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I feel the earth move under my feet
American Central Transport, Inc.
(ACT), wanted to build a parking lot
in Clay County, Missouri, on land that
it leased from Kretsinger Real Estate
Company. The parking lot was to abut
ACT’s truck maintenance center. The
City of Kansas City approved the ACT
terminal development plan, which
included a pavement plan with specifications. Kretsinger and ACT hired
Triad Construction, Inc., to construct
the parking lot in accordance with
the pavement plan. Triad subcontracted with City Cement Construction
Company to supply labor and materials. City Cement purchased the concrete
used to construct the parking lot from
Fordyce Concrete.
City Cement completed construction of the parking lot in February
2007. Kretsinger and ACT commenced
using the parking lot for tractors and
trailers in March 2007. In May 2008
Kretsinger and ACT became aware that
the parking lot surface was beginning
to crumble, crack, and deteriorate.
Kretsinger and ACT filed suit against
Triad and City Cement, asserting claims
for negligence in design of the parking
lot, negligent misrepresentation, breach
of professional contract, negligent supervision, and breach of contract.
In 2013, the court entered judgment
in favor of Kretsinger and ACT and
against Triad on the negligent supervision and breach of contract counts
and in favor of Triad and against
Kretsinger and ACT on the negligence
in design, negligent misrepresentation,
and breach of professional contract
counts. The court concluded that Triad
breached its contract with Kretsinger
and ACT to furnish all required labor,
material, and equipment necessary to
provide a parking lot in accordance
with the ACT terminal final development plan and pavement bid.
In accordance with the opinion of
Kretsinger and an expert hired by ACT,
the court found that “the concrete that

City Cement purchased from Fordyce
Concrete was defective at the time it
was purchased and installed because it
had air entrainment that was excessive
and inconsistent, it had reinforcement
fiber that was not sufficiently mixed,
it consistently failed to attain the PSI
and flexural strength required by the
pavement plan, and it failed to achieve
a strength adequate for the load after
curing at least 28 days; and that the
deterioration of the concrete was not
repairable, and the only viable option
for correction was removal and replacement of the concrete.
The court found that City Cement
did not construct the parking lot in
accordance with the pavement plan in
that it used defective concrete and that
Triad was responsible for the actions of
its subcontractor City Cement.
The court awarded Kretsinger and
ACT a total of $3,374,870.80 in damages as a result of City Cement’s use
of defective concrete. The court found
that the damages were liquidated, and
awarded Kretsinger and ACT prejudgment interest at the rate of 9% per
annum from March 1, 2007, the date
City Cement finished installing the
defective concrete, until the date of judgment, December 30, 2013, for a total of
$2,077,071.30 in prejudgment interest.
On February 8, 2014, Judgment
Creditors filed a petition for equitable
garnishment against Triad and its
commercial general liability insurer,
Amerisure Insurance Company.
Judgment Creditors sought satisfaction of the underlying judgment from
primary and umbrella liability policies
issued by Amerisure to Triad.
On June 3, 2015, the court entered
judgment in favor of Amerisure and
against Judgment Creditors. The trial
court found that Amerisure issued
a CGL policy to Triad with limits
of $1 million per occurrence and an
umbrella policy with limits of $10
million per occurrence for the periods,
with three annual renewals, of August
ROUGH NOTES
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1, 2007, through August 1, 2011. The
trial court concluded that Judgment
Creditors had not met its burden of
establishing coverage under Amerisure’s
policies, and that alternatively
Amerisure had met its burden to establish that the “your product” exclusion
in the policies applied to defeat coverage. Judgment Creditors appealed.
The court stated that to establish an equitable garnishment claim,
Judgment Creditors had the burden of proving three elements: first,
that it obtained a judgment against
Amerisure’s insured, Triad; second,
that Amerisure’s policies were in effect
when the incident occurred; and third,
that Amerisure’s policies covered the
damages awarded in the underlying
judgment against Triad.
Coverage A of Triad’s CGL policies provided that Amerisure “will
pay those sums that the insured
becomes legally obligated to pay as
damages because of ... ‘property damage’ to which this insurance applies.”
The insurance applied to “property
damage” “only if ... [t]he ... ‘property
damage’ occurs during the policy
period.” The policy defined “property
damage” as:
a. Physical injury to tangible property, including all resulting loss of use
of that property. All such loss of use
shall be deemed to occur at the time of
the physical injury that caused it; or
b. Loss of use of tangible property
that is not physically injured. All such
loss of use shall be deemed to occur
at the time of the “occurrence” that
caused it.
Coverage A of the umbrella policy
provided that Amerisure “will pay on
behalf of the insured the ‘ultimate
net loss’ in excess of the ‘retained
limit’ because of ... ‘property damage’
to which this insurance applies.” The
limitation of the insurance to “property
damage” occurring during the policy
period and the definition of “property
damage” were identical to those in the
CGL policy.
Judgment Creditors asserted that
the “property damage” covered by the
policy occurred in June 2008 when the
crumbling, cracking, and deterioration
of the parking lot manifested itself, not
in March 2007 when the defective concrete was installed.
The court noted that Judgment
Creditors were injured in fact on
March 1, 2007, the date City Cement
finished installing the defective
concrete. Even Judgment Creditors’
expert testified in the underlying
lawsuit trial that once the defective
concrete was installed, the only repair
that could correct the defect was to
remove and replace the concrete.
The underlying judgment also
found that Judgment Creditors’

damages were fixed and complete
when the concrete installation
was completed because the judgment awarded Judgment Creditors
$2,077,071.30 in prejudgment interest,
calculated on the entire underlying damage award, and accruing
as of March 1, 2007. The award of
prejudgment interest was based on
the judgment’s conclusion that the
entirety of Judgment Creditors’ damages were liquidated as of that date.
Because coverage under Amerisure’s
policies did not commence until
August 1, 2007, the court held that
the trial court correctly concluded that
there was no “property damage” within
any Amerisure policy period. The trial
court’s judgment was affirmed.
Kretsinger Real Estate Company
vs. Amerisure Insurance CompanyMissouri Court of Appeals-June 21,
2016-WD 78791.

UM dispute: Challenge to otherowned-vehicle exclusion
On August 15, 2012, Paul Galipeau
was killed in a motor vehicle accident
while riding his motorcycle. With the
consent of his automobile insurer,
State Farm Mutual Automobile
Insurance Company, his estate settled
a claim against the party at fault
for $50,000, the limit of that party’s
liability policy.
Galipeau and his wife, Judith, the
personal representative of his estate,
were insured under four policies issued
by State Farm: one on the motorcycle
that Paul was riding when the accident
occurred, and the others covering three
different vehicles. Each of the policies
provided uninsured motorists coverage
with a per-person limit of $100,000.
The estate demanded $350,000 from
State Farm, representing the aggregate
of each policy’s UM coverage limit, less
the $50,000 recovered from the party
at fault. State Farm paid the $50,000
differential between the motorcycle policy’s UM limit and the $50,000 already
recovered by the estate, and otherwise
refused the demand.
The parties disputed whether State
Farm Policy Form 9819B or the earlier
Policy Form 9819A was in effect at the
time of the accident. Each contained
an “other-owned-vehicle exclusion” as
follows:
Concerning UM coverage, Form
9819B provided:
THERE IS NO COVERAGE:
....
2. FOR AN INSURED WHO
SUSTAINS BODILY INJURY:
a. WHILE OCCUPYING A
MOTOR VEHICLE OWNED BY YOU
OR ANY RESIDENT RELATIVE IF
IT IS NOT YOUR CAR OR A NEWLY
ACQUIRED CAR.
ROUGH NOTES
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Pursuant to the policy definitions,
“Your car means the vehicle shown
under ‘YOUR CAR’ on the Declarations
Page.”
Each of the four policies owned by
Galipeau had a separate declarations
page, each listing a different vehicle
than the others. None of the three policies under which State Farm refused to
pay listed the motorcycle on the declarations page.
Form 9819A provided:
THERE IS NO COVERAGE:
....
2. FOR BODILY INJURY TO AN
INSURED:
a. WHILE OCCUPYING A
MOTOR VEHICLE OWNED BY OR
LEASED TO YOU, YOUR SPOUSE,
OR ANY RELATIVE IF IT IS NOT
INSURED FOR THIS COVERAGE
UNDER THIS POLICY.
In addition, Form 9819B contained
an anti-stacking provision that Form
9819A did not.
In April 2013, the estate filed a
complaint against State Farm alleging
breach of the three policies on which
it refused payment, seeking damages
of $300,000 as part of “compensatory
damages ... in excess of $400,000.”
State Farm moved for summary judgment on the grounds that coverage was
precluded by (1) the other-owned-vehicle exclusion; and (2) the anti-stacking
provision, which State Farm asserted
was effective against Galipeau when
the accident occurred. The estate moved
for partial summary judgment on the
coverage issue, asserting the same
grounds it subsequently advanced on
appeal.
The court concluded that the otherowned-vehicle exclusion precluded
coverage under the three non-motorcycle policies. For that reason, the
court entered summary judgment for
State Farm and denied the estate’s
motion for partial summary judgment.
The court did not address the issue
of whether the anti-stacking provision also applied to the same end. The
estate appealed.
On appeal, the estate argued
that other-owned-vehicle exclusions
violated Maine’s uninsured motorist
statute, or that State Farm’s exclusion did not apply in this case because
Galipeau paid a premium for UM coverage on each of his four State Farm
policies.
The court held that the otherowned-vehicle exclusion was valid and
that Galipeau had UM coverage under
the policy that listed the motorcycle
policy on the declarations page but not
under the three policies that did not
list the motorcycle.
In rejecting the estate’s contention
that the Galipeaus’ payment of UM
premiums on the other three policies

compels coverage under all of them,
the court cited case law and held that
the trial court did not err in entering
summary judgment for State Farm.
Estate of Galipeau vs. State
Farm Mutual Automobile Insurance
Company-Supreme Judicial Court of
Maine-February 11, 2016-2016 WL
541049.

When does bad faith claim accrue?
On October 12, 2007, Ronald
Brown rear-ended Christina
Connelly’s Chevrolet Cavalier with his
Dodge Caravan. Brown was insured
under a State Farm policy that provided automobile liability coverage
of $100,000 per person and $300,000
per occurrence. When Connelly sued
Brown for injuries she suffered as
a result of the crash, State Farm
provided Brown legal counsel in
accordance with his policy. Under the
policy, State Farm had the exclusive
right to control defense strategy and
settlement.
On May 10, 2011, Connelly offered
to settle her case against Brown for
$35,000. State Farm rejected the
offer and required Brown to defend
Connelly’s claim at trial. State Farm
and Brown also stipulated that
“Brown admits his negligence was the
proximate cause of this October 12,
2007, automobile accident.” The jury
awarded Connelly $224,271.41.
After the jury verdict, Brown and
Connelly filed four post-trial motions.
In a March 30, 2012 opinion, the court
denied Brown’s motions and ordered
judgment to be entered for Connelly
for the $224,271.41 jury award,
prejudgment interest of $92,958.96,
costs of $5,435.28, and post-judgment
interest of $10,580.64. State Farm
later paid Connelly $151,601.93 of
the $333,246.29 owed to her. Neither
Brown nor State Farm made any
additional payments on the outstanding $181,644.36. The 30-day period for
Brown to appeal the excess judgment
against him expired on April 29, 2012.
On September 3, 2014, Connelly
brought a claim against State Farm
and Brown as Brown’s judgment
creditor. In her complaint, Connelly
alleged that State Farm acted in bad
faith when it refused to settle her
claim against its insured for a payment that was only 35% of the limit of
Brown’s policy. She also alleged that
State Farm acted in bad faith and in
breach of its contractual obligations
to Brown when it determined not to
seek appellate review of the excess
judgment.
After State Farm moved to dismiss Connelly’s complaint for lack of
standing, on March 3, 2015, Connelly
(continued on page 90)
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You’re going to put in

the time
anyway, so you might as well
be great at it!

Winning Strategies
By Roger Sitkins

IT’S TIME TO STOP DRIFTING
How to chart a new course and stay focused on it

A

fter all these years of coaching independent
agency leadership teams and producers, I’m
not surprised by very much. For example, it doesn’t
surprise me that the vast majority of agencies are
simply drifting along. However, it frustrates me
that this is a recurring theme at most agencies.
They’re doing fine, but they’re just drifting.
I know this because whenever I ask prospective
consulting clients specific questions about their
business—their annual business plans, budgets,
sales goals, financial models, training, etc.—most of
them have nothing to say, because they don’t have
any of the aforementioned items. (Maybe that’s why
they’re calling me!) The reality is that you can be
semi-successful in this great business without any
of those things.
As you may recall, “semi-successful” means
you’re doing really well financially (making more
money than you’d make if you had a “real” job), but
you haven’t quite achieved total financial freedom.
Sure, there may be occasions when you wake up
at night worried about a particular person or wondering where you’ll find your next producer but,
overall, you’re still doing okay. For now.
As Bob Dylan famously observed, however, “The
times they are a-changin’.” Certainly that’s true of
our industry. The buyers, the technology, and the
employees themselves are all changing, and
12

additional changes in agency compensation are on
the way. All of these changes make it clear that it’s
time to stop drifting!
You may have drifted to wherever you are today,
but the current and the tides are changing quickly.
Are you prepared to stop and change course? Have
you even charted a course in the first place? If not,
you’ll continue to drift without direction or purpose
(assuming you remain afloat).

How to know if you’re drifting
Is your firm drifting? How can you tell?
Here are some of the key characteristics of a
drifting agency:
A lot of “Someday I’lls”. If you hear yourself
saying, “Someday I’ll do this,” and “Someday I’ll do
that,” it’s an indication that you’re drifting. After all,
everyone knows that “someday” isn’t a day of the week!
Hope as a Strategy. As we’ve discussed before,
hope is not a strategy. Unfortunately, leaders and
producers at many agencies seem to think it is,
based on what they say:
• “I sure do hope the carriers don’t reduce my
commission rates!”
• “I hope my producers hit their sales goals.”
• “I hope my team embraces our new
automation system.”
ROUGH NOTES
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• “I hope I can find some new producers
and service employees.”
Guess what? Hope doesn’t work
anymore! If you think it does, you’re
drifting.
Scheduled (But Not Held)
Internal Meetings.You’re drifting if
you constantly schedule meetings
that never materialize. For example,
your sales meetings get cancelled
because everyone is “too busy,” even
though most of your producers don’t
even come close to hitting their sales
goals. Or maybe you’ve scheduled
monthly state of the agency meetings,
but they keep getting postponed and
moved. Ultimately, they’re never held.
And then there are the automation
training events or webinars and online
training videos provided by your vendors that never get watched. “We really
should participate in/watch them, but
we’re just too busy.”
Sales Strategies with Initial
Commitments But No Follow-up.
“This is the year we’re going to develop
and implement a unique selling process that differentiates our agency in
the marketplace.” That sounds great,
but most producers are doing just fine
drifting along with a yellow legal pad
and a copy machine. The reality is that
you’re trying to save people money on
their insurance, but you never help
identify their total cost of risk. And yet
by drifting along, you do fine.
Litmus Test: At your next sales
meeting—if you hold them—ask your
producers to define total cost of risk.
“This is the year we’re going
to maximize social media.” Most
agencies will gladly devote resources
to a website that will generate
inbound marketing leads, which is
probably a good idea. In reality, digital-based marketing campaigns often
produce some suspects at best, but
no prospects. Why? Because agencies
need to follow up with these online
leads, and they don’t. You can’t maximize your use of social media unless
you’re willing to invest the time to
make it work for you.
“This is the year we’re going to
get referrals and introductions.”
Yes, I know. You’ve heard it a thousand
times before and read it hundreds of
times in my articles (I hope): Referrals
and introductions are the best way to
connect with your next ideal client. But
what percentage of your new customers
came from a referral or introduction
last year? If you’re like most independent agencies, it’s well below 10%.
Why isn’t it at least 80% or more?
First of all, most agents don’t know
how to ask for a referral because they’ve
never practiced. Second, without practice, they simply don’t do it. If they do
happen to get a referral, they don’t
14

follow up on it. And yet most agents
manage to do quite well!
If you’ve been in this business for
a while, you may be so comfortable
that you don’t think you need referrals and introductions. Maybe you
don’t, as long as you’re content to drift
along. But what if you changed your
strategy? What if you practiced asking
for referrals, went out and actually got
referrals, and then followed up with
them? Your commissions would jump!
Here’s a Blinding Flash of the
Obvious: What’s the cost of generating
referrals and introductions? Zero! It’s
what you should be doing in the natural course of business—talking with
people, which costs nothing. But if you
do business the traditional way (a lot
of look, copy, quote and pray), what’s
your client acquisition cost? Often the
acquisition cost of new business can
be as high as 75% of the revenue it
generates.

STOP drifting!
If your agency is just drifting
along, I’d like to offer you some
outstanding advice, which (surprise!) is in the form of an acronym:
STOP drifting! Solve The One
Problem. Don’t try to solve all of your
problems simultaneously, because
you probably won’t solve any. Instead,
solve one problem at a time.
It’s not that simple to get to “The
One Thing” (which, by the way, is the
name of a book by Gary Keller—one
of the best I’ve ever read). But rather
than trying to implement 25 things
or 10 things or even three things,
identify the ONE thing that’s stopping you from moving forward and
solve it! After that, solve the next
one and then the one after that. It’s
a systematic approach to eliminating
problems.
Do you know the number one
problem of most independent agencies? Well, like it or not, it’s the
owners! If you suffer from “ARS”
(Already Rich Syndrome), you probably won’t change anything, even
though you’re drifting. Nothing is
going to happen until the agency
owner says, “Enough! Life doesn’t
have to be this way!”
Remember, life is not a dress
rehearsal. We need to get it right
the first time. This starts with being
aware that you are drifting along and
that you have no strategies, no plans,
and no accountability. I understand
that you’re doing just fine today, but
it’s critical that you decide exactly
what you want your “Future Great
Agency” to look like.
You can’t just drift to it. You must
decide what you want it to look like

and put it in writing. This document
should clearly define the perfect
agency you envision at specific intervals during the next three years or
more. It should start with: “Three
years from today, my agency looks
like this ...” and then provide specifics
about each of the following:
• Total revenue
• Number of employees
• Selling system
• Differentiation in the marketplace
• Financial model
• Number of internal and external
producers
• Relationships with insurance
carriers
• Use of service centers
• Digital marketing strategy
• Future ideal clients
Once you start answering those
questions, you then must decide how
to bring your vision into focus. What
has to happen for you to actually
become this future great agency? As
you formulate your plan, you may
want to consider these questions:
• What behaviors and strategies have
to become normal, part of our DNA?
• What will our system of personal
accountability look like?
• How will we develop producers who
are self-managed but accountable?
• What ongoing training will we provide for our automation system?
• How will our selling system differentiate us?
• How will we position our brand in
the marketplace?
• What will we do to attract and
retain the best employees?
• How will we achieve 100% effective
client retention?
• What outside training and consulting resources will we use?
When you can answer those questions, you’ll be charting a new course.
You’ll stop drifting! Better yet, if you
look at this document on a regular
basis, you’ll stay on course. As I always
say, you’re going to put in the time
anyway, so you might as well be great
at it!
That’s The Better Way! n

The author
Roger Sitkins, CEO of Sitkins Group,
Inc., is the nation’s number one “Agency
Results Coach.” In addition to establishing The Sitkins 100™ and Sitkins
International, he is the creator of The
Vertical Growth Experience™. His latest offering is The Better Way Agency,
a web-based training program that
shows agency owners ways to make
significant improvements in all areas
of the agency. To learn more, go to
www.thebetterwayagency.com.
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It’s advice we need

to pass on to
our clients so they can protect themselves
from employee theft.

