$5

Business Insurance

November 30, 2009 www.businessinsurance.com

AIG CEO BENMOSCHE
GETS CASH-AND-STOCK
PAY PACKAGE / PAGE 3

WINTER WEATHER BRINGS
SPECIAL SET OF RISKS
FOR PROPERTIES / PAGE 3

TAX RISKS PROMPT SOME
U.K. INSURANCE COMPANIES
TO UPROOT / PAGE 3

In Brief

AIG, Greenberg agree
to settle all disputes

American International Group
Inc. and former AIG executives
Maurice R. Greenberg and
Howard I. Smith have agreed to
settle all pending legal disputes.
AIG said the agreement resolves
all disputes between the
company and Mr. Greenberg-
who was the insurer's longtime
chairman and chief executive

HEALTH CARE BENEFITS

COBRA uncertainty
complicates admin

Subsidy extension likely, but firms face choices

By JERRY GEISEL

At the time the COBRA subsidy

AP IMAGES

officer—and Mr. Smith, who
served as chief financial officer.
The agreement also

WASHINGTON—Congress appears
likely to extend a February law that
subsidizes COBRA health care premi-

legislation was passed, the Joint
Committee on Taxation estimated
that the subsidy would cost the fed-

encompasses claims from and
against C.V. Starr & Co. Inc. and
Starr International Inc., two
former AIG affiliates now
controlled by Mr. Greenberg.
Under terms of the settlement,
the parties agreed to release
each other from all claims,
including any made by Messrs.
Greenberg and Smith for
indemnification of future legal

ums for laid-off employ-
ees, allowing hundreds
of thousands of benefi-
ciaries to retain afford-
able coverage but creat-
ing new administrative
headaches for employers.

Under that subsidy,
embedded in the Ameri-
can Recovery and Rein-
vestment Act of 2009,

eral government about
$25 billion and benefit
about 7 million jobless
individuals and their
families.

Statistics are not avail-
able on how many peo-
ple have received the
subsidy so far, though it
clearly has had a signifi-
cant effect on the

the federal government
pays 65% of COBRA pre-
miums for COBRA-eligi-
ble employees who are
involuntarily terminated between
Sept. 1, 2008, and Dec. 31, 2009. The
subsidy is available for nine months
or until an enrollee is eligible for new
group health insurance coverage.

COBRA opt-in  rate:
According to one survey,
the percentage of laid-off
employees opting for
COBRA has doubled compared with
the months immediately prior to
enactment of the subsidy.

Extension bills
in both House,
Senate. PAGE 20

See IN BRIEF page 21
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Accounting scandals
change face of finite

See COBRA page 20

WORKERS COMPENSATION

BENEFITS

MANAGEMENT

BENEFIT MANAGER
OF THE YEAR

Fran Ruderman, senior
director of benefits and
compensation for Leviton
Manufacturing Co. Inc., is
recognized for her
accomplishments. PAGE 9

Some comp cost increases
blamed on Medicare rules

By ROBERTO CENICEROS

Inflated rulings on how much
employers must set aside to ensure
Medicare does not pay for workers
compensation medical claims are
resulting in needless cost increases,
risk managers and claims experts

contend.

Claim settlement delays and gov-

workers comp claims requiring a
Medicare set-aside are boosting
costs for those claims by as much as
20%, several employers and claims
experts estimate.

At issue are Medicare secondary-

payer laws, which preclude Medi-
care from being the primary payer
for future medical expenses arising

By JUDY GREENWALD

Roughly five years after finite
reinsurance was tarnished by
high-profile scandals, coverage
by that name is no longer being
written, though similar products
continue to exist.

Finite or financial reinsurance
is a form of financial leverage
that often was used to smooth
losses over a number of years,
although it has fallen out of
favor in recent years chiefly
because of increased regulatory
scrutiny.

Ltd., which specialized in the
business and introduced more
complex financial transactions.

But while finite reinsurance
proved useful in managing loss
volatility, there developed grow-
ing concerns it was being struc-
tured less like insurance and
more like loans, becoming in
effect a financial engineering
tool that was abusively used to
hide insurers’ true financial situ-
ation.

In 1993, the Financial
Accounting Standards Board
stepped in and said there must

ernment practices for evaluating See MEDICARE page 20 The key difference in today’s  be a reasonable chance of a sig-
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www.tupperwarebrands.com

Just Ask
Tupperware.

Aon focuses on delivering value and impact
tfo clients, and as a result more clients choose
Aon than any other broker.

Just ask Tupperware Brands Corporation.
By working with Aon, Tupperware has been
able to “raise the bar” in terms of managing
successful global risk and insurance programs.
Aon helped Tupperware maximize coverage
and premiums, but the true value was in
its ability fo become a seamless extension
of Tupperware's risk management team,
providing exemplary service to its global
business units and independent sales force.

Does your global risk program maximize
your company's growth, profit and
continuity¢ Visit aon.com/clientfocus to
sign up for a complimentary diagnostic
and find out how you can experience
results like Tupperware.
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BI SPECIAL REPORTS

In-depth coverage on
reinsurance renewals
Businessinsurance.com's new
Special Reports section offers
in-depth news and analysis on
key topics of interest to risk

managers, benefit managers and

commercial insurance
executives. In the latest report,
find out what top industry
executives expect for the year-
end renewal season, and view
exclusive B/ data on the
reinsurance sector. To see all
available content, go to
www.Businessinsurance.com/
specialreports.

WOMEN TO WATCH

Annual Bl feature
honors leading women
Business Insurance will profile
the 2009 Women to Watch in its
Dec. 7 edition. Bl also will host a
luncheon for the honorees Dec.
8 at the Four Seasons Chicago.
Register to attend by contacting
Event Manager Rebecca Briggs
at 212-210-0132 or rbriggs@

Businessinsurance.com. To see a

list of honorees, go to
www.Businessinsurance.com/
womenZ2008.

BIBLOGS

Check our blogs for
insider insights

Get unfiltered opinions on
workers compensation and
broker news and add your
comments on the issues. Go to
www.BusinessInsurance.com/
section/blogs.

BICAREER CENTER

Find a new career online

Bf's Career Center, powered by
JobTarget, lists opportunities
and aims to make your job
search more efficient. For the
latest openings, please visit
http://careers.Business
Insurance.com.
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U.K. insurers moving in search of certainty

Redomestications up
as companies strive

for tax advantages
By MICHAEL BRADFORD

LONDON—Brit Insurance Holdings
P.L.C.’s plans to relocate its holding
company to the Netherlands later
this year is the latest move by an
insurer to a more tax-friendly juris-
diction, but it likely won't spark a
migration away from the London
market, experts say.

A more likely catalyst to trigger a
reshuffling of insurers among juris-
dictions will be Solvency II, experts
say, as companies consider which
regulatory regime is best-suited to

MAKING MOVES

Several London-based insurers have
formed holding units in other domiciles

COMPANY DOMICILE YEAR

Hiscox Bermuda 2006

Beazley Ireland via Jersey 2009

Brit the Netherlands 2009

their operating structures under the
risk-capital framework planned for
2012.

Brit said earlier this month that it

plans to form Netherlands-based
Brit Insurance Holdings N.V. to
lower its taxes and give it greater
access to capital.

“Many of the group’s principal
competitors already enjoy substan-
tial tax benefits arising from their
domicile; benefits not currently
available to Brit,” the company said
in a statement. Brit said it believes
that “establishing a presence in con-
tinental Europe will enhance the
group’s ability to attract a broader
spread of capital in support of its
specialist underwriting operations.”

Leaving the U.K. means Brit can
leave behind some taxes, said
Catherine Thomas, managing
senior financial analyst with A.M.
Best Co. Inc. in London. British law
imposes taxes on some profits

earned outside the U.K., a cost gen-
erally not required by tax authori-
ties in the Netherlands, she pointed
out.

“A lot of insurance companies
have thought about leaving the
U.K. and some have because of the
rules on controlled foreign corpora-
tions, which mean some can find
themselves paying taxes on profits
earned overseas,” said Stuart Secker,
tax partner at KPMG L.L.P. in Lon-
don.

The Netherlands is an attractive
choice not only because of its favor-
able tax rates, but also because tax
regulatory authorities there are
highly regarded as professional and
fair, sources said.

See REDOMESTICATION page 7
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AlG board OKs deal
to retain Benmosche

CEO wins approval
of compensation
package, says he’ll stay

By COLLEEN McCARTHY

NEW YORK—American Internation-
al Group Inc. last week moved
ahead with its  previously
announced  multimillion-dollar
compensation package for Chief
Executive Officer Robert H. Ben-
mosche, after he affirmed his com-

him from working at AIG’s com-
petitors when he eventually leaves
the company, an AIG spokesman
said.

The compensation package for
Mr. Benmsoche was approved in
August by Kenneth Feinberg, the
U.S. Treasury Department’s special
master on executive pay. However,
Mr. Benmosche was required to
enter into the noncompete arrange-
ment in order to be eligible for com-
mon stock. AIG declined to com-
ment further on the noncompete
agreement.

The move comes after
concerns that Mr. Ben-

mosche was considering
stepping down from the
insurer after only a few
months in the job. News-
paper reports earlier this
month said he wanted to
quit because he believed
pay caps imposed on exec-
utives by the U.S. govern-
ment would hamper AIG’s
ability to keep key employ-
ees. Later, Mr. Benmoshe

REUTERS/LANDOV
AIG CEO Robert Benmosche's compensation
package has been approved by the board.

mitment to the insurer.

Some observers said the agree-
ment likely would keep Mr. Ben-
mosche, 65, in the role for the next
five years.

According to the agreement
announced Tuesday, AIG will pay
Mr. Benmsoche an annual salary of
$3 million in cash and $4 million in
fully vested AIG stock.

AIG said Mr. Benmosche would
receive his stock in biweekly awards
that would vest immediately. How-
ever, he is restricted from selling the
shares until five years after his start
date, Aug. 10, 2009. In addition, Mr.
Benmosche signed a noncompete
agreement with AIG that would bar

told employees he planned
to stay.

After a board meeting
last week, AIG Chairman
Harvey Golub said Mr. Benmosche
plans to lead the company until the
job is done and the board is con-
vinced of his commitment, accord-
ing to a Wall Street Journal article.

Observers say the noncompete
agreement is a key indicator that
Mr. Benmosche intends to stay at
the government-controlled insurer.
However, the equity component of
the compensation package also is
an important feature of the agree-
ment, they say.

“There is incentive to use the
stock to build a durable future, not
one based on resurrection,” said Bill

See AIG page 17
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Budget freezes hamper
winter loss-control efforts

By MARK A. HOFMANN

Protecting property in the face of
winter’s icy blasts always has been
challenging, but the recession may
make doing so even more challeng-
ing, say some loss-control experts.

Risk managers may be asked to do
more with less, and the nature of
the recession could cause some
financial institutions and others
facing loss-control challenges of
which they were not aware.

Yet the perils remain the same in
good times and bad. In addition to
common-sense steps such as icing
sidewalks and warning of falling ice,
roofs must be cleared of snow, boil-
ers and pipes have to be protected,
and vehicle fleets and drivers must
be prepared for wintry conditions.

“In a downturn, people have less
resources, so the planning aspect of
a winter program becomes critical,
as well as prioritizing what needs to
be done and what actions you need
to take because it helps you get bet-
ter use of your resources,” said
Helene Browning, director-general
liability line of business at Zurich
Services Corp. in Schaumburg, Ill.

“It's a 360-degree approach. I think
you need to look at this from a
building aspect, a people aspect and
a driving aspect.”

Clients are finding themselves
responsible for performing loss-pre-
vention tasks with reduced work-
forces, said Jeff Beauman, vp and
all-risk underwriting manager for
Johnston, R.I.-based Factory Mutual
Insurance Co., which does business
as FM Global.

He noted that previous plans
might have been written for a cer-
tain level of staffing that since has
been cut, and that situation can be
exacerbated by the possibility that
employees might be out of work
because of illness. As a result, lists of
personnel assigned to winter main-
tenance tasks should be reviewed
and may need to be adjusted, Mr.
Beauman said.

Companies may also want to
have contractors lined up in
advance to perform tasks like
removing snow from roofs, he said.

The nature of winter peril, of
course, varies from region to region.

See WINTER page 21
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Research finds link between Chinese drywall, corrosion

CPSC still exploring
health, safety effects,

remediation steps
By JEFF CASALE

A study of homes built with Chi-
nese drywall has found a link
between the drywall and corrosion
of metals in those homes, according
to a report from U.S. Consumer
Product Safety Commission.

The CPSC, which is part of the
Interagency Drywall Task Force,
said in its report that defining the
link between Chinese drywall and
metal corrosion allows it to move

A

ahead with developing protocols
that will help identify homes with
the corrosive drywall and determine
remediation methods.

The study was contracted by the
CPSC and was conducted by Need-

ham, Mass.-based Environmental
Health & Engineering Inc., an envi-
ronmental testing firm.

“We now have science that
enables the task force to move
ahead to the next phase to develop
both a screening process and effec-
tive remediation methods,” said
Inez Tenenbaum, chairman of the
CPSC, in a statement. “Ongoing
studies will examine health and
safety effects, but we are now ready
to get to work fixing this problem.”

FH&E compared 41 “complaint”
homes in five states selected from
the CPSC consumer incident report
database with 10 “noncomplaint”
homes built around the same time
and same area as the complaint

homes. The environmental firm dis-
covered that hydrogen sulfide gas
found in Chinese drywall is the
essential component that causes
copper and silver sulfide corrosion
in the complaint homes.

The CPSC said it still is trying to
determine how hydrogen sulfide
gas is being created in homes built
with Chinese drywall, adding that

previous studies found large
amounts of elemental sulfur in the
Chinese drywall.

While drywall-related corrosion is
evident, the CPSC said long-term
safety effects still are under investi-
gation. To date, the CPSC has
received more than 2,000 reports
from 32 states, the District of

Columbia and Puerto Rico from
consumers and homeowners con-
cermned about Chinese drywall in
their homes.

The drywall task force is working
with U.S. Customs and Border Pro-
tection to monitor imports of possi-
ble Chinese drywall. The CPSC said
no Chinese drywall has entered the
United States in 2009.

About 500 million pounds of
drywall was imported to the Unit-
ed States between 2004 and 2007,
when the housing market peaked
and the Southeast was rebuilding
after Hurricane Katrina. The dry-
wall was traced to Chinese sub-
sidiaries of German manufacturer
Knauf Plasterboard Tianjin Co. Ltd.

HEALTH CARE BENEFITS

Workplace stress not addressed: Survey

Health, productivity
programs help to
lower employer costs

By JOANNE WOJCIK

Companies that maintain health
and productivity management pro-
grams despite the recession are
experiencing lower health care and
disability costs and less absenteeism
than their counterparts that cut
back, according to a joint survey by
Watson Wyatt Worldwide and the
National Business Group on Health.
But most employers are doing lit-
tle or nothing to relieve the stress
many employees experience due to
long hours at work, a lack of
work/life balance, and fear they
may lose their jobs, the 2009/2010
Staying@Work report found.
“Investments in health and pro-

ductivity management paid off for
employers that stayed the course
despite the recession, while employ-
ers that cut back on these programs
saw the return on that investment
shrink,” observed Shelly Wolff,
Stamford, Conn.-based national
leader of health and productivity
consulting at Arlington, Va.-based
Watson Wyatt Worldwide.

In particular, companies with the
most effective health and produc-
tivity management programs had
medical cost trends averaging 1.2
percentage points lower than
employers that dropped or cut back
their programs.

In addition, companies with the
most effective health and produc-
tivity management programs had
average lost days due to unplanned
absence of 3.0 days per employee,
compared with 4.8 days for compa-
nies with less effective programs.
Companies with effective health

and productivity management pro-
grams also reported losing one day
less per employee due to disabilities
compared with firms with less effec-
tive programs.

Finally, organizations with the
most effective health and produc-
tivity programs had average returns
to shareholders during the past five
years of 14.8% vs. a decline in aver-
age shareholder return of 10.1% for
companies with less effective pro-
grams.

The survey also found that
although excessive work hours, lack
of work/life balance, and fears about
job loss are beginning to take their
toll on the American work force in
terms of higher utilization of health
care and disability benefits and
employee assistance programs,
most employers are not directly
addressing these stress factors,

See SURVEY page 19

PROFESSIONAL LIABILITY

Companies urged to review
executive pay practices

By ZACK PHILLIPS

CHICAGO—Corporations  should
reassess the way they handle execu-
tive compensation to make sure
they restrict their exposure to
potential shareholder lawsuits, a
panel of experts said.

And firms that don’t revamp
their pay structure may be forced to
by regulators and courts, the experts
said.

Panel members, speaking at the
Professional Liability Underwriting
Society’s 2009 international confer-
ence, held in Chicago Nov. 11-13,
differed on the extent to which they
believe executive compensation
packages fueled the financial crisis.

But most seemed to agree that
potential regulatory changes and
the specter of litigation related to
exorbitant pay packages means
many corporations should re-evalu-
ate and possibly alter how they pay
their executive leaders.

Ric Marshall, chief analyst at the
Portland, Maine-based Corporate
Library, an independent research
and rating firm, said he’s heard the
argument from corporate execu-
tives and their compensation con-
sultants that they need large pay
packages to attract the best leaders
but he doesn’t “buy it.”

“If a board has a CEO that comes
to them and says, ‘I can’t manage if
this is all you're going to pay

The Professional Liability

Underwriting Society’'s 2009
international conference was
held in Chicago on Nov. 11-13.

me,’...show them the door,” he
said. “And if you are asked to under-
write a board that says ‘yes’ to that
kind of CEO, I don’t believe there’s
any rate high enough to justify the

See PLUS page 18
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Rescue workers help local residents deal with flash floods that cased at least

two deaths in Britain in November.

CATASTROPHES

Insurers expect U.K. flood claims

By MICHAEL BRADFORD

COCKERMOUTH, England—Flooding
in Britain, which caused at least two
deaths, is expected to cost insurers
as much as £100 million ($165.1
million).

Heavy rains during the past week
have been particularly devastating
in the Cumbria region in north-
western England, where several
bridges collapsed as rivers rose. A
police officer was killed in a bridge
collapse near Cockermouth and
reports said a canoeist died in a riv-
er accident in Devon in southwest-
ern England. Parts of Scotland and
Wales also have experienced heavy
damage from flooding.

The flooding in Cumbria and
southern Scotland is likely to cost
insurers about £100 million, accord-
ing to the Assn. of British Insurers
in London. The cost could climb as
more complex claims, such as those
for business interruption losses, are
filed, the ABI said.

“Once flood waters have receded
and the damage to homes and busi-
nesses is assessed, the hard work
begins,” said Nick Starling, the ABI's
director of general insurance and
health, in a statement. “Properties
will take a long time to dry out ful-
ly and it could be many months
before houses and businesses are
restored to the condition they were
in before the flooding,” he said.
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Much work awaits new PBGC chief

Washington insider’s
nomination pending
Senate confirmation

By DOUG HALONEN

WASHINGTON—Joshua Gotbaum,
President Obama'’s nominee to lead
the Pension Benefit Guaranty
Corp., will have a long to-do list at
the agency.

For starters, he’ll have a deficit of
$22 billion to deal with, according
to the agency’s management report
for fiscal 2009, which ended Sept.
30. That's up 96% from the deficit
of $11.2 billion a year previously.

The agency did not include any
recommendations for dealing with
its soaring deficit in the annual
management report assessing its
financial performance, which was
released Nov. 13.

“The PBGC's long-term deficit is
a policy issue that would have to be
addressed by Congress,” a PBGC
spokesman said.

But that’s not all.

A new investment policy will be
among his top priorities. The PBGC
board in May suspended the invest-
ment policy adopted in February
2008, after the former PBGC direc-
tor, Charles E.F. Millard, was
accused by the agency’s inspector
general of making inappropriate
contacts with managers before they
were hired.

Mr. Gotbaum is an operating
partner at private equity firm Blue
Wolf Capital Management L.L.C. in

New York, and he previously spent
more than a decade as an invest-
ment banker with Lazard Freres &
Co. L.L.C. But his resume doesn’t
necessarily give any hints as to what
Mr. Gotbaum has in mind for PBGC
policy.

“It is always difficult to predict
where investment policy will go,”
said James Keightley, a partner with
Keightley & Ashner L.L.P. in Wash-
ington and a former PBGC general
counsel. “Democratic appointees
have invested aggressively, and
Republican appointees have invest-
ed conservatively,” Mr. Keightley
added. A White House spokeswom-
an declined to comment.

Under the investment policy sus-
pended by the PBGC board, 45% of
the $48 billion in PBGC assets avail-
able for investment were to be in
equities, 45% in fixed income and
10% in alternatives. Previously,
75% to 85% of the PBGC'’s assets
were in a liability-driven strategy,
with the balance invested in stocks.

Mr. Gotbaum, reached by tele-
phone, declined to comment for
this story. His Blue Wolf partners
also declined interviews pending
Mr. Gotbaum’s Senate confirma-
tion, said a Blue Wolf spokeswom-
an.

As an investment banker at
Lazard Freres from 1981 to 1994,
Mr. Gotbaum “advised businesses,
unions and governments on a
diverse range of mergers, acquisi-
tions and restructurings, in steel,
transportation and many other
industries,” a White House state-
ment said.

Mr. Gotbaum has had a long run
as a Washington insider, most
recently as a leader of the Obama
presidential campaign’s transition
team for the Department of Trea-
sury.

He also served in the Clinton
administration as executive associ-
ate director and controller in the
White House Office of Management
and Budget and assistant secretary
in Treasury for economic policy,
and in the Defense Department for
economic security, according to the
White House statement and gov-
ernment documents.

