employees
attention early to reduce claims
durations and time away from
work.

“A primary concern (for employ-
ers) is going to be timely access to
care, particularly when you are
talking about workers comp or
short-term disability on the
(nonoccupational) side,” said Pat
Purdy, Simsbury, Conn.-based vice
president of core benefits solutions
for Pacific Resources Benefits
Advisors L.L.C.

She expects slight delays in each
step of the medical care process,
such as in getting an initial doctor
appointment followed by delays in
subsequent care.

“There might be slight delays in
all parts of the process, but if you
have slight delays in every part of

the process, are you increasing the
average absence or the average
duration of that disability?” Ms.
Purdy asked rhetorically.

There are also potential costs for
injured employees, said Bruce
Hockman, executive vice presi-
dent and workers comp practice
leader in Philadelphia for Towers
Watson & Co.

“We need to get (injured work-
ers) diagnosed quickly and treat-
ed quickly and returned to work as
quickly as possible or the cost of
the system will grow more than
anybody cares for it to,” Mr. Hock-
man said.

There may be other implications
as well. For instance, companies
providing employers and insur-
ers with medical provider net-
works may find fewer physicians
with which to contract.

Although the health care reform
law’s effect remains somewhat
speculative, “monoline” provider
network companies specializing in
workers comp could be particular-
ly susceptible to a doctor shortage,
a network provider expert who
asked not to be identified said.

Already, employment recruiters
report that it is more challenging
for physician groups with which
network companies contract to
find new doctors to hire, Ms.
Mitchell said.

beyond.
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intended temporary program that
has outlived its usefulness. It was
enacted the year after the Sept. 11,
2001, terrorist attacks to help the
insurance industry shoulder major
losses again from terrorism-relat-
ed disasters.

Significantly, the chairman of the
House Financial Services Commit-
tee also expressed concerns about
the program during last week’s
hearing.

“Has the 11 years (after enact-
ment of TRIA) allowed the insur-
ance industry to successfully
model and to provide products for
terrorism coverage without tax-
payer support, or has TRIA pre-
vented it?” Rep. Jeb Hensarling, R-
Texas, said.

“It would probably come as no
surprise to anyone that if we posit
that private insurance companies
are incapable of modeling this risk,
how can we be convinced that the
federal government is any better,
as our National Flood Insurance
Program is under water, pun
intended.”

Citing the national debt, Social
Security and Medicare, “the gov-
ernment has not done a particular-
ly good job,” Rep. Hensarling said.
“That, ladies and gentlemen, rep-
resents a man-made disaster. And
it will certainly color my opinion
on this matter. I have an open
mind. It is not an empty mind. It
remains a skeptical mind.”

Without the backstop, many
workers compensation insurers,
which are required by law to cover
terrorism exposures, would be

hurt, Rep. Mike Grimm, R-N.Y.
said. He’s a sponsor of one of the
extension bills.

Insurance industry executives
strongly defended the program.

“It’s the elusive nature of terror-
ism that underscores the continu-
ing need for the (public/private)
partnership,” said Eric Smith,
Armonk, N.Y.-based president and
CEO of Swiss Re Americas. “TRIA
has proven effective in balancing
the challenges of terrorism risk,
national security and economic
stability.”

“Buyers across the country want
this coverage,” said Peter Beshar,
executive vice president and gen-
eral counsel of Marsh & McLennan
Cos. Inc. He recommended that the
program be expanded to cover
new exposures such as cyber
risks.

A third industry supporter, Jan-
ice Abraham, president and CEO
of Chevy Chase, Md.-based United
Educators Insurance, a risk reten-
tion group, said the issue is not an
urban or rural one, with school
campuses or major public events
potential terrorist targets. Indeed,
after the Boston Marathon bomb-
ings Killed three people in April,
supporters used the tragedy as a
touchstone to urge extension of
the terrorism backstop.

But Steve Ellis, vice president of
Washington-based Taxpayers for
Common Sense, opposed extend-
ing the terrorism backstop.

“A dozen years after the tragic
events of 9/11, the terrorism mar-
ketplace has settled to the extent
that it is past time for the govern-
ment to step aside and let the pri-
vate sector handle the portfolio,”
he said, arguing that any further
extension should be temporary.