Risk Management
By Randy Boss, CRA, CRM, SHRM-SCP

TRUST, BUT VERIFY—DON’T LET THIS
HAPPEN TO YOU!
Russian adage applies to office security

As

a boy growing up in the early 1960s, I
remember the nagging fear everyone had
of what a nuclear war would mean and how close
the United States and Russia had come during the
Cuban missile crisis. In fact, I knew a man who was
a pilot of a B-1 bomber and claimed he and his crew
were flying to Russia with live nukes in their bomb
bay and were prepared to drop them if the Russians
didn’t remove the missiles from Cuba. Fortunately,
they were told to return to base halfway to the drop.
The specter of Russia would raise its head once
again in the 1980s, when President Ronald Reagan
used the quote “Trust, but verify,” a Russian adage
that he would repeat during arms control negotiations with Russian president Mikhail Gorbachev.
Reagan learned how to speak the phrase in the
Russian language and used it frequently as he and
Gorbachev worked to prevent the threat of mutually assured destruction if the two superpowers
failed to get along. Twenty-odd years after we were
hiding under our desks, fear had been replaced
with “trust, but verify.”
This is a phrase business owners need to keep
in mind when dealing with their employees, especially those charged with handling finances. It’s
also advice we need to pass on to our clients so they
can protect themselves from employee theft.
Too many business owners are so busy just trying to keep the doors open and make payroll that
they don’t take the time to work on their business.
Many started their businesses from scratch, relying
on a trusted group of employees and never thinking
they needed more robust controls, similar to what
larger companies have in place. That’s what
happened at Connecticut Stone, a family-owned
business with 150 employees, where the owners
discovered they were victims of a large-scale embezzlement scheme initiated by a trusted employee.
This employee changed existing entries and created
16

false transactions in the company’s accounting ledgers. Luckily, another employee saw that something
didn’t seem right and informed the owners. After
hours of examining and reconstructing records, it was
evident who the person was, how it was done, and for
how long it had been going on. It’s hard enough to
run a business and take care of your employees and
customers without having a trusted employee steal
from you.
The owners were devastated to learn just how
extensively this employee violated their trust. They
discovered that almost $2 million had been misdirected out of much-needed funds to run the business,
by someone they completely trusted, right under their
noses.
Tyra Dellacrose, the granddaughter of the
founder, Leo Dellacrose, and vice president of
Connecticut Stone, along with her co-workers, went
on the offensive and assisted law enforcement in the
investigation. Their efforts resulted in federal prosecution and sentencing of the suspect. She told her
story recently to the Family Business Alliance, a West
Michigan group of which I am a member. You couldn’t
help noticing the pain this had inflicted on her and
her family. Since this event happened, Tyra’s made it
her mission to speak to as many business leaders as
her busy schedule will allow, making sure this doesn’t
happen to them.
How does this happen? Recently the National
White Collar Crime Center estimated global losses
due to employee theft at about $3.7 trillion. Many
corporate security experts say that as many as 25% to
40% of all employees steal from their employers. They
claim that employee theft accounts for approximately
30% to 50% of all business failures.
Here are some warning signs you should alert
your clients to look for:
• An employee who refuses to take vacation time
(often they are afraid that the theft will be
ROUGH NOTES

detected while they are absent);
• An employee who continually works
overtime;
• An employee who wants to take
work home;
• Excessive personal spending,
such as a new car or trips, by an
employee whose income cannot support this kind of spending;
• Petty cash disappearing;
• Extravagant expenses during
employee travel;
• Employees with personal vendor
relationships (watch out for employees who often lunch with vendors,
or who are related to hired contractors); and
• Depletion of office supplies at an
unusually high rate.
Knowing the signs of employee theft
will not completely prevent offenses; an
employer also must be alerted to take
steps such as:
• Deposit funds daily and reconcile
monthly. Loose cash is too tempting,
and reconciling the bank statement each month helps catch any
irregularities early. Keep track of all
petty cash. Money in a cash drawer
also can be too attractive to some
employees. Require that all petty
cash transactions have a petty cash
slip or log to support them, and
require two signatures on petty cash
refill checks.
• Give employees separate financial
duties, using a system of checks and
balances. For example, the employee
who writes the checks should not be
the employee who signs the checks
or reconciles the bank statements.
• Manage by walking around: Let
employees know that management
is keeping an eye on what goes on
in the office. Don’t search employee
lockers or personal items; just be
alert to changes or unusual activity.
• Make sure that appropriate paperwork supports employee travel.
Having honest and conscientious
employees can go a long way toward
minimizing or avoiding fraud inside a
client company. Encourage your clients
to start today to create an anti-fraud
culture in their business by:
• Having and promoting a fraud hotline, an anonymous and confidential
whistleblower reporting service for
potential fraud, ethical issues and
other concerns. Tips are the most
common method of detection, yet
less than 20% of businesses have a
system in place.
• Conducting a thorough background
check on prospective employees.
Employers can search public records
to look for bankruptcies and criminal records without permission from
the job applicant.
• Conducting new employee orientation and code of conduct training.
A code of conduct sets standards
FEBRUARY 2017

and establishes expectations for
employee behavior in the workplace.
• Meeting with the leadership team to
discuss controls so that everyone is
on the same page.
As a risk advisor, encourage your
clients to consider the impact that
employee theft can have on their business. Advise them to have appropriate
controls in place and to purchase
adequate insurance coverage in case
a theft should occur. Show them what
clues to look for if they sense that
something seems to be out of place; for
example, an employee who refuses to
take a vacation or who pursues a lifestyle that doesn’t fit that person’s pay
range. Advise clients to keep their ears
open for any talk from staff members

about possible thefts that may be going
on. Finally, suggest that clients take
the advice of our 40th president, Ronald
Reagan, to “Trust, but verify.” n

The author
Randy Boss is a Certified Risk Architect
at Ottawa Kent in Jenison, Michigan.
As a Risk Architect, he designs, builds
and implements risk management and
insurance plans for middle market companies in the areas of human resources,
property/casualty and benefits. He has
39 years of experience and has been at
Ottawa Kent for 34 years. He is the cofounder of OSHAlogs.com, an OSHA
compliance and injury management platform. Randy can be reached at
rboss@ottawakent.com.
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AGENCY OF THE MONTH

Learning in the School of

HARD KNOCKS
Third generation learns by doing as principal “retires” after six months
By Dennis H. Pillsbury

T

he Wilkinson Insurance
Agency in White House,
Tennessee, was founded
60 years ago by J.M.
Wilkinson as a sideline, to supplement
his banking salary. Manley, as he was
called, was manager of Farmers Bank
and had studied banking. But he saw
that having the ability to offer insurance to his banking customers was
a win-win that provided clients with
needed coverage and him with a little
extra folding money.
He asked his son and daughter-inlaw, Joe and Sue Wilkinson, who had
a hardware store located across the
street from the bank, to be partners
in the insurance agency. And so it was

that the Wilkinson Agency had three
part-time people running it. Manley
was busy at the bank. Joe was busy at
the hardware store, as well as working
as an electrician and U.S. postal rural
mail carrier. So Sue took on most of the
insurance work. At the time, Joe and
Sue also owned several rental properties; at one point, they owned 30 pieces
of real estate and were responsible
for maintaining those properties. It’s
an understatement to say they were
extremely busy people.
When Manley suffered a heart
attack and died in 1965, Joe and Sue
bought his shares from Joe’s mom, and
Sue continued to serve as the main
principal. Meanwhile, Joe and Sue
had a daughter, June. “I had no intention of going into insurance,” June
recalls. “I went to college and majored
in marketing and public relations, and

graduated in 1976 with a bachelor’s
degree.” In the late fall of that year,
June took a job in retail management
in the ladies’ department at K-Mart. “I
hated that job,” she says.
“Well, I was living at home with my
parents, but I still had car payments
to make, so I called Mom from K-Mart
and told her I was going to quit and
offered to help at the agency,” June
adds. “Mom was extremely happy and
she welcomed me on board. My first
day on the job was April Fool’s Day in
1977. My parents were building a new
house, and Mom was serving as the
general contractor. That was keeping
her plenty busy, so she was delighted
to have help at the agency.” At that
point, Sue had been the principal of
the agency for most of June’s life and,
as June later found out, didn’t really
like the business all that much.

ÒIn

what turned out to be my six-month ‘training’ period,
I had done nearly everything at the agency, from opening the
mail to rating policies, as well as studying for and passing the
license exam.”
—June Wilkinson Taylor
Principal
Wilkinson Insurance
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June has started the process of transferring ownership to her two sons, Andrew (left) and Ben (right). Ben manages sales and marketing and Andrew is the financial officer. June notes that this has allowed her to slow down a little to concentrate on what she loves
best: selling.

“So I guess I should not have been
surprised—but I was—when, six months
after I started at the agency, Mom went
home for lunch one day and didn’t come
back,” June recalls. “Then, she didn’t
come into work on the following day or
the next day or the next. Finally, she
told me she wasn’t coming back.”

Just do it!
“Mom knew that as long as she
was at the agency, people would look
to her for guidance,” June continues.
“So she left and put me in charge. In
what turned out to be my six-month
‘training’ period, I had done nearly
everything at the agency, from opening the mail to rating policies.” During
that time, June also studied for and
passed the state license exam.
A get-things-done attitude was
nothing new to June. “When I was 12,
I needed braces, and Mom and Dad
were busy at the hardware store,” June
recalls. “They rarely took a vacation.
In fact, there was a seven-year period
when they never took time off. So on
a Saturday, I found out how to get to
Nashville, hopped on the Greyhound
bus, and went to get my braces.” She
did that again for follow-up exams.
“We learned responsibility, problem
solving, and how to take care of ourselves at an early age,” she adds. “So
20

here I was at 21 years old, ‘getting on
that Greyhound bus again,’ only this
time it was learning to succeed in the
agency business. To get to Nashville,
I learned the bus schedule. To learn
insurance, I took every educational
course I could find. It was the hard
way, but a good way.”
Now, 40 years later, Taylor has
a successful independent insurance
agency that has served its community
and is sought after by insurance companies. “They are coming to us, asking
us to represent them,” June explains.
Along the way, June found time to
marry Gene Taylor and start a family. Their two sons, Ben, age 31, and
Andrew, a few years younger at 28,
represent generation number four at
the agency. Ben manages sales and
marketing and Andrew is the financial officer. June notes that this has
allowed her to slow down a little, start
transferring ownership to her sons
and, as she puts it, “stop doing everything. I’m now able to concentrate on
what I love best: selling.”
She also has opened up a new niche
at the agency—the high net worth market—and is working toward earning
her Certified Personal Risk Manager
(CPRM) designation. (I guess opening
up a new niche and studying for a new
designation is June’s way of slowing
down; we each have our own definition

of that term.) June already has earned
the Certified Insurance Counselor
(CIC) and Certified Professional
Insurance Agent (CPIA) professional
designations, and has served as
president of the American Insurance
Marketing & Sales (AIMS) Society,
which confers the CPIA designation.
Other agency specialties include
contracting—not a big surprise, since
June’s mother worked as her own general contractor—and farming. When the
agency was founded, White House was
a farming community of around 3,000
residents, but since then has grown to
become, for all intents and purposes, a
bedroom community for Nashville that
some 14,000 people call home.
“When I joined the agency, we were
primarily a personal lines agency,”
June says. “But I recognized that we
were missing an important market,
even if we just concentrated on crossselling our current clients, many of
whom were business owners. So I
jumped in with both feet and learned
commercial lines, and found out which
companies wanted the small commercial accounts that we were developing.
“These are great accounts,” she
continues. “They don’t shop around
as much. As long as you provide
them with top-notch service and the
right coverage, they are customers
for life. It’s been a win-win-win. Our
ROUGH NOTES
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Ben spends time with White House Heritage High School students during a basketball game to raise awareness of the risks involved
with distracted driving for teen drivers. The agency has partnered with Allstate to bring the “X the TXT” and “Be In The Zone (BITZ)”
programs to the local high schools. Students take a responsible driving pledge and seal their promise with a thumbprint.
companies are getting loyal accounts
in business niches that they want to
write. Our clients are getting the coverage they need without any threat of
nonrenewal. And we have long-term
customers, many of whom are longterm friends and referrers.”
Today, the agency writes some
$4.5 million in premiums and, in
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addition to the Taylor family members,
has a full-time commercial lines producer
and a full-time personal lines producer.
“We also have a benefits producer with
30 years of experience,” June notes.
One other employee provides front
office support. And, of course, the
agency uses technology that lets it be
both lean and productive.

Automation excellence
Early on, June saw the possibilities for automation. “When I started,
we were rating manually,” she says.
“That’s something that, it seemed
to me, machines could do better and
quicker. And they wouldn’t get bored
doing it. That would let me spend
ROUGH NOTES

more time selling. So we automated as
quickly and sometimes unproductively
as we could.
“Our first computer was a dumb
terminal; we did batch accounting,
and I fondly remember our first fax
machine,” June explains. “It was
fits and starts, but then there were
important breakthroughs. Agency
management systems were developed
that did a number of functions and
that improved productivity.”
In 1997, the agency became paperless. “Gene came in and helped us scan
everything into the document management system,” she adds. (And that,
dear readers, is a sign of true love—
and also proof that June had been nice.
Anyone who has met Gene knows that
Gene Taylor is only a nom de plume
and that his real appellation is Kris
Kringle or Santa Claus. He rewards
those who are nice and chastises the
naughty. Thanks for that lump of coal
in my stocking!)
“Our leadership in automation
was reflected in the fact that we were
selected to be a beta site for Applied

EPIC in 2008,” June says. “We truly
got to be in on the ground floor.”

Selfless partnering
What is perhaps most striking
about June is her willingness to help
others. She credits much of her success
to the networking relationships she
developed through her activities in the
PIA, SIAA, AIMS Society, and Applied
Client Network. “Technically, the agents
in these groups are our competitors,
but they don’t act that way,” June says.
“They are so giving of their time and
their secrets. And I have tried to adopt
that same way of doing business.”
She adds, “I truly believe in networking and sharing with other
agents. I want to do what I can to
make the independent agency system
even more successful. I have been
blessed with great friends in this
business who have contributed to my
success and, even more important,
have reveled in it. They are happy for
my success. In how many other businesses can you have that?

“Our initial move into commercial
lines was facilitated by networking
with PIA members who introduced us
to the right companies,” June notes.
“We learned through the people in the
AIMS Society how to do better niche
marketing and improve our sales and
marketing in general.
“And coming back home to White
House,” June concludes, “we have tried to
bring the benefits of those partnerships
to our local community, as well as being
involved ourselves. For instance, Auto
Owners has provided charging stations
at the local library with our ad featured.”
The agency also sponsors Allstate’s
“X-the-TXT” and “Be in the Zone” (BITZ)
pledge campaign against distracted
driving with teens and their parents at
local high school athletic events.
Rough Notes is proud to recognize
Wilkinson Insurance Agency as our
Agency of the Month. Yet again, we
are astounded by the selflessness that
permeates this business and makes the
independent agency system both the most
successful, and the most sharing, marketing system in the insurance business. n

Community engagement is evident at the White House Public Library, where the Wilkinson Insurance Agency and Auto-Owners
Insurance Company have teamed up to provide a courtesy mobile-device charging station for patrons.

Replacement cost estimates

can vary from insurance company to insurance
company, and a small amount of inaccurate
information in one can turn into a
big headache down the road.

Mind the Gap

By Marc McNulty, CIC, CRM

THE HOMEOWNERS POLICY
AND TOTAL LOSS ISSUES
Develop accurate replacement cost estimates and know the policies if
your clients choose not to rebuild

We

previously explored the limitations in
the homeowners policy pertaining to
home-based businesses, as well as special items
such as jewelry. This month we are going back to
the basics and reviewing what happens in the event
that your client suffers a total loss to his or her
home. Questions we will explore include:
• Will your client’s policy have adequate coverage
to rebuild?
• How can you help to ensure that the dwelling
limit is sufficient over time?
• What if they don’t want to rebuild after a
total loss?

The issue (Part 1)
This is rather straightforward: Do your clients
have homeowners Coverage A limits that are
sufficient?
Most young insurance agents will quickly
answer that question with “Of course!” They will
then back this up by stating that replacement cost
estimates were completed for their homeowners
policies and the Coverage A limit on their policies
corresponded with those estimates.
But what if the estimate had incomplete or
inaccurate information in it? For example, what if
you input that the basement was only 50% finished
when in fact it was 80% finished? Or what if you
input that the kitchen was builder’s grade quality
when it should actually be semi-custom?
Little differences like this can add up quickly.
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Why it matters
Inaccurate replacement cost estimates at policy
issuance can snowball into bigger problems down
the road. Coverage gaps that start off small will
increase over time, as inflation kicks in and widens the difference between a homeowners policy’s
current limit of insurance versus what the limit of
insurance should actually be.
This may not matter to insureds until they actually need that full limit of insurance. At that point,
it may be too late.

How to fix the problem
The first step is to take the time to ask your
new business prospects the questions that need to
be answered regarding the characteristics of their
home. Spend an extra few minutes and tell them
that you are doing this for their own protection
(and peace of mind). Obtaining complete—and accurate—information is your first step in completing
a correct replacement cost estimate and insuring
your new client’s home to its proper replacement
cost value.
The next step is to add a guaranteed or enhanced
replacement cost endorsement onto the policy. This
should automatically be done on all of your accounts!
While a few insurance companies still offer a guaranteed replacement cost option, most are offering
some sort of enhanced replacement cost endorsement. Make sure you know the difference.
ROUGH NOTES
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Policies with guaranteed replacement
cost coverage will pay any amount
above the dwelling limit of insurance to
replace a home in the event of a total
loss. Typically, your clients will need to
insure their home to 100% of the calculated replacement value, allow for any
adjustments due to inflation/revaluation/appraisals, and agree to notify
you (or the insurance company) of any
alterations that increase the dwelling
amount during the policy term. Be sure
to check with your insurance companies for specifics on their guaranteed
replacement cost coverage.
On the other hand, policies that
offer enhanced replacement cost coverage will cap the amount of coverage
that the insurance company will pay in
the event of a total loss. In most cases,
this percentage is either 25% or 50%
more than the dwelling limit of insurance stated in the policy declarations.
Again, your clients will most likely need
to insure their home to full replacement
value (as calculated by the software
the company uses), allowing for any
applicable coverage adjustments, and
agreeing to notify you in the event any
alterations are made to the home.
Utilizing either of these endorsements will ensure that you have an
extra amount of insurance coverage
that can (and most likely will) be
needed in the event of a total loss.
Just because a home can be replaced
for a certain value in today’s market
doesn’t mean that same value will be
sufficient if a natural disaster strikes
the area and the cost of materials and
labor increases as a result. In addition,
you may find that the automatic coverage increases that occur over time at
renewal aren’t actually sufficient to
keep up with market conditions.
Using a guaranteed or enhanced
replacement cost endorsement will
drastically reduce the chances that
your homeowners policies are underinsured at the time of a loss.

The issue (Part 2)
Let’s suppose you have completed
an accurate replacement cost appraisal
on your new client’s home, insured the
home to its proper value, and added an
enhanced replacement cost endorsement onto the policy. Shortly afterward,
your client suffers a total loss to their
home.
What if your client doesn’t want to
rebuild after a total loss? The answer to
this depends on the policy form. Here’s
an example of how one of our insurance companies responded to a similar
situation:
This past year one of our clients lost
his house to a fire caused by a lightning strike. After careful consideration,

he decided he didn’t want to rebuild.
Instead, he figured the time was right
to leave Ohio and move to Florida.
Several of us here assumed that
he would receive the actual cash value
because he wasn’t planning on rebuilding his home at the location where
it once stood. However, the claims
adjuster informed him in a subsequent
conversation that he would receive
replacement cost as long as he chose to
build—even if he built in Florida.
The key policy provision that
allowed for this reads very similarly to
the language that is found in the ISO
HO 00 03 (05 11):
If the building is rebuilt at a
new premises, the cost described
in (2) above is limited to the cost
which would have been incurred if
the building had been built at the
original premises.
In short, the insurance company
will pay full replacement cost for our
client to build a new home, but they
won’t pay any more than they would
have if he had chosen to rebuild at his
original premises.
Be sure to check your policy forms
to see how each will respond in situations like this. Some policies even
offer a “cash out” option. In those
instances, the insurance company will
write your client a check for the policy
limits and will not require them to
rebuild at all.

In summary
Insuring homes isn’t rocket science
… but it’s far from an exact science.
Replacement cost estimates can vary
from insurance company to insurance
company, and a small amount of inaccurate information in one can turn into
a big headache down the road.
Ask the questions that are needed
to complete accurate replacement cost
estimates and then protect your client
(and your own agency’s E&O) by adding
enhanced or guaranteed replacement
cost coverage onto your homeowners
policies. Any agent who has been in the
business long enough will tell you that
these types of endorsements are worth
their weight in gold at the time of a
total loss. n

The author
Marc McNulty, CIC, CRM, is vice president of insurance operations at The Uhl
Agency in Dayton, Ohio, and has been
with the agency for 15 years. He divides
his time among sales, marketing, technology and operational duties. Marc
also serves as chairman of NetVU’s
Young Professionals Chapter.
You can reach him at
marcmcnulty@uhlagency.com.
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You’ve saved a few dollars
buying cheap E&O coverage
for your insurance agency …

… but now who will defend you in the event of a claim?
In today’s business world, it makes sense to operate as cost-efficiently as possible. Saving a few bucks on your
professional liability insurance may initially seem like a good idea. But it only takes a single claim to learn that
E&O is about a LOT more than just price.
Rockwood understands that the true litmus test for any insurance policy is how well it responds to an allegation
or loss. The claims administrator for our program is Wilson, Elser, Moskowitz, Edelman & Dicker. This firm has
litigated insurance agent E&O-related disputes for over thirty years. Wilson Elser and their knowledgeable team
of attorneys will work with the Rockwood staff to provide the advocacy defense our policyholders deserve.
Rockwood doesn’t have the cheapest E&O premiums in the marketplace … but we do offer
a competitive rate structure, sound policy form, and a claims administrator who will be
there when you need them the most. We even offer risk management tools to help you
rectify problems BEFORE they become claims.

Visit us at www.rockwoodinsurance.com to learn more
Rockwood Programs, Inc., 3001 Philadelphia Pike, Claymont, DE 19703
p: 877-242-2487 • f: 302-762-4200 • e: sales@rockwoodinsurance.com
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Murray Securus
everal elements
of Murray
Securus’s DNA
impressed past Agency
of the Month winners
who voted for the
Lancaster, Pennsylvania,
firm as our Rough Notes
2016 Agency of the Year.
One past winner
was particularly
impressed by “how
they built out the
agency in response to
client needs.” Others
echoed the sentiment,
citing the agency’s
formation 80-plus
years ago and the
subsequent launch of
its human resources
consulting offering.
The firm’s 95%
client retention rate
was mentioned as
another reason the agency deserved
the honor. And a number of previous
winners found compelling the fact
that Murray Securus is a “53% ESOP
company with a great culture.”
Murray was formed in 1930—
during the depths of the Great
Depression—by Lancaster County
entrepreneur Paul G. Murray.
Paul focused strongly on treating
customers fairly and providing a
choice of products and services. The
agency’s first big project was bonding
construction for what would become
Veterans’ Memorial Bridge, the
longest concrete arch bridge and the
largest public works project of its time.
Paul had the trust of the
community and his clients. He had
the knowledge of the project and the
insurance needed to protect against
loss or delay. And he was innovative
in his use of a highly technical line
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2016 Agency of the Year
of insurance. The three elements—
trust, expertise, and innovation—
continue to permeate the firm’s culture.
A few years ago Murray Securus
surveyed clients to see what they
valued most about their relationship
with the firm. “We have a retention
rate that is always above 95%, and
we wanted to keep it that way,”
explains Sheri Riley, vice president
and business development officer.
“What they told us, after all the
results were in, could be narrowed
down to those three words.”
“We keep those words constantly in
mind as we work on new initiatives,”
says Rick Rankin, CIC, chairman,
president, and CEO. “We always want
to make sure that we don’t lose sight
of what is most important when we
make changes at the agency.” A quick
look at some of the initiatives that

have occurred over the
years bears that out.
In 1983, Murray
added a claims and risk
control department
to work directly with
clients. “We work with
them as a TPA, tightly
managing claims,
evaluating specific
needs, and working
with each client to
design a custom
solution to enhance its
claims management
program,” says Rankin.
The agency started a
health benefits division
in 1987. Two years later
it opened a personal insurance center. Shortly
thereafter it expanded
its footprint by acquiring a construction
specialist and surety
bonding agency.
In 1994, Murray Securus became
employee owned.“Our people are
one of the principal reasons for our
success,” Rankin says, “and the ESOP,
which owns 53% of the agency, has
been instrumental in creating an
atmosphere where they know they
are valued and they realize that every
action they take has a direct impact
on the success of the agency.”
In 2012, Murray purchased The
Securus Group, thus adding to its
product mix a specialty in agribusiness,
as well as wealth management, HR
and employee benefits TPA solutions.
Today the firm employs nearly 200
people and offers a full suite of products,
including property/casualty coverages,
life and health insurance, employee
benefits, and investment options, all
designed to handle all aspects of risk
management and risk mitigation for a
wide range of clients. n
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SPECIALTY LINES MARKETS

“There are great opportunities
ahead for independent agents who specialize
in construction.”

—Robert J. Brewer
Vice President of Industry Solutions
The Hanover Insurance Group, Inc.

FOCUS ON
CONSTRUCTION
The construction industry has stabilized and is growing
By Lori Widmer

A

ll things considered, it’s been a
good year for the construction
insurance market. According to the
latest Swiss Re Sigma report, global
insurance and reinsurance losses in
2016 due to catastrophes and manmade events will likely cost $49 billion.
While that’s a 33% increase over 2015,
it still falls just below the 10-year
average, says the Swiss Re data. An
Aon Benfield report states that global
catastrophe losses in 2015 were at a
six-year low.
This reflects positively on the
construction market, which is
experiencing a stable and growing
environment, according to the 2017
Marketplace Realities report by
Willis Towers Watson. The company
reported in its Spring 2016 update that
construction activity in the United
States grew through commercial and
infrastructure projects, with pricing
and capacity flat in most lines, and
remaining competitive in the builders
risk arena.