Mr. Gotbaum also served as asso-
ciate director for economics on Pres-
ident Carter’'s White House staff,
according to another government
document.

Pending Senate confirmation,
Mr. Gotbaum will take the agency
reins from Vince Snowbarger, PBGC
deputy director of operations, who
has been acting director since Mr.
Millard stepped down in January.

Under a legislative provision in
the Pension Protection Act of 2006,
Mr. Gotbaum’s nomination must
be approved the Senate Finance and
the Health, Education, Labor and
Pensions committees before a con-
firmation vote on the Senate floor.

Mr. Gotbaum also was the trustee
in Chapter 11 bankruptcy reorgani-
zation of Honolulu-based Hawaiian
Airlines Inc. from 2003 to 2005, the
White House statement said.

Doug Halonen is a reporter for Pen-
sions & Investments, a sister publica-
tion of Business Insurance.

Pollution Protection: Is Your Strateqy Working?

Live Online: December 3 | 2 PM Eastern | Free Of Charge

Pollution happens. When it does, what do you do? Join XL Insurance in this complimentary
webinar for discussions of real life environmental claims and how pollution insurance is
helping business’ minimize their financial impact. This webinar is an opportunity to learn from
industry experts who will share real-life environmental claims scenarios. Participants will
learn how environmental coverage addresses CGL coverage gaps, how environmental
insurers help clients minimize their environmental exposures upfront and how tailored
pollution coverage plays an integral part in their environmental risk management efforts.

Webinar Sponsored by )qu_- INSURANCE

Improving Workplace Safety For The Aging Workforce

Watch On-Demand | Free Of Charge

Due to a combination of factors, the proportion of older workers is increasing rapidly. The
Bureau of Labor Statistics estimates that between the years 2002 and 2012 the number of
workers over age 55 will have increased nearly 50%, with the number of people in the labor
force aged 65 and older growing more than three times as fast as the total labor force. This
webinar will acquaint you with many of the steps you can take now to address this reality

within your company.

Webinar Sponsored by ﬂ? Insurance Services

Commentary

ERM could benefit
many who overlook it

Much has been written about
enterprise risk management, yet
ERM still does not appear to be
gaining the traction it should
with organizations that would
benefit from its implementation.

Outside the financial services
industry, ERM is practiced by
few companies, and those that
do have ERM programs tend to
have very large balance sheets.
But a new book proposes that
organizations of all kinds—pri-
vate, nonprofit and even gov-
ernment entities—can apply
ERM to their benefit.

“Fundamentals of Enterprise
Risk Management: How Top
Companies Assess Risk, Manage
Exposure and Seize Opportuni-
ty” by John J. Hampton offers
insights and case studies of
many actual companies, from
American International Group
Inc. to Boeing Inc. to IKEA.

Mr. Hampton is familiar to
Business  Insurance  readers
because he writes a regular col-
umn, “Emerging Risk Strate-
gies,” in which he explores
aspects of ERM, many of which
he explores in depth in his new
book. His column appears in
print and online at www.Busi-
nessInsurance.com/ERM.
In addition to his fre-
quent writings, Mr.
Hampton is the KPMG
professor of business and
director of graduate busi-
ness programs at St.
Peter’s College in Jersey
City, NJJ., and is a former
executive director of the
Risk & Insurance Management
Society Inc.

According to Mr. Hampton,
successful ERM programs need
to align with an organization’s
business model, have owners
accountable for every risk cate-
gory, use a central risk function
to scan for changing conditions,
and apply technology to see
risks and opportunities clearly.

Risk identification is vital to
managing risk, but knowing that
a single organization might face
thousands of specific risks is not
helpful. Rather, the ability to
visualize risk in the context of an
organization’s business model is
critically important, he writes. A
knowledge warehouse offers the
ability to share risk information,
which also is critical.

Such a tool might have helped
AIG avoid its near collapse in
September 2008 and billions of
dollars in federal assistance, Mr.
Hampton suggests.

AIG has had 90 years of exper-
tise underwriting insurance
risks, which it always hedged in
some fashion. But once AIG
began doing business in nonin-
surance securitizations—that is,
credit default swaps—it wrote

REGIS
COCCIA

Editor Regis Coccia’s commentary
appears periodically.
He can be reached at:
rcoccia@businessinsurance.com

enormous amounts of swaps
unhedged and, worse, lost sight
of its exposures. Without the
ability to see clusters of risks and
mitigation steps in the nonin-
surance setting, AIG was unable
to assess how exposed it was to
CDS relating to subprime mort-
gages. As we all know now, the
subprime market blew up,
devaluing hundreds of billions
of dollars in assets underlying

CDS written by AIG and others.
The resulting triggering of collat-
eral nearly bankrupted the
world’s largest financial services
company. “A visual story sup-
ported by mitigation strategies
and actions might help us iden-
tify an exposure before it
becomes a crisis,” Mr. Hampton
writes.

Examples in Mr. Hampton's
book are not all lessons after dis-
aster. Risk, after all, has upsides.
He discusses best practices, such
as those of IKEA in leadership.
The Swedish home furnishings
company used ERM to create a
“state of mind” for its employees
and customers that has pro-
duced strong financial results.
IKEA, he writes, “takes advan-
tage of beliefs, facts, emotions
and assumptions, but not of the
leaders themselves. Rather, of
the customers.”

“Fundamentals of Enterprise
Risk  Management”  offers
insights for anyone eager to
know more about ERM. Copies
are available from AMACOM, a
division of the American Man-
agement Assn., 1601 Broadway,
New York, N.Y. 10019;
WWW.amacombooks.org.
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Redomestication: More U.K. insurers relocating holding companies

CONTINUED FROM PAGE 3

“Dutch companies pay no addi-
tional tax on the majority of over-
seas earnings and enjoy a pragmatic
regime dealing with income arising
overseas,” Brit said.

Brit would not comment on its
redomestication beyond its state-
ment, which indicated that while
its holding company will move, its
London underwriting operations
will remain in place.

Brit’s move follows others who
have left the U.K. partly for tax rea-
sons. Among them, Hiscox P.L.C. in
late 2006 established a Bermuda-
domiciled holding company, His-
cox Ltd., and Beazley Group P.L.C.
effectively redomiciled to Dublin
earlier this year by incorporating a
new parent company in Jersey that
is a tax resident in Ireland.

As Brit heads for the Netherlands,
few if any other insurers are expect-
ed to follow soon for tax reasons,
sources said. Solvency II, though,
may be a better reason to consider
which domicile is appropriate, they
say.

“You can understand why a com-
pany might want to adopt a differ-
ent tax regime,” said David Masters,
London-based analyst within the
European insurance team at
Moody’s Investor Service Inc. But
even with the attraction of lower
taxes, Moody'’s does not expect an
exodus by London insurers, he said.
“We see London as remaining one
of the global centers for insurance.”

The 2012 implementation of the
new European Union'’s new capital
regime, Solvency II, however, may
lead to more redomestications,
some observers say.

Jane Portas, regulatory director at
KPMG in London, said Solvency II's
equivalency requirements and the
removal of a group support provi-
sion have insurers carefully consid-
ering domiciles.

Insurers in non-EU jurisdictions
will have to consider whether those
jurisdictions will implement regula-
tions equivalent to Solvency II, said
Ms. Portas. If not, they could find
themselves with new capital
requirements imposed by EU regu-
lators as a condition of doing busi-
ness in Europe.

The removal of the group support
provision originally contained in
the Solvency II proposal means
insurance company subsidiaries will
not be able to calculate capital ade-
quacy on a cross-group basis. As a
result, some insurers are converting
subsidiaries into branches of a
group entity that will be held
accountable for capital adequacy of
the branch network. Under such a
structure, insurers are considering
which jurisdiction is best-suited for
their operations, said Ms. Portas.

“We see a lot of companies hav-
ing these conversations,” said Mr.
Secker, and some are actively mov-
ing to change their operating struc-
tures.

Ms. Thomas of Best agreed that
the removal of the group support
provision will cause insurers to care-
fully consider their domiciles.
“Groups will look more closely at
having the regulated entities in tax-
friendly jurisdictions,” she said.

Some say that regardless of the

impetus, there is not likely to be a
rush of redomestications any time
soon.

John Andre, group vp with Best in
Oldwick, NJ., said Brit's planned
redomestication comes after a lull of
such moves and there are no signs
that redomestications will ramp up.

“Brit was the first one in a
while,” he said, since last year
when Bermuda-based ACE Ltd.
redomesticated its holding compa-
ny to Zurich, Switzerland, and Flag-
stone Re merged Flagstone Reinsur-
ance Ltd. of Bermuda with a Swiss
subsidiary.

There have been rumblings in the
United States about how taxes

should be assessed on business that
U.S. companies send to Bermuda,
Mr. Andre said. “But I think what
President Obama might or might
not do is up in the air; he is chasing
other issues right now.”

Anxiety remains

There remains a nervousness in
the U.S. and Bermuda, however,
about possible tax changes, said
Geoffrey Etherington, partner with
the insurance and reinsurance
department of Edwards Angell
Palmer & Dodge L.L.P. in New York.

“There have been a lot of Bermu-
da companies looking at redomesti-
cation and I think it’s certainly an

option that international insurance
firms think about,” he said. “They
are worried about tax legislation
and tax treaties. Companies in the
U.S. are worried about what is going
on in Congress,” he added, referring
to potential new taxes.

Redomestications could flare, Mr.
Etherington noted, “if the U.S.
Congress or British Parliament
decides there is a lot of money sit-
ting in insurance companies and
say, ‘let’s grab some more of that.’
You will see a lot of companies
motivated towards more tax-favor-
able jurisdictions.”

Bermuda is not likely to lose its
attraction as an insurance center,

said Peter Dickey, assistant vp at
Best. He pointed out that Flagstone
and ACE have kept operations
there.

Mr. Masters said the same applies
to the London insurance market.

“The technical expertise and
skills that London possesses are gen-
erally not available in sufficient
quantities” in most other jurisdic-
tions, Mr. Masters said. “There is a
critical mass in terms of the number
of people and technical competen-
cies in London that will limit the
drain of companies,” he said. “Sure,
there will be some who look to
move, but we expect the vast major-
ity to remain in situ.”
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OPINIONS

Ruderman sets bar
for benefit managers

EMPLOYEE BENEFIT managers have a tough job at the best of
times, and the recession is only making it tougher.

With many companies struggling to keep health care benefits
affordable, employee benefit managers face the challenge of keeping
employees focused on benefits, whether it be through continued
participation in wellness initiatives or maintaining retirement sav-
ings even when employers are cutting back their own contributions.

Fran Ruderman,
senior director of ben-
efits and compensa- The 2009 Beneﬁt
tion at Leviton Manu-
facturing Co. Inc, met  Manager of the Year
those challenges head- o o
on. Her leadership and turned negatlves mto
innovation have 0 0,0
earned her the honor (1 blg posztzve.
of 2009 Benefit Man-
ager of the Year.

Amid continuing
high health care cost increases and an economic downturn that
panicked many employees, Ms. Ruderman went out of her way to
implement value-based health plan options and to communicate
the importance of Leviton’s benefit programs. As we report in a pro-
file beginning on page 9, she turned negatives into a big positive for
her employer and its plan members.

In keeping with Leviton’s commitment to making energy-saving
electrical components, Ms. Ruderman also spearheaded company-
wide use of a benefits portal that enables plan members to handle
benefit issues without a lot of unnecessary paper.

Business Insurance is proud to salute the 2009 Benefit Manager of
the Year and all benefit managers for the impact they’re making on
the lives of employees and dependents and the companies they serve.

Vice President/Publisher:
Martin J. Ross IIl (New York)

Worker stress remains
key challenge for firms

IT MAY BE A tough sell in an era of budget cutting, but organiza-
tions that seek to save a few dollars by ending health and produc-
tivity programs may be penny wise and pound foolish.

As we report on page 4, a recent survey found that companies
that have sought to save money on benefits costs by cutting the
programs are now paying the price with higher health care costs
and increased absenteeism.

The findings support what advocates of wellness, chronic
condition management and absence management programs have
argued for several years: in the long run, it costs more not to have
the programs than it does to set them up and run them in the
first place.

It's far cheaper to prevent health problems or keep existing prob-
lems from getting worse than it is to treat the severe illnesses or
injuries that result can from a lack of early intervention by employ-
ers and health plan providers.

One area that the survey highlights, though, clearly needs more
work—relieving workplace stress.

The financial problems of the past two years have affected many
workers; increased workloads, fear of termination and blurring
boundaries between work and home have increased stress for work-
ers at all levels.

Providing effective work/life balance programs and work envi-
ronments that provide flexibility for workers while maintain pro-
ductivity for employers is a challenge still to be met.

WRITE

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
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360 N. Michigan Ave.
Chicago, Ill. 60601-3806
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VOTE

in the B/ Online Poll at
www.businessinsurance.com

THIS WEEK'S RESULTS
Is a proposed $2,500 cap
on flexible spending
account contributions in health
care reform measures a good
idea?

YES, the current $5,000 limit
is too high

B %

NO, the higher limit is helpful
to plan members

R

NEXT WEEK'S QUESTION
How big a problem is
stress at your workplace?

READ

Perspectives and expert analysis online at

www.businessinsurance.com/section/perspectives

Quality comes first
in RMIS selection

New players are entering the risk
management information system
space, setting up competition in
the so-called “cloud computing”

environment, says David A.

Tweedy, practice director of risk
information consulting at Albert
Risk Management Consultants
Inc. in Needham, Mass. While

the offerings are recent, Mr.
Tweedy says the questions

potential customers should ask

remain the same: How will

providers help your business
grow? Will they deliver quality
service and how will they handle

adversity?
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BENEFIT MANAGER OF THE YEAR -

FRAN RUDERMAN,
LEVITON MANUFACTURING CO. INC.

Value-based approach determines health plan features

Weight-loss program inspired by reality TV show

Crisis communications plan targets 401(k) problems

Benefits Web portal promotes eco-friendly company image

Incentives offered to help workers reach wellness goals

“Medication dedication” plan increases adherence rates

Rising to
the benefits
challenge

By JOANNE WOJCIK

MELVILLE, N.Y.—Like many benefit managers
today, Fran Ruderman, senior director of bene-
fits and compensation at Leviton Manufacturing
Co. Inc., has been facing some formidable chal-
lenges in the midst of the nationwide economic
downturn.

For starters, she needed to address the growing
cost of company-sponsored benefits at a time
when employees, concerned about the possibili-
ty of losing their jobs, started using more health

1009

Benefit
\[dldotr

OF THE YEAR

She also had to ensure that employees with
chronic conditions continued taking their med-
ications, to avoid costly complications, at a time
when many were considering cutting back to
save money.

Moreover, she had to persuade employees to
continue saving for retirement even after a stock
market crash and the company’s suspension of
its 401(k) plan match.

Despite the pressures of the worst recession
since the Great Depression, Ms. Ruderman tack-
led all of these tasks with élan. She even had
enough energy left over to inspire employees to
lose weight, get fit and take the steps necessary
to ensure what she calls their “financial well-
ness.”

“It's important to me to communicate to
employees what's important, and educate them
and give them the tools to become more aware
and accountable, to be better consumers in every
respect,” Ms. Ruderman said. “In the past, I was

See RUDERMAN next page

NEXT IN BENEFITS: January Demographic = Rethinking Health Care
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2009 Benefit ManaGer Of THE YEAR

Ruderman: Rising to the challenge of managing benefits in recession

CONTINUED FROM PREVIOUS PAGE

once accused of over-communicat-
ing. I don’t think you can over-
communicate on this topic.”

In fact, Ms. Ruderman believes
that because of her department’s
enhanced communication efforts,
“our employees are getting it. And
they’re not just doing it for Leviton.
They're doing it for themselves.”

Due to these, and many other
accomplishments, Ms. Ruderman is
being recognized as Business Insur-
ance’s 2009 Benefit Manager of the
Year.

Her achievements also have been
showcased on MSNBC, on the Wall

Street Journal’s Marketwatch.com
and in Workforce Management, one
of BI’s sister publications at Crain
Communications Inc.

In addition, Ms. Ruderman’s
wellness initiatives have earned the
“Best in Class” designation by
Chapel Hill-based Blue Cross and
Blue Shield of North Carolina, the
insurer that administers the compa-
ny’s self-funded health benefits
plan.

“Fran is a creative and inspiring
leader with an unparalleled ability
to rally people around ideas and
sustain a sense of optimism even
when faced with difficult chal-
lenges,” said Mark Baydarian, Levi-

ton’s chief financial officer, in a let-
ter nominating Ms. Ruderman for
the award.

“Her enthusiasm and energy
have been instrumental in creating
a truly cutting-edge and tailored
approach to health care coverage
and cost management which Levi-
ton’s employees enjoy today. She
constantly amazes me with her
knowledge and intelligence,” he
continued. “I could not imagine
Leviton without her efforts.”

Ms. Ruderman began her work at
the Melville, N.Y.-based manufac-
turer of electrical components in
July 2000, coming to Leviton after
14 years at Thomson Industries, a

New York-based manufacturing
company.

She said she ended up in benefits
almost by accident, taking a posi-
tion as benefits administrator after
serving several years as the office
manager for the marina the compa-
ny owned.

“It was a very glamorous job in
terms of getting on yachts and
meeting prestigious people, but it
was very boring,” she recalled.

Ms. Ruderman’s “dream job” was
to be in marketing, a discipline in
which she has both a bachelor’s and
master’s degree.

“1 really think my dream has
come true because what I've found

in this area of benefits and compen-
sation is that I am marketing. I am
marketing very important tools and
products to our employees. I love
that aspect of what I do,” she said.

One of the most essential tools
that Ms. Ruderman has had to
“market” to Leviton’s 3,000 U.S.
employees is HR InTouch, an
intranet-based employee benefits
Web portal, which is supplied by
Charleston, S.C.-based Benefitfocus
Inc. (see related story, page 14)

The portal connects to Leviton’s
in-house payroll system, which
runs on Oracle Corp.’s PeopleSoft
application.

Starting on Jan. 1, 2008, all
employees were required to enroll
in their benefits plans online.
Employees who did not have com-
puter access either at work or at
home could do so at computer
kiosks that were set up at the com-
pany’s 14 U.S. locations.

In keeping with Leviton’s 2-year-
old “Go Green” initiative, “there’s
no facing or paper that has to be
transmitted to the carriers,” Ms.
Ruderman noted.

‘She constantly amazes
me with her knowledge
and intelligence. I could
not imagine Leviton

without her efforts.’

Mark Baydarian,
Leviton Manufacturing Co. Inc.

The PeopleSoft system collects
the information, sends it electroni-
cally to Benefitfocus, which, in
turn, sends it to BCBSNC and any
other benefits plan vendor with
which Leviton has contracted.

Since joining Leviton in 2000,
Ms. Ruderman has consolidated the
number of health plans offered
down to a single vendor, BCBSNC,
which was selected because the
company’s largest employee popu-
lation is based in North Carolina.
The only exception is a group of
about 100 employees in Nevada,
which is covered by Reno-based St.
Mary’s HealthFirst because it was
the only available provider network
in the area, Ms. Ruderman
explained.

The plan most recently cut from
Leviton’s roster was Chicago-based
BlueCross BlueShield of Illinois,
which had requested a 47% premi-
um increase for a fully insured
group of 29 Leviton employees
based in that state.

“It's not experience-rated,” Ms.
Ruderman said. “It’s based on their
book of business.”

Those employees will be enrolled
in the company’s self-insured plan
effective Jan. 1, 2010.

The cost of Leviton’s health ben-
efits going into 2010 had been pro-
jected to grow by 8.8% had it not
been for several plan design
changes implemented by Ms. Rud-
erman.

By adding the HDHP, increasing

See RUDERMAN page 12
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Benefit Manager of the Year Fran Ruderman with Donald J. Hendler, president
and chief executive officer of Leviton Manufacturing Co. Inc.

Health care benefits
assessed for value

By JOANNE WOJCIK

MELVILLE, N.Y.—Fran Ruderman,
senior director of benefits and com-
pensation at Leviton Manufactur-
ing Co. Inc., uses a value-based ben-
efits approach to determine which
benefits the company should offer,
as well as how much employees
should pay for them.

For example, the company has
eliminated or lowered copayments
for benefits that provide the greatest
value, such as preventive care and
screenings and maintenance medi-
cations.

But it has increased cost-sharing
for those benefits that it wants
employees to use sparingly, such as
specialist office visits and emergen-
Cy room visits.

Beginning next year, copayments
for specialist office visits and emer-
gency room care will increase to $30
from $25 previously. Primary care
copayments remain at $20.

Single employees enrolled in
Leviton’s self-funded preferred
provider organization plan, which
is administered by Chapel Hill-
based Blue Cross and Blue Shield of
North Carolina, are subject to a
$300 in-network deductible and a
$1,000 out-of-network deductible
with 90% in-network coverage and
70% out-of-network coverage after
the deductible has been met.

Employees with family coverage
have $900 in-network and $3,000
out-of- network deductibles with
the same levels of coinsurance after
that deductible has been met.

In keeping with the VBBD philos-
ophy, Ms. Ruderman spearheaded
the addition of several new benefits
beginning in 2010.

For example, after attending a
seminar where a dental expert talked
about how gum disease can lead to
other medical conditions, Ms. Ruder-
man looked into covering three
cleanings per year in the company’s
dental plan, which is administered
by Delta Dental. That benefit will be
provided to employees beginning in
2010, regardless of whether they
have periodontal disease.

