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Investment for the Future
CURRENT INVESTMENT AND ECONOMIC  
ENVIRONMENTS ARE LEADING INSURERS TO PAY EVEN  
CLOSER ATTENTION TO THEIR INVESTMENT DECISIONS.

C H U C K  C H A M N E S S

Chuck Chamness is president and 
CEO of NAMIC. You can contact 
him at cchamness@namic.org.

SIGHTS

That means NAMIC members must focus even more on 
getting the best returns on their investments. I know from my 
interactions with NAMIC member companies that being in 
the business of insurance risk makes them reluctant to focus 
as much on investment returns. As a result, many members 
rely on investment managers. Others bring experienced 
investment experts onto their boards to oversee investments 
and guide their policies. The new low-interest-rate investment 
environment has only increased the importance of more 
investment knowledge and guidance.

NAMIC is keenly aware of this new environment and the 
challenges it creates for you, our member companies, as 

you address ongoing capital needs. That’s why we 
have stepped in to help, developing resources and 

tools that can add to your overall knowledge of 
investment practices and give you a way to 
assess the effectiveness of your investment 
portfolios. NAMIC’s Investment Management 
Resource Center and the Property/Casualty 
Investment Evaluation Standards (PIPES) Report 
were created with that in mind, as a way  to 
assist insurers of all sizes in understanding the 
current investment landscape, how it affects 
you, and to see where your current results rank 
among your mutual company peers.

It is our hope that armed with these results, 
along with the information already at your 
disposal, you will be in a better position to 
make educated decisions about your current 
and future investments that will lead to positive 
investment results. 

After all, whether you’re a mutual company  
CEO or a twenty-something kid just starting out, 
the more you know, the better off you’re likely 
to be.  IN

Planning for the future is a critical component in life, whether 
that planning is for our personal lives or the lives of the 
businesses we lead. Part of that planning, on either side of the 
personal/professional coin, involves investments.

Earlier this year, my son Charlie and I were talking about his 
retirement account. He’s in his mid-twenties, in his first “real” 
job, and has a few thousand dollars built up. I helped illustrate 
for him how his retirement savings should grow with prudent 
investment, by the time he approaches 70, which will likely be 
considered an “early retirement” for his generation. If he keeps 
his current pace, it will really add up and change his life. It was 
a long way of showing him that every penny really does count. 

The same goes for business. Just think about 
the potential investment earnings for mutual 
companies that have investment horizons 
measured in centuries. They make my son’s 
retirement-planning horizon look short in 
comparison. 

While earning an underwriting profit will always 
be at the top of our industry’s financial goals, 
the most-well-capitalized insurance companies’ 
financials often show that investment decisions 
have made the biggest difference in surplus 
accumulation.

Unfortunately – and I know I am going into 
cliché mode here – we are in a “new normal” 
for investments. We’re in a low-interest-rate 
environment. The 5- to 6-percent returns we 
once enjoyed are now in the 2- to 3-percent 
range. Sometimes they’re lower than that. 
Because of this environment, generating 
reasonable investment returns today requires 
enhanced investment focus and expertise. Even 
the regulators and rating agencies are getting 
more sophisticated about investing, as they 
are paying more attention to how insurance 
companies’ investment practices impact capital 
and operations.

Our Equipment  
Breakdown coverage.

(Things that are reliable.)

Helping you strengthen your policyholder relationships is what MaidenRe is 
all about. That’s why our new equipment breakdown reinsurance solutions 
are customized to match your risk appetite – with a highly efficient cost 
structure and fast, dependable engineering and jurisdictional inspections. 
Rely on our expertise today.

A good friend.

A lifesaver.

maidenre.com © 2016 Maiden Re
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EDUCATIONAL EVENTS

MARK YOUR CALENDAR 

CLAIMS CONFERENCE
La Cantera Hill Country Resort | San Antonio, Texas

Join fellow claims professionals in San Antonio  
for three days full of educational sessions and 
built-in time to connect with colleagues and service 
providers. Whether your company is large or small, 
you will learn a variety of skills and best practices 
you can take back to your company.

• Peer Recommended

• Beautiful Location

• Peer-to-Peer Learning

• More than 50 Solutions Providers

#NAMICclaimsEDU

MARCH 1-3

COMMERCIAL LINES SEMINAR
Renaissance Chicago Downtown Hotel | Chicago, Illinois

Specially designed for commercial lines underwriting 
staffs, this conference brings to the forefront key 
issues commercial lines professionals face every day. 
The 30 educational sessions allow you to create an 
agenda that is just right for you.

• More than 300 Commercial Lines Professionals 
and Service Providers

• Underwriters Laboratories Experiential  
Learning Workshop

• Idea Labs

• Leadership Sessions

#NAMICcl

APRIL 2-4

CEO ROUNDTABLES
Omni La Costa Resort & Spa | Carlsbad, California

The beautiful Omni La Costa Resort plays host to 
member company chief executives and managers 
for this exclusive event. The roundtable-discussion  
format features peer-to-peer learning and 
networking in their purest forms. Come ready to 
share your ideas and jot down notes to take back 
to the office.  IN

FEBRUARY 7-9 

See the complete event lineup at  
www.NAMIC.org/seminars/calendarip.asp

or follow @NAMICevents

Stimulate Your Mind, Learn Anytime.
 www.NAMIC.org/seminars/calendarwa.asp

A NEW YEAR IS JUST AROUND THE CORNER. THAT MEANS 
NAMIC’S 2017 EDUCATIONAL EVENTS ARE ON THEIR WAY, 
TOO. DON’T MISS OUT ON THE EXCELLENT LEARNING AND 
NETWORKING OPPORTUNITIES THE EVENT LINEUP PROVIDES.

Stability.
longevity.
accountability.