The House committee hearing
came days after the libertarian
Cato Institute issued a report call-
ing the terrorism backstop “corpo-
rate welfare” and urged that it not
be extended beyond next year.

The Chicago-based Property
Casualty Insurers Association of
America countered days later with
a poll showing most U.S. residents
support the backstop.

In a statement after the commit-
tee hearing, PCI Senior Vice Pres-
ident Nat Wienecke said, “Having
a federal terrorism insurance plan
in place prior to another catas-
trophic terrorism event is critical
to protecting America’s economic
resiliency.”

Other insurer groups weighed in
defending the program.

American Insurance Association
President and CEO Leigh Ann
Pusey said the Washington-based
ATA “will be working in the
months ahead to achieve broad
bipartisan support for reauthoriza-
tion of this vital program.”

She said the “program requires
insurers to meet significant
deductibles and includes a manda-
tory recoupment provision for any
federal dollars expended on losses
up to $27.5 billion. In addition,
insurers are required to absorb 15
cents of every additional dollar of
insured losses beyond their indi-
vidual deductibles up to the pro-
gram’s $100 billion cap.”

“For over a decade, the risk-shar-
ing mechanism created by TRIA
has ensured our national and eco-
nomic security at virtually no cost
to the taxpayers,” said Jimi
Grande, senior vice president in
the Washington office of the
National Association of Mutual
Insurance Cos.
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standing — accounted for 134,580
injuries involving days away from
work in 2011, according to the lat-
est data from the U.S. Bureau of
Labor Statistics. Such accidents
also resulted in 108 worker deaths
in 2012 and 111 deaths in 2011, the
data showed.

Slips and falls are a prominent
cause of concern for employers,
said Jennifer Bell, Morgantown,
W.Va.-based research epidemiolo-
gist with the National Institute for
Occupational Safety and Health, a
division of the U.S. Centers for Dis-
ease Control and Prevention. “The
fact that businesses often reach out
to us and ask for help with their
slip and fall problems is an indica-
tor that companies in a variety of
industries are interested in ways to
reduce this type of injury,” said Ms.
Bell, who noted that slips and falls
were the leading cause of lost-time
injuries in the finance and insur-
ance sector in 2011.

Meanwhile, the cost of such inci-
dents is significant, according to
data from Liberty Mutual. Falls on
the same level represented $8.61
billion in workers comp costs in
2010, the insurer said in its 2012
Workplace Safety Index.

The number of same-level falls
increased by 42.3% from 1998 to
2010, the largest increase of any
accident type during that time,
according to Liberty Mutual. Bod-
ily reaction accidents — which
include injuries caused by slipping
or tripping without falling — saw
the second largest increase of
17.6% during that period.

Liberty’s Mr. Maynard said
employers have implemented
effective safety measures to deal
with workplace slips and falls.
That includes placing floor mats to
help workers track moisture off
their shoes when entering a foyer
with smooth floors, or cleaning
spilled liquids.

Those precautions have prevent-
ed many accidents, Mr. Maynard
said. However, he said he strongly
believes fall prevention will remain
at a plateau until employers work

with design professionals to create
buildings that are ergonomically
friendly and equipped with safer
walking surfaces.

“I think we’re getting better, but
I would like to see this become
more prevalent and more common
in the architect community that
they look to slip and fall preven-
tion,” said Mr. Maynard, who
noted that such design considera-
tions were used for a new Liberty
Mutual office building that recent-
ly was constructed in Boston.

While designers typically follow
building codes and industry stan-
dards for slip-resistant flooring,
such protocols don’t necessarily
account for everyday wear and tear
of floors, or how such surfaces are
affected by liquids, debris or con-
taminants, said Keith Vidal, presi-
dent of St. Louis-based safety con-
sulting firm Vidal Engineering L.C.

He and other experts note that
marble and other smooth flooring
materials qualify as being slip-
resistant when dry.

“People love to throw in floors
that are beautiful,” Mr. Vidal said.
“But they’re ... hard, smooth floors

that, once they get wet, pose a seri-
ous threat of people falling on
them.”

Additionally, floor mats intended
to mitigate risks after a building
has been designed can sometimes
develop curled edges or bumps
that trip people, Mr. Vidal said.