Emerging trends
Yet there are challenges. Tom
Boudreau, head of The Hartford’s
construction and energy profit centers,
says that worker fatigue is an increasing trend in construction. “There are
many reasons why the construction
industry is experiencing more worker
fatigue than in the past, but the mere
shortage of labor has led to increasingly
long work days and more ‘moonlighting,’” he says.
That can create quite an impact,
Boudreau points out. “Accidents resulting from worker fatigue have and may
continue to occur either on jobsites
or while commuting to and from the
sites, if more attention isn’t paid to the
workers and their physical condition,”
Boudreau says.
Not to mention the quality of the
product. Boudreau says that a fatigued
FEBRUARY 2017

worker may produce work that is “inferior to that of a comparably skilled,
rested worker. Utilizing fatigued workers can lead to either re-work or defect
issues that may have a larger scale
impact on an entire project.”
That shortage extends to experienced management as well, says
Robert J. Brewer, vice president of
industry solutions for The Hanover
Insurance Group, Inc. Brewer sees
an increase in inexperienced workers affecting residential buildings,
commercial/institutional structures,
and infrastructure improvements. “As
the economic rebound continues, the
impact of innovative building techniques and evolving materials will
begin to reshape previous industry
norms. These trends, along with ever
changing insurance requirements from
owners, make it challenging to manage construction projects if you do not
have experience.”
Such a shortage could cause the
build cost to increase and it could
slow delivery, says Brewer. Plus, he
says that jobsite safety could also be
impacted. “This puts the challenge on
contractors to enhance onboarding
and skill development programs and
to create incentives to keep their more
experienced workers.”
Another construction-related
challenge is the increase of broader
design error coverage language,
says Rich Soja, senior vice president
of Inland Marine at Tokio Marine
America.“‘LEG3,’ as it is called, is
London-market design error wording
that broadens coverage if a design
error results in damage during construction. In recent years, there have
been more requests to provide this
extended coverage and the uncertainty
of interpretation during future conflicts will cause challenges.”
Jobsite changes can also bring
some unintended exposures. Pete
Wilcox, national underwriting manager of Inland Marine, Travelers,
says that building sites no longer
have defined borders. Modular and

prefabricated construction are bringing both efficiency and risk to the
industry. With entire segments built
offsite, however, the job has clearly
changed. “Twenty years ago, plumbers
were creating systems and bringing
them to the job,” says Wilcox. “Today,
they’re building the whole bathroom,
walls and all, offsite and bringing it
to the job as a complete unit. You’re
seeing that in buildings that have a
reoccurring look, such as student housing, hospitals, and hotels/motels.”
This type of construction can lead
to better worker efficiency and quality
control. “On the other hand,” he says,
“these can increase the risk of loss.
These construction activities are occurring outside of the construction site.
As a result, the finished assembly has
to be transported and stored at either
the facility or at the construction site
awaiting to be erected. Plus some of
these units are odd-shaped, big and
tough to handle. Because it’s modular,
it has to be erected in a sequential
order. So if something is damaged, the
job is delayed.”

Positive trends
Still, the construction industry is
seeing plenty of positive change, as
well. Soja says historic preservation
projects are increasing, and they bring
with them some nice perks. “One of
the advantages in historic preservation is programs offering tax credits.
A 20% credit is available from the IRS
if a property is certified historic. A 10%
credit is available to non-historic
properties if they are within historic
districts,” he says. Direct physical loss
to historic property may cause a loss of
such tax credits, Soja adds, and those
need to be properly addressed from an
insurance perspective.
Another solid trend, Soja says, is
the increased use of engineered wood
in the U.S. market. “This material is
generally easier to work with, lighter,
fire resistant, earthquake resistant,
and most cost-effective,” he says.
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Market considerations
Increased use of engineered wood
is an emerging trend that Sharon
Primerano, chief underwriting officer for
The Hartford’s marine practice, says has
helped boost wood frame construction
and has helped lower construction costs.
“Capacity for wood frame projects continues to be available, with fewer market
participants than projects of noncombustible or better construction,” she adds.
Primerano says the builders risk
market remains competitive with “significant available capacity. Capacity
for larger projects, in particular, has
increased, with the only limitations
being the natural catastrophe exposures
of flood, earthquake and hurricane.”
She says customized coverage
forms for builders risk are “prevalent
for larger projects, with expanded
coverage grants being offered in
the traditional areas of transit and
temporary storage, along with more
property-oriented areas such as
ordinance or law and utility service
interruption.”
That abundance could continue.
Competition in the construction
insurance market is growing as new
entrants come into the market, though
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Boudreau says their entry could be
short-lived. “An increasingly aggressive market will make it tougher for
some of these new entrants and others
to achieve the returns necessary to
remain committed to the construction
industry long term.”
Still, Boudreau says, the market
has ample capacity overall, with some
regional exceptions where some carriers have imposed restrictions due
to the jurisdiction/legal issues in those
areas. “New York is an example of this,
where higher deductible/retentions are
prevalent, as well as higher rates.”

Where opportunity is
Despite regional capacity and pricing tightening, Brewer says insurers
that are committed to the construction
industry are creating coverage that will
handle tougher regulations as the space
evolves. “Some carriers have designated
loss control specialists who help deliver
important safety training to a contractor’s new employees,” he says. “This
training may range from OSHA-required
safety certifications to crane operation,
all designed to help keep a contractor’s
employees safe and productive.”
Brewer’s advice for the retail agent

and broker community: “Embrace the
space! There are great opportunities
ahead for independent agents who specialize in construction. These agents
know the coverage options, they know
the industry, and are responsive to
their clients’ needs. Partner with a
carrier that has the products and services your contractors need to win the
job, manage the risk, and keep their
employees safe.
“And, of course, should an accident
happen, pick a carrier that is ready to
manage the loss to the best conclusion,”
he adds. n

For more information:
The Hanover Insurance Group
www.hanover.com
The Hartford
www.thehartford.com
Tokio Marine America
www.tokiomarine.us
Travelers
www.travelers.com

The author

Lori Widmer is a Philadelphia-based
writer and editor who specializes in
insurance and risk management.
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ÒThe development

of an effective
and credible group capital assessment tool will …
assist our domestic industry by avoiding intrusive
group regulation by foreign insurance regulators.”
—Steve Broadie
Vice President for Financial Policy
Property Casualty Insurance Association of America

Public Policy Analysis & Opinion
By Kevin P. Hennosy

THE CORNER OF VARIABLE AND FICKLE
NAIC developing new capital calculations for insurance groups

In

2017-2018, the National Association of
Insurance Commissioners (NAIC) will
continue development of a group capital calculation
formula or framework. This aim arises in response
to proposals from both the Federal Reserve System
and international regulators.
In December 2016, the Group Capital Calculation
Working Group (GCCWG) announced a five-phase
timeline for developing a group capital calculation
tool. At that time, the NAIC staff produced a memo
on the project and circulated it for public comment.
The GCCWG leaned toward a bifurcated framework, which would create one formula for groups
where the lead firm is an insurer and another
method for groups where the lead firm is a nonoperating holding company.
This project follows a recommended policy
on capital requirements adopted by the NAIC in
March 2016, at the urging of the nation’s largest
insurers drawn from both the life insurance and
property/ casualty sectors.
Industry support for state action in this policy
area arose after the Fed announced several groupbased regulatory initiatives. The Fed’s effort
introduced uncertainty to the insurance sector.
Specifically, the Fed’s efforts seemed to be festooned
with terms and expectations drawn from the banking sector. Also, some industry advocates expressed
concerns about the influence of overseas regulatory
frameworks on the Fed’s deliberations.
The Fed’s interest in group-wide solvency
assessment and reserves arises, in large part, from
the financial collapse of American International
Group in September 2008. Let’s face it: The American
state-by-state system of insurance regulation botched
the oversight of AIG. State regulators had authority
over the holding company and, at the very least, could
have monitored, reported on, and demanded action
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from regulatory agencies that held jurisdiction over
that the credit default swap business that brought
down AIG was the “business of insurance,” over
which insurance regulators hold jurisdiction
through the functional regulation provisions of
the Gramm-Leach-Bliley Act and the McCarranFerguson Act. State regulators simply ignored the
cauldron of risk that was weighing down AIG.
Leading up to the financial failure of AIG, a
plethora of regulatory agencies claimed jurisdiction
over various parts of the “world’s largest insurance
company,” while other dark closets of the tower of
risk remained unclaimed by any regulatory agency.
No one looked at the whole of AIG’s operations.
What resulted was a pretense of regulation that
invited the financial collapse.
The Fed framework focuses on two kinds of
insurers: first, any firm that the Financial Security
Oversight Council deems to present systemic risk
to the economy, and second, any holding company
that includes subsidiaries that fall under depository
insurance programs.

IAIS
In addition to the Fed, the International Association
of Insurance Supervisors (IAIS), of which the NAIC
is a member, is constructing a recommended capital
requirement framework of its own. The IAIS proposal is still more fluid than the Fed’s approach. It
appears to focus on the consolidated condition of
firms and attempts to integrate multiple accounting
platforms: i.e., U.S. GAAP, SAP, and IFRS.

The state system
The state-based system of capital requirements
began in the 19th century. In the antebellum era,
ROUGH NOTES
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states required insurance companies
to present a list of “subscribers” who
pledged financial contributions to
the insurer before the firm received
incorporation approval from a state
legislature.
In the decades after the Civil War,
states expanded the purpose of capital
requirements. State officials began to
use capital requirements to require
regional and national insurers to
make local investments. This approach
included the purchase and retention
of state-issued bonds or the deposit of
funds or securities with favored statechartered banks. Officials argued that
they needed access to local assets
to pay local claimants in the case of
insolvency or fraud. In modern terms,
these capital requirements compelled
“community reinvestment,” which provided a financial impetus for states to
admit more and more insurers.
Until the early 1990s, states usually
established static capital requirements
regarding fixed-dollar amounts associated with specific insurance lines.
States rarely reviewed or updated
these requirements, so over the decades
they did not keep up with the growth
of the insurance sector. In some
jurisdictions, capital requirements
proved laughable when an amount
of several hundred thousand dollars
was imposed on multi-billion-dollar
concerns.
After a surge of insolvencies that
arose from a binge of financial speculation in the 1980s, Congress launched
investigations, and the NAIC offered
an initiative known as the Solvency
Policing Agenda. The NAIC’s review of
capital requirements resulted in the
establishment of the risk-based capital (RBC) framework. The framework
involved formulas that were designed
to require higher capital requirements
in support of higher risk business.
Although the NAIC represented the
formulas behind the framework as a
work product of NAIC and regulatory
staff, a lobbyist for Aetna did most of
the work. The NAIC’s RBC framework remains in place today.

A&C
In late 2014 or early 2015, industry
advocates began work on a proposal
called aggregation and calibration (A&C).
The effort was aimed at preserving
generations of parochial definitions,
guidelines, and rules, which state
officials accepted and enshrined in
public policies dating back to the era of
Andrew Jackson.
In March 2016, representatives of
the American Council of Life Insurers
and the American Insurance Association
presented a report on the A&C project to
the NAIC. The presentation explained:
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“The A&C approach is guided by
overarching principles which ensure
comparability and transparency,
regardless of a group’s structure,
activities or regimes.”
The aggregation component of the
approach focused on the “the identification of regimes and adjustments to
ensure appropriate reflection of capital
across the group.”
The calibration component was
intended to “ensure comparability when aggregating capital across
regimes.” In addition, the ACLI/AIA
report explained that the calibration
component “applies scalars across
regimes to produce comparable measures of risk which can be aggregated
into a group-wide measure.”
The use of the term “scalars” draws
the reader’s eye. Back in my Catholic
school days, we referred to terms like
“scalars” as “Nun Words.” We applied
that description because the good
sisters used unusual words that we
never heard at home or anywhere else.
Furthermore, we assumed that the
nuns’ only motivation was to drive us
to seek out a dictionary—this was war!
The dynamic still works. The word
“scalars” carries several definitions
related to variable or alterable activity or worth; however, the word also
means “fickle.” The “fickle part” raises
concern when applied to a business
based on trust.

PCI
Before the NAIC’s December 2016
convention, the Property Casualty
Insurance Association of America
(PCI) submitted comments to the
commissioners’ association. The PCI
expressed general support for the
NAIC efforts if the regulators did not
establish specific capital requirements.
Nevertheless, the PCI did express concerns that NAIC was moving too fast.
“PCI strongly supports the NAIC’s
Risk-Based Capital Aggregation
Approach as the proper basis for this
tool. It is critical, however, that the
NAIC take the time necessary to get it
right first, rather than developing a flawed tool quickly, and rely on improving it
as time goes by,” concluded Steve Broadie,
PCI’s vice president for financial policy.
The non-prescriptive group capital
calculation tool “will allow the NAIC
to more effectively understand and
assess group risk and permit our
time-tested and proven U.S. statebased insurance regulatory model to
continue to serve as the most effective
insurance regulatory system in the
world,” said Broadie.
“The development of an effective
and credible group capital assessment tool will enhance the primacy of
state regulators’ roles as group-wide

supervisors for U.S. groups, and assist
our domestic industry by avoiding
intrusive group regulation by foreign
insurance regulators.”
So much time has passed since
state insurance regulators initiated
a regulatory action that few would
recognize such an action if they saw
one. Even the term “supervisory” has
no real meaning under the McCarranFerguson Act, which requires regulatory
action. A supervisory function is nothing
more than voyeurism. At best, supervision
provides a pretense of regulation, which
is not the same as actual regulation.
The ACLI and AIA representatives
recognized three areas of policy concern that the A&C approach presented
for state officials:
• What is [t]he necessity and appropriateness of a group capital
calculation for all insurance groups;
• How would state regulators implement and coordinate assessment of
such a calculation; and
• What is [t]he basis and scope
of an insurance commissioner’s
authority to adopt and act on the
calculation?

AIA
Just before the NAIC meeting in
December 2016, the American Insurance
Association (AIA) reiterated its support
for the regulators’ efforts.
“AIA supports an aggregation
and calibration (A&C) approach for
the group capital calculation tool—
and this approach is reflected in the
GCCWG’s inventory method proposal.
Regarding this proposal, AIA will comment on two NAIC suggestions for
scaling capital requirements from different solvency regimes. The purpose
of scalars is to address compatibility
across jurisdictions. The treatment of
non-insurance entities within a
related group of insurance companies
will also be discussed with the
GCCWG.”
This effort deserves continued
attention. As the world learned the
hard way in 2007, insurance regulation
is a high-stakes game. n

The author
Kevin P. Hennosy is an insurance
writer who specializes in the history
and politics of insurance regulation. He began his insurance career
in the regulatory compliance office
of Nationwide Insurance and then
served as public affairs manager for
the National Association of Insurance
Commissioners. Since leaving the
NAIC staff, he has written extensively
on insurance regulation and testified before the NAIC as a consumer
advocate.
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BENEFITS AGENCY

Georgia agency sees benefits revenues increasing by
30-plus percent a year, triple the rate of other lines
By Len Strazewski
rriving late to a party
doesn’t necessarily
mean that all the good
hors d’oeuvres are
taken. You might just
avoid filling up on the ordinary snacks
while the best are being baked.
Edward Smith, executive vice president of Hutchinson Traylor Insurance
in LaGrange, Georgia, explains that,
compared with other agencies in its
region, his firm is relatively new to
employee benefits. But arriving with
fresh ideas and new funding techniques, the independent agency has
been able to attract a wide range of
employers—from small businesses to
large manufacturers—that are looking
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for new ways to control their healthcare costs.
“Arriving late to the scene has
allowed us to make a clean assessment
of an employer’s challenges without
the legacy relationships and conventional thinking that have kept many
employers from moving ahead and
using the latest techniques in alternative funding and healthcare cost
management,” he says.

Solid business
Founded nearly a century ago by
Charlie Traylor and Paul Hutchinson,
the firm started as a property/casualty agency. The first car the duo
insured was a Model-T Ford. Since
then the West Georgia agency has
grown steadily—both organically and

by acquiring other agencies. Today,
the firm operates out of offices in
LaGrange, Atlanta, Columbus and
Moultrie, Georgia.
In 1967, Charles W. Smith
bought into the agency, working
with Charlie Traylor’s nephew,
L. Henderson Traylor. Smith
maintained majority interest in
Hutchinson Traylor until 1999, when
ownership was purchased by his
two sons, C. Wesley Smith Jr. and
Edward. Today, the two brothers are
the majority owners and operators of
the business, with key personnel as
minority equity partners.
Edward says the agency began
employee benefits consulting in 2004,
at a time when benefits had started
to become a serious cost concern.
“Employers were struggling to obtain
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been increasing at a rate of 10% annually, but benefits revenues have been
increasing much faster—from 28% to
35% a year, Edward notes. Commercial
property/casualty insurance continues
to be the largest component of revenue,
at about 50% of the total. But benefits
have increased to 25%, equal to personal lines revenue.

Benefits success
The agency offers a wide range of
benefit advisory services, from insurance products to human resources
consulting and technology to

high-performance network design and
provider contract negotiation. Medical
management, population health
management, prescription drug optimization, analytics, and a member
engagement platform also are part
of the mix.
Of the agency’s 50 employees,
a dozen or so work in benefits services. Leading health plans in
the agency’s market territory
include Humana, BlueCross/
BlueShield, United Healthcare
and Aetna Health.
Mike Stone, employee benefits
account executive, often makes initial contact with prospective clients
and conducts the first diagnosis of
employee benefits needs. “Our clients
are challenged with some unique
concerns in cost, coverage and control. Cost factors require a special
approach for each client.”
He points out that the consolidation of health insurers and a rate
environment that allows annual
double-digit increases have combined
to persuade employers to be more
accepting of alternative funding
strategies, such as level funding, partially self-funding, or benefit captive
arrangements.
“But while costs are the big driver
that leads employers to self-funding
strategies, control is the deciding factor,” Stone explains. “Employers are
more likely to change their funding
platform if risk mitigation strategies
can be deployed to help control costs
over the long term.”
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the data necessary to understand what
drove their costs, and this prevented
them from actively managing their
employee benefits,” he explains. “For
many employers, benefits had risen
to become the second or third highest
business expense.”
Maintaining a robust employee
benefits platform has continued to be
a challenge. “Escalating costs have led
employers to seek out innovative solutions,” Edward
says. He points out that, for
employers with 50 or fewer
employees, not a lot can be done to contain cost. “For the most part, they are
limited to fully insured health plans
with perpetually increasing community rates.”
More options exist for larger
employers. For them, Smith says, “We
are guides. Our team defines the problem and brings a quiver of innovative
strategies that are proven to reduce
cost while improving patient outcomes
and overall experience.” The agency
has outcomes data illustrating its success in doing just that.
Hutchinson Traylor has grown
into a leader in its region. For
instance, the agency has earned
recognition as a 2016 Best Practices
Agency by the Independent Insurance
Agents & Brokers of America. The
award is given to only a small, elite
group of top-performing agencies in
the country.
Today, employee benefits is
Hutchinson Traylor’s fastest-growing
business. Overall agency revenue has

The Hutchinson Traylor employee benefits services team, providers of a wide range of products, including insured and selffunded group health plans, group accident insurance, life insurance, employee-paid voluntary benefits, and retirement plans.
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scalating costs have
led employers to seek out
innovative solutions, …
[I]f you take a consultancy
approach to the problem,
you have the ability to
identify various options that
provide opportunities to
control and possibly reduce
those costs.”
—Edward Smith
Executive Vice President

Stone points out that employers
with 75 to 200 employees have more
options for self-funding than ever
before. The stop loss insurance marketplace creates opportunities for small
employers to fund a portion of their
costs and still protect against catastrophic claims. Hutchinson Traylor has
been able to put small employer risks
into group self-funding programs by
using cost containment techniques such
as customized network and prescription
drug contracts and benefit captives.
He says the agency consolidates clients into a domestic-domiciled captive
that allows participants to customize
their own funding and risk mitigation
platforms. These employers are positioned to reduce their long-term costs
with employee wellness programs that
target the employers’ biggest cost drivers, including chronic conditions that
can be better managed to avoid later
catastrophic claims.
Carving out pharmacy benefits also
can yield some immediate savings.
“There’s a lot of low-hanging fruit in
prescription drug costs and the ability
to negotiate a transparent pharmacy
benefit manager relationship,” Stone
says. “Pharmacy benefit managers
have come under a lot of scrutiny for
cost management issues. Our firm
has a very effective prescription drug
program that we implement for the clients of third-party administrators and
other brokers as often, as we do for our
own employer clients.”
Stone says the process of moving
employers from fully insured to some
form of self-funding can take as long
as six months. How do they do it?
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“Education, education, education,” he
says. “That’s what we have to do up
front. We have to explain exactly how
alternative strategies work.”
He adds, “Once employers are
confident in their understanding of
the process, we can proceed to help
them understand that self-funding is
more than an insurance decision. It
is a long-term economic policy that
requires a commitment at the highest
levels, but it’s one that can yield substantial rewards.”
The 2016 year-end renewal period
brought substantial interest in benefit
alternatives from current and new customers, he says, and much of the interest
came from the chief financial officer
level. That’s because financial leaders
are more likely to seek more control over

the cost of benefits in general and rising
healthcare costs specifically.

Beyond the sale
Erica Moncus, benefits division lead,
often accompanies account executives to
the initial meetings with new and prospective clients. Service is critical, she
says, and Hutchinson Traylor’s reputation for creativity in employee benefits
in part is driven by the continuity of
service the agency provides through its
dedicated account managers.
Like most account management
departments, Hutchinson Traylor’s
staff members handle a range of service tasks, such as enrollment—both
onsite and online—billing, education
and claims. The account managers

Employee Benefits Account
Manager Michael Stone
meets with Dorothy
Edmonds, SPHR, the agency’s dedicated client human
resources support person.
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also contribute to the implementation
of various strategies and tactics—
everything from setting up captive
participation to analyzing claims data
and more.
“The biggest differentiator we have
is our creativity, and our in-office organization reflects this,” Moncus explains.
In the LaGrange office, for example,
“We are all within earshot. No one is
ever in a box.” The agency’s open-office
arrangement allows all of the account
management staff members to stay in
constant communication.
Moncus says the whole benefits
department meets biweekly, bringing
in staff from other offices to share ideas
and observations about clients and
their programs. “One of the best things
I can say about our staff is that they
like to come to work,” she says. “That’s
not the case with every employer. The
Hutchinson Traylor management style
creates opportunities for everyone to be
creative and contribute to the success
of our clients.”
Account management team
members also maintain regular communication with clients, meeting
several times a year after renewal to
provide benchmarks and updates on
the plan’s status and goals.