Doing business today comes with a unique set of 
challenges. Having a partner that understands your  
needs and provides coverage at the pace of change 
makes it easier. Mutual Boiler Re is the only mutual 
company that focuses solely on equipment breakdown 
reinsurance. So we are uniquely qualified to take a long-
view perspective for our partners. It’s what enables us 
to treat your interests as our interests. And when there’s 
trust in partnership, the feeling is mutual.

mutualboilerre.com
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We ask the important questions, and we get the 
answers from NAMIC member company executives.VIEWS FROM THE C-SUITE

      American Modern, as part of 
the Munich Re Group, follows the 
organization’s global commitment 
to turn risk into value, making 
risk management an integral part 
of corporate management. Risk 
management includes all strategies, 
methods, and processes to identify, 
analyze, assess, control, and monitor the 
short- and long-term risks the company 
faces or may face in the future.

Similar to most insurance companies, 
our top accumulation risks are the 
Atlantic hurricane and earthquake 
exposures, which we manage with 
reinsurance, consistent with our  
risk strategy. 

We track multiple emerging risks and 
related opportunities as part of Munich 
Re’s global emerging risk community. 
For example, cyber risk is changing 
dynamically. We carefully manage this 
risk internally through strengthening 
information technology controls and 
operational resiliency and externally 
through the evaluation of potential 
product and service offerings for  
our customers.

Another emerging risk we follow closely 
at American Modern is the millennial 
generation’s resistance to insurance. It 
is critical that we continue to identify 

strategies to manage risk for 
the purpose of maximizing the 
organization’s value. 

Our top ERM risks/concerns are cyber 
security, market and investment 
risk, and increasing regulatory and 

compliance requests. 

For cyber security, it’s about protecting 
personally identifiable information as 
well as desktops, servers. and networks. 
That requires careful, continued, and 
disciplined monitoring, detection, and 
protection that cannot be minimized, 
overlooked, or underestimated. For 
market and investment risks, it’s about 
the low-interest-rate environment. 
Continued low interest rates have 
depressed investment income, which 
has placed a greater emphasis and focus 
on underwriting profitability. We can no 
longer rely on offsetting underwriting 
losses with investment income, which 
requires greater underwriting and 
pricing discipline. And for the increasing 
regulatory and compliance requests, 
it’s about the increasing burden on 
resources that take away from ongoing 
business operations.       IN

Fred Edmond
President and Chief Operating Officer
Frankenmuth Mutual Insurance Company
Frankenmuth, Michigan

Defining Enterprise  
Risk Management

the niches and/or mechanisms to stay relevant to 
the younger generation. We use data analysis and 
market research to identify the intrinsic insurance 
needs of millennials outside the standard home/
auto market, which is American Modern’s niche.

Innovation is another challenging yet exciting 
opportunity in the insurance space. Innovation 
goes hand in hand with thinking outside the 
box and the quick move of an idea into the 
marketplace. Yet, the complex U.S. regulatory 
environment in the primary insurance space can 
bring that speed-to-market need to a halt. So we 
are challenged to work collaboratively through our 
value chain to find effective solutions for the next 
idea, embedding risk and compliance as business 
enablers of innovation.   

Andreas Kleiner
President and CEO
American Modern Insurance Group
Amelia, Ohio

      We define enterprise risk management as the 
process of systematically and comprehensively 
identifying critical enterprise risks, quantifying 
their impact, and implementing integrated 

 

HOW DOES YOUR COMPANY 
DEFINE ENTERPRISE RISK 

MANAGEMENT? 

WHAT RISKS ARE CURRENTLY  
AT THE TOP OF  

YOUR ERM LIST?

ENTERPRISE RISK MANAGEMENT CONTINUES TO BE A 
TOPIC OF INCREASING IMPORTANCE IN THE INSURANCE 
BUSINESS. BUT ERM CAN BE SUBJECTIVE, RESULTING 
IN VARYING DEFINITIONS AND FOCUS AREAS FOR 
DIFFERENT COMPANIES. SO WE ASKED:
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Complex Risk,  
Complex Management

AS ENTERPRISE RISK MANAGEMENT GAINS MOMENTUM  
AND REGULATORY FOCUS, SUCCEEDING AT AN ERM PROGRAM  

IS CRITICAL TO INSURERS’ OPERATIONS.

T I N A  O R E M

Enterprise risk management may be standard practice 
these days, but it comes with a big hazard: making mistakes.

ERM has evolved from a chore to a strategic asset – and 
a must-have for regulators, which means mutuals are 
doing more now to identify, measure, mitigate, and plan 
recoveries from all kinds of risks. That’s helped ERM 
become bigger and more sophisticated than ever. For 
example, even though ERM has been around since the 
1970s, 59 percent of insurers had documented risk appetite 
statements in 2010, according to research from professional 
services company Towers Watson. Four years later, that 

number hit 84 percent. In 2012, 59 percent of insurers 
had risk-monitoring programs that were at least 

halfway through development; just two years later 
75 percent did.

But the bigger ERM gets, the more complex 
it becomes. That makes it easier to make 
expensive mistakes. Here are six gaffes ERM 
professionals say could put programs at risk.

M I S TA K E  # 1 :  
Not Worrying About Anybody’s Data

Mutuals make two big errors here. They don’t do enough 
to protect their data and they forget to review the language 
in their policies, which could expose them to huge claims 
when, not if, data breaches hit their customers. 

“[Mutuals] have a huge exposure there, especially because 
we tend to not have access to the capital markets. It’s 
tougher for us to make capital investments in new 
IT software and systems,” says John Bodensteiner, 

ERM
 Enterprise Risk Management:  
 The process of planning, organizing,  
 leading, and controlling the activities  
 of an organization in order to  
 minimize the effects of risk on an  
 organization’s capital and earnings 
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Merchants Insurance Group’s 
corporate business analyst, who heads 
up the firm’s ERM efforts. “A lot of us are 
running on older systems that have been 
patchworked to protect themselves with 
firewalls and other things.”