Leviton also will cover up to four
cleanings per year for pregnant
women since pregnancy often can
have a detrimental effect on wom-

en'’s gums and teeth, Ms. Ruderman
said, drawing from personal experi-
ence.

A new high-deductible consumer-
driven health plan with a health
savings account was introduced for
2010. It also is administered by
BCBCNC, with ACS/Mellon Bank
handling employees’ HSAs.

To encourage employees to enroll
in the plan, Leviton is providing a
one-time $125 contribution to the
HSA for single coverage and $250
for family coverage. In addition,
employees’ premium contributions
to enroll in the plan are half that of
the PPO plan.

As with most CDHPs, preventive
care is covered at 100%. In addition,
generic drugs that have been identi-
fied as “preventive” are also covered
at 100%.

In-network deductibles in the
CDHP are $1,250 for single cover-
age and $2,500 for family coverage
with 90% coinsurance in-network
after the deductible has been met.
Out-of-network deductibles are
$2,500 and $5,000, respectively,
with 60% coinsurance out-of-net-
work after the deductible has been
met.

Besides the PPO and CDHP plans
administered by BCBSNC, Leviton
also offers a PPO plan from Reno-
based St. Mary’s HealthFirst to its
Nevada employees because it is the
only available provider network in
the area, according to Ms. Ruder-
man.

In addition to medical and dental
benefits, Leviton also offers vision
benefits, which are provided by
Davis Vision; long-term disability
insurance, life insurance and sup-
plemental group insurance, which
is underwritten by CIGNA Corp.;
and long-term care insurance,
underwritten by MedAmerica.

Leviton also offers post-retire-
ment health care benefits to
employees at certain locations who
were hired on or before Feb. 1,
1995. Pre-Medicare retirees who are
eligible for the coverage are enrolled
in the same PPO plan that is avail-
able to active employees. For those
who are age 65 and older, Leviton
offers a Medicare supplemental plan
and the same prescription drug ben-
efits as the PPO.
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Ruderman: Rising to benefits challenge

CONTINUED FROM PAGE 10

copayments for specialists and emer-
gency room visits, providing first-
dollar coverage for preventive care
and instituting mental health parity,
the rate of increase dropped to 4.3%.

That number could have been
lower, however, had it not been for
what Ms. Ruderman called “benefits
rush.”

“We've seen an increase in medi-
cal utilization. I think people were
concerned about job security, so
everyone used coverage more this
year than in the past,” she explained.

To stem the rate of future cost
increases in Leviton's health bene-
fits plan, Ms. Ruderman introduced
a series of wellness programs
designed to improve the health and
well-being of the company’s
employees and their dependents
(see related story, page 14).

Concerned that employees with
chronic conditions might cut back
on medications to save money, Ms.
Ruderman launched a “Medication
Dedication” program in January
2008.

Under that program, individuals
who have a chronic illness, such as
Type II diabetes, high cholesterol,
hypertension or coronary artery dis-
ease, can obtain generic medica-

tions at no cost. If there is no gener-
ic equivalent, or if their doctor
prefers they take a brand-name
drug, their medication is moved
down one tier in Leviton's three-
tiered drug plan.

The program increased medica-
tion adherence from 69% in 2007
to 81% in 2008. In addition, the
generic utilization rate increased to

1%

The ‘Medication Dedication’ program
was launched in January 2008. Under
the program, medication adherence
increased from 69% in 2007 to 81%
in 2008.

65.4% from 59.6% over the one-
year period. Figures for 2009 are not
yet available.

To determine Leviton's biggest
health care cost drivers, Ms. Ruder-
man asked its consultant to conduct
a claims analysis, which found that
75% of the company’s employees are
mostly healthy and drive about 15%
of total costs, while 25% of employ-
ees are responsible for the remainder.

Through the use of the Medica-
tion Dedication program in con-
junction with wellness programs,
Leviton was able to reduce costs by
7.9% for employees in the
chronic/severe/catastrophic catego-
ry in 2008 over 2007.

Besides getting health care costs
under control, Ms. Ruderman’s other
major challenge has been persuading
employees to continue contributing
to their 401(k) plan following both
the 2008 stock market crash and
Leviton's suspension of its safe har-
bor match as of March 1, 2009.

To address these concerns, Ms.
Ruderman partnered with Leviton'’s
401(k) plan administrator, Bank of
America Merrill Lynch, to develop a
holistic financial communications
campaign that addressed everything
from market volatility to long-term
financial planning and retirement
security and the value of other com-
pany-provided benefits including
life, health and disability insurance.

Afterwards, “the concerns stopped.
It wasn't a panic situation anymore.
People were more happy to keep
their job and recognize they had
health insurance, they were healthy,
they had a comprehensive benefits
program,” Ms. Ruderman said. “It
was a whole process of taking a step
back and thinking long-term.”

Reality TV inspires weight-loss program

By JOANNE WOJCIK

MELVILLE, N.Y.—In the words of
Oscar Wilde, “life imitates art far
more than art imitates life,” and
such is the case at Leviton Manufac-
turing Co. Inc.

Leviton sponsored a weight-loss
competition modeled after the pop-
ular reality TV show, “The Biggest
Loser,” that attracted 178 partici-
pants who collectively lost 1,501
pounds during a 10-week period
ending Nov. 20.

Dan Perlowitz, a systems analyst
based in Leviton's Melville head-
quarters, won the title of “the
biggest loser” as well as a $200 gift
card, losing 45.6 pounds, or 20.35%
of his body weight.

In a show of solidarity, Fran Rud-
erman, senior director of benefits
and compensation at the family-
owned electrical components man-
ufacturer, also participated in the
program, losing 12 pounds.

She said the idea for the contest
came from Mara Fischer, her bene-
fits intern who was in charge of the
program.

Ms. Ruderman said she approved
the competition for several reasons,
not the least of which was that
weight was an area highlighted as
being a concern when she analyzed
the health risks of Leviton's
employee population.

Moreover, it was easy to arrange,
it was a team-oriented activity that
provided for intracompany compe-
tition, and it provided an opportu-
nity to educate employees on the
importance of healthy nutrition
and physical activity, according to
Ms. Ruderman.

In addition to the Biggest Loser
competition, Leviton sponsors and

MICHAEL MARCOTTE

Contest winners, from left: Dan Perlowitz, Kevin Magee, Souvik Roy,
Greg McMahan, John Wilhelm and Linda Pego with Fran Ruderman.

subsidizes a variety of weight-loss
and exercise programs in keeping
with its holistic approach to well-
ness.

Employees collectively have lost
nearly 3,000 pounds with Leviton’s
Weight Watchers at Work initiative,
and several of them no longer need
medications for medical conditions
that stem from being overweight,
such as hypertension and diabetes,
Ms. Ruderman said.

To get started with a 12-week pro-
gram, Leviton will subsidize 20% of
the cost for employees to participate
in the first at-work program. If an
employee continues on to the next
12-week at-work program, Leviton
will subsidize 50% of that cost; if he
or she continues to a third 12-week
program, Leviton subsidizes 80% of
the cost; and thereafter, if the
employee continues to participate in
Weight Watchers at Work, Leviton
will continue to pay 80% of the cost.

To encourage its employees to be

active, Leviton sponsors an annual
national “Walk at Lunch” day dur-
ing which employees at all 14 U.S.
locations walk for a half hour dur-
ing their lunch breaks. Close to 90%
of the company’s 3,000 employees
participated at the previous walk,
and, as a reward, they received a
water bottle and a healthy lunch.

When Chapel Hill-based Blue
Cross and Blue Shield of North Car-
olina sponsored a one-million-step
march around the state, Ms. Ruder-
man asked that the walk leaders stop
at Leviton’s Morganton, N.C.,, facili-
ty, where BCBS employees conduct-
ed a healthy cooking demonstration
and invited Leviton employees to
try out exercise equipment in a
motor home converted into a gym.

“We had some people from our
North Carolina facility step on a
treadmill for the first time in their
lives,” Ms. Ruderman said, adding
that she hopes it will not be their
last time on the machine.
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Tough economy requires innovation
to encourage 401(k) participation

By JOANNE WOJCIK

MELVILLE, N.Y.—In January, Fran
Ruderman, senior director of bene-
fits and compensation at Leviton
Manufacturing Co. Inc., faced the
unpleasant task of communicating
to employees that the company
would be suspending its 401 (k) plan
match as of March 1.

This was particularly difficult
because the bad news would be
arriving on the heels of one of the
worst stock market declines in
recent history.

Even before the match was sus-
pended, Ms. Ruderman had
“received a few phone calls from
employees asking how to get their
money out,” she recalled. “Their
assets were declining. People were
in fear and panic. Anybody who
considered retiring on Jan. 1, 2009,
had to put it off.”

After the suspension, things got
even worse.

The percentage of employees
contributing to the plan fell to
57.9% as of June 1, 2009, from 71%
as of Jan. 1, 2009.

Leviton began automatic enroll-
ment into its 401(k) plan in July
2007, with a 1% of salary minimum
deferral rate. At the time, 22% of
employees opted out. The 78% who
agreed to participate have been sav-
ing at an average deferral rate of
3.5% of salary.

To address these concerns, Ms.
Ruderman partnered with Leviton’s
401(k) plan administrator, Bank of
America Merrill Lynch, to develop a
crisis communications campaign to
educate employees on the virtues of
“financial wellness.” She also added
a U.S. Treasury bond index fund to
provide another conservative
investment option.

“We started an online communi-
cations campaign educating employ-
ees on the power of compounding. It
explained that the fact that you're
still contributing, you're gaining
compounding power,” Ms. Ruder-
man said.

“Merrill Lynch gave presenta-
tions to employees on the basics of
financial planning, focusing on
retirement security and what indi-
viduals needed to focus on, espe-
cially in this market,” she recount-
ed. “We also wanted people who
were concerned about their assets
who were purchasing homes or
sending kids to college to work on
this financial planning basics pro-
gram to stay on track with their
long-term objectives.”

Ms. Ruderman also arranged for
webinars that honed in on all
aspects of employees’ “financial
wellness.”

Ms. Ruderman also directed Levi-
ton’s 401(k) plan administrator to
conduct a generational analysis to
determine the best way to target
communications in order to boost
participation rates.

Although the average age of Levi-
ton employees is 44, 46.8% are
baby boomers, born between 1946
and 1964; 40.3% are Generation

Xers, born between 1965 and 1980;
9.9% are millennials, born after
1980; and 3.02% are traditionalists,
born before 1946.

The analysis found baby boomers
and traditionalists had the highest
deferral rates, while millennials and
Generation Xers had the lowest.

To reach these two groups, Levi-
ton boosted its online 401(k) com-
munications to include online pre-
sentation software to facilitate e-

learning, and advice on which
investments to choose based on
objectives and risk tolerance levels,”
Ms. Ruderman explained.

Ms. Ruderman is hopeful things
will turn around, as Leviton recent-
ly announced it will resume its 4%
company match beginning on Jan.
1. Leviton matches 100% of the first
3% of pay deferred to the 401(k)
plan and 50% of the next 2% of pay
deferred.
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Leviton staff, left to right, Sharon Warner, Maureen Carey, Darlene Gladstone,
Mara Fischer, Fran Ruderman and Theresa Serkisyan.
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Leviton goes green to save green

Online benefits portal helps
company reduce carbon footprint

By JOANNE WOJCIK

MELVILLE, N.Y.—When Leviton Manufacturing Co. Inc.
underwent a rebranding campaign in 2007 to empha-
size its commitment to protecting the environment,
Fran Ruderman, senior director of benefits and compen-
sation, wanted to reduce the carbon footprint of her
department, too.

Many of Leviton'’s products—f{rom sophisticated light-
ing energy management systems to box-mounted design-
er switches, outlets and dimmers—were designed to use
less energy, and the company’s new state-of-the-art head-
quarters, to which it relocated in June, serves as a show-
case for many of these
“green building” products.

For example, lights are
connected to motion sen-
sors so areas that are not in
use, such as empty bath-
rooms, are not lit, Ms. Rud-
erman said. In addition,
the windows are equipped
with blinds that roll down
or up automatically to
keep heat in or out,
depending on internal and
external temperatures, she
added.

To reflect the company’s
eco-friendly image, Ms.
Ruderman contracted with
Benefitfocus Inc., a
Charleston, S.C.-based benefits technology firm, to
build a benefits portal that would provide papetless
communications and electronic enrollment.

“It didn’t make sense to issue paper if we could do
everything online,” she said. “And, of course, it was sup-
ported by management.”

Ms. Ruderman selected Benefitfocus after being intro-
duced to the company via Leviton's self-funded health
care plan administrator, Chapel Hill-based Blue Cross
and Blue Shield of North Carolina, which had been
using the company’s technology. She liked the fact that
Benefitfocus is a boutique operation.

“I like being a big fish in a small pond,” she said.

Leviton’s benefits portal, dubbed “HR InTouch,” is
pre-populated with each employee’s individual and
family benefits and claims information, which can be
used as a decision-making tool during open enrollment,

Leviton contracts with Benefitfocus Inc. to build a
benefits portal that provides paperless communications.

which is conducted electronically.

“I think people spend more time shopping for a vaca-
tion than for their health plan options at open enroll-
ment,” Ms. Ruderman said.

Because not all employees use computers at work,
and some don’t have them at home, Ms. Ruderman
arranged for computer kiosks to be set up at Leviton’s 14
U.S. locations so all 3,000 employees would be able to
access the site.

Besides information on all of the company’s health
and wellness programs, HR InTouch site includes inter-
active videos on stress management, healthy travel eat-
ing, drinking water at work to stay hydrated, as well as
a primer on how to be a wise health care consumer. The
portal also provides information on Blue Card World-
wide, a program available for employees who have med-
ical emergencies while traveling outside of the United
States.

HR InTouch also pro-
vides employees access to
their 401(k) plan, which is
administered by Bank of
America Merrill Lynch,
and to health savings
account  administrator
ACS/Mellon Bank.

For this year’s open
enrollment, Ms. Ruderman
added a video to the portal
featuring Leviton Chief
Executive Officer Don
Hendler, who encourages
employees to take part in
the company’s many well-
ness programs.

“You can do your part
by becoming more person-
ally involved in assessing and improving your own
health,” he tells employees in the video.

Mr. Hendler also asks employees to consider the high-
deductible consumer-driven health plan, which was
introduced for 2010, and reminds employees about the
high cost of health benefits and the fact that Leviton is
paying 77% of all costs.

Besides being “green” itself, the site saves Leviton a
little “green” on the cost of paper and printing, accord-
ing to Ms. Ruderman.

For example, when one of her team members recent-
ly went to FedEx Kinko’s to make about 900 copies of
benefit communications for Leviton, she came back
apologizing for the cost.

“She said, ‘Fran, I spent $1,000,”” Ms. Ruderman
recounted. “When you multiply that times 3,000
employees, it’s thousands of dollars being saved.”

Prescription plan helps lower drug costs

MELVILLE, N.Y.—Leviton Manufacturing Co.
Inc.’s “Medication Dedication” program, which
was launched in January 2008, has increased
medication adherence rates while lowering the
cost of care for plan members with chronic ill-
nesses.

Under the program, prescription drug copay-
ments are waived for individuals with a chronic
illness, such as Type II diabetes, high cholesterol,
hypertension, coronary artery disease or asthma, if
they agree to take generic prescription medica-
tions for their conditions. If no generic equivalent
is available, or if their doctor prefers they take a
nonpreferred brand-name drug, that medication
is moved down to the preferred brand-name drug
tier in Leviton’s three-tiered prescription drug
plan, which is administered by Chapel Hill-based
Blue Cross and Blue Shield of North Carolina.

As a result, employees and their dependents
who participate in Leviton’s Medication Dedica-
tion program can save anywhere from $10 per
prescription for generics to $25 for non-preferred
brand-name prescription drugs.

Under Leviton’s three-tiered drug program,
generics cost $10, preferred brand-name drugs
cost $25 and nonpreferred brand-name drugs cost
$50. Specialty drugs are subject to 25% coinsur-
ance with a minimum copayment of $50 and a
maximum copayment of $100.

This program, coupled with Leviton’s weight
management programs, reduced the cost of care
for plan members who had been categorized as
chronic/severe/catastrophic by 7.9% in 2008 over
2007, according to Fran Ruderman, senior direc-
tor of benefits and compensation.

At the same time, the proportion of these plan
members who were adhering to their prescribed
drug regimens increased from 69% in 2007 to 81%
in 2008, she said.

In addition, generic utilization grew from
59.6% to 65.4% of all prescriptions filled, produc-
ing additional savings to the company. Every pet-
centage point increase in generic utilization
yields a savings of $1.27 per member per month,
Ms. Ruderman calculated.

—By Joanne Wojcik
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Fran
Ruderman

Fran Ruderman, 49, has been the
senior director of corporate
benefits and compensation at
Leviton Manufacturing Co. Inc.
since July 2000. She came to
Leviton, a family-owned electrical
component manufacturer based in
Melville, N.Y., after 14 years
working as the director of
benefits and compensation at

Thomson Industries in Port Washington, N.Y.
Ms. Ruderman has a Bachelor of Business Administration from Baruch
College in New York and a Master of Business Administration from Adelphi

University in Garden City, N.Y.

She is married to Andrew Ruderman, a research analyst for Thomas Pub-
lishing Co. L.L.C., and the couple has two daughters, Laine, 18, and Darian, 14.

Leviton rewards workers
who focus on their health

By accomplishing
goals, employees can

reduce premiums
By JOANNE WOJCIK

MELVILLE, N.Y.—Concerned that
employees were not acting on the
information they received from their
annual health risk assessments and
biometric screenings, Leviton Manu-
facturing Co. Inc. now requires
employees to also accomplish one of
three health goals in order to earn up
to $225 to apply toward their 2011
premium contributions.

They must make an appointment
with their primary care physician to
discuss the results of their HRA and
biometric screenings, call a nurse
line to arrange for a health coach, or
join Health Partnerships and see a
nutritionist.

Health Partnerships is a confiden-
tial health management program
offered by Chapel Hill-based Blue
Cross and Blue Shield of North Car-
olina, which also administers Levi-
ton’s self-insured health benefit
plan.

Plan members receive education-
al materials and support services to
improve their health and manage
specific health conditions, such as
asthma, diabetes, tobacco cessation
and weight management.

Previously, employees could earn
a $100 annual premium discount
for completing an HRA and partici-
pating in on-site biometric screen-
ings.

In the Healthy Dividends pro-
gram, which is open to employees
and their dependents, participants
earn points that can be exchanged
for gift cards for achieving certain
goals, such as exercising or losing
weight. In 2009, Leviton employees
participating in the Healthy Divi-
dends program earned 832,000
points and were awarded $8,300 in
gift cards.

In addition to Healthy Dividends,
Leviton offers employees a variety
of other wellness and health pro-
motion programs in keeping with
the company’s “Holistic Wellness

Mission Statement,” which promis-
es to “provide awareness for health-
ier lifestyle alternatives; foster posi-
tive behavior changes with pro-
grams, information, education and
incentives; ‘Go Green’ with online
information access; provide educa-
tion and information for being a
better consumer of benefit pro-
grams and services; and promote
personal responsibility  and
accountability.”

Among the wellness benefits
offered are:

® 100% coverage of preventive
care and generic preventive medica-
tions

® “Medication Dedication” pre-
scription drug program (see related
story)

® Flu shots for employees

® Weight management initia-
tives

® Biggest Loser competition (see
related story, page 12)

® Annual National
Lunch program

® Health and wellness newslet-
ters

e Employee health fairs

® [Fresh fruit Fridays

® Indoor and outdoor walking
tracks

® Smoke-free campuses

® Worksite yoga

® Smoking cessation programs/
classes

® Stress management programs

To encourage employees to adopt
healthier eating habits, Fran Ruder-
man, senior director of benefits and
compensation, asked the companies
that manage the company’s cafete-
ria and stock vending machines to
add some healthy food options.

“We realized we couldn’t take
away all the chocolate bars and
chips,” she said. “But we could add
some healthy alternatives.”

For example, “in the cafeteria,
there’s a healthy vegetable served
every day, and at least twice a week
there’s a fish option. Some locations
have added turkey and veggie burg-
ers,” she said.

In addition, 100-calorie snacks,
popcorn, granola bars and water
were added to the vending
machines.

Walk at
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LEGAL NOTICE

NOTICE OF CLAIM DATE FOR CLAIMS AGAINST
FRONTIER INSURANCE COMPANY
ON DIRECT POLICIES ISSUED THROUGH
TERRAMAR AGENCIES (““NOTICE")

By order dated October 10, 2001, the
Supreme Court of the State of New York, County of
New York, placed Frontier Insurance Company
(“Frontier") into rehabilitation and appointed as re-
habilitator of Frontier (“Rehabilitator") the then-Su-
perintendent of Insurance of the State of New York,
Gregory V. Serio (and his successors in office) (“Re-
habilitation Order"). Pursuant to the New York Insur-
ance Law (“Insurance Law") and the Rehabilitation
Order, the Rehabilitator was given the responsibility
of, among other things, marshalling Frontier's assets
and adjudicating claims consistent with Article 74 of
the Insurance Law.