Added offerings
The agency also sets itself apart
with the population health management services it provides its clients,
including destination medicine, Rx
tourism, on-site clinics and WellTree, a
suite of medical advocacy and telemedicine services. WellTree provides 24/7
access to a U.S. licensed physician who
can supplement an employee’s primary
medical care.
According to Smith, the service,
which is provided by Teladoc, Inc., in
Lewisville, Texas, and private labeled
for the agency, can be a good companion to high-deductible health plans.
“Employees can access the service
without office visit fees or deductibles,
and can receive medical advice and
routine prescriptions through it,” he
says. “Employers can provide the service and explain to their workers that,
even though deductibles and costs
have increased, the employer wants to
make sure they receive quality care.”
The agency also has installed
three on-site clinics, including one at
the local Kia Motors manufacturing
facility. “The on-site clinics are somewhat expensive to get started,” Smith
observes. “But once they are in place,
they can deliver a significant return
on investment to the employer while
improving population health. They
tend to have high utilization, and they
provide front-line health services to
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Ò[T]

he
Hutchinson-Traylor
management style
creates opportunities
for everyone to be
creative and participate
and contribute to the
success of our clients.”
—Erica Moncus
Benefits Division Lead

employees, giving them an opportunity
to get regular medical tests and maintain care for both regular and chronic
health concerns.”
Human resources consulting also is
among the agency’s offerings. Dorothy
Edmonds, a full-time employee who
holds the Senior Professional in
Human Resources (SPHR) professional designation, provides human
resources support for clients and
installs and maintains HR technology
and databases.
“Human resources support
has become a standard service in
many benefit agencies,” Smith says.
“When an employer struggles dur
ing a faltering economy, human
resources typically is one of the first

administrative departments to be
understaffed. It is only natural for
clients to come to us for the help and
support they need.” n

For more information:
Hutchinson Traylor
www.hutchinsontraylor.com
Len Strazewski is a Chicago-based
writer, editor and educator specializing in marketing, management
and technology topics. In addition to
contributing to Rough Notes, he has
written on insurance for Business
Insurance, Risk & Insurance, the
Chicago Tribune and Human Resource
Executive, among other publications.

One of the on-site clinics that the agency has helped establish is at the Troup
County Wellness Clinic/LaGrange College Health Services located at LaGrange
College. Pictured in a clinic exam room are (from left): Marty Pirrman, LaGrange
College Vice President of Finance and Operations; Dawn Coker, LaGrange
College Vice President of Human Resources; Julie Monteith, RN; Edward Smith;
Megan Penn, Benefits Advisor at Hutchinson Traylor; and Erica Moncus.
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All roads lead to the question

of claims. If autonomous cars become more
common, will an owner’s policy still provide
the coverage to resolve claims—
and in a timely manner?

ISO Emerging Issues Perspective
By Andrew Blancher

CHALLENGES OF INSURING
AUTONOMOUS VEHICLES
How will the auto insurance market be affected by self-driving cars?

As

manufacturers race to create autonomous
vehicles, insurers face a difficult question:
How best to insure a car that “drives itself ”? Part of
the problem is that auto insurance, like other property/casualty lines of business, tends to be highly
regulated by state laws. Since the law is dynamic,
the target keeps changing, and insurance forms are
typically either created or incrementally revised to
remain in compliance. Another question is: Which
portions of the law, if any, would determine insurance requirements for a fully autonomous vehicle?

Consider the following questions:
Who’s behind the wheel?
In manually-operated vehicles (and depending
on a given state’s laws), owners and/or operators
are usually held liable in the event of an accident.
But with fully-autonomous vehicles, when all are
passengers, who will have to pay? Would it be
a vehicle’s manufacturer? Should it be the subcontractor that developed the crash-avoidance
algorithm or supplied the sensor? Or perhaps the
person who selected the route?
Who owns the car?
Autonomous vehicles will likely be expensive
when they first reach the market. Will individuals
be able to afford them? Or could self-driving cars
become the perfect candidates for a shared ownership model, in which owners pay for transportation
on a subscription or usage basis? With shared
ownership, individuals wouldn’t need to purchase
an expensive, quickly depreciating asset that’s typically used only a portion of the day. Unlike today’s
shared-ownership vehicles, a fully-autonomous
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vehicle could be summoned as needed and not
parked most of the day. In these cases, would
liability for vehicle-related losses be imputed to a
vehicle’s owner, the occupants, or some other party?
How will the auto insurance market be
affected?
Will the owners of autonomous vehicles need
auto insurance, notwithstanding state requirements to maintain liability coverage? Some
speculate that autonomous cars will reduce the
number of vehicles on the road and result in the
issuance of fewer auto policies. The National
Highway Traffic Safety Administration estimates
that about 95% of auto accidents are the result
of driver error. If most driver errors were eliminated, bodily injury and property damage losses
and related insurance premiums could decrease
profoundly.
Warren Buffet, the “Oracle of Omaha,” apparently agrees. In a 2016 interview, Buffet stated that
“anything that makes cars safer is very pro-social”
and “bad for the auto insurance industry.” In other
words, the benefits of autonomous vehicles—aside
from less traffic, pollution, and time spent behind
the wheel—may include fewer and less severe auto
accidents. That means insurers could see their auto
exposure drop with the growth of fully autonomous
cars—and the need for auto liability coverage might
be significantly reduced.
Yet any reduction in the need for auto liability coverage would require a significant overhaul
of state insurance laws and would affect related
requirements for financial responsibility. State
laws governing financial responsibility and compulsory insurance typically require car owners to
ROUGH NOTES

carry liability insurance, as well as
other coverages, including uninsured
motorists insurance. If those laws
don’t change, there’s the potential for
liability coverage to remain the first
line of coverage pursued by an injured
party—and for the owner of the car
to be held liable in the event of an
accident.
Even if insurance laws were
modified, the anticipated reduction
in bodily injury and property damage
loss could be somewhat offset by the
increased mobility of certain segments
of the population. For example, the
visually impaired and those too
young to drive may travel by car
more frequently, if a licensed driver
is no longer required.
All roads lead to the question of
claims. If autonomous cars become
more common, will an owner’s policy
still provide the coverage to resolve
claims—and in a timely manner? Will
liability insurers more often pursue
subrogation rights against the auto
manufacturer or another liable party,
leading to higher legal costs?
The insurance question of product liability could be addressed if the
market moves to a no-fault type of
environment. If “true” first-party nofault principles were implemented,
they could impose meaningful limitations on an injured party’s right to sue.
A no-fault framework could reduce the
need to assign liability to a driver, car
manufacturer, or the entity responsible for a car’s autonomous system. It
also could reduce costly litigation and/
or lengthy claims investigations.
Another issue is physical damage coverage. Even if autonomous
cars don’t lead to the proliferation
of no-fault insurance—or change
liability coverage requirements from
the vehicle owner or operator to a
manufacturer—owners still will need
coverage for physical damage. And
what about theft? Hacking into an
autonomous car could prove to be
easier than stealing a manually-operated vehicle. How can manufacturers
of autonomous vehicles protect cars
from theft? What kind of insurance
will manufacturers or car owners need
to cover the costs associated with an
autonomous car being hacked?
Solutions to many of these important coverage questions remain in the
hands of lawmakers, and their actions
will continue to depend on advances in
autonomous vehicle technology. n

The author
Andrew Blancher is director of commercial auto products development
at ISO Solutions, a Verisk Analytics
(Nasdaq:VRSK) business.
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ÒAgents can “(h)elp

contractors and other surety

principals be in a better position to
qualify for and increase
their surety credit.”
—Susan Sallada
President
Universal Service Agency
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By Joseph S. Harrington, CPCU

O

ne could say that today’s surety business is like a
ship slowly cruising after having passed through turbulent waters, but heading into new waters that may hold
either promise or peril.
A little more than a decade ago, surety business was
convulsed by huge loss ratios and massive consolidation. An
industry accustomed to loss ratios at or below 25% saw the
number climb to 70% in 2004. Of the top 15 surety writers
in 1994, only five remained among the top 15 in 2007, while
the share of overall surety premium written by the top 10
writers rose from 53% to 66% from 1997 to 2007.
In recent years, surety premium has remained well below
its mid-2000s peak; a buyer’s market persists, thanks to an
abundance of capital competing for construction business
(the principal source of surety writings) that has just
recently emerged following a severe recession.
Profitability in surety remains strong, or at least satisfactory, as loss ratios have come in at less than 20% in
seven of the past 10 years. Virtually without exception,
ROUGH NOTES

Smooth sailing so far,
but uncharted waters ahead

surety writers express determination to maintain underwriting discipline and avoid a repeat of the recent past.
“Profitability has been good for the overall surety industry for at least the past 10 years,” says Matt Sternat, vice
president for insurance research at Conning, Inc., a firm
specializing in research and asset management for insurers.
Looking ahead, Sternat says that “[contractor] default
rates appear to be down, but contractor margins are getting
tighter, which could lead to more losses.”
Nonetheless, he adds, the soft market continues to suppress pricing. “Even with some big losses, mainly from large
international contractors, there doesn’t appear to be too
much momentum to harden the market just yet.”
“The surety market in general remains very healthy and
is returning adequate levels of capital,” says Robert Staples,
senior vice president of the surety division for Allied World.
“The more established sureties continue to remain true to
their underwriting criteria.”
Staples adds that “there will not be a hardening of the
FEBRUARY 2017

market until such time as capacity is taken away, either
through excessive losses or a consolidation of surety markets. Consolidation is a possibility for 2017, as growing
market share organically continues to be difficult.”
“All sections of the market are very competitive,”
observes Susan Sallada, owner of Universal Service Agency,
Ft. Washington, Pennsylvania. “Rates remain soft and
capacity is strong, and we are constantly reminding underwriters to maintain course and not lower their underwriting
standards to chase business.”
“We have to be careful in this soft market,” says Scott
Paice, vice president of surety for Sarasota, Florida-based
FCCI. “We have tried to be flexible and creative while at the
same time staying true to our core values and underwriting
basics.
“Like many of our competitors,” he adds, “we have particularly tried to be more flexible in underwriting small
contractor accounts. Most sureties now have ‘express’ programs primarily driven by credit worthiness and/or limited
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financial reporting and a simplified
application process.”

Bracing for good times
By now, construction has almost
completely recovered from the real
estate crash of 2007. After falling from
a peak of around $1.15 trillion of value
put in place in 2006 to less than
$800 billion in 2011, construction
value put in place again exceeded
$1 trillion in 2015.
This recovering market is poised for
a surge in growth if federal and state
governments follow through on muchdiscussed proposals for substantial
infrastructure spending, a rare topic of
general consensus among members of
both major political parties.
In particular, President Trump has
proposed a $1 trillion infrastructure
improvement plan that has met with

down from around eight million in
2006, and many of those remaining
are approaching retirement age.
According to a report from Aon
Risk Solutions, the number of young
people enrolling in construction
trade apprenticeships fell to fewer
than 300,000 between 2009 and
2011, less than half the number over
a similar period four years earlier,
while many skilled workers left
construction altogether during the
recession.
As a result, the report states, “the
pipeline of new people has a hiring
gap of roughly six to seven years and
now, when talent is needed for staff
growth, there is a formidable hole.”
As it is, boom times can be bad
times for surety writers, as their clients
are tempted to reach for more work
than they can handle. “Contractors
don’t starve to death; they die from

ÒS
ureties who serve larger
contractors

can often extend more surety
credit because a well-implemented SDI program
can make a contractor a better business, and
therefore a better surety risk.”
—Rick Ciullo
Chief Operating Officer
Hartford Bond

guarded approval, and some hesitation,
from members of Congress across the
partisan aisle.
“Recent political events have created some optimism for the future
not seen for quite a while in the marketplace,” says Sallada. “Increased
spending by federal and state governments would mean more jobs and, in
turn, more bonds.”
“Infrastructure improvement is
long overdue and would be a welcome
boost to the construction market,” says
Staples. “That said, the private construction market continues to grow,
even without an infrastructure stimulus
program. Infrastructure construction
would be a welcome addition but
should not be viewed as a panacea.”
Indeed, there are serious doubts
whether the construction industry
itself is prepared for a surge in
demand, as contractors face a critical
shortage of skilled labor and supervisory personnel. In all, there are an
estimated 6.5 million construction
workers in the United States today,
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gluttony,” says Hugh Rice, senior
chairman of FMI Capital Advisors,
in a recent report on the surety market done in conjunction with the
Associated General Contractors of
America (AGC). “They get too much
work, too fast, with inadequate
resources, and then they get into financial trouble and run out of cash.”
This recurrent problem can be all
the more acute with a severe labor
shortage.
“The [construction] industry is
struggling to attract younger workers
into this difficult and cyclical business,”
says Paice. “This just means that contract defaults will become more costly,
as it will be more difficult to keep up
with any increased workload.”

Complex alternatives
The surety industry faces some of
the same human capacity issues as the
construction industry. According to the
Aon report, “The severe contraction

of training programs and college
campus recruiting in the recession
years means that there are just fewer
experts right now to manage complex
[surety] placements and financial
analysis.”
This skill shortfall comes at a
time when sureties face substantially
greater complexity in the line.
If there are significant public infrastructure initiatives, many of them
will be as “public-private partnerships
(P3s),” contracting arrangements
where private companies undertake
the construction, operation, and/or
maintenance of infrastructure in
exchange for service fees or proceeds
from a designated revenue stream,
such as tolls. Already widely used
in other countries, the use of P3s is
emerging in the United States.
“P3s tend to be used for large
projects and generally add complexity
to the process,” says Sternat. “They
require different bond forms, more
documentation, and more complicated
requests for proposals.”
Long-term maintenance provisions
in some P3s make it unattractive for
sureties to guarantee performance.
“There are not many sureties that
could or would want to be on the hook
for 7-10 years,” Sternat adds.
“P3s represent simply another
source of work for contractors, much
like any privately funded development
project,” says Rick Ciullo, chief operating officer of Hartford Bond. “P3s are
usually complex transactions, though,
with contracts that pass risk to a number of parties, including the contractor.
In some cases, the contractor chooses
to invest in the project itself.
“These are significant risks that
only a handful of contractors are
strong enough and sophisticated
enough to understand and manage,”
Ciullo adds.

Subcontractor risk
Knowledgeable, seasoned surety
underwriters are needed to manage the
risk of subcontractor default, cited as
one of the top three construction performance risks in the AGC-FMI report.
In this regard, surety underwriters
and producers have to understand and
respond to the growth of alternatives
to surety bonds, particularly subcontractor default insurance (SDI), which
was introduced in the mid-1990s.
In contrast to performance and
payment bonds traditionally sold by
sureties to guarantee contracted work
performance and supplier/laborer payment, SDI works more like other types
of insurance, paying losses above a
deductible to an insured general contractor for a performance or payment
loss by a subcontractor enrolled in the
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SDI program.
Proponents of SDI say it generally costs less than surety bonding of
subcontractors and lets the insured
general contractor respond more
quickly to losses, and thus meet project
timelines. Critics say an SDI insured
has to take on the administrative
work of qualifying its enrolled subcontractors, and they often have to be
“bondable” anyway.
“SDI has improved risk management for the many general contractors
who use it,” says Ciullo. “In fact, sureties who serve larger contractors can
often extend more surety credit because
a well-implemented SDI program can
make a contractor a better business,
and therefore a better surety risk.
“SDI has also forced the surety
industry to take a hard look at its
claims-paying reputation and develop
new processes and products to improve
our usefulness to obligees,” he adds.
“That said, none of these alternatives
generally satisfy the high standards
that surety bonds offer.”
Others agree that SDI does not
offer the full level of protection traditionally provided through surety
bonds. “We have been frustrated with
bond requirements being waived
as a result of increased use of SDI,”
says Paice. “While SDI may be in the
best interest of some large national
construction firms, it does not offer
the protection of performance and
payment guarantees down to the
subcontractor level, and it poses significant adverse selection issues for
the surety industry.
“Without a surety involved,” he
adds, “you lose an important intermediary that has proved to add value
and expertise when confronted with a
default.”

surety team,” says Ciullo.
“Surety credit is extended
only in part on the basis
of financial statements.
“The bigger part of the
equation is the contractor’s business plan, its
organizational muscle
and experience to execute
that plan, and the commitment of leaders to
work in the business
every day and make
course corrections as
needed,” he adds.
“Help contractors and other surety
principals be in a better position to
qualify for and increase their surety
credit,” Sallada advises. “Credit-based
programs may be acceptable at the
outset of a relationship, but most contractors grow and want to bid larger
jobs. If the agent hasn’t prepared a
contractor and its CPA for the required
quality of the financial presentation,
problems may arise with the working
capital and stockholder equity requirements of a larger bonding program.”
Paice urges surety producers to
go the extra mile and monitor jobs
coming to bid, help their clients
obtain that work, help them identify
suppliers and subcontractors, and
establish backup surety options for
them. He says contractors, especially
small ones, often need support in
interpreting, managing, and—where
possible—resisting onerous contract
language that increasingly shifts risk
from project owners to contractors and
subcontractors.
“Small contractors are good at
their respective trades,” he says, “but

often over their heads when reading
contract language written by teams of
lawyers who have only their customers’ interests in mind.”
“Brokers should realize that the
surety has the contractor’s long-term
business interest in mind when tough
decisions need to be made, no matter
how unpopular those decisions,” says
Staples. “This understanding is necessary to maintain strong underwriting
results and provide maximum capacity
to the most deserving contractors.” n
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For agents and brokers
What are agents and brokers who
sell surety bonds to make of a stable
market with prospects for a growth
surge that may also bring a surge
in losses? “Agents and brokers can
add value by enabling a relationship between the customer and its
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Integrating safety into

performance
appraisals and the overall accountability
system for each worker is an excellent way
to demonstrate the importance of safety.

Risk Managers’ Forum

By Mark Gaskamp, CSP, CRM, CIC, CPCU, ALCM

CONTROLLING INJURY COSTS WITH EFFECTIVE
SAFETY INCENTIVES
Encourage clients to use incentive programs that reward safe behavior as
opposed to avoiding accidents

T

he best way to control worker injury costs is to
not have injuries in the first place. So, what can
your agency do to help clients encourage workers to be
safe? On the surface, this seems like a silly question;
after all, who wants to injure him/herself?
Unfortunately, many workers do not correlate safe
working habits with injury prevention. Therefore,
employers are left to figure out how best to convey
to workers the importance of following safety procedures, in order to prevent workplace injuries and
control the associated financial impact of claims on
the organization.
The simple solution is to discipline employees
who fail to follow safety rules. Sure, that works, but
if you write up or terminate every employee who did
not use personal protective equipment or committed
other safety infractions, you might not have many
workers left to do the job. The other issue with discipline is the difficulty of administering unsafe work
behaviors. Would you write up or fire a worker for not
using three points of contact when getting off a piece
of equipment or not using proper lifting techniques?
Rules and discipline are vital for holding staff individually accountable for critical safety issues, but
they must be supplemented with other methods of
encouragement in order to maintain a safe work
environment.
Integrating safety into performance appraisals
and the overall accountability system for each worker
is an excellent way to demonstrate the importance of
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safety. Incorporating safety measures as part of
annual bonuses or salary increases also is an effective way to demonstrate the value of safety, and it
can be the foundation for an effective safety culture
across the organization. What message does it send
to workers if you tell them to work safely throughout
the year, but that subject is not even part of their
annual performance review?

OSHA’s rule
The Occupational Safety and Health Administration (OSHA) recently issued a final rule to “Improve
Tracking of Workplace Injuries and Illnesses,” which
affirms the statutory prohibition on retaliating
against employees for reporting work-related injuries,
and also addresses injury-based incentive programs.
The rule does not specifically prohibit safety incentive programs; however, employers must not create
incentive programs that will discourage an employee
from reporting an injury or illness.
OSHA has clarified that an incentive program
that is based purely on recordable injuries or losttime injuries is in violation of the statute. This would
include prizes, monetary rewards, or recognition
functions like a BBQ lunch for going a quarter without a lost-time injury. So, if a worker complains that
he or she did not get the BBQ because Joe cut his
finger last week, it will be difficult to defend in the
eyes of OSHA. OSHA believes that these systems
ROUGH NOTES

discourage workers from reporting
injuries. Even the sign on the billboard
showing “483 days without an injury”
could be considered a deterrent.
In addition to OSHA compliance
issues, the other significant problem
with injury-based incentive programs
and accountability systems is the
potential for suppressed claim reporting. This practice can have an adverse
impact on claims development due to
injury reporting lag time. For example,
I worked with a multi-location food
service organization that designed
an “incentive system” that measured
claims by location on a quarterly basis.
If a location reported a lost-time injury
in a given quarter, it was allocated a
percentage charge of total payroll. If
the location had no lost-time claims for
the quarter, there was no charge. The
intent was to incentivize each location
to reduce the number of injuries and
claims costs for its facility.
What actually happened was that
management would hold claims until
the subsequent quarter in order to
avoid the charge back or, worse, injuries
were not reported at all, with location
management trying to adjust claims on
their own. In reviewing the claims data,
over time many locations would have
no claims in a given quarter and then
five or more in the first week of the next
quarter. Despite their best intentions,
the “incentive program” led to extremely
high average claims costs for the organization. This provided a good lesson in
looking closely at the incentive programs
and identifying the actual behaviors that
are impacted by the process.
What about lost-time injuries? OSHA
has an issue with employers that have
incentive programs designed to measure lost-time injuries because they,
too, may discourage reporting or discriminate against individual workers.
Supplementing the proactive safety
measures with a specific goal for losttime injuries can be an effective way to
address the financial aspect of workplace
injuries and encourage an active returnto-work process within the organization.

Incentive programs
Many employers have opted to
develop safety incentives to address
the issue of keeping safety front of
mind every hour of every day. The key
to these incentives is to develop key
indicators that “lead safety” rather than
“measure failure.” Creating incentives
based on not having accidents is an
example of measuring failure.
An effective safety incentive program should measure and recognize
workers for safe work habits. If properly structured, it can improve safety
awareness, reduce incidents, and have
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a positive impact on the bottom line,
without encouraging non-reporting
of incidents. Safe work habits, like
completing training, wearing proper
personal protective equipment, and
using proper, safe work procedures are
good ways to measure safety. Reporting
a near miss or unsafe conditions, participating in stretch exercises and in
a safety audit, and good housekeeping
also are proactive measures that will
lead to a safe work environment. It will
take a bit of due diligence, but encouraging your clients to review operations
and develop specific ways to reward and
recognize safe work habits will create
a much more effective system for
encouraging workers to “be safe” on a
daily basis.
The types of rewards provided can
also be a vital component of long-term
success. Everyone loves cash, but how
long does the money last? How can
your clients ensure that recipients
understand that the purpose of the
“cash payment” was to reward safe
performance? Many organizations
have discovered that the impact of
purely monetary rewards can be short
lived and may either be insignificant if
spread out over the entire organization
or perceived as winning the lottery if
there are only one or two “winners.” As
mentioned earlier, integrating safety
into the job performance review may
be a more effective way to show a monetary benefit. Physical rewards like
hats, shirts, jackets, or even a sticker for
the hard hat with a safety slogan can be
effective ways to reward the individuals,
with the added benefit of marketing the
safety success for all employees to see.
Sometimes it seems like an uphill
battle trying to encourage workers to be
safe, when it is really in their best interest. Each employer has an obligation
to develop systems that provide a safe
work environment and encourage safe
work habits every day. The key is to find
the right buttons to push that not only
encourage employees to be safe, but help
control injury costs for the organization. n
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at
Cross-ocean group continues to help U.S.-based specialists
navigate the London market
By Dave Willis, CPIA

T

wo years ago, a couple
of dozen or so insurance
professionals from the United
States and London gathered in
Wilmington, Delaware, to gauge
interest in forming a group to
drive greater interaction between
decision makers on both sides
of the pond. From that meeting came
CHART (Cover Holders and Risk
Takers) Exchange, which was designed
to engage U.K.-based risk takers—
Lloyd’s of London Syndicates—and
current and potential U.S.-based coverholders—those who write business
on behalf of those risk takers.
The group held its first event—
dubbed the “Declaration of Interdependence”—in Philadelphia, the
birthplace of the nation, in October 2015.
Building on the success of that event, and
following a subsequent planning
meeting in January of 2016, CHART
Exchange held its second annual summit
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in Baltimore a year later.
The 2016 event, themed “Constitutional
Convention,” brought together nearly
300 professionals with the sole focus
of strengthening and building new
relationships between the two groups:
U.S-based insurance professionals
with a strong niche market presence,
and underwriters or risk takers from
London who could provide a stable
insurance market for those programs.
“We couldn’t have been more
pleased with the participation last
year by folks from both the U.S. and
London,” says Glenn Clark, CPCU,
the driving force behind the formation of CHART Exchange. “And

‘participation’—not simply
‘attendance’—is the key
word. Over the course of
the three-day get-together,
more than 400 pre-arranged
meetings took place between
London-based syndicates and
insurance agency professionals
from The States.”
It’s that engagement that
Clark believes sets CHART Exchange
apart from other groups. “People know,
or quickly learn, that our approach
is quite simple: Let’s help people get
business done,” explains Clark, who
describes himself as the “Earliest
Adopter” of the CHART Exchange
concept. “That’s true for our London
risk takers, domestic coverholders and
potential coverholders, and the handselected vendor partners that are part
of the event.”