Ergonomic building design is a
key component of reducing slips
and falls in the future, Mr. Vidal
said. “Our priorities are essential-
ly to design out the problem, if we
can design it out,” he said.

NIOSH launched a Prevention
Through Design initiative a few
years ago to address ways that
architects and engineers can get
involved to create safer work-
places. Bureau Veritas’ Ms. Heidel,
who previously worked at NIOSH
and helped develop the prevention
initiative, said the agency has
worked to create greater under-
standing between safety and
design professionals.

That includes a push to train
engineering and architecture stu-
dents early in their college educa-
tions about safety and ergonomic
considerations, Ms. Heidel said.

Experts say employers can take
several steps to reduce slips and
falls outside of changing their
building designs. NIOSH’s Ms. Bell
recommends that companies
review their workers comp claims
and injury records to look for
workplace slip and fall trends that
can be targeted for intervention.

Mr. Maynard and Mr. Vidal note
that flooring treatments and coat-
ings can increase the abrasiveness
of marble and other smooth floor-
ing materials, making them more
slip-resistant. And they note that
companies can look to buy high-
quality mats that remove water
and dirt from shoes without creat-
ing walking hazards.

The cost of replacing floors that
create slipping hazards can be sig-
nificant for companies, experts
note. Still, they say such strategies
could be worth the money saved in
workers comp liabilities.

“To replace a floor, especially in
entrance ways where these prob-
lems typically occur ... can be rel-
atively inexpensive compared to
the expense of going through liti-
gation,” Mr. Vidal said.

SHOOTING

Continued from page 1

Navy property.

Mr. Alexis, a temporary employee of a
defense contractor with a high-level securi-
ty clearance, reportedly had shown signs of
possible mental illness but apparently did
not receive psychiatric treatment. He had
been arrested in Fort Worth, Texas, in
September 2010 on a misdemeanor gun
charge and in Seattle in 2004 for malicious
mischief, but was not convicted on either
charge. And he had a poor disciplinary
record in the Navy, but received an honor-
able discharge in 2011.

Experts say employers often face the
dilemma of weighing the possible danger of
hiring employees with mental health or legal
problems against the risk of running afoul
of anti-discrimination laws and the U.S.
Equal Employment Opportunity Commis-
sion’s criminal background check policy.
The EEOC would permit employers to reject
applicants only in certain cases when there
has been a conviction.

“There is a balancing act with regard to
that need to know and policy restrictions
and consumers’ rights,” said Judy Gootkind,
chairman of the Morrisville, N.C.-based
National Association of Professional Back-
ground Screeners.

“Arrest records have restrictions,” said
Ms. Gootkind, who also is vice president of
finance and administration at employment
screening specialist Creative Services Inc.
in Mansfield, Mass. “We really can only
report when there is a conviction. That’s a
key, and I think in this case, some of (Mr.
Alexis’) situations did not result in a convic-
tion, so they may not have been deemed
reportable.”

In addition, health-related and mental
health-related information “is always to be
kept confidential,” said Tracy Knippenburg
Gillis, global reputational risk and crisis
management practice leader at Marsh Risk
Consulting in New York. “So it does create
a natural restriction ... of how much infor-
mation is shared and with whom.”

Despite the restrictions, many expect
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Military personnel entering the Washington Navy Yard have their identification checked after

last week’s mass shooting.

employers to be “sort of minders of the
gate,” which is a “pretty steep burden,” said
Michael W. Fox, a shareholder with Ogle-
tree, Deakins, Nash, Smoak & Stewart P.C.
in Austin, Texas.

Mr. Alexis had worked for The Experts
Inc., a Florida subcontractor to a unit of Palo,
Alto, Calif.-based Hewlett-Packard Co. that
was hired to refresh computer equipment
used on the Navy Marine Corps intranet.

HP said in a statement that it is “cooper-
ating fully with law enforcement.”

The Experts said Mr. Alexis had been
employed about six months by the firm, dur-
ing which a service performed two back-
ground checks and twice confirmed his gov-
ernment clearance with the U.S. Depart-
ment of Defense. The latest checks in June
“revealed no issues other than one minor
traffic violation,” the Fort Lauderdale, Fla.-
based company said in the statement.