PLEASE TAKE NOTICE that the
Supreme Court of the State of New York, County of
Albany, has issued an order, dated October 29, 2009,
establishing March 12, 2010 (“Terramar Notice
Date”) as the last date on which a person may submit
anotice (“Terramar Notice") with respect to any in-
surance policy or insurance or reinsurance contract
issued by Terramar Insurance Company, Terramar In-
surance Agency, Advanced Risk International, Ltd. or
Terramar General Agency (“Terramar Policy”) so as
to preserve any obligation of Frontier pursuant to
such Terramar Policy. The Order further provides as
follows:

1. The Terramar Notice shall accu-
rately and sufficiently set forth the required informa-
tion identifying (a) the Terramar Policy pursuant to
which Frontier has or may have an obligation (“Iden-
tified Terramar Policy”), (b) the policyholder(s) of
such Identified Terramar Policy, (c) the person(s)
with an interest in the Terramar Policy who, by sub-
mitting a Terramar Notice, seeks to preserve such
person’s interest in the Identified Terramar Policy
(“Submitting Terramar Policy Interest Holder"), and
(d) any claim under such Identified Terramar Policy
where the Submitting Terramar Policy Interest Hold-
er has knowledge of the event, accident or occur-
rence giving rise to the claim, the person or property
allegedly injured or damaged, and the nature of the
alleged injury or damage, prior to the Terramar No-
tice Date;

2. All claims against Frontier pur-
suant to any Terramar Policy will be barred unless
the Terramar Policy, the policyholder(s) of such Ter-
ramar Policy and all other information required in
Paragraph 1 of this Notice have been accurately and
sufficiently identified in a Terramar Notice submitted
by the Terramar Notice Date;

3. Any claim against Frontier pur-
suant to any Terramar Policy will be barred where the
Submitting Terramar Policy Interest Holder had
knowledge of the event, accident or occurrence giv-
ing rise to the claim, the person or property allegedly
injured or damaged, and the nature of the alleged in-
jury or damage, prior to the Terramar Notice Date
and did not submit a timely Terramar Notice setting
forth such information concerning the claim;

4. All persons will be barred from as-
serting claims against Frontier pursuant to any Terra-
mar Policy other than Submitting Terramar Policy In-
terest Holders who submit a timely, accurate and suf-
ficient Terramar Notice in connection with such Ter-
ramar Policy by the Terramar Notice Date; and

5. All Terramar Notices must be made
in writing and sent to the Rehabilitator by first class
mail, postage paid and postmarked on or before the
Terramar Notice Date, or by overnight courier, fees
paid and written acknowledgement of receipt by such
courier on or before the Terramar Notice Date, to the
following address:

Frontier Insurance Company in Rehabilitation
Attn: Legal Department

195 Lake Louise Marie Road

Rock Hill, N.Y. 12775-8000

Copies of Terramar Notice forms and instructions
have been posted on the internet site maintained by
the New York Liquidation Bureau at
http://www.nylb.org or may be requested by calling
845-807-5047.

JAMES J. WRYNN

Superintendent of Insurance

of the State of New York as Rehabilitator

of Frontier Insurance Company

For 2010 BI Rates or
Editorial Calendar
call Monique at
212.210.0129

NOTICE OF BAR DATE FOR CLAIMS AGAINST
FRONTIER INSURANCE COMPANY AND
TERMINATION OF FUTURE LIABILITY
ON BONDS (*“NOTICE")

On October 10, 2001, the Supreme
Court of the State of New York, County of New York,
placed Frontier Insurance Company (“Frontier") into
rehabilitation and appointed as rehabilitator of Fron-
tier (“Rehabilitator") the then-Superintendent of In-
surance of the State of New York, Gregory V. Serio
(and his successors in office) (“Rehabilitation Or-
der”). Pursuant to the New York Insurance Law (“In-
surance Law") and the Rehabilitation Order, the Re-
habilitator was given the responsibility of, among
other things, marshalling Frontier's assets and adju-
dicating claims consistent with Article 74 of the In-
surance Law.

PLEASE TAKE NOTICE that the
Supreme Court of the State of New York, County of
Albany, has issued an order, dated October 29, 2009,
establishing March 12, 2010 (“Bond Bar Date") as the
last date on which a notice (““Bond Notice") regard-
ing any bond issued by Frontier, including any surety
bond or other bond or guaranty identified in New
York Insurance Law Sections 1113(16) or 6801
(“Bond"), may be filed with the Rehabilitator so as to
preserve any obligation of Frontier pursuant to such
Bond. The Order further provides as follows:

1. The Bond Notice shall identify (a)
the Bond pursuant to which it is alleged that Frontier
has an obligation, (b) the default, event, accident, or
occurrence allegedly giving rise to a claim pursuant
to such Bond (“Triggering Event"), (c) the date of the
Triggering Event, (d) the alleged injury, loss or dam-
age caused by the Triggering Event, (e) the dollar
amount of the claim alleged as a result of the Trigger-
ing Event, and (f) the obligee or principal under such
Bond who, by submitting a Bond Notice, seeks to pre-
serve such person’s rights under the Bond (*“Submit-
ting Bond Interest Holder");

2. Any claim against Frontier pur-
suant to any Bond shall be barred unless a timely
Bond Notice has been submitted that accurately and
sufficiently identifies the Bond, the claim alleged pur-
suant to such Bond, and all other information re-
quired in Paragraph 1 of this Notice;

3. Any claim under any Bond in which
the Triggering Event occurs after January 11, 2010
(“Bond Cutoff Date™) shall be barred;

4. All persons will be barred from as-
serting claims against Frontier pursuant to any Bond
other than Submitting Bond Interest Holders who
submit a timely, accurate and sufficient Bond Notice
in connection with such Bond by the Bond Bar Date;
and

5. All Bond Notices must be made in
writing and sent to the Rehabilitator by first class
mail, postage paid and postmarked on or before the
Bond Bar Date, or by overnight courier, fees paid and
written acknowledgement of receipt by such courier
on or before the Bond Bar Date, to the following ad-
dress:

Frontier Insurance Company in Rehabilitation
Attn: Legal Department
195 Lake Louise Marie Road
Rock Hill, N.Y. 12775-8000
Copies of Bond Notice forms and instructions have
been posted on the internet site maintained by the
New York Liquidation Bureau at http://www.nylb.org
or may be requested by calling 845-807-5045.
JAMES J. WRYNN
Superintendent of Insurance
of the State of New York as Rehabilitator
of Frontier Insurance Company
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You're hired.

Business Insurance. CAREER CENTER

The ultimate career resource in the insurance industry.

http://careers.BusinessInsurance.com

CEO

Small Life Insurance Co. in
organization seeks CEO South
Florida. Send resume and salary
requirements to:
Firsteasti@®aol.com

We are Looking for Loss Portfolio Transfers
Between $200,000 and $10mm.

If you are Looking to Close Out Outstanding
Reserves from 1 or Multiple Years:
Visit our website at: www.jrso-inc.com
Email us at: mike@jrso-inc.com or
Call: (847) 778-7969

REQUEST FOR PROPOSAL

INVITATION TO NEGOTIATE
STATE BOARD OF ADMINISTRATION
OF FLORIDA

The State Board of Administration of Florida (SBA)
is soliciting competitive responses from parties
interested in offering actuarial consulting services
for commutation of hurricane losses to the Florida
Hurricane Catastrophe Fund (FHCF). The Invitation
to Negotiate (ITN) will be available on December 4,
2009, and may be obtained from the FHCF website
at www.sbafla.com/fhcf (under “Announcements”).
The deadline for submitting responses is 2:00 p.m.
EST on December 21, 2009. The SBA reserves the
right to reject any or all competitive proposals and
to cancel any ITNs.
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BENEFIT STATEMENTS

The Preferred Source for Statements

Experienced and helpful consultants, plus extensive production resources,
assure a personalized total rewards message for each employee:

« Customized design and message to your requirements,

« Statements delivered accurate and on time,

* Cost effective: from 100 to 100,000 employees,

* IT support that will help you assemble employee data.
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www.aboutyourbenefits.com
Contact: Jay Marchant

(866) 440-4402
info@aboutyourbenefits.com =
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The Source for Statements
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EDUCATION & TRAINING

Totally ONLINE master’s degree in
Risk Management and Insurance
Complete your degree from anywhere in the world
Classes taught by full-time faculty
Affordable and Flexible
Visit http://riskmanagement.fsu.edu
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Trust Business Insurance
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ManagementServices, Services for Insurers intermediaries,
Software/Technology, Workers Compensation.

For details on listing your company, contact Monique at

212-210-0129 or mmurray@businessinsurance.com
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Irwin Siegel Agency expands
workers comp program

ROCK HILL, N.Y.—Irwin Siegel Agen-
cy Inc. has expanded its workers
compensation program to cover
more sectors.

The expansion, which includes
additional eligibility open to small
business, social service providers
including home health care, medical
staffing programs, and other health
care industries, will aim to offer
“broad eligibility” by lowering the
minimum premium from $10,000 to
$2,500, the company said.

According to the Rock Hill, N.Y.-
based agency, the workers compen-
sation product includes claims ser-
vices and consultative risk manage-
ment resources, and can be pur-
chased as a standalone policy or as a
comprehensive package.

Chartis Inc. will underwrite the
policy.

For more details, contact Chad
Rowan, associate underwriter, spe-
cialty lines, at 800-622-8272 ext.
5143 or chad.rowan@siegelagency.com.

Markel introduces coverage
for political campaigns

RICHMOND, Va.—Markel Risk Solu-
tions, a unit of Richmond, Va.-
based Markel Corp., has introduced
a multiline, admitted insurance
product for political campaigns.

CampaignPro, available in most
U.S. states, aims to help manage
property and liability risks faced by
local, state and national political
campaigns and committees, includ-
ing gubernatorial and U.S. House
and Senate campaigns.

According to Markel, campaigns
have no exemptions from liability
under statutory law. Also, ever-
growing campaign revenues and
donation levels add to the exposure
for potential loss.

“2010 is a very active election
cycle with all 435 United States
House of Representatives and 36
United States Senate seats being

contested. In addition, 39 states will
elect governors,” the company said
in a statement.

The program aims to protect a
campaign’s financial assets through
a ‘“coordinated approach that
reduces gaps, simplifies coverage,
and keeps costs down,” the compa-
ny said.

For more information, contact
Barrett Hubbard, managing direc-
tor, at 804-527-7792 or
bhubbard@markelcorp.com.

Zurich adds enhancements
to D&O liability policy

SCHAUMBURG, Ill.—Zurich North
America Commercial, a unit of
Zurich Financial Services Group,
has announced a series of policy
enhancements for its D&O liability
coverage.

Under its D&O select policy, the
Schaumburg, Ill.-based insurer
offers coverage to mitigate litigation
costs against electronic discovery
risk, which refers to discovery in lit-
igation of information from various
electronic formats such as e-mail
and instant messaging chats.

“The quantity of electronically
stored information has increased
dramatically over the past 10 years,”
said Will Fahey, senior vp of Zurich'’s
specialty management solutions
group. “Because of this drastic
increase, a growing percentage of
legal fees paid under D&O policies
are related to e-discovery costs.”

According to Zurich, the company
also will work with ACT Litigation
Services Inc., a Valencia, Calif.-based
provider of electronic discovery, doc-
ument review and litigation man-
agement consulting, to offer services
to qualified policyholders that will
develop and test their electronic dis-
covery readiness and potentially
control expenses and liability, as part
of the increased coverage.

For more information, contact
Mr. Fahey at 212-553-5629 or
will.fahey@zurichna.com.

Chartis introduces add-on
for pollution liability policy

NEW YORK—Chartis Inc. has intro-
duced an endorsement to address
specific environmental risk under
its existing pollution legal liability
select policy, the company said in a
statement.

According to Chartis, the supple-
mental coverage was designed by its
environmental unit to address risk
exposures for carbon capture and
storage operations, where carbon
dioxide is captured then perma-
nently stored to prevent its release
into the atmosphere.

Chartis aims to “address carbon
capture and storage activities with
coverage for environmental risks to
natural resources, public and pri-
vate property, and human health,”
the company said in a statement.

New York-based Chartis Inc. is
the property/casualty insurance
unit of American International
Group Inc.

For more information, contact
Sara Fisenstat at 212-458-6275 or
sara.eisenstat@chartisinsurance.com.

Pre-employ.com hosts
red flag rule webinar

REDDING, Calif.—Pre-employ.com
Inc., a pre-employment background
screening and human resource
provider, will host a free, on-
demand educational webinar on
mandatory compliance with the
Federal Trade Commission’s red flag
rules.

The webinar, “Identity theft: A
User’s Responsibilities Under the
FACT Act Red Flag Regulations,”
aims to inform employers about the
FTC’s red flag rules, which require
financial institutions and creditors
to implement written prevention
programs that identify, detect and
respond to identity theft.

Pre-employ.com’s webinar fea-
tures guest speakers Pam Devata,
attorney at Seyfarth Shaw L.L.P. and
Robert Mather, chief executive offi-
cer of Pre-employ.com.

The FTC has delayed the enforce-
ment deadline of the rules to June
1, 2010. The law was enacted in Jan-
uary 2008.

For more information, visit
www.pre-employ.com/RedFlagsRule.

T0 SUBMIT TEMS

BI's Products & Services column
reports on new product offerings.
Please send Product & Services news
to Mike Tsikoudakis, 360 N. Michigan,
Chicaqo, lIl. 60601 or e-mail
mtsikoudakis@businessinsurance.com.

AlIG: Deal to retain Benmosche OK’d

CONTINUED FROM PAGE 3

Bergman, an analyst with Morn-
ingstar Inc. in Chicago.

The stock is “designed as a reten-
tion tool, and I think a compensa-
tion package tied to both time and
performance is a smart move for
AIG,” said Richard V. Smith, senior
vp at Sibson Consulting, an execu-
tive recruiting firm in New York.

Until the agreement was signed,
“it’s possible AIG’s board consid-
ered Mr. Benmosche a flight risk,”
said Mr. Smith. “But I think this
package puts some glue in his
seat,” he said, estimating the con-
tract probably requires Mr. Ben-
mosche to stay in the role for five
years, based on typical noncom-

pete contracts.

Mr. Benmosche also will be eligi-
ble for a performance bonus of up
to $3.5 million in company stock,
raising his total annual compensa-
tion as high as $10.5 million,
according to a Form 8-K filed with
the U.S. Securities and Exchange
Commission in August.

Pay ‘appropriate’

Executive recruiters said a $10
million package is appropriate giv-
en the size of the company and the
level of importance placed on the
role by company shareholders.

Last week’s developments coin-
cide with what appears to be grow-
ing opinion in Washington over
the issue of executive pay curbs and

their ability to hurt the insurer.

According to a Wall Street Journal
report, federal officials are pressing
Mr. Feinberg to ease up on compen-
sation restrictions at AIG for 2010,
citing anonymous sources.

The officials believe the severe
curbs could harm the insurer and
jeopardize its ability to repay the
government, according to the
report.

As a recipient of a 2008 bailout
package of up to about $180 billion,
AIG has had to comply with pay
regulations imposed on the top 25
executives as mandated by Mr. Fein-
berg last month. Mr. Feinberg is
reviewing 2010 executive compen-
sation packages for AIG’s next 75
highest-paid executives.
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Comings
& Goings

CLOSE

GARY COOPER

NEW JOB TITLE: St. Louis-based
association manager with Safety
National Casualty Corp.

PREVIOUS POSITION: Carson City,
Nev.-based deputy commissioner
for the Nevada Division of
Insurance

GOALS FOR NEW POSITION: Safety
National is a leader in providing
excess workers compensation for
self-insured groups and
associations and my role will be to
act as a liaison between the
company and state regulators
who oversee those groups. One of
our main goals is to facilitate a
conversation that will help
strengthen the self-insured group
concept. This will be in addition to
managing our staff of association
underwriters and increasing
awareness of Safety National's
capabilities and expertise in this
market segment.

CHALLENGES FACING INDUSTRY:
The market remains very
competitive and will continue to
be until the workers
compensation primary market
hardens. Once this happens, there
will be opportunities for new self-
insurance group business. While

current self-insured groups face
competitive pressures, there will
always be a need for self-insurance.

INDUSTRY OUTLOOK: (Regarding)
institutional knowledge, many of
the administrators who started
groups, and reqgulators who
oversee those groups, are retiring
and that knowledge will be difficult
to replace. Also, the industry
needs a better model for self-
insured groups. Right now, there
are more differences between
state regulations for self-insured
groups than similarities. We think
that can potentially weaken
groups' long-term success. To
improve this, input is needed from
both the regulator and industry
perspectives. The best thing to do
is to improve the existing model
rather than see the deterioration
of the entire concept.

FIRST EXPERIENCE IN JOB
MARKET: | was a territory claims
adjuster for (Boston-based)
Commercial Union Cos. There, |
learned how important insurance
is for people.

ADVICE: Keep an open mind.
Everyone you meet in this
business knows something you
don't know and can help you
make a better contribution.

VISIT www.businessinsurance.com/ComingsandGoings
for a full list of this week's personnel moves and promotions.
Check our Web site daily for additional postings and sign up

for the weekly e-mail.

T0 SUBMIT ITEMS

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:

Mike Tsikoudakis
Business Insurance

360 N. Michigan Ave.
Chicago, Ill. 60601-3806

mtsikoudakis@businessinsurance.com

POSTING THIS WEEK

BROKERS:
Aon Corp.

INSURERS:
ACE Group
Starr Underwriting Agencies L.L.C.
Zurich Insurance Co. Ltd.

ASSOCIATIONS:
Casualty Actuarial Society
LL Global Inc.
London Business Interruption Assn.
Property Casualty Insurers Assn.
of America
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Firms need to prepare for more ERISA lawsuits: Panel

PLUS conference
panel says this route
increasingly popular

By ZACK PHILLIPS

CHICAGO—Investment firms, retire-
ment plan operators and their
insurers should brace for more law-
suits filed under the Employee
Retirement Income Security Act,
experts say.

Filing litigation under ERISA is an
increasingly popular route for plain-
tiffs, according to several attorneys
and others on a panel at the Profes-
sional Liability Underwriting Soci-
ety’s 2009 international conference
in Chicago earlier this month.

For example, in district court in
Pennsylvania, a group of plaintiffs
this year sued Austin Capital Man-
agement Ltd., an Austin, Texas-
based partnership that oversees
hedge fund investment portfolios,
for investing their money with dis-
graced financier Bernard Madoff.
The plaintiffs, including the Pen-
sion Fund for Hospital & Health
Care Employees in Philadelphia,
allege that Austin Capital Manage-
ment violated ERISA by impru-
dently investing the plan’s funds
and failing to notice red flags that
Mr. Madoff’s firm was a Ponzi
scheme.

Kenneth E. Rubinstein, a Manch-
ester, N.H.-based partner at Nelson,
Kinder, Mosseau, & Saturley P.C,,
said at the PLUS conference that he
believed the case has settled. He also
said the case “signals the begin-
ning” of a new approach by some
plaintiffs.

“I think we can take this as a clear
sign that plaintiffs have found a

Chicago a PLUS for group’s conference

CHICAGO—Nearly 2,000 underwriters, attorneys and other profes-
sional liability experts attended the Professional Liability Underwrit-
ing Society’s 2009 international conference, held Nov. 11-13 in

Chicago.

This year’s conference included more than 15 educational ses-
sions and panel discussions on recent court cases, trends in litiga-
tion, emerging exposures for directors and officers liability, errors
and omission liability, fiduciary liability, and other professional

liability insurance.

Next year’s conference will be Nov. 10-12 in San Antonio.

(new) avenue,” he said. “If you go
through the (Austin Capital Man-
agement) complaint, it effectively

—By Zack Phillips

states a cause of action that proba-
bly would survive a motion to dis-
miss. Once these claims get going...

they're very costly to defend and
they have some substantial risk.”

For cases related to Ponzi
schemes and other frauds, filing an
ERISA suit is attractive to plaintiffs
in part because there are not
enough assets available through
securities lawsuits to compensate
all investors who were harmed, Mr.
Rubinstein said.

But he said ERISA suits also are a
way for plaintiffs to avoid the more
stringent requirements of the Pri-
vate Securities Litigation Reform Act
of 1995.

That law requires plaintiffs to
meet a higher threshold when
pleading a case, and it halts discov-
ery—often an enormously expen-
sive undertaking for corporate
defendants—when the defense files
a motion to dismiss. An ERISA suit
could bring allegations very similar
to a traditional securities lawsuit but
would not be subject to those
PSLRA requirements, Mr. Rubin-
stein said.

“The plaintiffs are realizing that
not only is this an additional pock-
et but it's an additional pocket
where they can get a little more
leverage and have to deal with a lit-
tle less strict requirements,” he said.

In addition to cases involving
Ponzi schemes, plaintiffs have filed
ERISA cases against large companies
operating 401(k) or similar plans for
allegedly excessive fees.

Most of these suits argue that the
plan operators should not have paid
retail-level fees and should have
used their large size to negotiate
more favorable fees, said Elizabeth
Hopkins, counsel for appellate and
special litigation at the U.S. Depart-
ment of Labor.

Some cases also accuse defen-
dants of undisclosed fees, revenue

sharing or other conflicts of inter-
est, she said.

One of the most important issues
in such cases is who constitutes a
fiduciary. Ms. Hopkins said that an
employee who is not a named fidu-
ciary but who exercises control over
the plan, its management or its
assets could be named as a fiduciary
in an ERISA suit, and many invest-
ment managers have been named
as defendants in the suits. Still, she
said such cases typically are difficult
for plaintiffs.

“Generally these cases are very
hard for plaintiffs unless there real-
ly was no process that was used in
picking the funds and unless there
was some pretty obvious self-deal-
ing,” she said.

Earlier this year, the U.JS.
Supreme Court established more
stringent pleading standards in
Ashcroft vs. Igbal, drawing on its
2007 ruling in Bell Atlantic Corp. et
al. vs. William Twombly et al. Ms.
Hopkins said that those rulings,
which require that a claim be
“plausible on its face,” have helped
corporate defendants, especially in
ERISA suits, and have resulted in
numerous dismissals.