Exchange
The meeting looked different
from other meetings right from the
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start—or preClark added,
start, if you will.
“SIAA’s philosophy
The day before
is, ‘We want our
the official openagencies to prosper.
ing session took
If they prosper, we
place was, perprosper.’ That’s the
haps, the busiest
same philosophy as
of the three-day
CHART. We won’t
program. It was
get anywhere
on this day that
unless we give
organizers
up something to
blocked out 18
get more. It’s that
back-to-back
exchange men30-minute slots
tality—give up
for one-on-one
something of value
sessions.
to get something of
“We set aside
greater value. We
an entire day,
have a brother in
from eight in the
SIAA.”
morning until
Masiello, whom
five in the eveRough Notes
ning, for agents
honored in 2016
to connect with
with the Henry C.
risk takers who
Martin Industry
could help them
Achievement
move their ideas
Award, explained
forward,” Clark
that SIAA has 49
explains. “To get
master agencies
so much busithat support a netness done before
work of 6,000 or so
the first official
small independent
agenda item took
agencies around the
place is pretty
country. “We’re a
much unheard
niche operator,” he
of in conferences
explained. “We focus
like this.”
on small commercial
And it’s a
lines and personal
big part of the
lines.” More than
value CHART
half of SIAA agenExchange delivcies were captive or
ers. “The 400-plus
exclusive agencies
face-to-face meetthat wanted to join
ings we set up
the independent
have surfaced
agency channel.
more than 20
SIAA, Masiello
immediate pronotes, has consisgrams that hold
tently averaged
strong potential,”
north of 14% annual
Clark explains.
premium growth.
“Plus, they’ve
How do they do it?
helped build a
—Glenn Clark “We focus on what
solid pipeline for
we do best—namely,
Earliest Adopter helping our member
the future, and
CHART Exchange agencies succeed,”
that’s on top of all
the new relationhe said. “We don’t
ships that were
get focused on comformed.” That first day ended with an
petition. We are our own competition.”
evening welcome reception.
He added, “And we want success at
The next day, Jim Masiello, founder, all levels. That’s what a partnership
chairman and CEO of Strategic Insurance is. And our master agency partners
Agency Alliance (SIAA), provided an
understand that.”
overview of his organization’s genesis and
According to Masiello, effective
subsequent growth. SIAA is the nation’s
use of automation helps drive success.
largest independent insurance agency
“Agencies have to embrace technology
alliance. In introducing Masiello as
and efficiency,” he explained. “Get into
keynote speaker, Clark drew parallels
this century. We’re in an era where
between SIAA and CHART Exchange.
companies are starting to reduce
“Our business is about people,” he
commissions. It’s a matter of staying
explained. “You don’t have success
focused and understanding how to
without helping other people.”
drive growth.”

ÒWe couldn’t
have been
more pleased

with the participation last
year by folks from both
the U.S. and London.
And ‘participation’—
not simply ‘attendance’—
is the key word.”
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Following Masiello’s talk, Clark
offered a CHART “State of the Union”
update and then opened the floor to
individuals who would be presenting
sessions during the event to share oneminute “elevator” speeches about their
topic. He then hosted a brief “Match.com”
minute, for agencies to talk about programs they’re building and shopping.
The bulk of the day’s agenda
revolved around a series of 18 workshops, organized into three tracks:
London; agency services; and agency
models. Session topics included: agency
integrator and network presentations;
syndicate approaches; coverholder
processes; mergers and acquisitions;
advanced cyber technology and
security; risk management services;
social engineering and its impact on
insurance; human capital and staff
development; systems and controls;
process automation; claims issues;
and more. The event concluded with a
half-day session that explored broker,
vendor and other partner capabilities
and offerings.

Value
The CHART team solicited feedback from attendees following the
event. According to Clark, “The
responses were overwhelmingly positive, but there were some constructive
criticisms received as well.”
Attendees shared their impressions
of the event and the value it and the
organization bring to market. “The
attraction of CHART is twofold,” said
Nick Leighton, class underwriter for
E&O for AEGIS London, a Lloyd’s
syndicate. “It’s a chance for syndicates
to engage with new prospects eager to
do business, and it’s also a vehicle to
explain to potential agents how Lloyd’s
works.” He acknowledged that the
unique structure of the Lloyd’s market can be a barrier in itself, “and its
advantages are not easily recognized,”
he added.
“Being immersed in the subject
for two days with Lloyd’s practitioners
is an unrivalled opportunity for prospective coverholders to learn and
appreciate the benefits of trading at
Lloyd’s,” Leighton added. “The intimate
but relaxed nature of that event means
people are accessible; corporate styles
are easily compared, thereby improving
the likelihood of finding the most
suitable partner.”
Fritz Seifert, founder of InsuranceIndustry Aimed Marketing (Ins-IAM),
LLC, an advisory firm focused on program business, said CHART changed
both his awareness and perception
of doing business with London. “And
that’s had a positive impact on how I
advise my clients,” he explained.
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ÒWe focus on

what we do best—
namely, helping our member
agencies succeed.”
—Jim Masiello
Founder, Chairman and CEO
Strategic Insurance Agency Alliance

“Many meetings I have been to left me
with poor quality impressions, doing
nothing to change awareness and perception on doing business with London.
CHART helped me better understand
how to get, develop and grow relationships with London partners. And the
CHART vendor partners rose to the
occasion, demonstrating how they can
support the process.”
Mike Shannon, founder of TriFit
Business Development, a nationally
known sales force development company, was impressed by the attendees’
perspectives on growth. “The people
who attended CHART seem to be
visionary, entrepreneurial-type folks,”
he said. “They’re not stuck in old ways
of doing things. They’re looking for
new ways to do business, new ways to
grow, new opportunities for success. So
if you’re looking for change agents, if
you’re looking to create new opportunities to grow your business organically,
CHART is a good place to look.”
“One of the best industry events
I’ve attended in my 39 years in the
business” is how Bill Fahy, CPCU,
ARM, president of Alliance Program
Services, which created SIAA
MarketFinder to help SIAA member
agencies access specialty markets,
described the event. “Doing business
with Lloyd’s has been a mystery for
most of my career,” he said. “CHART
not only helped me understand the
process, but allowed interaction with
Lloyd’s syndicates and brokers I could
never achieve on my own.”
Attendees have found business
success as a result of taking part.
“By including CHART’s benefits with
current skills, knowledge, and beliefs
of the program business space, InsIAM has been able to engage clients
with a better understanding of their
strengths and limitations,” said
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Seifert. “My ‘meaningful’ client list has
increased as a result of my association
with CHART.”
Leighton said, “An agent I met from
Atlanta, a professional liability specialist, was interested in obtaining a
binding authority. Our initial 30-minute discussion at the first CHART
event led to further talks and dinner
to establish firm intent on both sides.
Following CHART, the broker, agent,
and syndicate honed the business plan
for submission to the Lloyd’s regulatory mechanism, and they became the
first fully-fledged Lloyd’s coverholder
introduced by CHART in June 2016.”
He added, “Meeting several times
at CHART helped shortcut the whole
process, creating confidence and understanding that typically takes much
longer to achieve.”
Shannon had similarly rapid success. “I made a connection at the first
CHART event and picked up a customer,” he recalled. “It was the fastest
sales cycle I’ve ever had. I sat in on a
breakout session, we had lunch, and
we shook hands on an agreement for
me to do an evaluation on his staff.
That led to a year-long training contract, as well as recruiting work.”
Fahy added, “The contacts we made
at CHART have allowed us to begin
the process of doing business with
Lloyd’s. We have several opportunities
in both the P&C and A&H world that
should come to fruition in 2017 as a
result of CHART. Plus, we now have
numerous contacts in London!”

Future
Clark wants to continue to find
ways to expand access to the London
market for U.S. producers who may
not currently be making the most
of its potential. Plans already are

underway for a third annual event, to
be held October 8-10, 2017, at the Four
Seasons Hotel in Baltimore.
“One of the changes we expect
to make is we’ll replicate the lounge
concept for vendor partners and existing coverholders,” he explains. “The
Risk Taker Lounge was a successful element of our previous CHART
meetings.
“We’ll help coverholders by providing them with qualified leads, pre-set
appointments, and a dedicated workspace to conduct business,” Clark says.
“This will help them augment existing
distribution by meeting with untapped
production sources. We’ll also provide
more opportunities for vendor partners
to engage with potential new business
clients.
“We also are looking at the possibility of offering fewer, yet more topical,
workshops,” he adds. “And we expect
a number of these workshops to have
more Lloyd’s-centric themes.”
Clark spoke to the important
role that organizations have played
in advancing the CHART concept.
“We’re most thankful for core partners
like Wilson Elser, NetRate Sytems,
York, NSM, C J Coleman, Prospect
Insurance Brokers, and M&A Services
for helping us with the advance funding that helped us build the event and,
ultimately, the organization.”
He also pointed to a new membership model for the organization that
he says “will facilitate more information flow, easier collaborations, and
less dependence on the annual meeting to advance commerce.” n

For more information:
CHART Exchange
www.chart-exchange.com
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CLAIM TRENDS
Experienced adjuster offers insight for agents
and brokers who serve contractors and
other construction professionals
By Dave Willis, CPIA
the construction recovery continues to unfold,
contractors are taking on more work. More projects
mean more insurance policies—including more builders risk
policies. But they also mean more claims.
Tom Tiernan, senior executive general adjuster for Engle
Martin & Associates, works with contractors all the time,
and because of that he’s able to observe trends in the claims
arena. One loss trend that continues to plague contractors
is the theft of copper. “On large projects, for instance, copper
pipes and wire often are installed early, before any finishes
are installed,” he explains. “Contractors continue to see a
high number of thefts involving that type of property, which
can be converted to cash easily and quickly.”

“And the contractor just figures
the sub did it. And the general contractor is probably thinking the
subcontractor should know to do this
because if they don’t do it we’re probably going to end up with some bad
news because a freeze occurred and
the pipe burst.
“You’d be surprised at how many
times I’ve seen such assumptions
from one party to the other,” he adds.
“Poor communication leads to losses,
and both parties are embarrassed if
it happens. The subcontractor says,
‘I wish I had done it.’ The contractor
says, ‘I wish I had told them.’ ”

Cold weather

Soft costs

Another trend he’s seen involves weather—cold weather, to
be exact. “We seem to be seeing more freeze-related losses than
we used to see,” he observes. “That’s always been an issue, of
course, but it seems to be more common recently than it had
been in the past.”
Miscommunication or lack of communication is probably
a key driver of claims. “It’s not unheard of for there to be
crossed wires between the general contractor and a subcontractor,” Tiernan comments. “For example, the subcontractor
might assume that the contractor will tell or ask them to
shut the water off or drain the lines in a sprinkler or plumbing system when a cold front is coming. They’re thinking, ‘It’s
the contractor’s job; they’ll tell us if they want it done.’

Among the trends Tiernan has
observed is an increase in the volume
of soft-cost claims being presented.
“Regardless of the time it takes to
finish repairs after a covered loss,
we’re seeing soft-cost claims being
presented on a much more consistent
basis,” he says. He points out that the
insured’s primary focus used to be
to get the repairs done quickly and
make sure the claim payment covered the cost of materials and labor.
“Now, whether the covered loss
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results in a two-week
period of restoration or
whether it takes four
months to complete
the work, soft costs are
being included,” Tiernan
notes. “And it’s true with
relatively small losses
as well as larger ones.”
Soft-cost claims
are being presented
for losses like business
income and contractors general condition.
“Items they’re looking
to have covered could
include construction
loan interest, perhaps
lost rental income, and
other expenses,” he says.
“Sometimes the request
is relatively simple;
in other situations it’s
much more in depth.”
Tiernan says
increased familiarity with policies may
be driving the shift.
“It could be a greater
awareness that the
coverage is there,” he
notes. “If a CFO or risk
manager is involved
with the project, he
or she could be more
attuned to the policy
details than the project
manager, whose primary concern is getting
repairs completed.”

Redundant coverage
Another trend—one that’s perhaps
not directly loss-related but that
affects how claims are handled—has
to do with multiple policies. “It’s more
of a coverage trend,” Tiernan says. “I’m
running into more scenarios where
multiple policies are at play. The owner
or contractor will have a builders risk
policy, but when a loss occurs, you
discover that the subcontractor is carrying an installation floater.”
What happens, he suspects, is that
the subcontractor—and/or the agent
or broker who is writing the subcontractor’s insurance—may not be fully
aware of what coverage is needed and
what’s provided elsewhere. “There’s
probably a feeling that more is better,”
Tiernan remarks. “Actually, more is not
necessarily better.”
Typically, he says, when a builders
risk policy includes subcontractors as
additional insureds, there’s no need
for an installation floater because the
interest is already covered. “Having
duplicate coverage can drive up costs,”
he explains. “That not only affects the
contractor and the subcontractors, but
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it is reflected in the overall project cost.”
He also says duplicate insurance can
make the adjustment
process more complicated than it has to be.
“When one carrier has
the builders risk policy
and another writes an
installation floater, you
can run into situations
where each carrier’s
adjuster is pointing at
the other, saying, ‘Your
insurance applies,’ ”
Tiernan notes. “Sorting
it out takes time, which
increases frustration,
which obviously is never
a good thing, and it also
can serve to drive up
soft costs.”

Contract concerns

ÒHaving

duplicate
coverage

can drive up cost.
That not only affects
the contractor
and the
subcontractors,
but it is reflected
in the overall
project cost.”
—Tom Tiernan
Senior Executive General Adjuster
Engle Martin & Associates

Agents can help
construction industry
prospects and clients
respond to trends.
“When they’re prospecting or arranging
coverage, agents need
to understand what’s
required,” Tiernan
asserts. “First and foremost is understanding
the difference between
a builders risk policy
and a traditional commercial property policy.
Coverages and exclusions differ, and
it’s important to know what those differences are.”
When working with contractors and
subs, agents need to address what’s
covered in the builders risk policy. “If
the subcontractor is a named insured
in the builders risk policy, for instance,
they don’t need the installation floater,”
he explains. “The duplicate insurance
doesn’t help. It just drives the subcontractor’s costs up; they pass along
that cost to the general contractor, who
passes it along to the owner.”
Coverage concerns go beyond
duplication. “Agents and brokers need
to understand the construction contract,” Tiernan notes. “That spells out
the insurance specifications, and it’s
important to carefully compare the
coverage that’s being provided with
what the contract calls for. The agent
can learn who and what are to be
covered, what happens in the event of
loss, and what waivers of subrogation
to include.”
The advice comes with a warning.
“While a lot of construction contracts
include similar language, they’re certainly not a boilerplate,” he explains.
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slightly, depending on the job or location or people. But never assume that
if you’ve seen one contract, you’ve seen
them all.”

Risk management
Agents and brokers also can help
clients prevent or reduce losses. “For
theft concerns, encourage project
managers or owners to have appropriate security in place,” Tiernan
advises. “This could include anything
from fencing or on-site cameras to
periodic property security visits or
an overnight presence. I’ve seen more
contractors making use of various
security tools lately.” Such measures
can not only help reduce possible
theft, but allow for early detection of a
pipe break caused by freezing.
He cites a recent claim he worked
on in Minnesota. “It was a construction project that did not have manned
security, but they did have cameras in
place,” he explains. “One night a theft
and vandalism incident occurred.
They captured the incident on camera,
and that allowed them to catch the
perpetrators. It was very effective.”
Tiernan points out that it’s important to understand all project-related
risks and how to mitigate them. He
also notes that the level of security
can change as the project proceeds.
“For example, the needs will change

as you get closer to completion,” he
notes. “When materials are being
delivered and stored on site, for
instance, there may be a greater likelihood of theft than there would be
once the building is fully enclosed,
door locks are in place, and electrical
power is on.”

Claims involvement

Once a loss occurs, agency staff
can serve customers in other ways.
“First, they should make sure the
claim gets reported in a timely
manner,” Tiernan says. “By understanding what the policy covers and
working with the insurance company
from the start, the agent lets the
project manager focus on the project and do what needs to be done to
keep it moving forward.”
Of course, if mitigation is needed,
the agency must address that issue.

“They don’t have to wait for the
adjuster to arrive to get things
moving,” he notes. “For example, if
there’s a water loss, go ahead and
hire a mitigation company. If there’s
a collapse or collapse in process or
another unsafe situation, go ahead
and rectify that. Agents actually do
a good job at this; most of the time,
when we get a claim, things are moving well by the time I get there.”
Tiernan also stresses the importance of engaging with adjusters.
“I like communicating with agents
and brokers about the process in
general and what’s going on with the
specific claim,” he says. “It ensures
that we’re all on the same page, and
it provides information to the agent
that he or she can share with the
insured.”
Agents can play yet another role
when talking with insureds. “The agent
can be a good advocate for an adjuster,”
Tiernan explains. “A claim can be
stressful—maybe even traumatic—for
the insured. While we adjusters make
every attempt to help insureds understand we’re there to help, it carries more
weight if the agent reinforces the
message because the insured already
knows and trusts the agent. I don’t
think I can overemphasize how such
advocacy on behalf of the adjuster can
put the insured at ease.” n
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W
hen it comes to changing
behavior
, the odds are nine to one
against you—even when the change
can mean saving your own life.

Management by Coaching
By Kimberly Paterson, CEC

TOP TEN COUNTDOWN FOR MASTERING
THE ART OF CHANGE
Understand how change works and put the right support mechanisms in place

D

id you kick off 2017 with a goal to change at
least one aspect of your life or business? Now
that we’re into the new year, how are things going
with your efforts to change?
By now, if you’re like most Americans, the
changes you hoped to make are a distant memory
or a nagging source of guilt. That’s because when
it comes to changing behavior, the odds are nine to
one against you—even when the change can mean
saving your own life. Consider this: When presented
with the choice of adapting their lifestyles or risking premature death, research shows us that only
one in ten recovering coronary bypass patients
makes and sustains the lifestyle change their doctors say is imperative.
Changing day-to-day behavior is tough, whether
it’s something as simple as getting home in time
to have dinner with your family or changing your
lifestyle to help ensure your longevity. The older
you are, the more challenging it gets. The Statistic
Brain Research Institute shows that people in their
twenties are more than twice as successful in their
efforts to change a behavior than people in their
fifties.
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How to beat the odds
The reality is that people can and do change—
regardless of age. As a coach, I see it every day. The
people who succeed are the ones who understand
how change works and are self-aware enough to put
the right support mechanisms in place. After years
of seeing what works and what doesn’t work for
people, here’s my Top 10 Countdown for Mastering
the Art Of Change:
10. Understand how your brain is wired—
Our brains and bodies are hardwired to preserve
the status quo. Years of life experience shape our
beliefs and behaviors. We develop default tendencies that are the way we tend to perceive and react
to certain situations, circumstances and the environment around us. Our default tendencies fire
without our consciously noticing them.
The challenge for us is that our default tendencies get us to notice and perceive the same things
over and over again. Our brain picks them up as
something familiar and continues to point out these
common situations/concerns/frustrations. Without
interrupting this system, we literally see the
same things repeatedly; we won’t ever see things
ROUGH NOTES

differently. If we’re not conscious of
our default tendency, we go on doing
the same things we’ve always done,
with the results being pretty much the
same, as well.
That’s why even the most compelling facts seldom motivate people to
change. Take politics as an example.
You can give liberals and conservatives the same set of facts. Each side
will interpret the same facts to support
their own beliefs. For us to make sense
of the facts, they have to fit what is
already in the synapses of the brain.
Otherwise, facts go in and go right
back out again.
Change depends on recognizing and
staying alert to our default tendencies.
9. Think big, start small—The
number one mistake people make is
trying to tackle too significant of a
change too quickly. Think of the crowds
of people at the gym in January, determined to start working out five days a
week. By around the third week of the
month, the crowd level is cut in half.
Then, in February things are back to
the previous normal.
Setting the bar too high is a recipe
for failure. Think in terms of taking
one small step at a time. The objective
is to reprogram your default pattern
relative to the behavior you want to
change. Even the tiniest change will
do that.
Let’s say you have a goal to spend
more time selling and less time dealing with administrative issues. Rather
than setting a goal to devote your
mornings to sales and your afternoons to administrative issues, start
by designating one morning per week
for sales. Choose a day, get it on your
calendar, turn off your phone and take
precautions to ensure you won’t be
interrupted. Once that becomes a consistent part of your routine, gradually
increase the hours you’re spending on
sales.
8. Don’t go it alone—When it
comes to making a personal or organizational change, many successful
insurance professionals are reluctant
to get support. They feel they’re smart
enough, accomplished enough, and disciplined enough to get it done on their
own. Statistics on successful change
efforts don’t bear that out. While good
at keeping commitments to clients,
colleagues, and business partners, it
seems that we lack that same rigor
when it comes to keeping commitments to ourselves.
Take Marshall Goldsmith as an
example. Considered to be one of the top
25 executive coaches in the world, he’s
spent close to four decades coaching
senior leaders of Fortune 500 companies
on behavioral change. This foremost
expert on change still relies on regular
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check-ins with an accountability partner
to keep him on track.
When you are trying to create
a change, you need someone who
understands and supports your goal,
believes in you, encourages you, and,
most important, holds your feet to the
fire when necessary. Find a coach, a
mentor, a colleague, or a community
of like-minded professionals. Research
consistently shows that this kind of
support is the single most important
factor in achieving change.
7. Recognize what you are
losing—Behavioral change almost
always means giving up something
that’s served us—even if we think the
behavior was undesirable. Let’s say
the change you want to make is to stop
losing your temper. While controlling
your hot temper may be an admirable
goal, you need to recognize that the old
behavior (losing your temper) served
a real purpose in your life. It helped
you blow off steam and relieve the
stress that builds up in you during
the course of the workday. If you want
to learn how to control your temper,
you’ll need to find an alternate way to
blow off steam.
6. Know what you are gaining—
It is hard to give up old behaviors.
No matter how much we may dislike
them, they’re as comfortable as a pair
of well-worn slippers. The key is maintaining focus on what you’re gaining as
a result of the change, not what you’re
losing. What you’re gaining has to be
clear in your mind, and it has to be significantly more appealing than what
you’re losing.
5. Repeat, repeat, repeat—A
common misconception people have
is that they should just be able to
change their behavior. If they can’t
do it right away, they think they’ve
failed and give up before giving themselves a chance to succeed. Few change
efforts are a continuous path forward.
Slipping back is normal, not a sign of
failure. While you are creating new
neural pathways in the brain, the old
ones still exist there. Until the new
ones become completely second nature,
stress or fear can make us revert to
our old patterns. Eventually, after
repeating your new behavior over and
over again, the new neural pathway
becomes automatic.
4. Manage your energy—
Persistent fatigue, pressure, or feeling
depleted can kill any change effort.
When we’re in those states, our
default tendencies are most likely to
be triggered. We automatically slip
back into the behavior we’re trying to
change. Succeeding at a change goal
requires a certain level of positive
energy. Just like time, your energy is
something you can learn to manage.