“The consumer reporting agency (that per-
formed the background check) may have
done exactly what they should have done ...
and it may have been a case of the reporting
agency being constrained by certain restric-

BUSINESS INSURANCE

tions,” Ms. Gootkind said.

“Companies need to do thorough back-
ground checks for people that they hire, par-
ticularly for contractors,” said W. Barry
Nixon, executive director of the National
Institute for the Prevention of Workplace
Violence Inc. in Lake Forest, Calif. “That’s
often a hole for many companies: They
screen their employees, but they don’t
screen their contractors’ (employees).”

Rick Shaw, CEO of Awareity Inc., a Lin-
coln, Neb.-based provider of threat assess-
ment, management and prevention solu-
tions, said, “Certainly, background checks
are huge.” But that information too often is
“siloed” among different groups collecting
individuals’ background information, lead-
ing to failures to make connections that
might have revealed risks to employers or
government agencies.

There is no doubt the Navy Yard shootings
will prompt lawsuits, legal experts say.

“Victims and families of victims will be
looking to see whether his employer was
negligent in hiring and allowing him access
to the Navy Yard,” said Martha J. Zackin, a

partner with Bello Black & Welsh L.L.P. in
Boston.

But the issue of federal government immu-
nity from liability might arise.

Employers of Mr. Alexis could be found
liable if it is determined his actions were
foreseeable, said David Shlansky, managing
partner at the Shlansky Law Group L.L.C. in
Waltham, Mass.

But Robin E. Shea, a partner with Con-
stangy, Brooks & Smith L.L.P. in Winston-
Salem, N.C., said, “I’'m not sure, from our
current state of the law, anything could
have been done” to prevent the incident or
to keep him from working at the Navy Yard.

“This may very well turn out to be just an
unfortunate turn of events where this could
not have been prevented by any of the
means we have now,” said Richard B.
Cohen, a partner at Fox Rothschild L.L.P. in
New York.

Given the EEOC’s criminal background
check policy, employers “don’t really have
an option” to not hire employees with gun-
related issues if there is no conviction, said
Diana Hoover, a partner with law firm
Hoover Kernell L.L.P. in Houston.

When employers deal with an employee
they think might be mentally unstable, it
“raises the specter of a potential disability
discrimination problem,” said Jonathan T.
Hyman, a partner with Kohrman Jackson &
Krantz P.L.L. in Cleveland. But as more
workplace shootings occur, a “sliding scale”
moves toward providing employers with
justification to act when they perceive a
threat, he said.

Thomas Servodidio, a partner with Duane
Morris L.L.P. in Philadelphia, said one option
for employers is to conduct a thorough
investigation under the Fair Credit Report-
ing Act, although it requires the individual’s
consent.

Ms. Gillis said that each employer needs
to decide the appropriate level of security
balanced with making employees comfort-
able in reporting concerns about a co-work-
er’s behavior, and what a human resources
professional should do with the information.

“It’s important that you’re constantly
reviewing, revising, revisiting your process-
es,” Ms. Gillis said. “It’s easy to become com-
placent.”



Gommencial lines insurance
pricing up 6% in 2nd quanter

B Commercial lines insurance prices continued
their trend of steady increases during the sec-
ond quarter of 2013, according to Towers Wat-
son & Co., increasing by 6% over prices during
the same period in 2012. The largest price
increases during the second quarter were in
workers compensation and employment prac-
tices liability lines, with no line of business hav-
ing an overall price increase of less than 4%.

52 hillion in economic damages
estimated from Colo. floods: Enecat

M This month’s Colorado floods are likely to
produce more than $2 billion in economic dam-
ages, according to risk modeling firm Eqecat
Inc. Of those costs, around $900 million will be
for residential property and living expenses,
with the remainder represented by losses to
commercial and government properties. Eqe-
cat noted that the floods have caused significant
damage not only to residential and commercial
properties but also to roads and bridges, and
that closed roads and associated detours will
add to business and employment costs.