“These are hard cases for plain-
tiffs,” she said. “Judges tend not to
like them because they’re complex
and time consuming, and (judges),
I think, want to find ways to get rid
of these cases. And so far, dismiss-
ing them as not being plausible is
one way of these cases being dis-
missed.”

Ms. Hopkins said that the 8" U.S.
Circuit Court of Appeals soon is
expected to rule on a lawsuit against
Wal-Mart Stores Inc. for allegedly
costing its 401(k) participants $60
million in unnecessary mutual fund
fees.

PLUS: Companies may face lawsuits, regulation on executive pay

CONTINUED FROM PAGE 4

kind of limits that they are going to
need because that is a company that
not only has a higher risk of being
sued, it has a higher risk of being
forced to settle at a higher level
because of unjust enrichment.”

Mark Lebovitch, a New York-
based partner at Bernstein Litowitz
Berger & Grossmann L.L.P., said he
also rejects the logic of arguments
defending exorbitant executive pay,
and he thinks federal regulation is
necessary to provoke the needed
changes in compensation struc-
tures.

“I'm not a big fan of government
intervention, but because of the
nature of the market for people
who create wealth...they have a lot
of options and it’s very hard for a
single company to try to improve
practices,” he said. “If one Wall
Street firm were to (restrict the
compensation of) their moneymak-
ers, they’re all going to go to the
next firm. So you do have a need,
unfortunately, for regulatory inter-
vention.”

In October, the Federal Reserve
proposed a plan to regulate execu-

tive pay at the nation’s 28 largest
banks. Mr. Marshall said the regula-
tory changes fall in three areas:
steering executives’ focus toward
long-term rather than short-term
results by pegging compensation
incentives to the firm’s perfor-
mance over three years or stretch-
ing out the payment of an execu-
tive’'s compensation over three
years, using executive power to
“claw back” excessive compensa-
tion, and eliminating incentives
that encourage risk taking, which
he said will be difficult.

“This is probably the trickiest
piece because most directors did not
feel they were taking excessive risk”
before the financial crisis, he said.
“So it’s the definition of risk that’s
problematic. But the spirit of that
(regulation) is correct.”

Mr. Marshall also suggested cor-
porations eliminate stock options as
compensation and replace them
with restricted stock or other alter-
natives.

“My perspective is...stock options
have failed and they're not worth
looking at any further,” he said.
“There are too many ways to game
the system. What we really want to

do to genuinely align management
interests with shareholder interests
is have management become share-
holders...the old-fashioned way:
actually taking money out of their
pocket and buying stock and mak-
ing money when the stock value
goes up.”

In addition to federal regulation,
Mr. Lebovitch said litigation—par-
ticularly derivative lawsuits, which
shareholders file on behalf of the
company against a third party, such
as a former executive—is a tool to
provoke needed changes in corpo-
rate governance.

“We represent institutions that
recognize that derivative suits are
about setting incentives and they're
about recovery, but recovery for the
company,” he said. “Sophisticated
institutions...will pick out particu-
lar cases to set an example. You go
in there and...take this egregious
situation and then trust that by
implementing meaningful corpo-
rate governance changes, by getting
money back out of directors’ pock-
ets and really make an example of a
particular company, you're going to
have an improvement in the overall
market and behavior.”

Still, Gary M. Brown, a Nashville-
based shareholder and attorney at
Baker, Donelson, Bearman, Cald-
well & Berkowitz P.C., said the busi-
ness judgment rule, which protects
directors and officers from liability
if they make a decision in good
faith and with prudence that turns
out unfavorably for the company, is
“alive and well.”

“Use common sense to run your
company,” he said. “Think about
the action you're taking today and
how are you going to like it if it
shows up in the right-hand column
of the Wall Street Journal.”

But Mr. Brown also said the busi-
ness judgment rule often is misun-
derstood. Directors and officers can-
not have an interest in the transac-
tion and must be able to demon-
strate how they came to their deci-
sion in order to enjoy the protec-
tions of the rule, he said.

“There’s a significant difference
in the law between doing nothing
and deciding to do nothing,” he
said.

Mr. Brown cited a derivative suit
filed by Burbank, Calif.-based Walt
Disney Co. shareholders in 1997
against board members for approv-

ing a $140 million severance pack-
age to former president Michael S.
Ovitz. Disney eventually won the
case on the basis of the business
judgment rule, but only after 10
expensive years of litigation.

“The lesson out of that Disney
case really was those directors could
have saved themselves 10 years of
litigation and 37 days of trial with a
good set of (meeting) minutes,” he
said.

Mr. Lebovitch’s firm represents
Amalgamated Bank, which has
filed a derivative lawsuit against
Pfizer Inc. alleging its executives
harmed the company by promot-
ing its drugs for off-label uses,
resulting in a $2.3 billion federal
fine in October. He said he did not
believe one successful lawsuit
would open the floodgates to new
litigation.

“I don't think every ruling that
says, ‘Hey, maybe a director did the
wrong thing,’ portends a funda-
mentalist shift in our capital sys-
tem,” he said. “I think there are
times when it’s good to hold people
accountable for what they did,
make an example of people and
that will send a...message.”
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Finite: Accounting scandals change face of financial reinsurance

CONTINUED FROM PAGE 1

“10/10” rule, which determined that
a transaction could be considered
insurance if there was at least a 10%
chance of a 10% loss.

Then came investigations by
then-New York Attorney General
Eliot Spitzer and others that, among
other developments, eventually led
to the criminal convictions of sever-
al former executives at New York-
based American International
Group Inc. and Stamford, Conn.-
based General Reinsurance Corp. in
connection with finite risk deals (BI,
Sept. 20).

New rule effective

Meanwhile, in 2005, the Nation-
al Assn. of Insurance Commission-
ers approved finite reinsurance dis-
closure requirements for
property/casualty insurers. It also
said that an insurer’s chief executive
officer and chief financial officer
must attest that risk transfer
occurred and there were no side
agreements that eliminated risk.

The rule has been effective,
according to Joseph Fritsch, director
of insurance accounting policy for
the New York State Insurance
Department and chairman of the
NAIC’s property/casualty reinsur-
ance study group. Since introducing
the NAIC disclosure requirements,
“we haven't seen any major cases of
abuses,” said Mr. Fritsch.

There also is little of what once
was called finite reinsurance,
observers say.

“Today, there’s very little, if any,
being written,” said Robert P.
Hartwig, president of the New York-
based Insurance Information Insti-
tute. The investigations and convic-
tions in connection with finite rein-
surance have “obviously been an
enormous deterrent to participating
in this market which, at its height,
maybe accounted for 5% or 6% of
the reinsurance market,” said Mr.
Hartwig.

Paul Walther, CEO and principal
consultant with Lake Mary, Fla.-
based Reinsurance Directions Inc.,
said he has not heard much of finite
reinsurance activity recently.

It “just seems the traditional ways
of doing things have been restored
to popularity,” he said. “The bloom

A TREACHEROUS PATH

Finite reinsurance has caused problems for several insurers and reinsurers

m A bogus finite reinsurance
deal between American
International Group Inc. and
General Re Corp. that was
intended to help AIG manipulate
its financial statements to falsely
inflate its reported loss reserves
by $500 million eventually led to
prison sentences for former Gen
Re and AIG officials. After a trial
last year, five former executives
were found quilty of fraud
charges, sentenced and fined:
Ronald E. Ferguson, former Gen
Re chief executive officer,
received two years in prison and
a $200,000 fine; Christian M.
Milton, former AIG vp of
reinsurance, four years in prison
and $200,000 fine; Elizabeth
Monrad, former Gen Re chief
financial officer, 18 months in
prison and $250,000 fine;
Christopher Garand, Gen Re's
senior vp in charge of U.S. finite
underwriting, one year and one
day in prison and $150,000 fine;
and Robert Graham, Gen Re's
senior vp and assistant general
counsel, one year and one day in
prison and $100,000 fine. All are
appealing the sentences. In

went off the finite rose” when AIG
and Gen Re came under the micro-
scope, he said. “Because of that, I
think people got scared” of such
deals.

“Everyone seemed relatively
comfortable 10 years ago that they
knew how much risk transfer” was
required, said Stephen K. Bolland,
president of reinsurance intermedi-
ary Gill & Roeser Inc. But Mr.
Spitzer “just basically changed the
goal posts as to how much risk has
to be transferred, unfortunately,”
Mr. Bolland said.

“It’s very difficult to say there is
sufficient risk transfer when you
don’t know what that risk transfer is

addition, two former Gen Re
executives were sentenced after
pleading quilty to conspiracy
charges: Richard Napier, former
Gen Re senior vp, received two
years probation and a $10,000
fine; and John Houldsworth,
former CEO of Gen Re's Cologne
Re Dublin unit, two years
probation and $5,000 fine.

m |iquidation of HIH Insurance Co.
Ltd., Australia’s largest corporate
collapse, has been tied to its 1998
takeover of FAI General Insurance
Co. Ltd. FAI allegedly engaged in
bogus finite reinsurance
transactions involving an
Australian arm of Gen Re that
allowed it to mask its true financial
state.

m Inter-Ocean Holdings Ltd., which
had been the subject of regulatory
probes in the use of finite
reinsurance, was shuttered in April
2005. It subsequently was
acquired by Castlewood Holdings
Ltd.

m Settlements with state and
federal requlators over finite
risk products have involved

supposed to be anymore,” he said.
“I don’t know if too many actuaries
and accountants would be comfort-
able signing off at the moment,
because it’s unclear where that line
is as to how much risk transfer has
to take place.”

There continue to be products,
however, that incorporate at least
some of the elements of finite rein-
surance, although all have substan-
tial amounts of risk transfer. Mr.
Bolland said that “technically, tradi-
tional reinsurance can be adjusted,”
so as not to replace finite reinsur-
ance, “but get close to it.”

“One of the interesting things
about finite reinsurance is it was

various insurers and reinsurers
including: Gen Re, $72 million in
2009; Zurich Financial Services
Group Inc., $25 million in 2008
and $153 million in 2006; unit
Zurich American Insurance Co.,
$141.8 million in 2006; MBIA Inc.,
$75 million in 2007;
Renaissance Re Holdings Ltd.,
$15 million in 2007; AIG, $1.64
billion in 2006; Federal National
Mortgage Assn., $400 million in
2006; ACE Ltd., for charges
including sham finite
reinsurance contracts, $80
million in 2006; St. Paul
Travelers Cos. Inc., for improper
use of finite reinsurance, among
other charges, $77 million in
2006; General Reinsurance U.K.
Ltd., $2.3 million in 2006.

m Deals involving finite risk
prompted the exits of the top
officers of AIG, Renaissance Re
and Max Re Capital Ltd.

m Restatements involving finite
risk have included Fairfax Financial
Holdings Inc., Odyssey Re Holdings
Corp. and Converium Holding A.G.

—By Judy Greenwald

done for a huge amount of different
reasons. It wasn't just a finite prod-
uct that was sitting there on the
shelf and somebody said, ‘Oh, I
want a bit of that,’” Mr. Bolland
said.

“You could use it for a whole host
of different reasons, so a whole host
of different things has effectively
taken its place,” said Mr. Bolland.
For instance, much of finite reinsur-
ance was done on aggregate basis,
with limited risk transfer. Now,
insurers continue to buy aggregate
excess reinsurance, but there is
more risk transfer and it is more
costly.

“Effectively, people are paying

more, but they're getting more pro-
tection,” Mr. Bolland said.

“The deals are being done, but
they’re not being called finite any-
more. They're being called ‘struc-
tured’” products, said Donald J. Rig-
gin, senior consultant with Spring
Consulting Group L.L.C. in Boston.
However, these deals no longer fol-
low the 10/10 rule of thumb, said
Mr. Riggin. “It's got to be 20/20 or
30/30. There really has to be a sig-
nificant loss transfer.”

Times are changing

Edward Hochberg, Philadelphia-
based principal with Towers Perrin’s
reinsurance brokerage business,
said, “In the old days, it was much
more about achieving an account-
ing result,” such as discounting loss
reserves. “Today, the primary objec-
tive is risk transfer,” he said.

And those who are involved in
these transactions “are being very
careful to document pretty exten-
sively the legitimate risk transfer,”
said Howard Mills, New York-based
director and chief adviser for the
industry group of consultants at
Deloitte & Touche USA L.L.P.

Mr. Hochberg estimates that,
where finite risk products once
accounted for about 5% to 7% of
the market, structured products
now account for 50% to 60% of that
share. “It’s still a pretty vibrant mar-
ket,” he said.

“We've definitely seen a pickup
in activity over the last couple of
years. The initial runaway has start-
ed to move in the other direction,”
said Mr. Hochberg.

Painting all the finite products
with the same brush was an overre-
action, “and I think we're starting
to come out of it,” Mr. Hochberg
said.

However, Donald A. Paterson,
CEO of Los Angeles-based Pater-
son?, which designs customized
risk-transfer products, said insurers
still are wary about writing this
business because of lingering
ambiguity about its accounting
treatment.

“Even if you want to do it proper-
ly...it's not clear exactly how you
should be accounting for it,” said
Mr. Paterson. Insurers could go to
several different auditing firms and
“get different advice from each.”

Survey: Employers do not do enough to relieve workplace stress

CONTINUED FROM PAGE 4

according to Ms. Wolff.

Forty percent of employers report-
ed higher use of health care benefits
due to increased employee stress,
35% cited a higher incidence of dis-
ability claims, and nearly half indi-
cated a marked increase in the use of
employee assistance programs.

Although 78% of employers
responding to the survey cited
excessive work hours as a leading
cause of stress among their employ-
ees, just 21% of them said they are
taking steps to address stress.

Moreover, although 68% of
employers cited lack of work/life
balance as a leading employee stress
producer, only 38% said they are

taking action to combat this stress
factor.

Meanwhile, only 41% of employ-
ers said they are addressing employ-
ees’ fear of job loss, which was cited
by 67% of employers as a leading
cause of employee stress.

If employers do not address these
stress factors, the productivity gains
they’ve been experiencing could be
lost, warned Helen Darling, presi-
dent of Washington-based NBGH,
which cosponsored the survey.

“It's clear that stress has been
growing for several years, but it’s hit
a new high exacerbated by the
financial meltdown,” she noted. “A
little bit of stress is actually good,
but we're way beyond the level of it
being motivating. It will be very

hard to recover economically if we
don’t find better ways to help
employees address stress.”

Fortunately, employers, for the
most part, continue to invest in
health risk assessments and biomet-
ric testing and lifestyle behavior
change programs which may, in
some cases, address some stressors,
according to Ms. Wolff.

“The whole issue of how to man-
age stress is definitely a tough one,”
she said.

The survey included 352 respons-
es from employers with 1,000 or
more employees who were polled
during June, July and August. To
view the full  2009/2010
Staying@Work report, visit
www.watsonwyatt.com.

STRESSED QUT

Sources of stress at U.S. employers and how many are taking actions to reduce them

Excessive workload and/or long hours

Lack of work/life balance

Fears about job loss

Technologies that expand employee
availability during nonworking hours

Lack of teamwork or inadequate staffing

Source of stress Taking actions to

reduce stress

8% 21%
68% 38%
67% 41%
59% 24%
51% 23%

Source: NBGH/Watson Wyatt Worldwide 2009/2010 Staying@Work report
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COBRA: Anticipated subsidy would create administrative headaches

CONTINUED FROM PAGE 1

From March 1 through June 30,
monthly enrollment rates for laid-
off employees averaged 38%,
according to a Hewitt Associates
Inc. analysis of COBRA enrollment
among 200 large employers.

“Some employers have seen some
big spikes in enrollment,” said Scott
Keyes, a senior consultant with
Watson Wyatt Worldwide in Stam-
ford, Conn.

The explanation for the leap in
enrollment is simple: With the gov-
ernment picking up 65% of the tab
for premiums—which often are
$400 a month for individual cover-
age and $1,200 a month for family
coverage—COBRA is much more
affordable.

But for many beneficiaries, that
subsidy has come to an end. The
subsidy expired at the end of
November for beneficiaries who
have received the nine-month sub-
sidy since it first became available,
which generally was March 1.

As a result, in December billing
statements some employers and
plan administrators have asked ben-
eficiaries to pay the full COBRA pre-
mium, instead of 35%.

“We have already set up a 100%
billing for December,” said Kathy
Dupree, benefits manager at Core
Laboratories Inc., a Houston-based
company that provides services to
petroleum companies.

But some plan administrators—

especially those that send out pay-
ment booklets for COBRA beneficia-
ries—say that for now they are not
sending out new booklets asking
beneficiaries to pay the full premi-
um.

“It is a calculated risk,” acknowl-
edges Linda Anderson, benefit
administration consultant in Wat-
son Wyatt’s Chicago office.

Ms. Anderson says if Congress
does not extend the subsidy, the
work involved in obtaining the
money owed by beneficiaries who

EXTENSION BILLS

How legislators would extend the federal COBRA premium subsidy

HOUSE OF REPRESENTATIVES

Extended COBRA Continuation
Protection Act of 2009 (H.R. 3930)

m  COBRA beneficiaries would
have an additional six months of
premium subsidies.

SENATE

COBRA Subsidy Extension and
Enhancement Act of 2009 (S. 2730)

m  COBRA beneficiaries would
have an additional six months of
premium subsidies.

® Employees laid off from Jan.
1, 2010, through June 30, 2010,
would be eligible for 15 months
of subsidized premiums.

m  Employees laid off from Jan.
1, 2010, through June 30, 2010,
would be eligible for 15 months
of subsidized premiums.

®  Premium subsidy would
remain at 65%.

underpaid the premium would be
less than issuing refund checks and
adjusting future COBRA premiums
as an offset to overpayments if
Congress does extend the subsidy.

Benefits experts say it is likely
Congress will extend the subsidy,
most likely as part of a broader bill,
though probably not until mid- to
late December.

In fact, the chief reason Congress
hasn’t acted is that members have
been consumed with the effort to
pass comprehensive health care

®  Premium subsidy would be
increased to 75%.

reform legislation, observers say.

Less certain, though, is the shape
of the extension legislation.

“There is little doubt that
Congress will extend the subsidy.
But no one knows exactly how the
law will be extended,” said Andy
Anderson, a partner with Morgan,
Lewis & Bockius L.L.P. in Chicago.

For example, one possible course
of action would be for legislators to
make the subsidy available for those
who lose their jobs after Dec. 31,
20009.

Another possible course of con-
gressional action would be to
extend the premium subsidy for
current beneficiaries for several
months and to make the subsidy
available for those who lose their
jobs during the first half of next
year. Bills have been introduced in
the Senate and the House that
would do that, though no action
has been taken on those measures.

Regardless of which approach
Congress takes, employers and plan
administrators will have more work
ahead of them in communicating
the changes to beneficiaries.

Still, assuming Congress extends
the subsidy, the amount of work
will be far less compared to earlier
this year when the subsidy legisla-
tion was enacted. At that time
employers, with no regulatory guid-
ance, had to locate former employ-
ees who terminated employment as
early as Sept. 1, 2008, and initially
declined COBRA and give them a
second chance to enroll.

In addition, it took the Internal
Revenue Service months to issue
and complete guidance—such as
defining situations that constituted
involuntary employment termina-
tion—on subsidy-related issues.

That initial confusion and scram-
bling, though, is long past. COBRA
premium subsidy administration
now is pretty much “business as
usual,” said Karen Frost, a Hewitt
Associates health and welfare out-
sourcing leader in Lincolnshire, Il1.

Medicare: Needless work comp cost hikes attributed to inflated rulings

CONTINUED FROM PAGE 1

from workplace injuries or illnesses
that employers or workers comp
insurers are obligated to fund.

To ensure that workers comp-
related medical expenses won't be
pushed onto Medicare once an
employee reaches retirement age,
insurers and employers are supposed
to finance workers compensation
Medicare set-aside arrangements.

That typically requires allocating a
portion of a workers comp claim set-
tlement into a trust fund for the
injured employee’s future medical
care. Set-asides are required in cases
where workers comp claimants are
eligible for Medicare, nearing retire-
ment age, or qualify for a Social Secu-
rity disability insurance program.

The set-asides have been recog-
nized since 1995 as a preferred
method for considering Medicare’s
interest in workers comp settle-
ments. But Medicare during the
past year has issued new guidelines
on the set-asides as it increasingly
steps up efforts to make sure parties
to a workers comp settlement prop-
erly fund for future medical liabili-
ties, experts say.

Regional offices of the U.S.
Department of Health and Human
Services’ Centers for Medicare &
Medicaid Services review and
approve set-aside arrangements on
a case-by-case basis.

While CMS is carrying out its role
of protecting Medicare, its staff
members often are too aggressive
when determining the appropriate

amount that must be set aside for
workers comp claims, said Fred O.
Pachon, vp of risk management for
Santa Barbara, Calif.-based Select
Staffing Inc.

“CMS is doing what it is sup-
posed to do, but they are being
overly conservative,” Mr. Pachén
said. “We as insureds really ought to
be putting CMS under a micro-
scope, and we need to challenge
any CMS set-aside where they seem
out of line.”

Inconsistent decisions made by
new CMS workers who lack experi-
ence evaluating workers comp
claims are to blame for some of the
cost increases, observers say. While
inconsistent, they often call for set-
aside amounts greater than employ-
ers’ estimates for an appropriate
amount, several sources said.

CMS did not respond to several
interview requests.

But estimating reserves for long-
term medical claims is a difficult
challenge even for seasoned work-
ers comp professionals, said Bob
Briscoe, a senior consultant, princi-
pal and head of the workers com-
pensation claims practice in New
York for Milliman Inc.