Lorie Graham, American Agricultural 
Insurance Company’s senior manager 
of ERM, advises taking a three-pronged 
approach. First, determine what data 
the company has and how to protect it. 
Second, buy appropriate coverage.  
Third, conduct scenario analyses, which 
she notes as crucial steps for maintaining 
good ERM.

“If [something] happens, how are we 
going to react?” she asks. “What are we 
going to do to make sure that we’ve 
contained it? That we’ve notified the 
appropriate people? That we’re getting 
the correct forensics in place? Having 
those things in place up front is really the 
only way we can approach it.”

 
 
 
 
 
 
 
 
M I S TA K E  # 2 :  
Putting All Your Eggs  
In One Basket 

Unsuccessful ERM programs overlook the 
distribution channel. 

“Small mom-and-pop shops on Main 
Street are being bought up by these 
larger cluster agents,” Bodensteiner says. 
“Aggregated and national private equity 
firms are seeing more and more of it all 
the time. 

“Some of the larger agents will come 
back to us to try to negotiate different 
agreements for additional compensation, 
which we’re happy to do as long as 
they’re profitable,” he adds. “The other 
risk on that side is if an agent winds up 
having ten percent or fifteen percent of 
your business. If something sours in that 
relationship and they decide to move 
their book, that’s obviously a problem.

“I’m sure a lot of mutuals are struggling 
with what kind of risk that poses,” he 
continues. “Or maybe they aren’t thinking 
about that. We certainly are.”

M I S TA K E  # 3 :  
Assuming Regulators Won’t 
Change the Rules 

According to the Towers Watson survey, 
insurers say regulation has been a huge 
driver of change in their ERM frameworks 
the last two years. That situation is 
unlikely to change, according to Jacob 
Klinefelter, chief risk officer for Windsor-
Mount Joy Mutual Insurance Company. 

There are times when insurance 
regulations borne from legislation 
become quagmires. On one hand, there 
is the legislation, on the other is the 
regulation that is written in the way the 
insurance department interprets the 
statute. “We’ve seen that go haywire 
sometimes,” Klinefelter says. “The statute 
gets passed and you know there’s going to 
be a regulation coming from it. But when 
you look at the statute and then you look 
at the regulation, you’re wondering ‘how 
did this even happen.’ Sometimes you’re 
trying to shoot from the hip and trying to 
figure out what’s going on.” 

And when there is uncertainty, there is 
added risk. 

Regulatory risk is higher for multi-
state mutuals because there are more 
moving parts and more chances to make 
mistakes with ERM, Klinefelter says. 
Even for mutuals operating in just one 
state, personnel changes at regulatory 
agencies can bring uncertainty when it 
comes to whether the regulations will be 
interpreted differently.

That heightens the need to invest in 
people or partnerships that can study 
regulations, know how to incorporate 
them strategically, and even do advocacy 
work with regulators.

“It’s not even always trying to convince 
them [regulators] that something’s not a 
good idea, Klinefelter says. “Sometimes 
they are great ideas, but it’s about making 
sure we fully understand those things and 
that we’re compliant with everything that 
we need to comply with.

“You can’t just wait,” he continues. “You 
have to start at least thinking about the 
possibility of what’s going to come next. 
You should set up a few different options, 
a few different paths.” 

M I S TA K E  # 4 : 
Leaving Underwriting  
Out of It 

Many mutuals mismanage 
ERM from day one by failing 
to incorporate it into their 
underwriting processes.

“Their downfall 
is not having an 
inspection program 
to follow up their 
underwriting,” 
Carl Childress, 
risk manager for 
BMI Companies, 
says. BMI routinely 
sends inspectors 
to properties to take 
pictures and to note 
hazards or anything 
else that may cause 
maintenance issues. 

“We send out letters to try to 
get the insureds to cut tree limbs 
or install a handrail,” he says. “When 
you do that, you’re actually cutting 
your costs down. We can really see a big 
change in our claims.”

BMI also splits up states into counties or 
other areas in order to keep a close eye 
on risk concentration and to keep the 
underwriting focused. But Childress says 
that requires a special balance. 

84%
 of insurers that make ERM part of the  
 business-planning process are satisfied  
 with their ERM programs 

CHANGES
 Result ing from ERM  
 Property/Casualty Insurance Companies 

 1. Reinsurance Strategy 

 2. Product Pricing 

 3. Risk Strategy/Appetite 

 4. Geographic Spread 

 5. Asset Strategy 
 Source: Towers Watson

Top Business
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“Once we get so much concentration 
in a certain area, we may even look at 
a ZIP code, maybe put a moratorium 
just on the ZIP code instead of the 
actual counties,” he explains. “We try to 
break it up the best we can. We’re just 
statewide and when we set an agent off 
for moratorium, it’s not just hurting us, 
it’s hurting the agent and the customers 
as well.”

M I S TA K E  # 5 :  
Trying to Automate 

Everything 

Regulatory demands 
and compliance 

understandably fuel 
the urge to boil ERM 
down to formulas and 
mechanical processes, 
but Jason Hannah, 
Portage Mutual 
Insurance’s chief risk 

officer and director of 
strategic planning, and 

AAIC’s Graham warn about 
taking it too far.

“I think there’s a lot of 
possible error in modeling,” 
Hannah says, pointing out 
how he has noticed that 
some companies didn’t 
have enough catastrophic 
coverage in place to cover 
the wildfires and subsequent 
floods that occurred in Fort 
McMurray, Alberta, Canada, 
earlier this year. “That was 
probably based on their 

modeling. I think it’s 
important for companies 
to spend a lot of time 
understanding what that 
[risk] is going forward,” 

he says.

Because models are 
based on past results 

and assumptions, Graham 
says insurers must add in-person 

discussions to their modeling 
processes in order to have effective  
ERM programs. 

“We shouldn’t rely one hundred 
percent on what can be modeled,” she 
adds. “Human discussion adds the 
depth of expertise of the people in the 
organization. It is that reality check, 
especially for those things that can’t be 
quantified. Strategic risks and operational 
risks are very difficult to quantify.”