Think of your energy as if it were a
bank account—you are either making deposits and building up your
account or making withdrawals and
depleting it. Managing your energy
begins with a clear understanding
of what replenishes your energy and
what drains it.
3. Know your triggers—For some
of us, it’s a particular person or situation; for others, it may be a particular
mood. Know your triggers and plan
accordingly. Let’s say your goal is to
listen more and dominate the conversation less when talking with your
direct reports. Avoid setting yourself
up for failure by scheduling a meeting
with the employee who takes forever
to get to the point on the day before
you leave for vacation and your “to-do”
list is a mile long. You simply won’t
have the time or patience to demonstrate the behavior that’s
important to you.
2. Identify short-term wins—
Write down your ultimate goal and,
equally important, what you will gain
when you achieve it. Keep it someplace
where you will be reminded every day
of the commitment you’ve made to
yourself. Then be sure to establish two
to three short-term wins. Achieving
these short-term wins will be a huge
motivator. These early victories nourish the change effort and help you
build momentum.
1. Take a leap of faith; believe
it’s possible—Belief, or at least hope,
that the change is possible is the first
step. Deep down, some people think
they can’t change. They believe, “I am
who I am” or that “you can’t teach an
old dog new tricks.” That’s because
they are confusing personality (something you’re born with that doesn’t
change significantly over time) with
behavior (something you learned and
can unlearn). Behavior is not something fixed that you’re stuck with for
the rest of your life. Once understood,
behavior is a choice.

Change and thrive
Mastering the art of change is a
skill. It is a skill that almost anyone
can learn. Once learned, it can be
applied to just about any situation.
When mastered, it will give you a level
of strength and confidence that can
change your life. n
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CRITICAL ILLNESS
A KEY VOLUNTARY PRODUCT

Critical illness sales
opportunities rise along with the
growth of
high-deductible
healthcare plans

FEBRUARY 2017

By Thomas A. McCoy, CLU

C

ritical illness insurance (CI) continues to ride the
wave of voluntary benefits success. At Sun Life
Financial, critical illness sales in the workplace have been
averaging 30% annual growth for the past three years, a
rate the company expects to maintain for the next three or
four years. Unum, another key player in the market, also
has recorded double-digit growth in voluntary critical illness insurance sales for the past several years; Colonial
Life, its sister company, has achieved similar results.
It’s no secret that the primary engine fueling this
kind of growth is the movement by employers toward
high-deductible health plans. Critical illness can fill in
gaps in the high-deductible plan, and CI proceeds can
be used for both medical and non-medical purposes.
“Brokers are embracing
critical illness as an overall
component of a robust benefits package,” says Karen
Lauber, product management senior consultant
for Sun Life Financial.
“CI is now more commonly part of the overall
discussion of the health
insurance package and
often positioned to offset
deductible exposure.”
Mercer’s National
Survey of EmployerSponsored Health
Plans for 2016
showed that 29% of
covered employees
Karen Lauber
are enrolled in
Product Management Senior Consultant
high-deductible
Sun Life Financial
consumer-driven
health plans (CDHPs), up from 25% in 2015.
Among the largest employers (above 20,000
employees), 40% of the workforce was
enrolled in a high-deductible health plan
(HDHP) in 2016, up from 29% in 2015.
Some 52% of employers offer HDHPs as
an option, according to the Mercer study;
for another 9%, they are their only option.
Critical illness insurance can be an
emotional sale, says
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ÒEnhanced and

experimental treatments
often come with greater expense and
durations, which leads to additional
exposure for employees and
their families.”
—Ashley Mehrer
AVP, Product and Market Development
Unum

Pam Jenkins,
assistant vice
president
of product
development
at Colonial
Life. “Most
people know
someone who
has had a
heart attack
or has been
diagnosed
with cancer. Critical
illness insurance can help
with medical
Pam Jenkins bills or
AVP, Product Development even everyColonial Life day bills.”
When
employees are deciding whether or
not to purchase critical illness coverage, they are forced to consider, even
if only momentarily, the possibility
that they or a family member could
go through a frightening medical
event. The medical part of it is scary
enough, but the financial side could be
destructive, too.
To help better understand the
emotional and financial issues
involved in critical illness insurance,
Sun Life commissioned a study of a
broad sampling of full-time workers
in the United States (median income
$51,000) in 2012. The workers were
asked to compare their fear of the
financial impact of a critical illness to
their fear of dying from a critical illness. For 47% of the respondents, the
fear of the financial impact of living
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through a critical illness was greater.
with options for additional covered
The study showed that groups
conditions, customizable plan designs
with a higher-than-average fear of the and funding mechanisms.”
financial impact of a critical illness
Lauber agrees. “With the number
were 40- to 50-year-olds, especially
of carriers either adding this prodsingle workers, and, in the 22-39 age
uct to their portfolios or updating
bracket, single parents and single
an existing CI product, there will be
women earning less than $50,000.
increased pressure to differentiate.
Lauber points out that improveCarriers continue to add conditions to
ments in medical treatments actually
their products.”
enhance the appeal of critical illness
Benefits executives at Sun Life,
insurance. “In general, treatment
Colonial Life and Unum stress the
advances are allowing many people to
importance of integrating the discussurvive illnesses that may have been
sion of critical illness insurance into
fatal even 10 years ago. This makes
the discussion of the entire benefits
the need for a ‘living’ benefit all-thepackage. They agree that brokers
more beneficial to families having
have an oversized role to play in that
to deal with resulting out-of-pocket
process.
expenses.”
“Broker-influenced sales for critiAshley Mehrer, assistant vice
cal illness products are greater than
president, product and
our company average,” says Jenkins.
market development
“Brokers seem to
at Unum, agrees.
gravitate to this
“While advances in
kind of product for
medical treatment have
the unique soluimproved the prognosis
tion it provides,
for many serious health
with lump-sum
events, the need for
payments that can
critical illness coverage
be used as needed
remains significant, if
by the insured. It
not even more essenis easy to explain
tial. Enhanced and
to employers as
experimental treata complement to
ments often come with
health insurance.”
greater expense and
Bryan Burke,
durations, which leads
director of product
to additional exposure
management and
for employees and their
development for
families,” she says.
Sun Life, notes,
“We expect the
“Many of the
Kevin Seeker
critical illness product
AVP, Benefits Communication Strategy national consultants
to continue to evolve
Sun Life Financial now have voluntary
in terms of flexibility,
practice leaders
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and centers of excellence focused on
this space. Brokers see this as a new
revenue opportunity, particularly
with significant pressure on medical
commissions. In fact, in some states,
brokers are not even compensated on
the major medical.”
Kevin Seeker, Sun Life’s assistant
vice president, benefits communications strategy, explains that their
enrollment process involves a one-onone meeting between the employee
and a benefits counselor. “The benefits
counselor is not on commission, so
there’s no ‘selling’ incentive,” he notes.
“They discuss the employee’s specific
situation and how critical illness
insurance might fit into the overall
benefit plan.
“The industry is seeking to replicate that experience with technology,”
Seeker continues, “by using various
decision-support tools, such as algorithmic processes where the enrollee
is asked a series of questions to build
a profile and present the product in a
way that is specific to the individual.
There also are avatar and video
solutions that can improve the user
experience,” he states.
“At the very least, companies can
sequence the order of presentation
during enrollment so CI is shown
right after the medical plan election,
which can help tell the story around
high deductibles and how CI might
plug those gaps.”
Burke adds, “As enrollment shifts
over time to electronic self-service,
decision-support tools, including
avatars and online chat, will become
more prevalent. We are already
starting to see early adoption of this
with some private exchanges, benefits administration platforms, and
carriers.”
Lauber says many insurers have
expanded the list of illnesses covered
under a CI policy from just heart
attack, stroke, and cancer to more
than 20 conditions. Burke states that
“the most common additions over the
past three years include Alzheimer’s
disease, Parkinson’s disease, ALS, and
skin cancer.” Mehrer adds congenital
disorders, infectious diseases, and progressive illnesses to the list.
Colonial Life has taken a different
approach, explains Jenkins. “We have
stayed focused on conditions that are
the most commonly diagnosed, such
as heart attack, stroke, and cancer.
Medical advances and regulatory
changes can also influence the need
to clarify condition definitions and
triggers.”
She adds that Colonial Life
launched a group product, Group
Critical Care, in 2012. “It provides
an industry differentiator benefit of
ongoing cancer treatment and care in
FEBRUARY 2017

addition to the lump-sum face amount
that most competitors offer.”
Colonial’s Life’s critical illness
enrollment process relies heavily on
face-to-face meetings between employees and a benefits counselor, Jenkins
says. “The benefits counselor can
explain the product, provide a clearly
written brochure, and show the premium relative to their paycheck.”
Colonial also offers other enrollment
options that make greater use of technology to provide easy-to-understand
product explanations.
Jenkins says CI will continue to
provide opportunities for carriers to
innovate. “With the development of
improved treatment protocols, we
may see more survivors of diseases
that previously would have resulted
in death. So, critical illness insurance
will need to expand to address new
needs. It is a product that can help
differentiate carriers in the industry.”
Mehrer says purchasers of critical
illness insurance span all demographics. “An ‘average’ policyholder would
be someone in their mid-40s, earning
$30,000 to $80,000, and choosing to
cover themselves and either their
spouses or their children.” Colonial
Life’s average purchase age also runs
in the mid-40s, with slightly more
female purchasers. The majority of
Unum’s purchasers are for employeeonly coverage, with employee and

spouse coverage ranking second.
Mehrer and Jenkins both point out
that critical illness products are compatible with health savings accounts
(HSAs) in conjunction with an HDHP.
Mehrer states, “Critical illness products are extremely flexible and can
provide the necessary protection at
price points that work for almost any
budget, especially when they include
financial incentives for participating
in preventive healthcare or wellness
benefits. The key is to adequately educate both employers and employees
about the value story of voluntary
benefits, which is all about mitigating financial exposure through these
additional lines of coverage. Agents
play a key role in this process.”
Burke adds, “CI is still not as well
known to consumers as dental or life
insurance. Therefore, it is important
for us to educate consumers on what
the product protects against and, in
general, how it works.” n

The author
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“As enrollment shifts

over time to electronic self-service,
decision-support tools, including avatars
and online chat, will become
more prevalent.”
—Bryan Burke
Director, Product Management and Development
Sun Life Financial
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Yever,
ou could be the best agent
but if you’re absent online,
many people will never know it.

Blasted Myths
By Carl Maerz

THE MODERN REFERRAL—HOW PROSPECTS ARE
REALLY INTRODUCED TO YOUR INSURANCE AGENCY
The Internet is a new source of “word of mouth” referrals

If

you work for a software company, your clients
will request new features every day. This is
a good thing, because user feedback is critical to
developing applications that not only work, but
work in ways that meet the real-life needs of your
client base. That’s why, when a client asks for a
new button, switch, or lever, we need to consider
the underlying benefit they’re after. What are they
really asking for?
A client of ours recently asked if we’d add a
“Refer a friend” button to the signature line of
emails we send on their behalf. They’d seen it
elsewhere and thought it would be a good way of
encouraging people to send them the names of people interested in buying insurance. This is what we
in software call a “feel good button”—a feature that
makes users feel better when having it, but that
adds little value in practice.
Our client was looking for another way to make
more sales and believed that having a clickable button inside their email would accomplish this. There
was just one problem: People don’t randomly click
on buttons and provide the names of their friends
and family.
That’s not to say referrals aren’t made in this
industry; quite the contrary. People refer to insurance agents quite frequently; they just don’t do so
by spontaneously filling out web forms with the
names of people that may (or may not) be in need of
a new or better policy.
All things considered, this particular feature

70

request isn’t unreasonable. It’s logical to assume
that there’s no harm in asking for a referral. After
all, you miss 100% of the shots you don’t take—just
ask Wayne Gretzky. The problem is, though, that
you may be taking the wrong shots; at best you’ll
get a lukewarm lead and, worst, you could annoy or
even alienate customers and prospects.
For decades, traditional sales literature has
challenged insurance agents to ask their clients straight up for referrals. And to get over
the inherent awkwardness in doing so, it has
offered amusing sales scripts to stand behind, e.g.,
“Because I’ve done such an excellent job would you
mind providing me the names of five friends I can
call on? Here’s a notepad and pencil; can you get me
their phone and fax number while you’re at it?”
Now, you’re probably already counting the
reasons that this approach is wrong, but, most
important, this rationale signals a fundamental
misunderstanding of how referrals are made in
the insurance industry. Moreover, it reinforces the
idea that referrals are simply names of warm leads
an agent can call on and close with ease. In reality
(and in 2017), a referral can take many different
forms: a testimonial, online review, social share, an
inbound call, word-of-mouth, you name it.

Tapping into how people really communicate
In order for a referral strategy to work, insurance agents need to think about the paradigm shift
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in how people are communicating
today. Really think about it. Need I say
that the Internet and smartphones
have changed everything? They’ve
thrown a proverbial wrench into the
(literal) referral handbook of years
past. Twenty years ago, people were
introduced to agents by old-fashioned
marketing—radio, billboards, Yellow
Pages, carrier pigeon, that type of
thing. Or, more likely, they were
referred by someone close to them.
As with today, successful insurance
agencies benefited from positive word
of mouth. But prior to the Internet,
consumers had access to only a small
network of friends and family to lean
on for recommendations. Today, people
have instant access to hundreds of
crowd-sourced reviews and testimonials. Looking for home insurance? Just
Google it. How many stars do they have?
What are people saying about them?
You could be the best agent ever,
but if you’re absent online, many
people will never know it. Encouraging
clients to write online reviews or
share testimonials on social media
would help get the word out much
more than an uncomfortable referral
request. Besides, people love giving
their advice. It appeals to their ego and
you’ll be able to get them to do it while
their great experience is fresh in their
mind.

Timing
Another reason that asking for
referrals rarely works is that the
timing is off. An insurance policy isn’t
like a cool new product your buddies
need to check out (even if you vehemently disagree). It’s insurance.
Everyone knows it exists, and any
suitable lead already has it. So even
though an agent is the bee’s knees,
it’s just not something people are usually
talking about unless the subject
comes up. What’s more, people are
unlikely to know how satisfied their
friends are with their current insurance provider at any particular point

in time; it’s hardly water cooler gossip, as much as we might like it to
be. Not to mention that people are
uncomfortable with giving out the
names of people close to them so that
they can be sold to.
They will, however, refer their agent
if the timing and situation calls for it.
When settling on a referral strategy, an agent should consider how
people come to need and search for
an insurance provider. They want
to be present during each stage of
the buying decision-making process to increase the chances that
they are discovered when the time
is right. These stages include: need
recognition, information search, evaluation, and purchase/post-purchase
evaluation.
Need recognition—Agents
should wow their clients and encourage them to refer their friends and
family when the time is right—thus
creating an opportunity for introductions that otherwise would not have
been made if existing clients were not
encouraged to do so.
Information search—Actively
collect and post online reviews that
effectively improve local SEO and
increase the likelihood that they are
discovered by prospects searching for
insurance. This could be as simple as
sending a recently delighted client a
link to your Facebook page.
Evaluation—After an agency is
discovered online (with the help of
online reviews), prospects will evaluate their options. This is why having
a solid website is important. It should
be modern, easy to navigate, and
include client testimonials to increase
the perceived value and reputation of
the agency and its services.
Purchase/post-purchase
evaluation—Reach out to existing
clients regularly with meaningful
communication to maintain relationships, encourage feedback, establish
a referral mindset, and refer future
prospects in need of insurance.
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All in all, it’s still the “basics”
When investigating agencies that
have had the most success obtaining
client referrals, I found one agency
that particularly stood out: Grady
Gamble, founder of Golden Rule
Insurance Associates in Jackson,
Missouri. Grady has grown a thriving agency from the ground up and
attributes much of his growth to
word of mouth. When I asked him
his secret, he began by telling me
that he hasn’t once asked for a referral, yet receives dozens each month.
“My referral strategy goes against
what they teach you in sales training. I never ask for referrals. Rather,
I try to create such a positive experience they’ll feel like they have to
refer me when the time’s right.”
Grady attributes his referrals to
his meeting three main objectives.
First, he aims to win the trust of his
clients and prospects alike. Second, he
wants to offer comprehensive insurance products that actually meet the
clients’ needs. Finally, and perhaps
most important, he wants to show that
he actually cares about his clients by
treating them the way he’d expect to
be treated. The Golden Rule, no less.
When you look at it from all sides,
having success with word of mouth is,
first, about creating an experience for
clients that is worthy of earning referrals, and then making it as simple as
possible for them to do so—where and
when it makes sense. n

The author
Carl Maerz is the co-founder of Rocket
Referrals, an automated communication strategy that helps agencies
improve their referrals, retention,
reviews and relationships. He aims
to help local agencies leverage their
advantages over direct carriers by
replacing common industrial myths
with relevant and practical advice.
Contact Carl at
carl@rocketreferrals.com.

For more information contact
Tom Murphy, Vice President
tmurphy@qsr-insurance.com
(800)447-4180 x2215
Visit us online at
www.qsr-insurance.com

Celebrating
57 Years

Also writing Specialty Trade Contractors, OCP and Builder’s Risk
Reader Service Card No. 141

FEBRUARY 2017

71

LEADERSHIP

MYSTERY,
MAINTENANCE,
REWARD
Observation, attention and focused incentives
can drive improved organizational results
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By Lisa Harrington, CPCU, CRIS,
CAM, AAI, AAM, AIAP, AIP

C

aleb was a surprise. My husband
and I—serial animal rescuers—
had just two elderly dogs left. We had
talked about possibly taking a break
from dog ownership once they passed.
We thought, “Why not take a little
time off?”

That all changed when I found
Caleb running around a main road a
couple of blocks from our house. This
was dangerous, so I picked him up and
put him in the car. He settled right in
with me, as if he knew me already.
We found out he was already in
foster care. The rescue that placed him
there sent someone to pick him up, but
by the time she got to our house, he’d
met our other dogs and sniffed around
the cats. And I was hooked. After some
back and forth with the rescue group—
and three long days waiting to get
him back—he came home to us
permanently.

His story
Caleb is a mystery to everyone.
He’s a Bichpoo—a mix between a
Bichon Frise and a Toy or Miniature
poodle—which is a relatively new
breed that’s quite popular with families with children. He had a microchip,
so someone must have loved him
very much at some point. Apparently
these owners moved away and never
updated the chip. We suspect that he
may have run off and they gave up
looking for him, and then later they
moved away.
We know exactly when he was
born, because the veterinarian listed
on the microchip still had his file.
But there was a five-year gap in data.
When found by the rescue, Caleb was
a mess. At eight pounds, he was only
two-thirds the weight he should have
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been. His coat was matted, he was
nearly blinded by all the hair, and he
was very sick.
It’s not an understatement to say
Caleb was very lucky to be alive, surviving on his own in the outdoors.
Once cleaned up and neutered, he
went into foster care and later—on
that lucky day—we found him. Slowly,
as we spent time with Caleb, we saw
little hints of what his life might have
been like. Loud noises
caused scampering.
He was terrified of
the dark at first. And
he became quite the
expert at finding the
little nooks and crannies in our house to
hide himself.
But he’s a real lap
dog, as he was bred to
be. If you are at home,
he is on, near, over,
under, beside, or with
you. And he’s super
smart, learning quickly
what we want and what
our commands mean to
him. We’re experienced
owners and we know
what to do in these cases, so he’s lucky
(again) that I’d been on my way home
that day. Somehow, I think he knows
this and he learned to trust us.

Observe and learn
Many times as leaders, we don’t
really know what our employees or
other followers have been through
in their lives. Their reactions to our
leadership may be different than we
expect, because of their life experiences. It is our job to adjust our style
and our reactions to their needs. We
have to be the chameleons.
Over time, we can glean glimpses
into their lives and they can learn
to trust us. This is a very important point. You cannot rush this. No
amount of process, procedure, manuals, training, or money can change the
past for our people. They are human
beings who, like Caleb, have learned
somehow to survive. Take the time to
get to know them.
Some questions are inappropriate
to ask, of course. The more you share
your stories, though, the more they
will voluntarily share theirs. You may
be surprised at what you learn. Of
course, you cannot take on the role
of counselor. Be consistent in your
approach, and be patient.
Simple kindness goes a long way.
Ask your people how they are doing
on a regular basis. Pay attention to
details of their lives that you hear in

discussions around the office, and then
follow up. If there is a new grandchild,
ask to see pictures. If a daughter is
getting married, find out about the
wedding and send a gift.
If a husband is in surgery or ill,
insist the employee take the day or
the week off, even if they don’t have
the time accrued. They aren’t going to
be productive anyway, and you can’t
buy that loyalty. The precedent you
set won’t hurt; in fact, when others
see this, you build their loyalty, too.
If someone abuses this, you can manage that, as well.