JUT buys Towens Watson's
nginsurance hrokerage husingss

M Jardine Lloyd Thompson Group P.L.C. will
acquire the reinsurance brokerage business of
Towers Watson & Co. for a cash consideration

of $250 million, the companies said. In a joint
statement, the brokers said that when the deal,
which is subject to regulatory approval and
which is expected to close by the end of the
year, is completed, Towers Watson’s reinsur-
ance brokerage business will be merged with
JLT’s reinsurance business, JLT Reinsurance
Brokers Ltd. The combined business, called JLT
Towers Re for a transitional period, will oper-
ate in the international reinsurance market
with combined revenue of $266 million and 700
people in 35 locations in 17 countries.

AlG cuts reinsurance ties
with rival Berkshire Hathaway

B American International Group Inc. has decid-
ed to stop signing new reinsurance contracts
with Warren Buffett’s Berkshire Hathaway Inc.
due to competitive reasons, Bloomberg News
reported, citing an unidentified person familiar
with the decision. AIG stopped entering new
deals with Berkshire units, including National
Indemnity Co. and General Re, about two
months ago, but existing contracts will not be
affected, Bloomberg said, citing the person. The
decision comes after Berkshire hired away
senior AIG executives and Mr. Buffett said he
planned to expand his company’s commercial
insurance operations that compete with AIG.
Reuters

Pension plan funding levels
dipped in August: Milliman

W Funding levels of pension plans sponsored by
large publicly held U.S. employers slipped in

August as rising interest rates, which
decreased the value of plan liabilities, did not
quite offset a drop in plan assets due to invest-
ment losses, Milliman Inc. said. Defined benefit
plans offered by the 100 U.S. employers with the
largest pension programs were an average of
89.4% funded as of Aug. 31, down from 89.9% at
the end of July.

Galifornia comp nating bureau
proposes 6.9% rate increase

B The Workers’ Compensation Insurance Rat-
ing Bureau of California announced that it will
propose a 6.9% advisory pure premium rate
increase for Jan. 1, 2014. The WCIRB’s filing
will reflect rates averaging $2.70 per $100 of
payroll, up from the $2.53 per $100 of payroll
that has been the industry average for filed
pure premiums rates as of July 1.

FDA requires new [abel warnings
for opioid pain religvens

W The U.S. Food and Drug Administration is
requiring new product label warnings for long-
acting opioid pain relievers to combat prescrip-
tion narcotic misuse, addiction and overdose
deaths. The requirements are intended to edu-
cate prescribers and patients, and will apply to
narcotic pain relievers such as OxyContin, a
prescription drug often cited in studies as a sig-
nificant driver of workers compensation costs.
The updated language will say the drugs are for
managing pain severe enough to require
around-the-clock, long-term opioid treatment
when alternative treatments are inadequate.

Continued from page 3

Piracy dogs West Africa coast

risks, he said.

For example, exposures associat-
ed with ever-larger vessels may
not be well understood, he said,
and the market also may be under-

based in Gothenburg, Sweden.

The hull and machinery market
is not simply in a soft market, it is
in “a prolonged coma,” said
Andrea Cupido, head of marine
hull for Italy and Continental
Europe at Swiss Re Corporate
Solutions, a unit of Swiss Re Ltd.,
in Genoa, Italy.

“We need underwriting disci-
pline, to get back to basics,” Mr.
Cupido said.

“Most hull underwriters would
testify that underwriting discipline
is required and is being exercised,
but the figures tell us a different
story,” said Mr. Rhodin. “Do we
know the risk, and can it be ade-
quately priced?”

Tom Bolt, director of perfor-
mance management at Lloyd’s of
London, told delegates at last
week’s IUMI conference in London
that many business plans for
marine hull needed to be “more
realistic” and that many under-
writers are failing to adequately
price risks.

Even headline-grabbing losses,
such as the sinking of the Costa
Concordia cruise ship and Super-
storm Sandy, have not resulted in
rate increases large enough to
return the sector to profitability,
said Just-Arne Storvik, founder
and senior partner of London-
based ReCap Solutions.

LONDON — While the
threat of piracy from the Gulf
of Aden has diminished in
recent months, the growing
piracy risk in West African
waters the past two years
brings new and challenging
exposures for shipowners and
the marine insurance market.

Executives at the Interna-
tional Union of Marine Insur-
ance’s annual conference in
London said last week said
that while the location has
shifted, piracy remains a
major risk.