M I S TA K E  # 6 : 
Deciding ERM is Only 
the ERM Director’s Job

Another great way to mess up an ERM 
program is to put it in a silo and keep 
other employees from interacting with 
it. Doing that perpetuates an out-of-
date notion that risk management is a 
department rather than a fundamental 
part of a company’s culture. 

A better way is to create systems that 
engage everyone from the janitor to 
the CEO. Bodensteiner helped create a 
place on Merchants Insurance Group’s 
intranet where employees can review 
the company’s risk register and report 
emerging risks that may have been 
overlooked. 

Much of the time those emerging risks are 
already on the radar, but Bodensteiner 
says he still wants the input. “Those are 
things we should be looking at because a 
lot of them eventually become more hot 
buttons,” he explains.

Plus, finding ways to engage the entire 
company sends the message that ERM 
is everyone’s job. Research shows when 
this kind of involvement happens, ERM 
programs become more effective. 

According to Towers Watson, insurers 
that integrate ERM into their broader 
objectives tend to be more satisfied with 

their risk programs. Eight-four 
percent of insurers that have 
made ERM part of the business-
planning process say they’re 
satisfied with their ERM programs. 
That number drops to 55 percent 
when ERM isn’t part of the 
business-planning process. 

When insurers integrate ERM into 
their risk-appetite frameworks 
and strategic plans, three-

quarters or more say they’re satisfied with 
their ERM programs, compared to around 
half of companies that don’t make that 
effort. 

Even though ERM may be more complex 
and precarious than ever, leaders such 
as Portage Mutual’s Hannah say it’s still 
pretty simple. 

“It’s important not to get caught up in  
the trends and the buzzwords and 
everything that the big companies talk 
about,” he says. “I think a lot of those 
things are important, but the key is just 
keeping your mind on what you can do as 
a company.”  IN

CORE
 Risk Control  Techniques 

 69% Managing Individual Risk Exposures  

 65% Risk Monitoring and Reporting  

 64% Risk Limits and Controls 

 64% Risk Culture  

Source: Towers Watson

OTHER
 ERM Techniques 

 56% Risk Governance Structure 

 56% Allowance for Risk Within  
  Business Processes 

 56% Economic Capital Use  
  in Decisions  

  55% Risk Resources, Skills,   
  and Capabilities 

  49% Scenario Testing/Planning   
  Capabilities 

 49% Other Risk Models 

 47% Risk Appetite Statement 

 42% Economic Capital 

 37% Risk/Reward Optimization  
  Capabilities 

 34% Risk Technology or Systems 
  Source: Towers Watson 

Complex Risk, Complex Management
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Because insurance companies are in the business of 
managing other people’s risk, it seems logical for them 

to do the same for their own. For many companies, managing 
enterprise risk is such a day-to-day aspect of business they don’t 
even realize they are practicing enterprise risk management, let 
alone write down the what, how, and why.

But in the current economic and regulatory environments, that 
risk management process must be more calculated … or at least 
better documented, especially when communicating with the 
National Association of Insurance Commissioners.

The United States’ 2010 results of the Financial Sector 
Assessment Program heightened the NAIC’s awareness of insurer 
ERM programs and processes. It was then that the International 
Monetary Fund’s FSAP report found the country as a whole to be 
deficient in the insurance core principle that requires insurers to 
submit risk and solvency assessments.

Recent regulations introduced in the United States now require 
insurance companies to document their ERM processes 
and demonstrate how those processes support executive 
teams in making risk-aware business decisions. Within their 
documentation, insurers must demonstrate sufficient financial 
resources on a current basis as well as a prospective basis.  
They must account for expected losses as well as those that  
are less likely but could have big impacts on the solvency of  
their organizations.

These new regulations look at the risks of the insurance holding 
company that come from operating insurance and non-insurance 
entities under a holding-company structure. Form F regulations 
require an Enterprise Risk Report to be filed annually for the 
insurance holding company, identifying the wider risks posed 
to the enterprise. And the Own Risk and Solvency Assessment 
regulations require a summary report to be filed for – at least 
– the insurance entities of a holding company, describing those 
entities’ ERM frameworks, exposure assessments, and group 
capital assessments – current and prospective.

While insurers are well aware of both reports, some issues 
persist. The most pressing ones being the interpretations of 
the requirements of each report, the differences between the 
reports, the amount of detail insurers must include when they 
complete their documentation, and the use of the reports by 
insurance regulators in the ongoing surveillance of insurers, 
according to Elisabetta Russo, ERM advisor for the NAIC.

The Path to ERM 
Regulation and Compliance
WITH THE FIRST WAVES OF OWN RISK AND SOLVENCY 
ASSESSMENT DOCUMENTS COMING IN, REGULATORY 
FEEDBACK IS MAKING FUTURE ORSA-WRITING SUCCESS 
MORE CLEAR. 

BUILDING BLOCKS 
 FOR GOOD ERM PROGRAMS

➜ RISK CULTURE 
 AND GOVERNANCE

➜ RISK IDENTIFICATION 
 AND PRIORITIZATION

➜ RISK APPETITE,  
 TOLERANCE, AND LIMITS

➜ RISK MANAGEMENT 
 AND CONTROL

➜ RISK REPORTING AND  
 COMMUNICATION
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ENTERPRISE RISK REPORT
OWN RISK AND SOLVENCY 

ASSESSMENT SUMMARY REPORT

W H O  F I L E S
Insurance Holding Company Systems
➜ The ultimate controlling person 

of the insurer

Insurance Companies, Insurance Groups,  
and Insurance Holding Company Systems
➜ Entities can choose whether to file at the group 

or affiliated-company level

W H O ’ S  E X E M P T
Not Applicable Insurers with annual direct written premiums 

of less than $500 million or insurance groups 
with direct written premiums of less than  
$1 billion