Engage and act
Experience with Caleb also
teaches us that regular maintenance
is important. A Bichpoo—or Poochon,
as they sometimes are called—is a
breed that needs regular grooming.
Texas summers are hot, so his cute,
curly hair needs to be managed and
his eyes need to be kept clear. Of
course, he has no way to do this himself, and nature provides no solution
at all. He was bred for this level of
grooming and dependence, so Caleb
will always have to rely 100% on
human intervention for his maintenance and care.
So do your charges! They need
you 100% of the time for maintaining
their attitude, their trust, and their
performance. Do not confuse this
with micromanagement. We’re talking about maintenance, not looking
over your employees’ shoulders all the
time. This is about maintenance of
their trust in you, their leader.
This is a very individual process.
It’s okay to study generations, cultures, demographics of various groups,
and classes of humans, and apply
what you can when it works. But
every single person is a completely
unique entity. To really inspire their
performance, you have to know them
personally, and act or react accordingly when you are trying to bring
out their best.
Caleb’s reactions to various commands are motivated by completely
different things than our other dogs.
For example, the first thing we figured
out with his training is that “stay” was
familiar, and he does it pretty well.
Jazz, a Border Collie mix we rescued
and loved for nine years before finding Caleb, was great with “sit.” Caleb?
Not so much. Only dried chicken strips
and some serious persistence helped
him understand that word.
What works with one employee may
not work with another—ever. They may
be trying hard and doing their absolute
best to understand, but you may not be
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Every single
person

is a completely
unique entity.
To really
inspire their
performance,
you have to
know them
personally.

speaking their language.
The slats in the fence were so far
apart that Caleb didn’t see them as a
barrier, just a small door to walk through.
We learned this the hard way; he got out
of our yard twice before we finished adding the smaller wire around the bottom.
His intent wasn’t really to leave home.
But we didn’t provide the right message
to him about his boundaries with that
wide-open fencing.

Align motivation
The individualized approach
applies to rewards as well. Don’t make
the mistake of applying incentives
based solely on how you’d like to be
rewarded. Not only does a reward or
incentive need to match the value of
the work performed, it also needs to
align with the needs or desires of those
you want to earn it!
If you are trying to reward someone with money, but what they really
want is more time with family, you are
missing the boat. One dog in my house
wants a pat on the head, and another
wants a slice of cheese. I know it’s a
weird comparison, but it’s real for us
humans, too.
There is a famous cosmetics company that provides a great illustration
of this. It offers money, cars, jewelry,

trips, and even ball gowns or luggage
as ways to reward their folks. One
pharmaceutical company gives out a
catalog with hundreds of items and
employees earn points that they can
use to select goodies ranging from
candy to cars.
You can do this in many ways yourself. Small businesses can buy into
a points catalog, too, or can keep it
simple—offering time off, movie tickets, longer lunches, or gift certificates
to choice restaurants or local attractions. Individualizing your rewards
programs takes time, but it works.
Just like Caleb can have more fun
and looks so much better with regular
trimming, and just like he needs different cues about how to behave, your
efforts to personalize the understanding, care and motivation of your team
members will pay off, and in the end,
everyone wins. n

The author
Lisa Harrington is executive vice president
and chief marketing officer at IRMI.
She is the author of Taking in Strays:
Leadership Lessons from Unexpected
Places, from which this article was
adapted. Connect with Lisa on LinkedIn
or email her at lisa.h@IRMI.com.
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Who can manage claims for domestic program underwriters,
insurance carriers and London markets? Engle Martin can.

Personal Service. National Reach.
That’s the Engle Martin Way.
Whether you need a third-party administrator for
programs written domestically or via London markets,
Engle Martin provides the expertise and infrastructure
to effectively serve as a standalone claims solution or to
complement existing operations. Trained to be the best
at what they do, our claims professionals are setting
new standards for the property and casualty industry
one claim at a time.
Visit us at www.englemartin.com
to learn more.
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TECHNOLOGY

STARTUPS LEVERAGE TECHNOLOGY
TO IMPROVE PROCESSES, SAFETY

Innovative
developments
bring loss control
inspections,
distracted driving
prevention to the
independent
agency arena

By Dave Willis, CPIA

I

nnovation labs. Business accelerators. Incubators. These facilities
bring together resources—generally
space, mentorships, marketing tools,
and maybe money—to help startups
and other entrepreneurial operations
get off the ground. For years the terms
were used in other industries, but not
ours. That’s changed, as businesses
and individuals look to find new or
better ways to operate in the insurance arena.
Much of the work revolves around
leveraging technology to drive new or
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improved insurance-related processes.
As a result, the term “InsurTech”
has become associated with it. For
some, the term has negative connotations—and possible threats. “Agents
and carriers, when they think of
InsurTech, may envision someone who
is disrupting or upsetting the distribution channel—someone who is out
to get them,” says Jim Gardner, an
entrepreneur in the space. “But at its
simplest, InsurTech is just insurance
technology.”
In and of itself, it’s a neutral term.
“For me, it’s a matter of ‘How can we
use technology to make the processes
and experience associated with our

current insurance distribution system
better?’ ” Gardner comments. “And
others out there are after the same
thing—how to make processes better.”
Gardner, a seasoned loss control
professional, recently took part in
InsurTech Week 2016, a five-day insurance immersion program hosted by
Global Insurance Accelerator (GIA)
in Des Moines, Iowa. GIA is a mentordriven business accelerator that was
created to foster innovation by supporting startups focused on innovating
in the insurance industry. Its investors
are insurance companies and most of
its mentors are industry execs.
The event brought together a
ROUGH NOTES

dozen up-and-coming insurance
technology companies and members
of GIA’s insurance community for
idea exchanges, educational sessions, one-on-one meetings, and social
interaction. Gardner was there in
his role as CEO and co-founder of
ViewSpection, a young company that’s
looking to change how loss control is
done, in conjunction with and in support of independent agents.

App-driven inspections
“I’m a second-generation loss
control guy,” Gardner explains. “My
entire professional life I’ve been selfemployed in the family business, The
Gardner Group.” The firm was founded
in New York and provides loss control
services in eight states.
“ViewSpection came about as an
offshoot of an off-site meeting with our
Gardner Group staff,” he recalls. “We
were brainstorming how to complete
solid fuel burner, or woodstove, surveys, because of how difficult it is to
set up physical inspections. We came
up with ways of doing it with phones
and pictures and off-the-shelf apps.”
Problem solved.
“Then somebody in the room said,
‘Why can’t we do this with everything?’
From there, it didn’t take long for the
conversation to morph and for us to
start developing what would become a
self-service or do-it-yourself loss control app,” Gardner notes. “We’d bring
the process down to the policyholder
and the agent.”
That shift in a sense would disrupt
his existing business. “We wouldn’t
start the process with a loss control
inspection, which is what my other
company does—the field-based, bootson-the-ground inspector,” he comments.
“The policyholder is in a good position
to perform an inspection and do it well,
as is the agent.”
So the team developed ViewSpection,
a platform and app that walk a
policyholder through a residential
or commercial property with a list
of questions. “We boil every question
down to an image, and we also ask specific questions,” Gardner explains. “The
app instantly builds the professional
report that an agent or underwriter
would typically get from an inspector.”
The app is designed to be easy to
use. “It has to be,” he acknowledges.
“Then it comes down to engagement—engaging the policyholder or
the agent to do something. The technology is there. We use images and
scans and video. It really is easy.”
According to Gardner,
ViewSpection goes beyond creating
a loss control inspection. “We see it
as a new and different channel for
FEBRUARY 2017

the agent to connect with the policyholder who wants to do self-service,”
he remarks. “More and more customers want digital moments and want
to handle things themselves. This fits
very nicely.”
The platform and app were
launched first with carriers that
Gardner’s team already had been
working with. “They asked us if they
could invite their agents to take
part,” he recalls. “Following successful
pilots last year, we’re reaching out to
more agents who want to bring the
functionality to their prospects and
customers.”
Gardner points to several benefits
ViewSpection delivers to independent
agents. “First, of course, is the inherent value of getting good-quality
reports, and being able to get them
done easily,” he notes.
The app provides another touchpoint for agents. “Agents who operate

that an agent or inspector wouldn’t
get on a drive-by.”
But do policyholders do a good job
with the inspection? “A big question
we get asked is, ‘Will a policyholder
really take a picture of a defect?’ Our
experience says they do,” he says.
“They’re very transparent once they
opt in. It would be pretty easy to see
if they didn’t; any experienced agent
or underwriter would be able to tell
that right away.”
Finally, Gardner says,
ViewSpection offers a way to remove
the friction sometimes associated
with loss control inspections. “Nobody
wins when, after an agent did a great
job on a sale, a random inspector walks
on site and upsets the applecart,” he
observes. “We can take the friction
point out and prevent the agent
from having to salvage the sale and
rebuild a relationship.”
The app works for personal and

ÒWe see

(ViewSpection) as a
new and different
channel for the agent
to connect with
the policyholder
who wants to do
self-service.”
—Jim Gardner
CEO
ViewSpection

in a more consultative way can use
the app as a reason to go out and visit
the property,” he says. “That allows
greater familiarity with the risk, and
it also provides the agent another
way to build a deeper connection with
the prospect or policyholder.”
Agents who don’t want to or can’t
do a site visit simply invite the policyholder or prospect to download the
app and walk through the inspection
process on their own. “We’ve found
that about 60% of those whom agents
invite opt in within about 12 hours,”
Gardner notes. “They say, ‘Sure, I’d
love to do that.’ And they engage.
It’s a great way, for example, to get
interior information about a property

commercial lines exposures. Reports
are delivered electronically as PDFs.
“In 2017 we expect to explore ways
to make delivery easier and perhaps
integrate reports with existing agency
or carrier systems,” Gardner says.

Distractions gone
Another startup that participated in a GIA program last year
is Smart Drivinc. The company was
part of GIA’s “cohort”—a 100-day Des
Moines-based program that started
in February and culminated in a
demo day at the Global Insurance
Symposium, where participants presented to more than 500 insurance
77

ÒBy offering
SXI,

agents can
demonstrate
their concern for
what troubles their
prospects—namely
their safety and
the safety of
their families.”
—Shashaanka Ashili
CEO
Smart Drivinc

industry professionals. Smart Drivinc
is focused on eliminating distractions
by removing the temptation to use a
phone while driving.
Company owner Shashaanka
Ashili, previously a research scientist
with a bio-optical physics background,
founded the firm in early 2015. “When
we first started developing our product, we were focused on the consumer
market,” he recalls. “After engaging
with mentors and other industry professionals at the Global Insurance
Accelerator, we shifted from B2C to
B2B. Now we’re targeting insurance
carriers, agents and brokers.”
Part of what drove the change was
a desire to respond more fully to some
alarming trends, including a marked
increase in traffic fatalities and steady
growth in the number of auto accidents in recent years. “Fatalities were
up by more than 7% in 2015 and were
expected to increase by more than 10%
in 2016,” Ashili says.
“Smartphone adoption also has
increased over the past several years—
from less than 30% in 2010 to more
than 80% now,” Ashili notes. “There
is an empirical relationship between
the accident/fatalities and smartphone
data—it’s been shown that more
than one in four accidents are due
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to drivers using smartphones. So we
decided to have our product serve as a
loss control resource on the business
side—which is carriers and agents and
brokers—as well as a safety device on
the family or policyholder side.”
The company’s product, called SXI,
is made up of two parts—a piece of
hardware about the size of a quarter
and software that’s downloaded to the
driver’s smartphone. “It’s not a telematics or usage-based insurance device,”
Ashili explains. “We’re not looking to
collect or monitor driver behavior.” The
goal is to simply reduce distractions.
“The hardware sits on the windshield and creates a smart zone
surrounding the driver,” he says. “The
software is an app that’s installed on
the phone that can figure out where
the phone is when the car is being
driven. If the phone is in the driver’s
seat—or zone—it will go into a preconfigured mode where only a limited
number of white-listed phone numbers
and apps are accessible.”
The goal is not to shut the phone
down altogether. “In this hyperconnected world, we don’t want to do
that,” Ashili remarks. “Instead we
want to reduce the distractions the
driver receives from the smartphone.
Our solution essentially downgrades

the smartphone to a dumb phone, similar to those we used 10 years ago to
talk on—and not text.”
The product launched in October
2016. “We are working with carriers,
brokers, and agents in various stages
of pilot and public release,” Ashili
notes. “Initial pilots targeted personal
lines passengers, and that’s where
most of our focus is right now.” As the
company expands into commercial, it
envisions targeting smaller automobile
fleets first because they’re not served
by telematics technology that is well
established in the trucking arena.
“In commercial lines, liability for
accidents tends to be much higher,”
Ashili explains. “A large segment of the
commercial auto market—small fleets,
in particular—can benefit from reducing distractions.” The company has a
pilot under way with a firm that operates a small fleet, so it’s able to serve
that segment now if there’s interest.
Smart Drivinc is looking to make
SXI available through local insurance
agencies. “Our goal in the next year
is to reach out to more carriers and
agents and brokers and get this product
into their portfolio,” Ashili says. “Agents
are very engaged locally, and we believe
that offering this tool is just another
way they can show their concern for the
exposures faced by people in the communities where they live and work.”
It’s an exposure people are concerned about. Ashili points out that,
according to the Travelers Risk Index,
more than 90% of consumers—and
76% of parents—are worried about
technology distraction. “By offering
SXI, agents can demonstrate their
concern for what troubles their prospects—namely their safety and the
safety of their families,” he adds.
“Acquisition and retention are big
challenges for agents,” Ashili says.
“By offering something new—something other than a $20 or $50 price
reduction—agents can attract new
customers who want to enhance driver
safety.” Customers will stay with the
agency if they want to continue using
the device and software.
Of course, there’s the inherent
benefit of improving driver safety and
reducing the number of accidents.
And along with enhanced policyholder
safety come fewer claims and better
carrier loss ratios. “This improved performance can go right to the agency’s
bottom line in the form of incentives,”
Ashili notes. “So it’s a win, win, win
proposition for everyone.” n

For more information:
Smart Drivinc
www.smartdrivinc.com
ViewSpection
www.viewspection.com
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YOUNG PROFESSIONALS

THE PSYCHOL GY
OF SALES
Four principles to overcome
adversity and press through
with your sales career

By Christopher W. Cook

T

oward the end of 2016, I polled
my networks of young professionals to find out what topics they
would like to read about. “Sales”
showed up more than once; in fact, it
appeared several times. Similar to last
month’s feature, this topic reminded
me of a continuing education course I
attended at the Big “I” Indiana Young
Agents Conference last year.
Brandie Hinen, founder and CEO
of Powerhouse Learning, shared that
she had started in insurance sales
at a young age. After a successful
producing career and a stint as vice
president of marketing for a firm with
five locations, Hinen ventured to the
educational side, creating Powerhouse
Learning, which delivers C-level
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leadership development, succession
planning, productivity enhancements,
and new business development training nationwide.
Recalling her beginnings on the
sales side, Hinen explains, “The first
couple of years are the hardest. Who
are we? What makes us special? Why
should anyone buy from me?”
Her course, “Sales Psychology:
Four Simple Rules” answers these
questions:

You are good enough right
where you sit
“If you’re coming into the insurance industry as a new person, you’re
going to feel bipolar; you’ll feel conflicted most of the time,” explains
Hinen. “You have to be task-oriented
enough to figure out the insurance
side of the business, and then you

have to be people-oriented enough to
be friendly and outgoing—the kind of
person someone would want to work
with. It’s tough. Very few of us have
that whole brain. Certain people do
well at certain things.
“The tendency is to think that
you’re not good enough and that
you don’t have enough experience or
knowledge. You’re good enough right
where you sit, as long as you continue
to be a learner. Don’t worry about having everything figured out. Instead,
decide what kind of person you want
to be to the customer. What do you
believe in? What is the experience or
emotion you want to evoke in the
other party?
“Are you a salesperson or a negotiator? Be flexible. Get prepared by
practicing your points; rehearse mentally and quality check all of your work.
ROUGH NOTES

“Be committed to create. What
are you committed to create in your
business relationships? Authenticity?
Sincerity? Trust? Confidence? Clarity?
If you’re committed to create clarity
and the client is confused, you know
right then that you need to shift your
approach,” explains Hinen.
It’s also important to have a personal vision. “Vision helps you stay
clear about your purpose and reminds
you what you stand for and what you
don’t,” Hinen says. “When obstacles
arise, go back to your vision. When you
have a vision and a passion for your
life, other people will see it. Having no
clear vision and not knowing what to
do when obstacles arise are the main
reasons people abandon their ideas.”

You can do better than the “old way”
“By ‘old way’ I’m not talking about
old-school values; I’m talking about
using new-world efficiencies,” says
Hinen. “I had someone tell me that,
back in the day, she went door to door
to push people until they agreed to
meet with her. That technique may
not be practical today, or a part of your
personality. Use technology to advance
your career and generate leads. Be
yourself.”
While technology may make communicating with clients easier, there
are a few tips to remember in regard to
setting up appointments.
Never say that you are “too busy.”
In the insurance industry, your job
is to bring relationships closer, but
if you’re “busy” you push them away.
Busier than whom? You want your clients
to feel welcome, understood, and
important, but when you say you’re
busy, you elevate yourself above someone else.
Hinen uses the initialism PCRA
(Promise. Commitment. Request.
Agreement.) to explain ways of taking
action. Who will do what and to what
specificity?
“What’s the difference between
a promise and a commitment?” asks
Hinen. “When you make someone a
promise, you give them your word. A
commitment is a promise acted upon.
It’s what transforms promise into
reality.”
For example, you tell a client that
you will meet her at Starbucks at
noon. At what time are you considered
late? At 12:01 you broke your promise.
Letting people know that you’re running late tells them that you’re serious
and that you care about them.
“I don’t give or receive a promise
without a ‘by when,’ ” explains Hinen.
“I never want to hear a salesperson listen to a prospect who says, ‘Why don’t
you get back to me in the next couple
of weeks’ and the salesperson hangs
FEBRUARY 2017

up the phone after saying, ‘Okay.’ It
automatically puts the salesperson in
a position where they have to chase
the prospect. When making a request,
if I don’t get a yes, no, or maybe, I
don’t have an agreement, I only have
a request. Making a request without
agreement sometimes leads to the
math formula: Expectations minus
reality equals disappointment.
“We get so busy thinking whether
we can get everything done that we
may not think about how often we give
our word and what it means,” adds
Hinen. “If I treat every promise I make
as equal, what kind of person could I
become? The answer is a person who
lives in total integrity, not someone
who just gets a better looking date to
the prom when tempted. In the old
days, you could walk into a town and
ask, ‘Who is a man of his word,’ and
everybody would know. A simple way
to gain trust is by keeping our word.”

these statistics.
“I call and leave a voicemail, and
the prospect deletes it; I send an email,
and they delete it; I may stop by their
office, only to find that they’ve thrown
away my brochure. That’s three contacts,” explains Hinen. “In my brain
I make up a story that says you don’t
love me and you never will. You’ll
never buy from me. Truth is, that’s
just my story and likely not reality.
When we quit after three attempts,
we set the prospect up to buy from our
competition.
“There are only so many ways we
communicate: phone call, personal
visit, sending a card, social media,
email. Don’t be discouraged if you feel

Think differently—grow exponentially
We all face adversity on a daily
basis, but what thinking process do we
use to tackle it and how does it make
us grow?
“All of us face about 22 adversities
a day,” says Hinen. “The number one
factor for success is how well we withstand and overcome them. When most
of us are faced with it, we want to put
our heads down and hunker underneath the covers, but you have to be
comfortable in the uncomfortable.”
One of Hinen’s favorite books is
Adversity Quotient by Paul Stoltz, who
discusses the differences among campers, climbers, and quitters; the climb
being the challenge in front of them.
Quitters should be relieved from
their positions; they flat-out refuse to
challenge the climb. Approximately
10% of workers are quitters. Eighty
percent are campers. They were once
climbers but rolled out the sleeping
bag. They may be quite content with
the apparent tradeoff between sacrificing what could be to hang on to the
illusion of keeping what is. Climbers
make up the remaining 10%, and even
great climbers have to stop once in a
while to reflect on their goals and what
they are trying to accomplish.
When it comes to sales statistics,
an Internet meme making the rounds
on social media states that 2% of sales
are made on the second contact, 5% on
the third contact, 10% on the fourth
contact, and 80% are made on the fifth
through twelfth contact. It also shares
that 48% of salespeople never follow
up with a prospect, 25% make a second
contact, 12% make only three contacts;
and only 10% make more than three.
Even if the numbers are accurate,
there’s no reason to be discouraged by

ÒWe get
so busy
thinking

whether we can
get everything done
that we may not
think about
how often
we give our word
and what it means.”
—Brandie Hinen
Founder and CEO
Powerhouse Learning
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like a quitter if you stopped after three
contacts. Get into a creative process
and figure out how you’re going to
press through.”
When it comes to meetings with
clients, be aware of how you present
yourself through your communication.

say something but don’t. If someone’s
sitting up straight, they’re paying
attention. Seventy percent of how we
communicate in a selling situation
should be in question form, and of
that, 80% should be listening and not
talking.”

Only 7% of communication comes from
actual words; 38% is tone of voice and
55% is body language.
“We are communicating and negotiating all the time,” says Hinen. “If
you are in a negotiation, conversation,
or selling situation, the buyer wants
something from you or else they would
not be talking to you.
“Recognize body language. If someone covers their mouth, they want to

Learners kick a$$
Political theorist and author
Benjamin Barber said, “I don’t divide
the world into the weak and the
strong, or the successes and the failures; those who make it or those who
don’t. I divide the world into learners
and non-learners.”
“Less than two percent of people
are lifelong learners,” Hinen says. “I

From A to Z

find it fascinating as an observation of
human psychology. Be a learner.”
Says Hinen, “You have to go out
and struggle in order to get better;
if you’re uncomfortable, that means
you’re learning. Learn to listen, watch
and interact with others to check
and relate to their
responses. Use something special to you
that will be appealing
to your audience. Use
step-by-step marketing
plans. Less than 15% of
people have a written
marketing plan, and
less than 10% of those
actually see it through
to get results. It can
feel discouraging, but
you can overcome the
statistics by creating
small steps and being consistent.”
Never stop learning, grow exponentially by thinking differently, be better
than the “old way,” and remember that
you are good
, enough right where you
sit. Go get em. n

For more information:
Powerhouse Learning
www.powerhouselearning.com
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Q.

What do wool-growing
operations, bridges, and
valuable papers have
in common?

A.

These—and a myriad of other
properties in transit—all need
to be protected by some form
of inland marine coverage.
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While everyone waits to see

what the new administration focuses on first, start
reviewing your employment policies and developing your own list of possible 2017 employment
law changes that could impact your business.

The Innovative Workplace
By Laura Kerekes, SPHR, SHRM-SCP

NEW YEAR, NEW PRESIDENT, NEW HR
CHALLENGES: GET READY FOR 2017
Preparing for the unknown

N

ow that President Trump has taken office,
his Cabinet picks are being confirmed, and
the new administration is settling into its new
roles with a Republican majority in both houses of
Congress, employers need to prepare for the new
employment challenges and direction changes that
will follow. While no one can predict the timetable
for these changes, some experts suggest that there
may be a quick round of action post-inauguration to
set the tone for the new administration, including
rescinding executive orders, highlighting legislation
to repeal, slowing down government agency action
through new appointments to key posts, and changing enforcement priorities at the federal level. State
and local governments may follow the federal government’s example.
These changes will impact the agencies enforcing
most of the employment rules, including the Department of Labor (DOL), the Equal Employment
Opportunity Commission (EEOC), the Occupational
Safety and Health Administration (OSHA), and the
National Labor Relations Board (NLRB). Changes
through agency appointments will be slower,
because the terms of their board and commission
members are staggered. The impact on agency
enforcement activities could be reduced quickly
through the Congressional budgeting process.
Current aggressive enforcement agendas for OSHA,
EEOC and DOL could be limited with decreased
budgets and fewer resources through that process.
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President Trump has also promised to repeal and
replace the Affordable Care Act (ACA), so Health
and Human Services (HHS) and the Internal
Revenue Service (IRS) will also be affected.
While everyone waits to see what the new
administration focuses on first, start reviewing
your employment policies and developing your own
list of possible 2017 employment law changes that
could impact your business. With that in mind, here
are a few employment topics, based on President
Trump’s policy statements and comments, that will
be in the new administration’s cross hairs, with the
biggest questions remaining on when changes will
come and how they will be implemented.