“Now the threat has shifted
to West Africa, there are new
concerns and exposures to
analyze,” said Dennis Marvin,
chairman of IUMI’s cargo
committee and a vice presi-
dent at American Internation-
al Group Inc.

“As an intelligence puzzle,
West African piracy is a hard
one to crack, especially when
compared to its Somali equiv-
alent,” said Jim Mainstone,
head of intelligence at Oxford,
England-based Gray Page
Ltd.

Currently, much of the pricing of
marine hull risks is “unsophisticat-
ed and not exposure-based,” Mr.

“If you want to properly
understand the threat, forget
about Somalia and analyze
West Africa from first princi-
ples,” Mr. Page said. Piracy in
West African waters is akin
to organized crime, and the
pirates that board a vessel
“are the tip of the iceberg.”

Unlike most pirates in the
Gulf of Aden, West African
pirates typically are backed
by a sophisticated network of
organized crime, Mr. Page
said. They often have access
to detailed information about
cargo being shipped and
access to illegal storage facil-
ities and the contacts via
whom they can sell goods on
the black market.

“It’s a near-perfect crime,”
he said. “It is quick, it raises a
lot of money very quickly, no
one really gets hurt and no
one is going to do, or is doing,
very much about it.”

The “big winners” are the
criminal gangs, he said, “and
there is only one loser, which
is the cargo interests.”

By Sarah Veysey

Storvik said.
Hull underwriters may be behind
the curve in assessing and pricing

estimating the long-term cost of
regulation, among other factors.

The market needs to become
more transparent and share infor-
mation on losses — and even on
near-misses — to correctly price
such risks, he said.

Underwriters need better access
to data and improved calibration
of models, noted Lloyd’s Mr. Bolt.

“Statistics are the key to the
future. They are the most precious
asset we have,” said Mr. Rhodin.

“We all know that prices are
inadequate. We’re a laughing-
stock. Brokers laugh at us,
shipowners take advantage of us,”
said Peter Townsend, a director
and head of London marine at
Swiss Re Corporate Solutions in
London. “We all know it, but we
perpetuate it.”

He argued that “a weak market
is not good for anyone,” including
shipowners, since underwriters do
not differentiate sufficiently
between good and bad risks.”

Underwriters need to properly
use the tools available to them and
share claims data to create better
models, said Tord Nilsson, senior
manager for underwriting and
special risks at the Swedish Club.

“We need to be disciplined
enough to turn away business if
the price is not acceptable,” he
said.

BUSINESS INSURANCE

BUSINESS

INSURANCE,

Vice President/Group Publisher:
Christopher J. Battaglia (New York)

Associate Publisher/
Online General Manager:
Paul D. Winston (Chicago)

Editor: Gavin Souter (Chicago)
Editor-at-Large: Jerry Geisel (Washington)
Managing Editor:

Paul Bomberger (Chicago)
Assistant Managing Editors:
Charmain Benton (Chicago);
Aranya Tomseth (Chicago)

Art Editor: William Murphy (Chicago)
Senior Editors: Roberto Ceniceros (Boise);
Judy Greenwald (San Jose);
Mark A. Hofmann (Washington);
Sarah Veysey (London);
Joanne Wojcik (Denver);

Rodd Zolkos (Chicago)
Associate Editors:

Matt Dunning (New York);
Sheena Harrison (Chicago);

Bill Kenealy (Chicago)

Copy Desk Chief:
Katherine Downing (Chicago)
Copy Editor/Assistant Art Editor:
Ann Reus (Chicago)

Copy Editor/Video Producer:
Anna Gaynor (Chicago)
Editorial Assistant:

Kate Shepherd (Chicago)
Director of Research:
Angelina Villarreal (Chicago)
Editorial Cartoonist:

Roger Schillerstrom (Chicago)

Advertising Sales Director:
Susan Stilwill (Chicago)
Regional Sales Managers:

Ron Kolgraf (Boston); Robert B. Murray
(New York); Mary Pemberton (Denver)
Southeast & Classified
Advertising Manager:
Monique Murray (New York)
Sales Manager,

Content Marketing Services
Fern Sheinman

Production Manager:
J. Thomas Janka (Chicago)

Director of Events and Brand Marketing:
Martha Donato (New York)