W H A T ’ S  F I L E D
Information about areas that could  
produce enterprise risk, including:
➜ Material developments regarding strategy, 

internal audit findings, compliance, or risk 
management affecting the insurance holding 
company system;

➜ Acquisition or disposal of insurance entities  
and reallocating of existing financial or 
insurance entities within the insurance holding 
company system;

➜ Developments in various investigations, 
regulatory activities, or litigation that may have 
a significant bearing or impact on the insurance 
holding company system;

➜ Business plan of the insurance holding company 
system and summarized strategies for the next 
12 months;

➜ Identification of material concerns of the 
insurance holding company system raised by 
the supervisory college, if any, in the last year;

➜ Identification of insurance holding company 
system capital resources and material 
distribution patterns;

➜ Identification of any negative movement  
or discussions with rating agencies that may 
have caused, or may cause, potential  
negative movement in the credit ratings; and

➜ Identification of any material activity or 
development of the insurance holding 
company system that, in the opinion of senior 
management, could adversely affect the 
insurance holding company system.

Information about certain key areas broken 
down into three sections, which are:
➜ Section 1: Description of the insurer’s  

risk management framework 
— this should be a high-level summary, 
articulated around the five building blocks

➜ Section 2: Insurer’s assessment of  
risk exposure
— this should be a high-level summary  
of the quantitative and/or qualitative 
assessments of risk exposure in normal  
and stressed environments for each key risk 
identified in Section 1

➜ Section 3: Group Assessment of  
Risk Capital and Prospective Solvency 
Assessment
— this should describe how the insurer 
combines the elements of risk management 
policy and risk exposure to determine the  
level of resources needed to manage risks  
on a current and prospective basis at the  
group level

The summary report should explain:
➜ The date/time period the information 

represents;
➜ The accounting basis used for  

the financial numbers;
➜ The legal entities included within  

the report; and
➜ A short summary of the material  

changes to the ORSA from the  
previous year.

DIFFERENCES 
BETWEEN THE 
ENTERPRISE 
RISK REPORT 
AND THE OWN 
RISK AND 
SOLVENCY 
ASSESSMENT

For property/casualty insurance companies with more than $500 million in direct written 
premium and insurance groups with more than $1 billion, if the Own Risk and Solvency 

Assessment isn’t already a requirement, it will be soon. More than 70 percent of states and 
U.S. territories have already adopted the ORSA, and the remaining 30 percent is expected to do 
the same by the end of next year. The assessment becomes a National Association of Insurance 
Commissioners’ accreditation standard for state insurance departments on January 1, 2018.

Insurance departments have already received a large portion of the more than 300 ORSA reports 
expected to be filed after full implementation in 2018, according to Elisabetta Russo, the NAIC’s 
ERM advisor. While insurance companies and regulators remain in acclimation and education 
mode, the ORSAs that have already been reviewed are providing insight for suggestions on what to 
file in future reports.

ORSAs will always have some subjectivity to them because no two companies or their risks are 
alike. However, regulators are beginning to form views on what good ORSAs should look like based 
on the information they have already received.

NAVIGATING 
THE OWN RISK 
AND SOLVENCY 
ASSESSMENT

What are the 
key risks 
and how 
are they 
limited?

How big 
were the  
key risks  

at the time 
of filing  

the report?

How much 
money do 

you need to 
have/have 
set aside if 
something 

unexpected 
happens?

Source: National Association of Insurance Commissioners
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SECTION 1: DESCRIBING THE RISK 
MANAGEMENT FRAMEWORK
➜ Risk Culture and Governance

Regulators are looking for clear evidence of risk culture 
across the organization and a culture that supports 
accountability when making decisions about risk. They 
want to see clearly defined lines of defense and know who 
is responsible for what when managing risks.

“Companies are describing the lines of 
defense, their structure well,” Russo says. 
“They need more details about the actual 
individuals and their responsibilities within 
each line of defense. Who should the regulator approach if 
they want to talk about a certain risk?

“The role of the board of directors in the overall risk 
management oversights and the role of internal audit in 
providing assurance over the risk management processes 
to the board of directors are very briefly touched on in the 
ORSAs that have been reviewed,” Russo continues.

➜ Risk Identification and Prioritization
Regulators are looking to see which risks companies consider 
their top risks and how they are prioritized. But they are 
looking for more than just a list. They want to understand the 
underlying process of how those risks were decided on.

“If we just say that the company’s key risks are A, 
B, C, and D, we do not know how these risks were 
selected to be the key ones, how they relate 
to the business strategy of the company, who 
in the company was involved in the process of 

identification, or how likely and impactful these 
risks are,” Russo says. “We want to make sure none of the 
corners of the empire are left unsurveilled. There is no 
correct ‘mathematical formula,’ but we want to understand 
how companies got their answers as to which risks they are 
most concerned about.”

➜ Risk Appetite, Tolerances, and Limits
Regulators are looking to see that companies know just how 
big their key risks are and that they understand what they can 
tolerate and how to limit those risks.

This is one of the aspects to the ORSA that 
proves most challenging for companies, 
according to Russo. “It is difficult to put a 
limit on some risks, especially those that 
are operational in nature,” she says.

Even though it isn’t an easy thing to do, Russo says regulators 
are looking for companies to at least try to explain how they 
limit their exposure to these risks. Regulators also want to see 
how companies set an overall risk appetite at the enterprise 
level in addition to the risk-specific individual limits and how 
they align with the business strategy.

➜ Risk Management and Controls
Regulators are looking to see what policies and procedures 
are in place to make sure the identified key risks and their 
limits are being controlled. They also want to 
know how they are being escalated to executive 
management and the board of directors.

Russo says companies should describe how their 
internal audit function checks the effectiveness 
of the controls as well. “Regulators want to be able to 
see that there has been testing done by the insurer,” she says. 
“And they want to see that there are written policies as to 
how each risk should be managed and by whom. The policies 
are the practical ways in which limits get operationalized.”