With many CMS workers lacking
substantial workers comp experi-
ence, it's understandable employers
are seeing inconsistent decisions
that often increase expenses, Mr.
Briscoe said.

“It's absolutely unpredictable
(when) you send in an MSA for
$30,000 whether it comes back at
$20,000 or $60,000,” Mr. Briscoe

said. “To the extent that the average
result is higher than submitted, then
obviously the price has gone up.”
Several industry sources say
that, so far, workers comp research
organizations have not tracked
cost increases associated with CMS
claims decisions. But Mr. Pachon
said he has seen claims cost
increases ranging from 10% to
20%, and other sources say 20% is

Fred 0. Pachdn, Select Staffing Inc.
I

roughly average.

“I don't think I would disagree
with a 20-odd percent estimate,”
Mr. Briscoe said.

Several factors complicate the
process, including various incen-
tives for attorneys and payers to
hold off on settling cases requiring a
set-aside, several sources said. For
instance, requiring a large set-aside
may encourage some payers to
delay settling some workers comp
claims in hopes that the claimant’s

medical condition improves, thus
reducing the ultimate set-aside
amount.

In addition, workers comp
claimants may back out of a settle-
ment agreement during the time a
claim payer corresponds with CMS
negotiating an appropriate set-aside
amount, Mr. Briscoe said.

“Keep in mind, while you haven’t
settled a claim you are still paying
medical (expenses) and maybe even
indemnity,” Mr. Briscoe said. “So
the cost of a claim increases with a
delay even if CMS (eventually)
agrees with your settlement
amount.”

Other CMS practices also con-
tribute to the higher costs, experts
say.

For example, CMS last year said it
would use the average wholesale
price—the published price of drugs
generally used in setting Medicaid
reimbursements—to determine set-
aside amount for pharmaceuticals.

But workers compensation claims
payers rarely pay AWP, said Roy
Franco, director of risk manage-
ment strategies for supermarket
chain Safeway Inc. in Pleasanton,
Calif. Payers usually pay discounted
amounts established by state phar-
maceutical fee schedules.

“No one in the industry uses
average wholesale price,” said Mr.
Franco, who also is a member of
the external affairs committee for
the Risk & Insurance Management
Society Inc. “Everybody gets dis-
counts. Not even Medicare pays
AWP. It has caused quite an

increase in MSA costs.”

To reduce costs, many employers
turn to vendors that specialize in
challenging CMS. The vendors can
question, for example, whether med-
ical expenses CMS uses in its estima-
tions really stem from a work injury,
said Paul Braun, managing director
of casualty claims for Aon Global
Risk Consulting in Los Angeles.

But not all vendors are equal, and
employers can test their worth by
comparing how each values a claim,
Mr. Braun said.

Mr. Pachon agrees. One vendor
valued a set-aside for one of his
claims at $80,000 while another val-
ued it at $200,000, Mr. Pachoén said.

“We had to reopen the case and
send it back to CMS and they agreed
with the $80,000,” Mr. Pachon said.
“Make sure the vendor is being very
aggressive.”
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fees and expenses or settlement
costs, AIG said. Among the disputes
covered by the agreement was a $1
billion derivative lawsuit AIG filed
against Messrs. Greenberg and
Smith. Messrs. Greenberg and Smith
also will submit claims for past legal
fees and expenses to an independent
third party, who will determine how
much of those AIG is legally
obligated to pay under its charter
and bylaws and Delaware law, up to a
cap of $150 million. Among other
provisions in the agreement, AIG will
give Mr. Greenberg “reasonable
access” to AIG's archives to write his
memoirs. The agreement also calls
for certain personal property to be
returned to Mr. Greenberg, including
photographs of him and AIG founder
Cornelius Vander Starr and a Persian
rug from AIG's former headquarters.

Senate to begin debate
on health reform bill

The Senate will begin consideration
of sweeping health care reform
legislation this week, after a Nov. 21
vote—along party lines-to allow
debate to proceed. Sixty senators—
58 Democrats and two
Independents—voted to open debate
on the measure, while 39
Republicans opposed. The Senate bill
would impose stiff fees on all but the
smallest employers that don't offer
affordable coverage to employees
and would impose penalties on
individuals who don't enrollin a
health insurance plan. The measure
also would provide federal health
insurance premium subsidies for the
lower-income uninsured and set up
health insurance exchanges where
individuals and small employers
could choose from plans offered by
insurers. To help finance the
expansion of coverage, an excise tax
would be imposed on costly group
health insurance plans, while
boosting Medicare payroll taxes on
high-income workers. The House
previously passed its own version of
the reform legislation.

Marsh reportedly in talks
to acquire HSBC Insurance

Marsh Inc. is said to be in “advanced
talks" to acquire London-based

broker HSBC Insurance Brokers Ltd.
Quoting industry insiders, London's

Daily Telegraph said banking giant
HSBC Holdings P.L.C. no longer views
the brokerage as a core part of its
strategy and that talks between the
bank and Marsh are "“at an advanced
stage.” HSBC Insurance is the ninth-
largest broker in the United Kingdom
and is valued at between £150 million
to £200 million ($247.6 million to
$330.2 million), the paper said.
Spokespeople for Marsh and HSBC
Insurance said they do not comment
on marketplace speculation.

Swiss Re places bond
for extreme mortality risk

Swiss Reinsurance Co. has
transferred $75 million of extreme
mortality risk in the United States
and United Kingdom to the capital
markets in a securitized transaction
through a Cayman Islands company.
The transaction with VITA Capital IV
Ltd., which comes when the HIN1 flu
virus is spreading, covers a five-year
period ending in 2014. Vita IV, as it is
called, issued notes rated BB+ linked
to the risk into the capital markets.
The notes offering was successful
notwithstanding the media focus on
the HINT flu virus, Zurich-based Swiss
Re said in a statement.

McDonald's liable in
employee assault case

McDonald's Corp. is liable in the
sexual assault case of an employee
detained by supervisors who were
following the instructions of a prank
caller pretending to be a police
officer, a Kentucky appeals court has
ruled. The ruling upholds a jury
award of $1.1 million in compensatory
damages and $5 million in punitive
damages for the plaintiff's sexual
harassment, false imprisonment,
premises liability and negligence
claims. The ruling stems from a
2004 incident in which an unknown
individual telephoned the Mount
Washington, Ky., restaurant where
Ms. Ogborn worked. He claimed to be
a police officer investigating a purse
or wallet theft. The caller convinced
an assistant manager to take Ms.
Ogborn's clothes while she was held
in an office and convinced the
assistant manager to recruit her
fiancé to watch over Ms. Ogborn.
While the assistant manager left the
room, the fiancé sexually assaulted
Ms. Ogborn, court records state.
McDonald's appealed the jury award
arguing that the exclusive remedy
under workers compensation barred
Ms. Ogborn’s suit. The appeals court
disagreed finding that McDonald's
knew of 30 hoax telephone calls to
its restaurants between 1994 and
2004 and that it decided not to warn
and train store managers and
employees about the calls.

Winter: Cold
safety a snap

CONTINUED FROM PAGE 3

In the South, where prolonged
freezes are rare, steps need to be tak-
en to protect outside equipment
and processes in case a cold snap
lingers, Mr. Beauman said. For
example, heat tape should be
wrapped around piping and critical
instrumentation, he said. Outside
sensors need to be protected as well.

In the North, snow loading can
be an issue, he said. Loss-control
officials need to have maintenance
workers regularly visit roofs to make
sure they're clear.

While the recession hasn’t been
an issue for Pennsylvania State Uni-
versity’s winter property protection
program, the university is prepared
to deal with snow loading, said Gary
W. Langsdale, risk officer for Penn
State in State College, Pa. The reces-
sion has encouraged people without
jobs to enroll, and “that means we
don't have any empty buildings.”

He said because of the school’s
location, buildings are constructed
to withstand cold. “The biggest
issue gets to be snow loading on the
roof,” he said. “It’s just a matter of
keeping an eye on the roofs,” he
said. Mr. Langsdale said there are
maintenance people in each build-
ing every day who are reminded by
their supervisors to keep an eye on
roofs and to do things such as mak-
ing sure drains remain unplugged.

The recession also has meant
there a “lot of new players involved
in the ownership and operations of
buildings,” said George Dale, man-
aging director of Aon Risk Services’
Construction Services Group in Los
Angeles. Banks and other holders of
foreclosed properties find them-
selves in the new position of having
to maintain buildings, he said. “It
has a very significant impact on
how projects are being protected.”

“From a macro perspective,
there’s a huge amount of transition
when you've got a bunch of folks
who are not used to being operators
and absolutely we are being called
upon to bridge that gap,” he said.
“They have to make sure both from
a winterization as well as a security
issue that their collateral is there.”

Boilers deserve special attention,
said Rick Grobart, technical services
supervisor-risk control consulting
services for Gallagher Bassett Ser-
vices Inc. in Itasca, IIL

“Make sure the boiler systems are
adequate and have undergone rou-
tine maintenance,” he said. Doing
so is a year-round process, he said.

Business Insurance November 30, 2009 | 21

Boilers should be inspected weekly
by checking the boiler room for
cleanliness, removing unnecessary
combustibles, and assuring there’s at
least a 36-inch clearance between the
boiler and anything combustible.
Those responsible for loss control
also need to check for water leaks
and any unusual odors. In addition,
they will want to observe proper fir-
ing of the boiler if possible and make
sure pressure and temperature are
within the allowable limits for the
system set by the manufacturers. The
oil storage tank needs to be checked
and delivery scheduled, if necessary.

Monthly maintenance should
include testing the boiler’s low-
water cutoff and manually testing
the safety relief valve, said Mr. Gro-
bart. Annually, staff should test all
safety and pressure relief valves, test
all combustion safety controls, clean
fire sides in the flue, take apart and
clean the low-water cutoff, evaluate
combustion burner efficiency, and
check steam traps, he said.

Sometimes, maintenance that had
been outsourced might be brought

in-house as a cost-saving step, said
Mr. Grobart. But the process should
undergo an adequate analysis to
assure that switch from vendor to in-
house personnel is seamless.

“Cutting corners when it comes
to something like boiler mainte-
nance could result in a catastrophic
loss,” he said.

Winter also presents loss-control
issues for corporate fleets, said
Zurich’s Ms. Browning. Driving
should be an ongoing training issue
for all employees, she said. Vehicles
should be in good condition and
employees should keep at least a
half a tank of fuel in the vehicle.
They also should have basic emer-
gency supplies such as flashlights
and cell phones that work.

Preparation is a constant effort,
said Regina McMichael, head of cus-
tomer education and engagement
for Zurich in Clemson, S.C.

Companies with a large fleet
probably are more likely to think
about winter risk, but businesses
with only handful of vehicles might
need an extra reminder.
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Man's designs
for TV fame go
down the tubes

If you're in the middle of a scam to collect
disability benefits, it’s probably best not to
go on television.

Ronald E. Hunt, a 56-year-old interior
designer in California, found this out the
hard way.

Mr. Hunt was convicted of one felony
count of state income tax fraud and one
felony count of insurance fraud when it was
discovered he had been working as an
interior designer from 2003 to 2006, the
entire time he was claiming to be disabled,
according to the California Franchise Tax
Board.

Figuring the odds of being caught were in
his favor, Mr. Hunt appeared on a home
improvement show on HGTV while he was
claiming disability, but his plan was foiled
when an observant employee with the
private insurance company paying Mr.
Hunt'’s disability spotted him on the show
and contacted the California Department of
Insurance.

During the time he claimed to be

disabled, Mr. Hunt collected more than
$400,500 in income as an interior designer
while also collecting $147,600 in disability
benefits, according to the Franchise Tax
Board. Mr. Hunt also failed to report this
income on his state income tax returns for
the same years.

Mr. Hunt was ordered to pay $151,700
restitution to the private insurer and $31,000
to the FTB. He also was sentenced to 200
hours of community service and 60 months
probation. That's a pretty stiff price for a few
moments of fame.
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ou know name calling has gone too
far once courts and insurance
companies get involved.

Drew Kerr, owner of New York-based
public relations firm Four Corners
Communications Inc. didn't like the way
his competitor Ronn Torossian
conducted business, so he used an
image posted on a Web site to suggest
that his rival was a “douche,” an
increasingly popular insult.

This, of course, spurned lawsuits,
including one between Mr. Kerr and his
insurer, Graphic Arts Mutual Insurance
Co. Inc., who insured Mr. Kerr against
defamation claims.

Manhattan Supreme Court Justice
Judith J. Gische ruled that calling
someone a “douche” or a “douche bag
is an opinion and not a statement of
fact and, therefore, Graphic Arts Mutual

Insurance was forced to pay the legal
costs incurred by Four Corners
Communications.

According to court documents, Mr.

them. Mr. Kerr then purchased

Good times end
badly for depressed
woman on disability

If Nathalie Blanchard’s depression symptoms
weren’t bad before, they might get worse now.

Ms. Blanchard, of Bromon, Quebec, Canada,
recently found out her employer’s insurance
company is cutting disability payments she has
been receiving since she was diagnosed with
depression a year and a half ago.

Ms. Blanchard, 29, was on long-term sick leave
from her job with IBM Corp. after her diagnosis,
but was spotted having some fun in several photos
on her Facebook profile by an employee with
Manulife Insurance Co.

After Toronto-based Manulife cut off her
payments, Ms. Blanchard called the insurer and
was told that “I'm available to work, because of
Facebook,” she told Canadian news agency CBC
News.

The insurance agent described several pictures
Blanchard had posted on her profile including
ones showing her having a good time at a
Chippendale’s bar show, a birthday party and a
vacation, indicating that she is no longer
depressed, according to reports.

Ms. Blanchard is fighting this, claiming that her
doctor had encouraged her to try to have some fun
to help improve her mood.

“In the moment, I'm happy, but before and after
I have the same problems” as when she was
diagnosed, she told the CBC.

Recent reports said Ms. Blanchard was
considering suing Manulife because, she says, she
was just following doctor’s orders.

www.ronntorossianpr.com and posted a
photo of a package of Summer's Eve
douche on it.

Mr. Torossian's and his company, 5W
Public Relations, were none too pleased
and filed a defamation suit against Mr.
Kerr, who then claimed he was covered
for legal expenses under his insurance
policy with Graphic Arts Mutual.

New Hartford, N.Y.-based Graphic
Arts Mutual, subsidiary of National
Insurance Group, tried to deny coverage
based on the insult, arguing that the
policy exempted defamation coverage
of statements made “with known
falsity."”

“To the extent that Mr. Kerr's action

Kerr was criticizing Mr. Torossian's implied a statement that Mr. Torossian
practice of purchasing domain names of ~ was “a ‘douche’ or a ‘douche bag,’ is
competitors so they cannot purchase not capable of being proven false,”

Judge Gische wrote in her opinion.



The biggest
insurer you've
never heard of
is hiding in
plain sight.

Specialty insurance and
reinsurance from Catlin:
trusted around the world.

At Catlin, our expert underwriters
have the agility to craft tailored
solutions that cover risk — from
the simple to the complex — with
comprehensive policies so your
business can forge ahead with
confidence. And every one of
our policies is backed by global
reach, premium service and
financial strength meriting an

A (XV) rating from A.M. Best.

To find out more, contact your
broker or visit CatlinUS.com.

CATLIN

Underwriting Ambition




Our mark, a compass in the shape of a “C}
symbolizes our pioneering spirit and willingness
to venture into new markets and products.

Our name, Chartis, is the Greek word for map, .
representing our ability to help you set a course ,
and pursue new opportunities. )

CHARTIS

. Your world, insured

Blue conveys the confidence \
and assurance we provide; \
gold, the brighter future we \

make possible
Our brand line communicates our

global reach and our commitment
to providing an unrivalled breadth
of insurance solutions.
Chartis is a global leader in

property and casualty insurance,

serving clients in over 160 countries

and jurisdictions. While our brand is

new, it is also a celebration of what we've

done for the past 9o years — and what

we'll do as we journey forward. Learn more

at www.chartisinsurance.com

All products are written by insurance company subsidiaries or affiliates of Chartis Inc.
Coverage may not be available in all jurisdictions and is subject to actual policy language.
For additional information, please visit our website at www.chartisinsurance.com.
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PRODUCTIVITY IN PROFILE

Mid American still reigns
as most productive

By Sally Roberts

WESTMONT, lll.—When it comes to being productive, no
agency or brokerage in the United States does it better than
Mid American Group Inc.

The Westmont, Ill.-based employee benefits broker, consult-
ant and administrator generated an impressive $367,892 in
revenues per employee in 2008, making it No. 1 in Business
Insurance’s Top 20 ranking of the most productive U.S. agents
and brokers for the fourth consecutive year.

Bl analyzed the revenues and employee counts of 135 U.S.
agents and brokers for this year’s productivity ranking. To
qualify, the firms had to generate at least $500,000 in 2008
revenues and derive a majority of those revenues from com-
mercial retail brokerage or employee benefits.

Mid American, which reported $4.4 million in revenues
with 12 employees in 2008, specializes in providing employ-
ee benefit products and services to middle-market clients,
most of which have 100 to 1,000 covered employees.

Because many of these firms have a small human resources
staff that needs assistance, Mid American has found its niche
in offering not only brokerage services but other services as
well, including flexible spending account and COBRA
administration, Health Insurance Portability and Accountabil-
ity Act compliance training, employee assistance programs,
and customized employee benefit Web sites.

While such specialization certainly helps with productiv-
ity, Jim Lill, Mid American’s chief executive officer, says there
are several other keys to the broker’s success.

He noted, for example, that Mid American outsources
nonessential jobs that don’t involve direct contact with clients,
such as information technology and accounting. As a result, all
of the firm's employees “touch our customers,” he said.

In addition, “we are very selective” about the customers Mid
American serves, he said.

“We are looking to work mostly with closely held busi-
nesses,” Mr. Lill said. “We need to understand the purchas-
ing process and it usually is pretty clear within a closely held
business.”

Therefore, Mid American avoids customers that look at
brokerage services as a commodity, he said. “We really don't
want to be on someone’s spreadsheet. It is important that we
are given the opportunity to meet with decisionmakers, pres-
ent our value proposition, and connect personally with the
executives at our selected customers.”

Given all the complimentary services the broker provides,
Mr. Lill said it’s important that it also work with what he

calls “profitable” accounts—meaning Mid American brokers
all of the employee benefits for an account, including med-
ical, life, disability, dental, vision, long-term care, voluntary
plans and 401(k) retirement plans.

Technology also plays a role in the firm’s productivity, Mr.
Lill said. All of Mid American’s in-house administrative serv-
ices, for example, are done on Web-based applications, he
said. So the status of COBRA recipients, the balances of flex-
ible spending accounts, and timelines associated with the
Family and Medical Leave Act all are maintained on a secure
site. “As a result, the staffing for both Mid American and our
clients is at the most productive level,” he said.

While Mid American could act like a third-party adminis-
trator and offer COBRA, FSA and other administration servic-
es on a stand-alone basis, Mr. Lill said those services are provid-
ed only to its brokerage clients. As a result, Mid American does

MID AMERICAN GROUP INC.

Westmont, IIl.

2008 BROKERAGE REVENUES: $4.4 million
EMPLOYEES: 12
REVENUE PER EMPLOYEE: $367,892

Mr. Lill

not have to hire additional personnel and can take a more
“holistic approach” to manage clients’ benefits.

As a result of Mid American’s productivity, it is able to take
those margins and offer at least one new service each year, Mr.
Lill said.

Within in the past few years, for example, the broker has
added total compensation statements and ERISA 5500 report
preparation services to comply with the Employee Retire-
ment Income Security Act. “Next year, we will be providing
dependent eligibility audits” for clients, Mr. Lill said.

Timothy J. Cunningham, a principal with OPTIS Partners
L.L.C. in Chicago, attributes Mid American’s success to its
“very disciplined” business approach.

Not only does the broker have a clearly defined client size,
but it “will not do business with an account that does not get
and appreciate their value added,” Mr. Cunningham said.
“As such, their account size provides sufficient scale to deliv-
er the value added to an audience that appreciates their value
proposition.”

‘WE REALLY don’t want to be on someone’s spreadsheet. It is important that we...connect
personally with the executives at our selected customers.’ JIM LILL, MID AMERICAN GROUP INC.
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MOST PRODUCTIVE: ALL AGENTS AND BROKERS

Intermediaries* ranked by 2008 brokerage revenues per employee

REVENUE/EMPLOYEE BROKERAGE REVENUES EMPLOYEES
Company 2008 2007 % change 2008 2007 % change

Mid American Group Inc! $367,892 $429,281 -14.3% $4,414700 $5,580,651 -20.9% 12 13 11%
DataRisk L.L.C. $318,900 $271,983 172% $1,913,400 $1,631,900 172% 6 6 0.0%

Alliant Insurance Services Inc. $308,519 $295,177 45% $333,200,600 $291,635,000 14.3% 1,080 988 9.3%
Western Benefit Solutions L.L.C. $298,438 $314,375 -51% $4,7175,000 $5,030,000 51% 16 16 0.0%
Tanenbaum-Harber Co. Inc. $298,267 $302,675 15% $66,215,229 $63,561,668 42% 222 210 5.7%
Benefit Controls Cos. $298,246 $240,385 241% $17,000,000 $12,500,000 36.0% 57 52 9.6%
Frank Crystal & Co. Inc. $297,059 $295,506 0.5% $126,250,000 $119,680,000 5.5% 425 405 49%
Thesco Benefits L.L.C. $297,000 §217987 6.8% 17,225,971 §15,845,265 8.1% 58 57 1.8%
Capacity Group of Cos. $294,938 $304,337 -31% $52,499,034 $48,085,187 9.2% 178 158 127%
Mesirow Insurance Services Inc.2 $281,151 $259,638 8.3% $89,968,189 $89,055,876 1.0% 320 343 -6.1%
Bollinger Inc. $258,128 $247,899 41% $103,767,372 $104,613,278 -0.8% 402 422 -41%

Frenkel & Co. Inc. $244,725 $233,451 4.8% $55,063,220 $52,059,615 5.8% 225 223 09%
Thomas Rutherfoord Inc.3 $241,507 $231,289 1.8% $76,316,095 $70,949,440 1.6% 316 299 51%
Willam Gallagher Associates $2368,089 $239186 05% $47617737 $47837761 05% 200 200 0.0%

Insurance Brokers Inc.