Audience Marketing Director:
Michelle O'Malley (Chicago)
Director of
Demand Generation Services:
Steve Susina (Chicago)
Marketing Manager
Kathy L. Barnes (Chicago)
Digital Product Manager:
Christina Kneitz (Chicago)
Sales & Marketing Assistant:
Emily Stein (Chicago)

EDITORIAL: Boise: 208-286-1425;
Chicago: 312-649-5200;
Denver: 303-278-7444;
London: 44-207-457-1400;
New York: 212-210-0100;

San Jose: 408-774-1500;
Washington: 202-662-7200
ADVERTISING: Boston: 617-292-4856;
Chicago: 312-649-5224;
Denver 303-898-4043;

New York: 212-210-0136
SUBSCRIPTIONS & SINGLE COPY SALES:
1-877-812-1587 (U.S. & Canada)
1-313-446-0450 (All other locations)

Business Insurance is published by
Crain Communications Inc.

Crain Communications Inc. Board of Directors
Chairman: Keith E. Crain
President: Rance Crain
Treasurer: Mary Kay Crain
Cindi Crain

Executive Vice President/Operations:
William A. Morrow
Executive Vice President/
Director of Strategic Operations:
Christopher Crain
Senior Vice President/Group Publisher:
Gloria Scoby
Group Publisher:
Chris Battaglia
Vice President/Production & Manufacturing:
Dave Kamis

G.D. Crain Jr.: Founder (1885-1973)
Mrs. G.D. Crain Jr.: Chairman (1911-1996)
Merrilee P. Crain: Secretary (1942-2012)
S.R. Bernstein:
Chairman-executive committee (1907-1993)

AMERICAN

@ BPA BUSINESS MEDIA

WORLDWIDE"  Thedssociatonof Busin

ess Media Companies

September 23, 2013 49



Contributing: Roberto Ceniceros, Judy Greenwald,
Bill Kenealy, Joanne Wojcik

HELGA ESTEB/SHUTTERSTOCK.COM

A recent court ruling says Stan Lee Media
can’t relitigate comic ownership issues.

omic book author
oets no legal relief

ike many of the superhero characters
he created, Stan Lee doesn’t give up
easily.

Since emerging from bankruptcy a
decade ago, Stan Lee Media Inc., the com-
pany founded by the legendary comic
book author, has been battling in courts
across the country to recoup the rights to
its coveted comic franchises, which it
transferred to Marvel Enterprises Inc. in
a 1998 agreement.

Inits latest round, a Colorado judge has
ruled that SLM does not have legal stand-
ing to relitigate the issue of its ownership
of the comic copyrights.

Moreover, the Colorado judge found
that SLM can’t stake a claim for copyright
infringement because that would require
“ownership of a valid copyright,” which it
does not have.

Despite this latest quashing by the
courts, that burning question still
remains: Is this really the end of the epic
battle over ownership of valuable comic
franchises? Or will Stan Lee Media’s copy-
right suit rise again?

Law stulent sues
his [aw school

ost students who are unhappy with their

schools can do little but grin and bear it,

but that’s not necessarily the case with law
students, and at least one such student has
taken advantage of that.

Jackson Millikan, a student at Thomas Jeffer-
son School of Law in San Diego, has filed his own
lawsuit against the school over a dispute about
retaking a class in which he received a D grade.

Mr. Millikan contends in his lawsuit, filed in
U.S. District Court in San Diego, that when he
heard nothing more of the demand he retake the
course over the summer, he tried to take other
courses, only to find he was automatically
enrolled in the course and could not take other
classes he desired. When he dropped the class,
he was re-enrolled and his account was frozen
so he could not continue the registration process
or access his transcripts.

There is a lot more in the 24-page complaint,
however, which requests damages — as well as
attorney’s fees.

At the very least, even if his case doesn’t pro-
ceed, perhaps Mr. Millikan feels better just get-
ting all his grievances off his chest.

50 September 23, 2013
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An insurance industry charitable foundation is supporting childhood literacy.

oon the Cookie Monster will have more money for cookies under
a new partnership with the Insurance Industry Charitable Foun-
dation. The IICF’s National Grant Committee is pledging $750,000
to Sesame Workshop over a three-year period to launch an early
literacy program for underserved children.