➜ Risk Reporting and Communication
Regulators are looking to see that the people named as the 
lines of defense in the Risk Culture and Governance portion 
of Section 1 are communicating with one another.

“The risk owners, the risk management and 
compliance functions, internal audit, the 
executive team, the board, they all get risk 
information,” Russo says. “But what do they 

get and how? How frequently do they get it? 
What do they do with this information?” Seeing a company’s 
risk dashboard that reports on the key risk indicators 
being monitored allows regulators to get a sense of what a 
company really is watching.

SECTION 2:  
ASSESSING RISK EXPOSURE
While Section 1 answers risk management 
framework questions, Section 2 answers regulators’ 
question regarding just how big those risks are currently as well 
as under stressed conditions … or at least lets regulators know 
that companies are aware of the scope of their key risks.

“Section 2 is still part of the overall ERM framework because 
it shows regulators a comparison to the limits in Section 1,” 
Russo says. “It lets regulators see how big a risk was at a certain 
date compared to the limit and, if the limit was breached, what 
decisions were made.”

ORSA is really a summary of enterprise risk management and 
capital management through the eyes of the insurer. It tells how they 
identify, manage, and control risk; how they measure those risks and 
how they assess how much capital they need over the duration of 
the business plan to set aside if an unexpected loss materializes.

—Elisabetta Russo, ERM advisor for the NAIC

The Path to ERM Regulation and Compliance
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SECTION 3:  
ASSESSING SOLVENCY
Regulators are looking at this section to 
see if a company has sufficient capital at the 
group level to absorb unexpected losses arising from the key 
risks today and for the duration of the business plan. 

Russo says, “all three sections of the ORSA are interconnected. 
Basically, regulators are looking to see how much risk capital a 
company estimates it needs at the group level based on their 
risk profile and risk appetite compared to the available capital 
and how they got to that estimate. Companies have freedom in 
terms of metrics to estimate the risk capital, but regulators want 
to know why a company decided on those metrics, how they 
calculated them, and that someone has validated the numbers.”

REPORTING SUCCESS  
FOR ENTERPRISE RISK

This past May, the NAIC’s Group Solvency Issues (E) Working 
Group surveyed state insurance departments about the 

effectiveness of the Enterprise Risk Report – known as Form F.

Based on the departments’ responses, insurance entities filing a 
Form F should:

➜ Make sure to identify enterprise risks – 
because all companies have them;

➜ Include non-insurance enterprise risks if 
they exist;

➜ Use the form as a communication tool between them and 
their regulator, not just a compliance requirement;

➜ Provide company-specific risks, not just generic risks, that 
could impact any insurance entity. Or if a generic risk is used, 
it should drill down to provide company-specific details.

More than 40 percent of the responding 
departments indicated that the Form F’s definition 
of enterprise risk management was not clear 
enough for filers to report all risks, especially 
those that are non-insurance related. Some 

insurance departments suggested that:

➜ The NAIC modify the language of the definition to ensure that 
it is more inclusive for all risks, especially for those that are 
non-insurance risks; and

➜ The definition and its supporting guidance be “enhanced to 
describe more significant prospective risks and anticipated 
developments that should be reported, particularly for non-
insurance exposures.”

While insurance department respondents said that most, if 
not all, areas of Form F are valuable based on completion and 
interpretation, there were some pieces of information found 
to be more beneficial than others. The most valuable pieces of 
information mentioned include:
➜ Strategy, internal audit findings, compliance, or 

risk management that impact the insurance 
holding company system;

➜ Business plans and summarized strategies for 
the entire insurance holding company system;

➜ Investigations, regulatory activities, or litigation that  
could have substantial effects on the insurance holding 
company system;

➜ Capital resources and material distribution patterns; and
➜ Material activities or developments that could adversely affect 

the insurance holding company system.

Several departments also suggested the development of a 
comprehensive instruction manual with sample responses to 
help insurance entities file the best and most effective Enterprise 
Risk Reports.  IN

Source: National Association of Insurance Commissioners

TOP PRIORITIES FOR THE NAIC AS  
ORSA REACHES FULL IMPLEMENTATION

#1 Consistency to make sure all state departments 
of insurance are on the same page on terms of what to look for in 
ORSA reports, how to internally document their reviews, and how 
to integrate the ORSA findings into the ongoing risk surveillance of 
the company.

#2 Feedback to make sure insurers that have already 
filed ORSAs receive feedback so they can adjust going forward.
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Troops marching across the desert, gear on, weapons in hand, 
heading into battle. Soldiers rushing into buildings taking cover 
from enemy fire. Humvees carrying supplies of all kinds to the 
front lines, unloading and heading back for more. Planes taking 
off from carriers in the pitch black night from the middle of 
the ocean, coordinates set for their current mission. Military 
personnel sitting in red backlit submarines tracking enemy  
ships on their bright green radars. Bombed-out buildings in 
foreign lands that look nothing close to the comforts of United 
States soil.

The closest most Americans ever get to these scenes of war are 
what they see in movies and on the news or what they hear 
from people who have served. But for millions of American 
soldiers, these sights play before their eyes while deployed for 
weeks, months, years. Once they fulfill their military duties, 
veterans return to a civilian life that in some circumstances 
could seem simple by comparison.

Unfortunately, for many returning servicemen and women, 
finding employment in the civilian world is anything 
but easy. Like overall unemployment rates, veteran 
unemployment rates have gotten better; still, nearly  
6 percent of former military men and women don’t have 
jobs, according to the Bureau of Labor Statistics.

For disabled veterans, who make up 20 percent of the total 
number of former military members, the statics aren’t 
reassuring either. The unemployment rate for those with 
service-connected disabilities is hovering at 5.4 percent. The 
BLS reports that 4 percent of vets with disability ratings of 30 
percent or lower don’t have jobs while 9.6 percent of those with 
60 percent or higher disability ratings are without work.