R.C. Knox & Co. Inc. $238,038 $216,915 9.1% $25,232,000 $25,379,000 -0.6% 106 n -9.4%

Risk Strategies Co. §235,248 $234,519 0.3% $21,994,500 $24,624,500 13.7% 19 105 13.3%
DeWitt Stern Group Inc. $230,868 $153,657 50.2% $43,865,000 $43,024,000 2.0% 190 280 -321%
Associated Financial Group L.L.C. §221.497 $§224,295 1.4% $55,281,833 $§54,279,428 1.8% 243 242 0.4%
Conner Strong Cos. Inc. $221,044 $219.954 32% $§77.422,000 $76,104,000 11% 341 346 4%
Trion Group Inc. dba Trion $§222,697 $207973 1% $67,700,000 $62,600,000 81% 304 301 1.0%
Averages $64,686,094 $60,703,798 3.4% 241 239 0.8%

*Reflects U.S. agents and brokers deriving a majority of revenues from commercial retail brokerage or employee benefits. 1. Fiscal year ending Jan. 31 2. Fiscal year ending March 31. 3. Fiscal year ending Oct. 31.
Source: B/survey
Researched by Kevin Edison
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PRODUCTIVITY IN PROFILE

Alliant’s productivity
good ‘report card’

By Sally Roberts

NEWPORT BEACH, Calif.—There are effi-
ciently run large insurance brokers and
then there is Alliant Insurance Services
Inc.

The Newport Beach, Calif.-based spe-
cialty brokerage boasts a remarkable
$308,517 in revenues per employee,
making it the No. 3 most productive
broker worldwide among the 135 U.S.
firms analyzed for this year’s Business
Insurance rankings.

Not only is Alliant the largest broker
featured in the Top 20 productivity
chart, with $333.2 million in 2008 bro-
kerage revenues, it also is the only bro-
ker among BI’s list of the 100 largest
brokers of U.S. business to generate
more than $300,000 in revenues per
employee.

It’s a fitting accomplishment that is
not lost on executives at the nearly 10-
year-old firm.

“People might look at our productiv-
ity numbers and think we're doing this
on the backs of our clients,” said Tom
Corbett, Alliant’s chairman and chief
executive officer. In actuality, “the pro-
ductivity numbers are kind of a report
card” for Alliant’s business model, he
said. That business model is grounded in
delivering better products and services
to clients that, in turn, fuel organic
growth, he said.

“We have grown at a pace between 5
and 10 (percentage) points a year better
organically than our industry and we
will do that again this year” despite a
very difficult economic environment,
Mr. Corbett said.

He points to two key elements
behind the broker’s highly efficient
business model: specialization and an
entrepreneurial, team-based culture.

For instance, rather than trying to be
all things to all people, Alliant has

made a name for itself by specializing in
industry niches such as health care,
tribal nations, public entities and real
estate.

Being a specialty broker is “just more
efficient in that you're well-known in
the space,” Mr. Corbett said. “We find
that the doors open better and we
develop programs and products that
bring value add to our clients.”

About 70% of Alliant’s revenues are
specialty-based and that continues to
grow, said Jerry Hall, Alliant’s chief
operating officer. Alliant is a company
“that is very focused on internal
improvement and best practices, so we

down and revenue per employee up.

Alliant was formed in March 2000 by
veteran broker builder John Addeo,
now nonexecutive chairman of Merca-
tor Risk Services Inc., with capital from
private equity firm GTCR Golder
Rauner L.L.C. Alliant ventured into the
property/casualty brokerage business a
year later with the acquisition of San
Diego-based Robert F. Driver Co. Inc. In
2005, Lindsay Goldberg & Bessemer
and Alliant’s management bought out
the firm. In 2006, Alliant purchased the
U.S. property/casualty and employee
benefits retail brokerage business of
U.K. broker Jardine Lloyd Thompson
Group P.L.C. for $100 million.

Then in June 2007, Blackstone Group
L.P. bought out Lindsay Goldberg’s
equity stake in Alliant for $1.1 billion.

Robert J. Lieblein, managing partner
at Hales & Co. in Harrisburg, Pa., an

Mr. Corbett Mr. Hall

continue to strive for even greater gain,
and that will come out of greater and
greater specialization,” he said.

TEAM PLAYERS

Alliant also organizes its operations
into broker teams of 10 to 20 insurance
experts who focus exclusively on serv-
ing and developing business in those
niches.

At the same time, each broker team is
empowered to build and execute its
own business plans and is responsible
for client service, executives said.

That empowerment eliminates “a lot
of the road blocks” that can get in the
way of delivering better products and
services to clients, which fuels growth,
Mr. Corbett said. It also drives overhead

ALLIANT INSURANCE
SERVICES INC.

Newport Beach, Calif.

2008 BROKERAGE REVENUES: $333.2 million
EMPLOYEES: 1,080
REVENUE PER EMPLOYEE: $308,517

investment banking firm that specializes
in insurance, said he’s a “big fan” of
Alliant.

“They’ve truly become experts in
their fields and have been able to go
deeper and broader into their niches,”
which, in turn, allows them “to grow
organically much quicker, and efficien-
cy and productivity measures like rev-
enue per employee are higher than oth-
ers,” he said.

Alliant is one of smallest investments
Blackstone has ever made, Mr. Lieblein
added. The fact that it would commit
capital to the broker is a reflection of
Alliant’s management team and its past
performance. “Their growth and pro-
ductivity have always been two of their
strong points,” he said.

Alliant is a company ‘THAT IS VERY FOCUSED on internal improvement and best practices, so we
continue to strive for even greater gain." TOM CORBETT, ALLIANT INSURANCE SERVICES INC.
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MOST PRODUCTIVE: LARGEST PRODUCERS OF U.S. BUSINESS

Intermediaries* ranked by 2008 brokerage revenues from U.S.-based clients per employee

REVENUE/EMPLOYEE BROKERAGE REVENUES EMPLOYEES

Company

2007 % change % change

Alliant Insurance Services Inc. $308519 $295,177 45%  $333200600  $291635000  14.3% 1,080 988 9.3%
Tanenbaum-Harber Co. Inc. $298.267 $302,675 15% $66205229 363561668 42% ) 200 57%
Frank Crystal & Co. Inc. $297,059 $295,506 05%  $126250000 19680000  55% 45 405 49%
Capacity Group of Cos. $294938 $304337 31% $52499034  $48,085187 92% 178 158 127%
Mesirow Insurance Services Inc.! $281,151 $259,638 8.3% $89,968,189 $89,055,876 1.0% 320 343 -6.7%
Bollinger Inc. §258128 $247899 41% SI03767372 SI04613278  -08% 402 2 -47%
Frenkel & Co. Inc. $244725 §233.451 4.8% $55063220  $52059615 5.8% 225 223 09%
Thomas Rutherfoord Inc.2 §241506 §237289 18% §T6316095  $70949,440 76% 316 299 57%
Wiliam Gallagher Associates §238,089 §239186 -0.5% S47617737 $47,837161 -0.5% 200 200 00%
Insurance Brokers Inc.
RLC. Knox & Co. Inc. $238038 $216915 97% 25232000  $25319000  -06% 106 117 9.4%

$97,612,.948 $91,285,623 6.9%

Averages

*Reflects U.S. agents and brokers deriving a majority of revenues from commercial retail brokerage or employee benefits.; chart derived from B/ranking of largest 100 brokers of U.S. business. 1. Fiscal year ending March 31. 2. Fiscal year
ending June 30.

Source: Bl survey

Researched by Kevin Edison
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PRODUCTIVITY IN PROFILE

DATARISK L.L.C.

Portsmouth, N.H.

2008 BROKERAGE REVENUES: $1,913,400
EMPLOYEES: 6
REVENUE PER EMPLOYEE: $318,900

“WE ARE A
VERY UNIQUE
boutique risk
management
and
insurance
brokerage
firm that is
Mr. Daigle staffed with
some of the most talented risk
professionals in the industry.
Within our small firm, we have
over 100 years of front line large
corporate risk, finance, accounting,
legal and operational experience
that is used daily to identify,
negotiate and execute cost-effective
risk solutions for our clients.

Prior to engagement, each client
receives an exhaustive risk
management due diligence review
that we are told is unique in the
brokerage industry. This review
forms the basis for developing an
individualized insurance or self-
insurance program for our
nationwide clients, and is
continually referenced and updated
as needed. This upfront
commitment also allows us to
become strategic partners with our
clients, thereby minimizing the
typical broker competition
activities.

We grow selectively,
concentrating on clients that share
the same risk management
philosophies we hold paramount.
Otherwise, our value-centric,
nontransactional business model
will not succeed.”

—Mike Daigle, founder and president

WESTERN BENEFIT
SOLUTIONS L.L.C.

Boise, Idaho

2008 BROKERAGE REVENUES: $4,775,000
EMPLOYEES: 16
REVENUE PER EMPLOYEE: $298,438

“WESTERN
BENEFITS HAS
WORKED very
hard to be a
premier
employee
benefit
consulting
Mr. Kennedy and brokerage
organization. Our success is because
of our high-quality people who go
out of their way to provide the best
service possible. We are committed
to treat our clients and their
employee benefit needs as if they
were our needs.

We have built long-term
relationships where our clients trust
our advice and value it, knowing
we represent them. We encourage
building relationships. We
encourage our brokers and all staff
to become involved and dedicated
to our clients.

This is based on a belief that if
you can have your client say, ‘My
broker is my friend,” you will have
a very productive and successful
client relationship.

For example, I have a Fortune
500 client, which I have handled
their benefit business for over 34
years. Using the philosophy that if
you have the client’s best interest,
become involved in their issues and
problems, and make
recommendations based upon what
you would do if you were the
decision-maker of that company,
they will appreciate that advice.”

—Ron Kennedy, partner
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TANENBAUM-HARBER CO.
HOLDINGS INC.

New York

2008 BROKERAGE REVENUES: $66, 215, 229
EMPLOYEES: 222
REVENUE PER EMPLOYEE: $298,267

“THERE ARE A
FEW KEYS
behind the
success of
Tanenbaum-
Harber, which
isin the
process of
Mr. Harris changing its
name to T&H Group Inc. For example,
we work for the most part with larger
clients. We don't have an enormous
amount of small business. As a result,
we have a lot of clients that generate
higher revenues per account.

Also, we're about 25% surety and
25% employee benefits, so our mix of
business tends to be higher-margin
business than traditional
property/casualty. We also have some
other specialty practices like
construction wrap-up, which generates
a lot of revenue per employee.

In addition, we keep a very flat
management structure...Our
principals in the company are all
active in the business. Even though
I'm CEO, for example, I'm
handling accounts.

I'd liken us to some of the larger,
better-run law firms, where the
senior partners both manage the
firm but are also intimately
involved with their clients. I
believe if you become a pure
manager, you lose the pulse of the
business very quickly. We really
want our senior executives to be
involved with our clients.

At the same time, we pay our
people very well and we expect them
to be very productive...We've decided
to go the extra yard to get a strong
group of employees who, I think, are
more productive and give more value-
added (services) to their clients.”

—Walter L. Harris, president
and chief executive officer




MOST PRODUCTIVE: WORLD'S 10 LARGEST BROKERS

Intermediaries* ranked by 2008 brokerage revenues per employee

REVENUE/EMPLOYEE BROKERAGE REVENUES EMPLOYEES

Company 2007 % change % change % change

$220,501 $176,286

BB&T Insurance Services Inc. $215,628 $222,293 3.0% $962,134,200 $877,391,500 9.7% 4,462 3947 13.0%

$215,443 §186.958 152%

Marsh & McLennan Cos. Inc. s211691 §197754 0%  SN516000000  $1094000000  38% 54,400 56100 30%
5202768 §188.458 73%

Wills Group Holdings Ltd 3 197765 $188,015 52%  $3362000000 52463000000  365% 17,000 13100 298%
$193,899 §198722 24%

Jardi"giﬁfpﬁgmpson §180912 §174273 38% 983665 S94TM6400  48% 5488 5436 10%
§178952 $181226 13%

Arthur J. Gallagher & Co. $163.368 167386 24%  SI61302000  $1523551000  5.8% 9863 9102 8.4%

1.2008 revenues are pro forma including Wachovia Insurance Services Inc. purchased December 2008. 2. Fiscal year ending April 30. 3. 2008 revenues are pro forma including Hilb Rogal & Hobbs Co.
purchased October 2008.

Source: Bl survey

Researched by Kevin Edison
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QUESTIONS & ANSWERS

Q: Is achieving a high level of produc-
tivity a deliberate goal at Mesirow?

No.

Q: So then, what are some of the
factors responsible for Mesirow
Insurance Service's productivity?

We think to some extent it’s a
structure. And when I say we're
not focused on productivity, I think
what we’ve built is a middle-market
premium practice, so it’s hard to deliv-
er customer service at the level that we
want to middle-market businesses and
wealthy individuals and have maxi-
mum productivity as a focus, because
they conflict with each other.

We use technology to create some
efficiencies and ease of handling—
we're trying to eliminate as much paper
as we can. We're using technology as a
service for our clients as well, where
they can access our systems, get infor-
mation, issue certificates of insurance,
things of that nature. Those naturally
create significant productivity gains for
us, but the reason that we’re looking at
it is really along the lines of customer
service, and not anything different
than that.

We have a natural tendency, I think,
just because of our structure. We have a
production team orientation, so we run
(profit and loss statements) for every

Customer service
trumps productivity

Mesirow Insurance Services Inc., the insurance operation of Chicago-based
diversified financial services firm Mesirow Financial Holdings Inc.,
consistently ranks high among Business Insurance’s most productive agents
and brokers, ranking 10th overall this year and fifth among the most
productive agents and brokers of U.S. business. Recently, Richard S. Price,
president and chief operating officer of Mesirow Financial, discussed some of
the reasons for that productivity with BI Special Projects Editor Rodd Zolkos.

production team. Our team

leaders—which by the way are

also owners of Mesirow Finan-
cial, we're a private company—they’re
driven financially, top line and bottom
line. So there’s a natural tendency to
operate as efficiently as you possibly
can serving the client’s needs.

I know, obviously, there’s a big focus
in the industry on driving cost ratios
down. I think any well-run organiza-
tion is going to look to do that and, cer-
tainly in these really troubled econom-
ic times, you're forced to do it. And
whether that’s staff compensation or
other things, everybody’s looking at it.
But again, it depends on what you're
trying to deliver to the marketplace and
how you're trying to differentiate your-
self. And delivering a high-quality serv-
ice and a high touch to clients is what
Mesirow Financial has always tried to
do, everywhere, not just in the insur-
ance group.

Q: Can you offer some examples of
the conflicts that might emerge from
placing productivity before customer
service?

We have spent a lot of money on
infrastructure, for one. So we've

got risk management services that we
give away free to clients—we don’t
charge fees for them—Iloss control serv-
ices that we give for free, we do a lot of
benchmarking. So there’s a lot of infra-
structure. My guess is we have several
millions of dollars of infrastructure

8  Business Insurance | Broker Supplement | December 2009

costs that we give to our clients for free.

If we were really focusing on maxi-
mizing productivity and therefore prof-
itability, we would start to cut away at
those things. But we choose not to do it
because of where we want to position
ourselves in the marketplace. But there
could be, obviously, a natural clash in
that area. Forget about compensation;
just talk about all the infrastructure and
services that you want to deliver to
your clients.

We do charge fees at a certain level
and for special projects, but I would say
that 95% of the services that we pro-
vide to clients, we don't charge.

Q: Do you do any sort of bench-
marking of your own business or
compare yourself to any sort of peer
group companies?

think we're really looking at it inter-

nally. It’s hard to get some good
information in the marketplace. You
can see a little bit of information
regarding growth of revenue and pro-
ductivity and things like that. But
because many Mesirow clients cross so
many lines in the organization, for us
the measuring stick is really fortifying
the relationship that we have with the
client, figuring out how many other
things we can do for them and be there
to assist them with whatever their
needs are. We feel very good about that.

That’s a major focus of our business—
to expand that client relationship as far
as we can.







Economy, soft market
crimp broker M&As

By RODD ZOLKOS

he condition of the credit markets

is one factor limiting merger and
acquisition activity in the insurance
agent and broker sector, but not as large
a factor as the still-weak U.S. economy
and ongoing soft market conditions
that are stifling deals, according to
many industry experts.

Traditionally, most of the major
acquirers have financed deals through
internal cash flow, said Robert ]J.
Lieblein, managing partner with insur-
ance agent and broker M&A specialist
Hales & Co. in Harrisburg, Pa.

“They’re typically doing transactions
through their cash flow,” Mr. Lieblein
said. “Over time, there have been times
when they may go out and raise some
capital to support their acquisitions,
but historically they generate a lot of
cash flow.”

“On the private equity side, clearly

you're seeing less private equity activi-
ty because the availability of funds and
the cost of funds, if you can get them,
the cost is greater, therefore it impacts
their financial model or their leverage
model,” Mr. Lieblein said.

The result is that those private equi-
ty firms “have to put more equity into
the deal and they prefer to leverage it,”
he said. “So you probably see more
impact of (credit market conditions) on
the private equity side where a buyer
needs to use private equity money to
fund a transaction.”

CAPITAL SCARCE, EXPENSIVE

For private equity firms looking to do
a deal, “to the extent that they have to
obtain new capital, capital is scarce and
capital is more expensive,” he said,
“which now also drives down the price,
which makes offers less attractive to the
seller because pricing is reduced
because of the additional cost of capital
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as well as the amount of equity that the
private equity firm has to put into the
deal.”

“The number of transactions com-
pleted this year is down,” said John W.
Wicher, principal at John Wicher &
Associates Inc. in San Francisco. “The
bankers have pulled back from that
marketplace. Certainly the private equi-
ty players, their capital has been cau-
tious.”

Timothy J. Cunningham, principal
at OPTIS Partners L.L.C. in Chicago,
agreed credit market conditions likely
are having only a limited effect on the
M&A slowdown in the insurance bro-
kerage business.

“The slowdown, I think, is attributa-
ble to what I would call a perfect storm
event—the economic conditions and
the insurance market,” he said.

The most frequent acquirers typical-
ly have funded the deals from their
existing credit lines, Mr. Cunningham
said.

“If somebody wanted to do a block-
buster deal, they may see some scrutiny
from their lenders,” he said. But “well-
structured private firms” still have
access to capital because their business-
es have been sound and profitable.

Mr. Lieblein also sees the economy as
a significant factor in limiting M&A
activity, along with other considera-
tions.

“Probably a bigger picture is you're
seeing fewer deals done overall just
because of economic concerns, health
care concerns and so forth. Buyers are
just being more cautious,” Mr. Lieblein
said. “Clearly, price has been reduced,
but it’s really been reduced 15% to 20%
because there are fewer buyers out there
to start with and that they felt that the
market was overpriced going back 12
to 18 months ago.”

The health care debate has put the
brakes on for potential buyers eyeing
benefit brokers, Mr. Lieblein said. “Most
firms are still interested in talking to
employee benefit firms. Clearly, we see
a trend of more employee benefit firms
considering a sale, but the pace is much
slower and people are being more cau-
tious, hoping to get some better sense




as to where all of this is going to fall
out.”

Those concerns have eased some-
what as the final form of health care-
related legislation begins to take shape,
Mr. Lieblein said. “People feel better
about it now than they did six months
ago” and most in the broker M&A com-
munity are beginning to believe a final
bill won’t have a public option, he said.

“If that’s the case, you're going to see
more buyers more actively pursue
health care in employee benefit agen-
cies,” Mr. Lieblein said. “But they’re just
unsure, so they’re taking it very slow
and there’s sort of a wait-and-see atti-
tude at this time.”

In its recent Insurance Brokerage
Outlook, Moody’s Investors Service Inc.
suggested that the U.S. health care
reform effort “is not apt to have a major
impact on insurance brokers.”

“The main threat to this scenario
would be the inclusion of a robust pub-
lic health insurance option available to
everyone,” the rating agency said.
“Assuming that the public option
would be cheaper than most group
plans, employers could opt to drop cov-
erage altogether, sending their employ-
ees into the public market.”

Mr. Cunningham noted that the
trend of reduced M&As is not exclusive
to insurance brokerages. “Middle-mar-
ket deals are down, depending what
statistics you're looking at, across the
board 40% to 70%. It doesn’t matter
what industry you're in,” he said.

The fact that the insurance brokerage
business generates a considerable
amount of cash continues to set it apart
from many other businesses. “That’s
why the business remains relatively
attractive,” Mr. Cunningham said.

Agency and brokerage cash flow is
relatively predictable and the industry
isn’t particularly capital-intensive com-
pared with other businesses. “You can
fund your operation and even some
expenses out of cash flow,” Mr. Cun-
ningham said.