The partnership will develop a program that provides parents, care-
givers and facilitators with tools to nurture development of young chil-
dren’s essential literacy skills, targeting low-income communities within
IICF’s four regional U.S. divisions.

Beginning this fall, the program will consist of a multimedia campaign
including Sesame Street video segments, fun educational materials that
can be downloaded from the Internet, and a dedicated section on the
Sesamestreet.org website and mobile site.

“Sesame Street is always looking to establish a strong language foun-
dation in the early childhood period, as we know this is critical for the suc-
cess of our children in the future,” said H. Melvin Ming, president and CEO
of Sesame Workshop, in a statement issued last March.

Specifics of the program will be unveiled at an event Oct. 11 at the New
York City Library, where Sesame Street characters will be in attendance.

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.

Bar owner wants
escug from Stiff fing

Connecticut bar owner is finding herself in

legal peril after her establishment received

amakeover courtesy of the Spike TV show
“Bar Rescue.”

The owner, Elizabeth Mitchell-Cipriano, was
sued by the town of Stonington, Conn., over the
changes made to her biker bar, the Handlebar
Café. The lawsuit was filed after Ms. Mitchell-
Cipriano failed to remove a mural and set of
giant handlebars installed at the bar in May by
the crew of “Bar Rescue,” a reality show that
chronicles the transformation of struggling
drinking establishments.

Although Ms. Mitchell-Cipriano and other
thinking people regard the alterations as mere-
ly aesthetic, the town’s planning and zoning
commission contends that she failed to get the
proper permits for the bar’s rehabilitation.

Ms. Mitchell-Cipriano, who faces fines of at
least $100 a day if she is found to have willfully
violated zoning regulations, told a local news-
paper that the show’s crew left her with the
impression that the proper permits had been
obtained.

“I feel there’s other things the town could be
spending money on instead of a harmless set of
handlebars on the roof,” she told The Day. “It’s
not offensive to anyone. If I put a potted plant
out front, will I need a permit for that, too?”

bash reward for '
comp fraud tips

temporary staffing firm says it will

pay up to $10,000 in reward money to

employees reporting co-workers they
suspect of committing workers compen-
sation fraud.

AtWork Group, a Knoxville, Tenn.-
based staffing company franchisor, says
it is putting up 3-foot-by-4-foot reward
posters in its branch locations announc-
ing the offer.

The company hopes the reward money
and posters will serve as a psychological
deterrent to an “alarming trend” of work-
ers comp fraud, said Jason Leverant,
AtWork Group’s chief operating officer.

But the reward offer comes with terms
and conditions that must be met. For
instance, the amount of reward paid out
will depend on the successful prosecution
of a perpetrator and the monetary amount
of their fraud.

Employees who want to remain anony-
mous when reporting fraud, rather than
publicly helping with a prosecution, would
receive less money, Mr. Leverant said.

With the company’s insurance costs
increasing, deterring fraud is a way to
promote savings, Mr. Leverant said in a
telephone interview.
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Boston | New York | Chicago | Atlanta | Dallas | Houston | Denver | Los Angeles | San Francisco | Miami | Baltimore | London | Europe | Asia | Australia | Canada | Latin America | Middle East
Certain coverage may be provided by a surplus lines insurer. Surplus lines insurers do not generally participate in state guaranty funds and insureds are therefore not protected by such funds.
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“TAKE SHELTER IMMEDIATELY.”
A WARNING THE FACTORY
WAS POWERLESS TO HEED.

After a tornado struck on a holiday weekend, causing devastating roof and
structural damage, this auto parts manufacturer faced a daunting task: get back
in business or risk a daily loss of $300K in sales. We responded within three
hours, and partnered with our customer to quickly have contractors set up a
production/shipping operation in the parking lot. The company was fully
operational by Monday morning. Partnership, knowledge, and quick response —
three ways we help protect your business. To learn more, contact your agent

or broker, or go to libertymutualgroup.com/propertycase

COMMERCIAL AUTO GENERAL LIABILITY PROPERTY WORKERS COMPENSATION GROUP BENEFITS

Insurance underwritten by Liberty Mutual Insurance Co., Boston, MA, or its affiliates or subsidiaries.
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