There is, however, an increasing effort to decrease the veteran 
unemployment rate. One of the ways organizations are doing 
this is by touting the benefits of hiring people who have served 
their country. The advantages, according to a Military.com 
article, include accelerated learning curves, good leadership 
and teamwork skills, diversity and inclusion, performance 
under pressure, triumph over adversity, integrity, respect for 

procedures and health and safety standards, 
technology and globalization, and service.

Each of these attributes seems to align well  
with the insurance industry, especially with  
the mutual sector; and the industry is indeed 
getting involved.

In 2011, two long-time insurance industry 
business associates created Disabled 
Veterans Insurance Careers. This nonprofit 
organization recognizes the disabled veterans’ 
employment struggle and tries to assist them 
in finding steady careers by connecting them with 
interested insurance carriers  
and agents.

DVIC trains military veterans in the inner workings of the sales 
and services sides of the insurance industry. Once trainees 
complete the program’s curriculum, DVIC helps them obtain 
the necessary insurance licenses and works to place them with 
insurance carriers’ and agencies’ offices.

“A lot of companies, particularly larger ones, have had great 
success in hiring and training veterans,” Tom Dials, a member 
of DVIC’s operating board, says. “They often have internal 
programs. So the idea behind DVIC wasn’t so much for the larger 
companies, but rather for agencies and smaller companies.

“Not all veterans are located in the areas where the larger 
companies are,” Dials continues. “They are in the ‘flyover’  
areas of the country, and they, too, are looking for jobs when 
they get home.”

Dials’s involvement with DVIC makes sense. He served 25 years 
in the United States Army, retiring as a colonel. He then spent 
17 years with Armed Forces Insurance, a tenure that began as 
director of market research and culminated as chairman of the 
board. It is also logical that AFI partnered with DVIC, considering 
that AFI insures active military members, veterans, and  
their families.

Return Service
VETERANS OFTEN HAVE A DIFFICULT TIME 
FINDING WORK WHEN THEIR MILITARY  
CAREERS END. THE INSURANCE INDUSTRY  
IS WORKING TO EASE THAT STRUGGLE.

L I N D SAY  RO B I S O N
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In fact, one of the insurer’s newer employees thought she 
would be part of that military veteran unemployment statistic 
before she found DVIC and, subsequently, AFI. Teri Tolefree 
entered the National Guard soon after high school. Like most 
teenagers, she wasn’t sure what she wanted to be. But she 
knew she wanted stability, to help people, and, as she says, “to 
make something of myself.” The National Guard seemed to be a 
good place for her to find all three because, at the time – 1988, 
the guard’s most likely responsibilities were to help in times of 
disaster stateside.

“I had no idea we would end up in the middle of a war  
being part of the National Guard,” Tolefree, says, “but that’s 
what happened.”

She spent a year in Iraq as part of Desert Storm, driving trucks 
of supplies, even bombs, to the front lines. When she returned 
home, she took some college courses, worked with some 
different attorneys’ offices doing clerical duties, and had a 
son and a daughter. While she thought she was “jumping into 
mommy mode,” doing what she needed to provide for herself 
and her children, she says her family kept mentioning that they 
noticed something different about her.

Tolefree says it wasn’t until she became a 911 dispatcher in 2005 
that she realized the changes in herself. The trauma calls, she 
says, affected her emotions so much that she believed working 
there was no longer an option. She feared she wouldn’t be 
able to work at all. But while meeting with personnel at a local 
Veteran’s Affairs clinic and workforce center, DVIC became part 
of the conversation. After talking with DVIC’s president and 
CEO, Gary Bryant, she enrolled in one of the two DVIC “classes” 
sponsored by AFI.

Tolefree never imagined she would one day be working in the 
insurance industry. But she says she loves her job in the AFI 
claims department, which she has had since April 2016, because 
she is still helping people. She currently takes first-notice-of-loss 
calls and hopes to one day work her way to a claims 
adjuster role.

Pearl Interactive Network is another organization 
with abundant enthusiasm when it comes to 
helping disabled veterans find employment. Merry 
Korn, the organization’s CEO, says she sees just as 
much excitement coming from the insurance 
industry in its efforts to hire veterans. Pearl 
Interactive Network’s main partnerships 
are with the federal government and 
the insurance industry. Korn enjoys 
working with the insurance industry 
because of its service-oriented nature 
and commitment to corporate social 
responsibility, which align well with 
military values of service. She also 
appreciates the amount of training 
available, the transferability of 
skills, and the possibility of remote 
work, especially for those veterans 
who have more severe disabilities.

Korn describes one of her first disabled veteran clients as a 
perfect example. This particular Vietnam veteran had been 
wheelchair bound and unemployed for nearly 30 years. Leaving 
home every day to go to an office was difficult for him, so Pearl 
Interactive Network helped set him up with a home office and 
voice recognition software that allowed him to work remotely 
for an insurance company’s customer service department.

“I started the company in August 2004, and the day after 
Christmas that year, I received a handwritten letter from this 
man’s wife,” Korn recalls. “It said, ‘You need to know what you 
have done for my husband. We would come home to tell him 
about our days and he would have nothing to say. Then you 
employed him …. He thought he had the greatest job in the 
world.’”

It’s not just disabled veterans that the insurance industry is 
helping employ. The Ohio Insurance Institute targets veterans 
as one of its three focal groups for its Insuring Ohio Futures 
program. The program helps those interested in insurance 
careers find educational opportunities while also helping them 
translate their military experiences into civilian workforce 
language. Pearl Interactive Network helps non-disabled 
veterans, military spouses, and people with disabilities find jobs 
as well. DVIC is expanding its reach, too, by partnering with 
the National Alliance for Insurance Education and Research’s 
and Florida State University’s Careers for Life program. The 
programs officially joined at the end of September to “focus 
on the recruitment, hiring, and training of our transitioning 
servicemen and women, veterans, and their family members for 
lifelong careers in the risk and insurance communities.”