“That’s what's great about this indus-
try,” Mr. Lieblein said. “It’s not capital-
intensive, so most of their profits can
be reinvested whether it’s in producer

hire, people hire, technology or acqui-
sition. Unlike manufacturing, where
you may have to spend a lot of money
on plant and equipment, you just don't
have that.”

BRIDGING THE PRICE GAP

But one major sticking point that
will have to be overcome before the
pace of agency and brokerage M&As
can return to more typical levels is get-
ting buyers and sellers to agree on
appropriate price levels, an issue on
which they often are far apart in the
current environment.

“You have probably the largest gap
I've ever seen between buyers’ and sell-
ers’ expectations regarding value,” said
Mr. Wicher.

Sellers think if they hold on into
2010, they will start to see the sort of
sale prices they expect, he said.

lagher and Hub, their business models
are greatly built upon acquisition,” he
said. With a soft market likely continu-
ing into next year, next year could be an
even more difficult year for such firms
than this year, he suggested.

“2010 could potentially be a harder
year than 2009, because (in) 2009 their
revenues are being impacted positive-
ly by acquisitions they did in 2008,”
Mr. Lieblein said. “Since they’ve done so
few acquisitions (in 2009), when you
go into 2010, there’s no acquisition
left.”

Mr. Lieblein cited Arthur J. Gal-
lagher’s recent decision to trim 400 staff
positions as an example of brokers’
recognition of likely challenges still
ahead.

Ultimately, pressures confronting
acquirers and sellers probably will push
prices to an agreeable level, he said.

‘'YOU HAVE probably the largest gap I've ever
seen between buyers' and sellers' expectations

regarding value.’

JOHN W. WICHER
JOHN WICHER & ASSOCIATES INC.

That'’s possible if they see improved
earnings in 2010, though such
improvements are unlikely to come
from further cost reductions. “Costs
have been squeezed as far as they can,”
Mr. Wicher said. “So the relief is going
to have to come on the top line.”

“There are more sellers considering a
sale, but (sales will not happen) until
buyers and sellers get to a place where
price kind of meets in the middle...and
right now we're not there,” said Mr.
Lieblein. “Sellers’ expectations have
come down from where they were,
probably not as far as they should. Buy-
ers have probably come down too far
in price and probably will have to inch
back up.”

However, Mr. Lieblein said business
necessity could drive M&As.

“I say that because if you look at the
big three (most-frequent acquirers
among brokers), Brown & Brown, Gal-

“That’s an interesting dynamic that’s
taking place that’s probably going to
begin to push buyer and seller pricing
closer together, because buyers are
going to have to do deals and sellers are
going to have to do deals,” Mr. Lieblein
said. “And right now, people are kind
of holding off for different reasons. But
I think pricing will kind of move and
get a little closer aligned as we get into
2010.”

And Mr. Wicher noted that, despite all
the factors slowing industry M&A,
there are certain strategic deals that
always seem to get done.

“There will always be market interest
in acquisitions where one, the target is
in a niche business, two, has strong
margins, three, is scalable, and four, the
management is capable of managing
something larger,” Mr. Wicher said.
“There is also strong interest in much of
Asia and Latin America.”
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INDUSTRY REACTION

Brokers find ways to
cope with economy

By Rodd Zolkos

gents and brokers have spent

much of the year reacting to chal-
lenges confronting their businesses,
from a challenging economy to soft
market conditions.

A survey of brokers who participate in
Business Insurance’s annual Directory of
Agents and Brokers conducted earlier
this year gave some insight into the way
they’re responding to many key issues.

Not surprisingly, one of the key issues
agents and brokers have had to con-
tend with this year is the state of the
economy, and most of them have relied
on a similar set of responses in trying to
steer their business through the eco-
nomic downturn.

Asked about the methods they’re
using to cope with the economy, 27.7%
cited salary freezes, 22.3% cited travel
restrictions, 21.3% mentioned hiring
freezes, 17.0% cited layoffs at their firms,
and 11.7% cited deferred investment.

“I think the very smart ones were way
out ahead of this and were reducing staff
immediately as they saw the economy
collapse,” said Timothy J. Cunningham,
principal at OPTIS Partners L.L.C. in
Chicago. It's very difficult to reduce
expenses quickly enough in a declining
revenue environment, he said.

Among the responses he said he’s seen
agents and brokers implementing in
addition to staff cuts are such measures as
eliminating 401(k) matches, salary
freezes and reductions, other reductions
in employee benefits, and staff furloughs.

“Even if you were not ahead of the
curve or tried to be ahead of the curve,
there has been a lot of that,” he said.

“The good firms communicate it
with employees. We're all in this
together,” Mr. Cunningham said. I
think it’s important that the right com-
munication and the right spirit pre-
vail—what’s best for everyone as
opposed to what'’s best just for me.”

The economy “will come back and

you want to be poised when it does
come back,” he said.

“I've never seen greater pressure on
earnings in the brokerage community in
my career,” said John W. Wicher, prin-
cipal at John Wicher & Associates Inc. in
San Francisco. “A common theme has
been the market realities.”

A continuing soft market and a signif-
icant reduction in insurable exposures as
aresult of the economic downturn “have
put tremendous pressure on the revenue
line and it has resulted in some of the
difficult decisions that had to be made,”
Mzr. Wicher said. “The circumstance that
results from declining revenues is fierce
decisions that have to be made.”

Mr. Wicher said that in the private
broker market he’s seen companies look-
ing not only at reducing the number of
non-client-facing employees but also at
such measures as reducing employee
health care costs through increased
employee contributions and reductions
in travel and entertainment expenses.

“I think the rubber band has been
stretched pretty far. So as we look into
2010, I think many of the public and
private brokers are looking for some
relief. And that would mean some sort
of upturn in rates,” Mr. Wicher said.
“But I think there are numerous ques-

tion marks.”

“I think a lot in the industry are
going to be thrilled to put 2009 to bed,”
Mr. Wicher said. Looking forward,
“there are some bright spots,” he said.
“It looks like the economy is beginning
to mend.” He noted, though, that as
the economy recovers, “The insurance
industry is a lagging indicator.”

“It lags a little bit,” he said. “There’s a
dribble into the system of the increased
exposures that move premiums.”

According to James Auden, manag-
ing director at Fitch Ratings in Chicago,
“The biggest thing fundamentally is
there are plenty of top-line challenges
for brokers, with pricing and the insur-
ance market being very competitive.”

“We're seeing in nine-month results
organic growth negative for many of
the companies,” Mr. Auden said.

In response, he’s typically seen compa-
nies turning to the expense side of the
ledger, Mr. Auden said. “You see head-
count reductions, outsourcing of IT and
other resources,” he said. He’s also seen
pension plan changes at some brokers.

“It’s mostly still a very people-based,
transaction-oriented business,” Mr.
Auden said. So when revenues decline,
brokers typically look to their biggest
expense: labor.

In its Insurance Brokerage Outlook
released in October, Moody’s Investors
Service Inc. said the biggest challenges
brokers are facing is the soft U.S. prop-
erty/casualty market, the weak global
economy and high financial leverage
among privately held firms.
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Brokers have responded by cutting
costs, exiting non-core businesses, and
slowing their pace of acquisitions,
Moody’s said.

Moody’s noted that salaries and bene-
fits represent 50% to 65% of brokerages’
expenses, with a large portion of that tied
to business generated by producers.

MARKET OUTLOOK

Asked about their expectations for
market conditions, most of the brokers
surveyed by BI expect no change from
present conditions as the new year
begins. Of those responding, 59.5%
said they expect no change in the state
of the market at the end of the year,
36.8% expect a hardening, and 3.7%
expect the market to turn softer still.

Regarding their expected merger and
acquisition activity, 52.5% of those
responding to the survey conducted ear-
lier this year expected their companies
to be on the sidelines in 2009 and not be
involved in merger and acquisition activ-
ity, while 47.5% thought their compa-
nies were going to be M&A participants.

In its outlook report, Moody’s said
that, as market conditions improve, it
expects to see most of the brokers it
rates making acquisitions to supple-
ment organic growth.

Fitch’s Mr. Auden noted that Marsh
Inc. is looking to buy small agents to
build its smaller-account business. “I
think they'll continue on that front,”
he said. “But the bigger deals are prob-
ably less likely at the moment, given
the environment. And I think compa-
nies are focused on internal challenges
still. There’s plenty of challenge within
the business in the near term.”

Regarding any change in market con-
ditions, Mr. Auden noted that Fitch has
a negative outlook for U.S. insurers. The
rating agency initially moved to a nega-
tive outlook last year due to credit cri-
sis-related concerns, though now “it’s
kind of shifted more to traditional
underwriting concerns,” Mr. Auden said.

“We're in a soft market, pricing is
inadequate across many lines,” he said.
“But what the depth of that soft market
is is the real unknown.”

Business Insurance also asked brokers
where they look to find new talent,
with the results showing a considerable

reliance on several sources.

Competitors are the most frequent
place agents and brokers look when try-
ing to find employees, according to the
survey, with 37.9% citing competitors as
the most common source of their new
hires. Other industries were cited by
21.5% of survey respondents, with
20.3% mentioning executive search
firms and the same 20.3% figure citing
recent college graduates.

Competitors could be a rich source
of available talent in some circum-
stances, according to Mr. Cunningham.

“You can capitalize on the turmoil of
your competitors,” he said. “I think
there are people from good organiza-
tions who’ve been furloughed or
(reduced in force) or whatever.”

And other sectors like investment
banking probably are possible sources of
talent for insurance brokers looking for
specific skills, such as a producer to deal
with high-net-worth personal lines
business, Mr. Cunningham said.

“If you have a need, this is probably
the best climate for employers,” Mr.
Cunningham said.

Regarding supplemental compensa-
tion from underwriters and their
approach to informing clients of their
practices, a sizable majority of the bro-
kers surveyed, 69.6%, indicate they pro-
vide such notification on request of a
client. Nearly one quarter—24.1%—
said they automatically inform clients of
any supplemental compensation, while
3.8% said they don’t disclose supple-
mental compensation, and 2.5% said
they don’t accept such compensation.

“I think it’s influenced by size of the
firm, trade area and maybe lastly cus-
tomer base,” Mr. Cunningham said of
such disclosure. He said he believes that,
in many firms, disclosure decisions may
be driven by the nature of a book of
business, such as a company with a large
nonprofit business automatically mak-
ing such disclosure, because disclosure
generally is a common element in non-
profit clients’ business.

The BI survey found agents and bro-
kers nearly evenly split on the question
of federal insurance regulation, with
42.3% of respondents favoring an
optional federal charter for insurance
and 57.7% opposing such a move.
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TECHNOLOGY

Hurdles remain in achieving
collaborative underwriting

By Rodd Zolkos

nformation technology has evolved

to the point that it could allow a truly
collaborative environment for placing
and underwriting insurance among bro-
kers, buyers and insurers. But, according
to some insurance technology experts,
the industry must clear some fundamen-
tal hurdles before such collaborative
underwriting becomes a reality.

Speaking earlier this year at the annu-
al Entrepreneurial Insurance Sympo-
sium in Dallas, Frank Sentner, director
of strategic technology at the Council of
Insurance Agents & Brokers in Wash-
ington, said technologies used in the
insurance industry have evolved to the

‘THE PROBLEM TODAY is that even though
we are the most information-intensive
industry that | know of, we know nothing

about ourselves.'

you place the account,” Ms. Emek said,
allowing a broker to go online and man-
age the policy process, but the industry
still hasn’t addressed online placement.

To move forward, brokers, agents and
their staffs face big challenges, she said.
At many agencies, owners and staffs
feel they’re too busy servicing clients
to make the necessary changes. Also,
getting staff to change is difficult.

At most brokers and agencies, there
also is a lack of dedicated implementers
and senior management lacks experience
in transferring processes using technolo-
gy. But, she said, business processes must
change or margins and customer service
will continue to decline.

Among the solutions Ms. Emek sug-
gested were pressuring
insurers to support com-
parative rating, providing
needed technology train-
ing at the executive level,
and providing business
execution tools such as

FRANK SENTNER

COUNCIL OF INSURANCE AGENTS & BROKERS

dashboards, benchmarks
and best practices.

point that they allow for collaboration
in underwriting and placement.

But, Mr. Sentner said, the insurance
industry is constrained by how careful-
ly it examines the past. That’s natural,
given the nature of the business, but it
hampers the industry in its implemen-
tation of technology.

“The problem today is that even
though we are the most information-
intensive industry that I know of, we
know nothing about ourselves,” Mr.
Sentner said. “Everything we know is
retrospective.”

Sharon Emek, managing director of
CBS Coverage Group Inc. in New York,
noted that some insurers have propri-
etary Web sites. Such proprietary sites,
however, are bad for brokers for various
reasons, she said. Among other things,
such sites don't allow brokers to research
all markets and they require brokers to
enter data multiple times.

“The Web sites are really valuable after

Insurance exchanges
could help drive the push toward
embracing technology to achieve collab-
orative underwriting, Ms. Emek said.
“Industries that become very efficient did
so because of an exchange,” she said. “All
exchanges drive cost out of the system,
create efficiencies, and provide real-time
analytics for better decision-making.”

Another panelist, Chris Gay, chief
executive officer at auto insurance by-
the-mile company and enterprise soft-
ware developer MileMeter Inc. in Dallas,
emphasized that technology must be
seen as a tool to enable business goals.

“Technology is there to serve you. It
should serve the business and if it does-
n't, get rid of it,” Mr. Gay said.

He noted that his company makes use
of on-demand resources through Ama-
zon Web Services. “The benefit is, I can
scale up and scale down. I only pay for
what I use,” Mr. Gay said. The arrange-
ment is “incredibly efficient,” though he
noted, “It doesn't fit everybody’s needs.”
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Podcasts feature strategies
to boost productivity

ALEXANDRIA, Va.-The Independent
Insurance Agents & Brokers of
America’'s Agents Council for Tech-
nology has released a group of pod-
casts focused on agency productivi-
ty and Internet marketing.

Each podcast is approximately one
hour in length. The first is titled
“Practical Strategies to Enhance
Agency Productivity,” while the sec-
ond is “The Transformation in
Agency Marketing.”

Jeff Yates, ACT executive director,
said in a statement that the pod-
casts provide a summary “of the
breakthrough strategies agencies
are employing today to enhance
their productivity and Internet mar-
keting presence.”

The podcasts can be downloaded
at www.independentagent.com/ACT.
ACT was formed by the Alexan-

dria, Va.-based Big | in 1999 to pro-
vide a forum for agent and industry
associations, user groups, compa-
nies and vendors to address critical
technology and workflow issues fac-
ing the independent agency system.

Zywave releases HR tool
designed to help brokers

MILWAUKEE-Zywave Inc. has released
HRconnection 5.0, a Web-based
human resources communication
tool that allows brokers to tailor
their agency-branded HR employee
communication solutions to their
clients’ needs.

According to Zywave, a Milwaukee-
based provider of enterprise automa-
tion solutions to property/casualty and
employee benefits brokers and agents,
HRconnection 5.0 allows brokers to
deliver customized company and bene-
fits information to employees in one
secure online location, including fea-
tures such as anytime access to com-
pany and benefits information.

Zywave said the tool has an inter-
face that allows for quick customiza-
tion of the portal's look and function-
ality, including the ability to select the
portal’s layout and color scheme, con-
trol images, and offer different infor-
mation for different employee groups.
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For the third straight year, there was growth in the proportion of
corporations that expect to be involved in more legal disputes.
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2009 40%
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Source: Fulbright & Jaworski L.L.P.

Preliminary third-quarter 2009 productivity, percentage change
compared with second-quarter '09 and third quarter '08, by sector

Nonfarm Business  Manufacturing  Durable Nondurable
business manufacturing manufacturing

2009 30708 | 20°09 30708 [ 20°09 30°08 | 20°09 30°08 | 2009 30°08

Productivity 95 43 98 43 B6 3 a2 -09 5 41

Output 40 35 41 33 1 -08 124 169 34 46
Hours 50 15 51 14 52 135 12 61 20 -89
Hourly 38 05 42 05 55 55 60 62 52 48
compensation

Real hourly 02 2 05 2 19 1 2319 16 64
compensation

Unit labor 52 36 R 023 25 12 03 01
costs

Source: U.S. Department of Labor, Bureau of Labor Statistics
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Employment in insurance, 1999-2008, in thousands
INSURANCE COMPANIES™

Year Life, health Property/ Reinsurers Insurance agencies  Total industry
and medical casualty and brokerages™*

1999 815.3 6039 335 783.4 2,236.1
2000 808.8 591.6 32.3 7878 2,220.6
2001 8077 591.3 31.4 803.2 2,2337
2002 7911 590.0 317 820.4 2,233.2
2003 789.0 608.6 31.0 837.4 2,266.0
2004 764.4 604.4 29.8 860.1 2,258.6
2005 7619 595.0 28.8 873.6 2,259.3
2006 787.4 597.4 28.0 890.8 2,3037
2007 784.0 586.1 27.0 909.8 2,306.8
2008 804.2 569.2 28.4 906.9 2,308.8

*Described by the Bureau of Labor Statistics as “direct insurers.”
**Includes claims adjusters, third-party administrators of insurance funds and other
service personnel such as advisory and insurance ratemaking services.

Source: U.S. Department of Labor, Bureau of Labor Statistics

UMMERCIAL P/U PREV
Rate change percentage by account size
SMALL MIDSIZE LARGE AVERAGE
| | | |
4Q 2008 1Q 2009 2Q 2009 3Q 2009

Source: Council of Insurance Agents & Brokers
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PATRICK T. LINNERT

Executive vp
Marsh, Berry & Co. Inc.

Balancing growth, profit in staff pay

s insurance agents and brokers

learn from the past but look
toward the future, the fundamental
principle of running the organiza-
tion like a business prevails.

Historically, many insurance
executives have operated the enter-
prise as a mechanism to fund per-
sonal lifestyles. Stock was too nar-
rowly held, balance sheets were
void of working capital, owner
perks permeated the income state-
ment, and accountability was sacri-
ficed for conflict avoidance. This
cigar box mentality under which
insurance agencies and brokerages survived for decades is
quickly evaporating for those who wish to sustain their
organizational viability.

In a new era of economic transparency, producer com-
pensation has jumped to the forefront of organizational
change initiatives. The best insurance agencies and bro-
kerages continue to establish and refine compensation
structures that satisfy the delicate balance between
expense control and continued organic growth.

The compensation and perk expenses for an insurer’s
sales staff, typically the largest expense, will account for
approximately 32% of the organizational revenues. At the
same time, the average insurance brokerage realized only
1.3% organic growth during the past 12 months.

In an effort to control expenses while facilitating top
line growth, the nation’s leading organizations have rede-
fined the role and responsibility of a salesperson. Whether
that role is to sell more business, retain clients, grow the
individual book, or proactively identify and close new
opportunities, leading organizations have refined the
position descriptions and employment agreements of the
sales staff. This simple change provides focus and clarity
to the sales staff regarding organizational expectations.

Second, leading organizations have implemented a car-
rot-and-stick compensation formula for their salespeople.
The carrot serves to reward salespeople for exceeding
goals and expectations. The key resides in clearly defining
expectations. Such carrots often include increased new
business commissions, additional travel and entertain-
ment expenses, or access to more value-added resources
for their clients.

At the same time, insurance executives must believe
that the title, compensation formulas, service teams and
limitless income opportunities afforded to the sales staff
truly are an honor and privilege. In exchange for that
privilege, salespeople must achieve minimum perform-
ance criteria. If those minimum criteria are not met, then

salespeople are subject to reductions in renewal commis-
sions, expense allowances, or access to internal service
resources.

In the average insurance organization, only 42% of vali-
dated salespeople hit the minimum performance stan-
dard. Within high-growth organizations, more than 60%
of validated salespeople surpass the minimum expecta-
tions. While both are unacceptable, the difference
between average and peak performers resides in the exec-
utive-level commitment to establishing and enforcing
expectations.

Leading insurance entities also balance growth and
earnings through regimented sales recruiting, training and
retention programs. When facilitated properly, the invest-
ment returns on such a program often are double that of
an agency acquisition. Key to this statement is two basic
practices. The first practice instituted by high-growth
organizations moves failing new sales hires into other posi-
tions or out the door within the first six months.

The second practice instituted by high-growth insur-
ance operations mirrors the carrot-and-stick compensa-
tion formula for seasoned producers as outlined above.
When hiring experienced salespeople, we must provide
some compensation upside, or carrot, for those exceeding
sales or growth goals. As executives do not confuse activi-
ty and achievement, the upside almost always resides in
exceeding quantifiable commission results.

Concurrently, new hires must validate their monthly
compensation during the first six to 12 months by achiev-
ing clearly defined activity metrics. Within the sales
process, activities and behaviors are the lead indicators of
potential success; while the actual commissions received
are the lag, or last, indicator. Toward that end, new hires
must hit such activity metrics as “X number of monthly
quality appointments” just to earn their monthly pay-
check. If the number of appointments falls below the
minimum, the new hire sees an associated reduction in
the next month'’s base pay.

True salespeople are entrepreneurial in nature. They
embrace downside risk as long as the upside potential
exists.

Simply stated, leading insurance organizations have
restructured the rules of the game. Such firms have creat-
ed an infrastructure under which the sales team can win
with the upside carrot or lose with the downside stick.
Clearly defined roles and responsibilities have been estab-
lished, executives have armed the sales force to do battle,
and accountability is strictly enforced.

Patrick T. Linnert is executive vp at Marsh, Berry & Co. Inc.,
a Willoughby, Ohio-based consultant and mergers and
acquisitions adviser.
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