Health care reform
The ACA has been high on the list of the administration’s targets for repeal and reform, as well
as being a huge area of concern for employers.
In fact, according to a recent Aon Pulse survey of
800 employers, almost half (48%) stated that the
employer mandate is their primary health care concern for the new administration. President Trump’s
promise is to replace the law with other plans to
make health care less regulated and more affordable than it is today. Some benefits experts suspect
that the employer and individual mandates, along
with the repeal of the so-called “Cadillac tax,” may
be the first items for review.
ROUGH NOTES

Making these changes could take
a long time, because the new administration can’t just eliminate the current
ACA by executive decree. It literally
requires an “Act of Congress,” unless
the administration uses “reconciliation
bills” to eliminate some provisions of
the ACA that affect government revenue, if the costs are not in line with
the Congressional budget.
The administration could also issue
regulatory guidance to agencies not to
enforce certain provisions of the law,
such as directing the IRS not to collect Forms 1094 and 1095 so that no
penalties for noncompliance with the
employer mandate would be enforced.
Practically speaking, without
a solid plan in place for replacement coverage, taking away ACA
health coverage for millions of
Americans through the state or federal
Marketplaces or Medicaid expansion
would disrupt the marketplace and
cause political ramifications for the
new administration.

Immigration
The election campaign focused
on illegal immigration and sparked
the national debate about immigration policy. Putting aside the political
rhetoric, certain industries in the
United States are dependent upon
immigrant labor, and the new administration has committed that it will
focus on a more complete solution to
control illegal immigration while growing the economy. Within the context of
immigration, a few of the employment
issues to watch include:
• E-Verify mandate: Currently, the
E-Verify system is a web-based
federal program that allows businesses to determine the eligibility
of their employees to work in the
United States. With certain exceptions (for those states that mandate
its use), it currently is voluntary
for most employers. With Trump’s
focus on immigration enforcement,
mandatory use of E-Verify for businesses might be coming soon for all
employers.
• North American Free Trade
Agreement (NAFTA): One of
Trump’s campaign pledges was the
renegotiation or possible repeal of
NAFTA. The United States also has
other free trade agreements with
countries in Asia that were less of
a focus during the campaign but
which could also cause concern.
Each of these trade agreements contains immigration provisions that
must be addressed for those foreign
nationals already working in the
United States, as well as future
immigrants coming to work in the
United States from those countries.
FEBRUARY 2017

• Temporary Worker Visa
Classifications (and spousal/
dependent work permits):
• H-1B/L-1B skilled workers:
During the campaign, Trump
indicated that he would scrutinize the main U.S. visa programs
for technology and skilled workers to ensure that qualified
American workers are hired
first and that immigration rules
are followed. H-1B visas admit
65,000 workers and 20,000 graduate students each year, and the
high-tech industry has lobbied
for an expansion of the program.
The L-1B “specialized knowledge” program has been limited
to prevent consulting firms from
using the L-1B category as a
way to place L-1B employees on
client worksites. This visa classification for business immigration
remains controversial and is
sure to receive closer scrutiny
under the new administration.
• F-1/J-1 student visas: Student
visas that allow post-degree
optional practical work training in the United States for
foreign students are another
controversial component of
the immigration program.
Opponents of these visas believe
that these programs take
employment away from U.S.
workers, so this could be a target
of the Trump reforms.

Labor relations
• Persuader Rule: The Persuader
Final Rule “requires that employers
and the consultants they hire file
reports with the DOL, not only for
direct persuader activities—consultants talking to workers—but
also for indirect persuader activities—consultants scripting what
managers and supervisors say to
workers.” The rule didn’t prohibit
employers from hiring consultants
or constrain them in what information they provided employees
during union organization efforts,
but it was designed to ensure
that employees were given more
information about the source of
campaign material, so that they
could make a more informed choice
in exercising their rights. The U.S.
District Court for the Northern
District of Texas issued a nationwide permanent injunction against
the rule on November 16, 2016.
This rule has come under fire from
employers and legal groups and
was seen as one of the rules that
the Obama Administration quickly
pushed through last year to support labor unions. Experts believe

that the Trump Administration will
allow the injunction to stand and
will reshape the NLRB in order to
address this issue.
• NLRB “Quickie Election” Rule:
The NLRB issued a final rule in
2014 that changed the rules and
shortened the time for an election following a union’s filing of a
representation petition. It was challenged in the courts and remains in
effect for now. Labor management
experts believe that the Trump
Administration will change the
composition of the NLRB, which
will result in a review of this rule.
• NLRB Joint Employer
Definition: The NLRB implemented a new definition for
determining whether two or more
entities are joint employers of a
single workforce, which has caused
larger implications for franchisees
and independent contractors in
the employment context. More
employer-friendly membership in
the NLRB and at the DOL will
most likely change the definitions
of the employment relationships of
these types of workers.
• Executive Orders 13496 and
13494: Executive orders don’t
require lengthy notice and comment periods to amend or repeal,
so many of these issued during
the Obama Administration may
be reversed or changed in the
Trump Administration. Executive
Orders 13496 and 13494 are two
such orders; as EO 13496 requires
contractors to inform employees of
their rights to unionize or refrain
from unionizing, and EO 13494
prevents the government from
reimbursing contractor employers for costs associated with union
campaign activities.

Employee compensation
The Obama Administration’s amendment of the Fair Labor Standards
Act’s (FLSA) higher overtime pay
rules and increase of the federal minimum wage to $15 per hour will most
likely be changed under the new DOL.
President Trump has stated that he is
not in favor of an increase in overtime
pay, but does support increasing the
federal minimum wage to $10 per hour.
• FLSA Overtime Rule: In May
2016, the DOL published a new
final rule nearly doubling the
salary threshold for overtime
exemption; and in November 2016,
a Texas court issued a nationwide
injunction halting enforcement of
the rule. That decision is currently
being appealed by the Obama
Administration and, while the
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U.S. Court of Appeals for the Fifth
Circuit granted an expedited appeal
on the issue, the oral argument is
scheduled after the inauguration.
The Trump Administration could
end the overtime rule by withdrawing the government’s appeal. If
that happens, the injunction would
stand and the new overtime rule
would not take effect.
• Fiduciary Rule: The DOL’s new
fiduciary rule that was issued in
April 2016 to be effective April 10,
2017, may also change under the
Trump Administration. This rule
requires financial advisors to act
in the best interest of their clients’
retirement accounts and has come
under fire from business groups.
The final rule could be delayed
until the new DOL can overhaul
or recommend repealing the rule.
However, because this is already a
final rule, the administration will
have to go through the lengthy
public notice and comment process
before making changes.

Compensation and performance
trends for 2017
Creativity is key for employers in
2017. There is still uncertainty with
the economy, and for now, job seekers
and employees have more leverage in
the marketplace. As a result, employers are “upping their game” to create
great workplaces and invest in their
talent. In addition to new regulatory
changes that employers will need to
comply with, what follows are some
best-practice trends to consider to
attract top talent and retain your best
employees in the new year.
Focus on candidate and
employee experience: The name
of the game is to create loyalty and
grow engagement with employees.
This includes creating frictionless
and expedited applicant experiences,
delivering comprehensive onboarding
programs that build involvement and
commitment, and tailoring employment packages to meet individual
needs.
Creative pay practices: Forget
about the old standard pay package
with base salaries and discretionary
bonuses that aren’t tied to performance.
Instead, consider pay programs for all
levels of your organization, with other
options for recognizing and rewarding
employees—including performancebased and team-based incentives to
drive expected workplace behaviors
that support the workplace culture,
such as teamwork, accountability,
innovation, etc. Better yet, add some
special perks to spice up your package and drive employee engagement.
Be sure that your total compensation
90

program is well communicated so
that employees are clear as to the
company’s performance and behavior
expectations and understand how
their work fits into the strategic priorities of the organization.
Performance planning and
reviews: Managing performance has
been morphing from the annual review
process to semi-annual or quarterly
reviews to more frequent monthly or
weekly check-ins. Fewer organizations
are using management processes that
include ranking and rating employees
and more are changing their processes
to include reviewing strategic business
goals and timelines and individual and
team performance with those goals.
One-size-fits-all performance management programs are being replaced
by individualized performance and
communications plans tailored to the
employee or work group.
Learning and development:
Employees expect opportunities to
learn and develop new skills. And
they expect their employers to support their development. Whether it is
through developed training programs,
e-learning, or work assignments that
require new skills, creating talent
management platforms tailored to meet
employees’ needs will drive loyalty and
engagement.
This new year, with a new president and new priorities, is going to be
a busy one. Be sure to focus not only
on the changes at the federal level
but follow your state and local law
changes, too. Most of all, plan now to
build your employment brand and
company culture to make 2017 your
best year yet! n

The author
Laura Kerekes is ThinkHR’s Chief
Knowledge Officer and leads the
ThinkHR content knowledge and
human resources service delivery
teams. In addition to her company
responsibilities, she writes management, human resources and business
articles and presents regularly to
management groups regarding human
resources best practices.
About ThinkHR: ThinkHR partners
with over 650 leading insurance brokers and payroll bureaus with an
HR knowledge platform that enables
their clients to obtain quick answers
to urgent risk and liability questions,
protecting clients from loss and legal
action; stay informed on the correct
responses and decisions for HR management and compliance matters;
create web training programs to educate and develop employees in the areas
of safety, management and wellness;
and save time and money versus expensive alternate legal and HR resources.

COURT DECISIONS
(continued from page 10)

obtained an assignment of Brown’s
rights to pursue legal action against
State Farm. Connelly then moved to
amend her complaint to reflect Brown’s
assignment, which the court granted
on April 2, 2015. On May 8, 2015, State
Farm moved to dismiss Connelly’s complaint on the ground that it was barred
by the three-year statute of limitations
in Delaware that, according to State
Farm, began to run either on May 10,
2011, when Connelly made her settlement offer, or on June 9, 2011, when the
offer expired.
On July 22, 2015, the court
granted State Farm’s motion to dismiss Connelly’s claims. In considering
when the statute of limitations began
to run, the court placed importance on
Connelly’s allegations as to when State
Farm breached its contractual duties.
The court concluded that “the statute
began to run at the time of the wrongful
act, which ... is the date [State Farm]
denied [Connelly’s] settlement demand,”
because it was then that Connelly was
“made aware of the possibility that her
claims would be denied, putting her on
notice as to possible causes of action.”
Connelly appealed the court’s dismissal
of her claim.
The issue on appeal was when
Connelly’s bad faith claim against State
Farm accrued for purposes of the threeyear statute of limitations. Connelly
claimed that State Farm breached its
duty to Brown and acted in bad faith
by refusing a $35,000 settlement offer,
which was substantially below Brown’s
$100,000 policy limit. She asked the
court to adopt the majority position that
a claim against an insurer for bad faith
failure to settle accrues only once there
is a judgment in excess of policy limits
against the insured and that judgment
can no longer be appealed.
State Farm contended that the bad
faith claim against it accrued either on
May 10, 2011, when it refused to accept
Connelly’s settlement offer, or 30 days
later when the offer expired.
The court noted that the majority
position cited by Connelly was well
supported by case law and conferred
significant public policy benefits. State
Farm, the court said, was largely
unable to call on relevant precedent
to buttress its position. The court
held that a bad faith claim against
an insurer accrues when an excess
judgment against an insured becomes
final and non-appealable. The court
reversed the trial court’s judgment
that dismissed Connelly’s complaint as
untimely.
Connelly vs. State Farm Mutual
Automobile Insurance CompanySupreme Court of Delaware-March 4,
2016- No. 426, 2015. n
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CICA SPECIAL SECTION

OUTGOING CICA PRESIDENT
LOOKS AHEAD ONE LAST TIME
Dennis Harwick reflects on the captive market prior to his retirement

T

he 2017 Captive Insurance Companies Association
(CICA) international conference will be held March
12-14 in San Diego. The annual event has become one of the
most important and informative captive meetings of the year.
This year’s conference will be no less impressive, although it
may be somewhat bittersweet for CICA’s president, Dennis
Harwick. He will be attending his last conference after serving on the board for 12 years. He has advised the board that
he will leave the association on June 30.
Harwick notes that, although CICA still faces many
challenges, one of the most important is the growth and
maturing of the captive marketplace. Today, he says,
“Captives have become pretty mainstream stuff.” As a
result, he says that “CICA will need to change its focus; it
will need to begin to think and act much more like a conventional insurer.” Captive owners must explore ways to
comply with organizations like the National Association of
Insurance Commissioners and various regulatory authorities. “Additionally, more attention must be given to IRS
regulations, as we are now a more mature industry and will
certainly be more visible on the IRS radar screen.”
Speaking of the IRS, a key challenge for the captive
industry is finally getting 831(b) captives (also known
as micro captives) under control. A recent IRS regulation addresses modifications surrounding micro captives
and recent tax abuses in which they have been involved.
Although 831(b) captives have existed for over 30 years,
it has only been within the last few years that significant
abuses started showing up. The IRS has always believed,
Harwick says, “that captives as a whole were considered
scams.” Again last year, 831(b) captives showed up on the
IRS “Dirty Dozen” list. A major reason is that some wealth
planning marketers were suggesting that 831(b) captives
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were an excellent way to pass on wealth, but these entities
lacked any valid insurance purpose. This caused closer IRS
scrutiny and oversight, and tax scams soon began to show up.
A new IRS regulation (Notice 2016-66) was passed in
2016 to address certain shortcomings of 831(b) captives.
Harwick notes that the risk transfer rule was revised to
ensure that micro captives would be formed for the appropriate purpose. Original legislation was written to assist small
farm mutual insurance companies, and the new rules were
written to ensure that this purpose was considered.
The IRS also provided a significant benefit to captive
owners. The original law was written with a maximum liability limit of $1.2 million. The limit has been increased to $2.2
million, with periodic increases based on inflation. “This is
a major benefit for anyone considering forming a micro captive,” Harwick says. The difference between $1.2 million and
$2.2 million is significant, and he believes it may expand the
number of legitimate reasons to form a micro captive.
Another major issue for the captive industry, Harwick
observes, “in fact for the entire finance industry, will be
how the new administration is going to change captive
regulation and whether it will apply to all finance-related
legislation.” For example, what will happen to legislation
like Dodd-Frank? “This is a question that will be answered
over time, and it could have a major impact on the industry
with far-reaching effects within many industries beyond the
captive industry.” Harwick points out that such changes can
occur rapidly, so CICA’s advocacy role will become even more
important to the membership.
Another major issue is what will happen to the Affordable
Care Act under the new administration. “The whole health
care issue is up in the air, and no one knows where the ACA
is going to settle,” Harwick notes. For most industry
ROUGH NOTES

observers, the ultimate
question is what the
health care industry will
look like when the new
administration’s changes
have been implemented.
“There are a lot of dollars
involved with health care,
so it could be messy before
it is over,” he comments.
From CICA’s standpoint,
“Where will captives fit
into the solution?”
Assuming that 831(b)
captives continue to increase in number, Harwick believes that
some of the big winners could be middle market agents and
brokers. If the property/casualty market eventually hardens,
many captives will be pressed into service. Although numerous
big-box captive managers have tried to service micro captives,
most have encountered difficulty. This is primarily because they
need to have a large number of these captives to make a significant amount of profit, and many managers began to develop
a cookie-cutter approach to their service offering. In most
cases, however, micro captive owners needed more individually
designed services. As captive lawyer Tom Jones is famous for
saying: “If you’ve seen one captive, you’ve seen one captive.”
Mid-sized agents and brokers need to look at the captive
business differently than many big-box managers do. Middle
market agents and brokers should be the ones who introduce
their clients and prospects to the captive concept. Captive owners tend to stay involved in captives, so there is little turnover
of accounts. This is a major advantage agents and brokers
should be considering when looking at captives. The agent’s

relationship with a micro
captive participant likely
will last much longer than
a relationship with a conventionally insured client
who believes it needs to
bid its business every year
or two. Additionally, the
agent or broker can bring
the remaining property
—Dennis Harwick
and casualty business into
President
CICA
the captive owner. Finally,
assisting clients and prospects allows the agent or
broker to be a partner with the captive owner, rather than just
an insurance salesperson.
Harwick notes: “This will be a challenging period for quite
some time with all the potential legislative changes that are
possible over the next few months.” He also believes, however,
that opportunities will emerge. “Captives are well positioned
to take advantage of the rapidly changing financial landscape
and emerging risks,” he remarks.
On a personal note, I have had the opportunity to watch
CICA expand internationally and become an important captive resource. Over the past 12 years, I’ve seen the organization
become a leading advocate for all captive owners; and when the
need arose for individual domiciles to band together, CICA and
its president were usually leading the charge. Dennis, it has
been a pleasure to work with you, and I wish you well in your
upcoming endeavors. One of my heroes was the late astronaut
John Glenn, and I will never forget the phrase you could hear
with his liftoff: “Godspeed, John Glenn.” Now I believe it is
appropriate to say: “Godspeed, Dennis Harwick.” n

“Captives have become pretty mainstream
stuff. CICA will need to change its focus;
it will need to begin to think and act much
more like a conventional insurer.”
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CHANGES ANTICIPATED:
DISRUPTION TO FOLLOW

Conference, themed “Defying Disruption,” to deliver wealth of insight for
agents, brokers and other industry professionals

At

the Captive Insurance
insight into this important trend.
Companies Association’s
The topic of disruption will be introannual meeting March 12-14, the new
duced by the keynote speaker, Lindsey
board chair will be Sarah Pacini, JD. She
Pollak, a leading expert on Millennials
is chief executive officer of the Cooperative
in the workplace. Her presentation,
of American Physicians (CAP), a physi“Generational Disruption: Creating
cian-owned medical malpractice insurer
Tomorrow’s Leaders,” will focus on how
that was established in 1975. Pacini joined
to hire, train, and retain qualified young
CAP in 2015 and handles the business
people to take over company operations.
affairs and risk management and training
Another session, “Finding and Attracting
needs of 12,000 California physicians. She
the New Captive Workforce,” will deal
signed on with CAP after serving as vice
with how members of all generations
president of risk management and insurcan thrive in today’s work environment.
ance for Advocate Health Care System,
To offer additional insight into this
Illinois’ largest health system. In addition
issue, CICA will present a session on
to CICA, she has been actively involved
the new Butler University College of
in the Risk and Insurance Management
Business student-run captive insurer,
Society.
which is expected to be operational in
The conference will be held at the
May. Initially, the captive will insure
Manchester Grand Hyatt in San Diego.
Butler Blue III, the school’s mascot. The
Several networking opportunities will
captive also will provide physical damage
be available on Sunday, March 12. The
coverage for the university’s vehicles.
Sarah Pacini, JD
annual golf tournament will begin at noon
The purpose of forming the captive,
CEO, Cooperative of American Physicians
on Sunday, and a tennis mixer is set to
according to Butler officials, is to offer
start at 2:00 p.m. Sunday’s events will wrap up with an openstudents a hands-on experience to prepare them for careers in
ing reception in the hotel’s exhibit area.
the captive industry, which is projected to need a significant
As always, the CICA conference’s educational sessions will
number of new employees over the next several years.
provide a unique perspective on important issues related to
A number of other sessions will address various aspects
captives. This year’s theme will be “Defying Disruption,” Pacini of disruption.
notes. Many captive professionals think 2017 will be a year of
Disruptive Technology: The New Frontier.
significant change and continual disruption. Most observersbe- Experienced professionals will examine how disruptive techlieve that the effects of world events will be felt throughout
nology can affect the future delivery needs of Millennials.
the international financial markets. The conference will offer
Concerns that will be addressed include how “less talk, more
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Many captive
professionals think
2017 will be
a year of

text” adds to cyber security risks
issues, and what are the effects of
ERM from both a parent and
captive level?
Actuarial Approaches for
Disruptive Captive Risks. A
panel will explore some unusual
risks that have been presented to
captive managers and actuaries
and explain how they have been
handled. Panelists will address
that, as more innovative and
disruptive ideas are being introduced, their core components
can be identified and quantified
to ascertain their impact on overall
performance.
Small Captive Claims Management: Disruptive
Events or Disruptive Processes? For micro captives that
are insuring nontraditional risks, a disruption of the insured’s
business is an opportunity for the captive to shine. A key component is a well-designed claims management process. The
presenters will walk through a method for analyzing claims
made under micro captive policies.
Defying Disruption by Optimizing Use. This session
will explore the optimization of captive use by evaluating
disruption in the marketplace that arises from exposures and
global events. Panelists will explain how regulatory and legal
changes will affect risk retention in a captive facility. The
panel will provide insight into the ever-changing market and
how to leverage the captive with unique exposures.
In addition to the causes and impacts of disruption, CICA
will present sessions on a variety of captive-related issues.

These sessions are classified as beginner (101),
intermediate (201), and advanced (301), and will
include “Funding Medical Stop Loss through Cell
Captives” and “The Next Phase of
Employee Benefits.” Other important topics will
be “Lessons Learned for the Captive Feasibility
Process,” “Insuring the Excess Layers—In a
Captive?” and “Better Financial Outcomes for
Catastrophic and Complex Cases.” Updates
on basic captive topics will include “Recent
Developments in Federal and State Tax Issues”
and “Captives 101: Getting Started.”
A hallmark of the annual conference, according to Pacini, is the variety of networking
opportunities built into the conference agenda.
Attendees appreciate having time to engage in
peer-to-peer discussions with other captive professionals. In
the exhibit area, attendees can meet and talk with a wide
variety of vendors. Domicile officials usually are well represented at the conference, so attendees can learn about the
latest developments in regulations. Because CICA is domicile
neutral, domicile regulators from around the globe are eager to
attend the conference.
The CICA conference has created a high standard for educational and networking opportunities. Middle market agents
and brokers would do well to consider attending so they can
meet captive owners and industry professionals. n

significant change
and continual
disruption.
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Michael J. Moody, MBA, ARM, is the author of the articles
in the CICA Special Section.
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Rough Notes magazine, July, 1952

(This page from 1952 does not continue.)
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Life’s not neat.
GET A standalone PERSONAL UMBRELLA for stuff that can be a little messy.
FROM a colorful mvr to an llc, dba, estate or trust, ANSWER 4 quick QUESTIONS ONLINE
AND GET a $5 MM POLICY IN MINUTES FROM AN ADMITTED CARRIER RATED A+ XV BY A.M. BEST.
plus, no volume requirement. umbrellas are for everyone.
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Expect big things in workers’ compensation. Expect to save a third of your clients 30% or more. Most classes approved, nationwide.
For information call (877) 234-4450 or visit auw.com/us. Follow us at bigdoghq.com.
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