Insurance companies, AFI included, are working hard to 
actively recruit veterans, disabled or not. “We employ 
quite a few military spouses and people who have children 
serving in the military,” Kurt Seelbach, AFI’s president and 
CEO, says, “but not a lot of people who have served.”

Seelbach says AFI’s decision makers are talking about the 
possibility of hiring someone who can specifically recruit 

veterans. The company has also begun to reach 
out to local colleges, expressing its desire 

to help veterans in their employment. 
“We’re saying, ‘If you have students 
who are graduating and are veterans, 
they have real appeal to us,’” Seelbach 

comments. “We’re trying to do a lot 
of this grassroots, but as young people 

finish their military service and go to college, 
we’d like to have a pipeline to them.

“We think there is good talent coming out of the 
military,” he continues. “They are good individuals, 
disciplined, goal oriented, respectful. We think they 
are just a good class of people to employ.”  IN

Employers can announce their recognition of 
and compliance with the Uniformed Services 
Employment and Reemployment Rights Act 
by signing a ESGR Statement of Support. That 
statement can be found at ESGR.mil.
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Dual Duty
WHEN EMPLOYEES ALSO SERVE THEIR COUNTRY 
AS PART OF THE NATIONAL GUARD OR RESERVES, 
COMMUNICATION AND UNDERSTANDING ARE CRITICAL.

A little more than a decade ago,  
Tod Carmony, president and CEO of 
Wayne Mutual Insurance Company, 
experienced a busy stretch of time, that 
when all was said and done, lasted about 
three years. While part of it included 
disaster recovery, it had nothing to do with 
his company’s policyholders.

It had everything to do with his assignment 
as a then-brigadier general in the 
National Guard. After leading a brigade 
of guardsmen and women, reservists, 
and active duty forces on a six-month 
mission through Kosovo, the Balkans, and 
Yugoslavia, Carmony 
turned around a few 
months later to help 
with the relief efforts 
in Hurricane-Katrina-
ravaged Louisiana  
and Mississippi.

“I was in and out of 
the office for about 
two years as far as 
training for those 
missions and about a 
year for the mission 
itself,” Carmony 
recalls. “I turned over 
just about everything 
to one of the vice 
presidents and left.

“The board was very 
supportive of me, but it took a leap of faith 
on their part to say, ‘Okay, well, we’ll see 
you around,” he continues, chuckling.

In accordance with the Uniformed Services 
Employment and Reemployment Rights 
Act, employers are required to grant leaves 
of absence to satisfy employees’ military 

obligations. They must also reemploy those 
guardsmen and women and reservists 
within a reasonable time frame upon 
completion of a military assignment and 
treat them as if they never left when it 
comes to raises, promotion, and time off.

Carmony believes he had an easy time 
balancing his military and professional 
duties because the man who hired him 
and the Wayne Mutual board of directors 
had military experience themselves. “Now, 
it is very different. Vets and reservists are 
often looked at as oddities,” he says. “The 
majority of people have not served in the 

military. The people 
hiring them have not 
served either. And if 
the only thing people 
know about vets is 
what they read in the 
media, people might 
be concerned.”

While Carmony’s 
own experience 
serving in dual 
roles was smooth, 
he knows it wasn’t 
as easy for some 
of the soldiers he 
oversaw. He says 
some supervisors 
are better than 
others about giving 
their employees the 

required time off. But he also says some 
of his soldiers were better than others at 
giving their employers ample notice of their 
leaves.

“Communication is a big part of making 
sure there aren’t any problems,” Carmony 
says.

Communication can be aided and 
misunderstandings can be settled 
with some outside help, though. The 
Department of Defense established 
the Employer Support of the Guard 
and Reserve in 1972 to “promote 
cooperation and understanding 
between Reserve Component Service 
members and their civilian employers 
and to assist in the resolution of 
conflicts arising from an employee’s 
military commitment.”

Tom Bullock, chief of employer 
outreach for ESGR, says the 
organization does see conflicts arise, 
but he emphasizes that is most often 
the result of misunderstanding of 
the USERRA laws rather than malice. 
“Our job is to take away anxiety of 
hiring guardsmen and women and 
reservists,” he says. “How we do that 
is through education of the laws and 
giving employers the knowledge 
that there is an organization like 
ESGR here to answer any question 
employers may have. We can help 
with any type of transition.

 “We encourage employers to not 
have anxiety to hire those in the 
National Guard and Reserves because 
of all of the strengths, talents, and 
values they bring,” Bullock continues. 
“And, as importantly, we let them 
know they can get answers to  
any questions.”  IN

L I N D SAY  RO B I S O N

NAMIC received an award from 
the ESGR in July for its support 
of association staff member 
and reservist Dan Oliver.

Employers can announce 
their recognition of 

and compliance with 
the Uniformed Services 

Employment and 
Reemployment Rights 
Act by signing a ESGR 
Statement of Support. 
That statement can be 

found at ESGR.mil.
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Questioning the Timeclock
THE DEPARTMENT OF LABOR’S NEW OVERTIME RULE 
HAS EMPLOYERS AND EMPLOYEES WONDERING ABOUT 
THE CULTURE OF THEIR COMPANIES.

TERNAL AFFAIRS 

December 1, 2016, was to mark the official 
implementation of the Department of 
Labor’s new Fair Labor Standards Act 
Overtime Rule, which would raise the 
exempt-employee salary threshold that 
was set in 2004 – and not by just a little bit. 
The rule’s threshold more than doubles 
the salary cutoff, from $23,660 to $47,476; 
meaning salaried employees making less 
than the latter number will now be paid 
overtime if they work more than 40 hours 
a week.

However, two high-profile lawsuits – one 
by a group of states and another by more 
than 50 business groups – plus a vote by 
the United States House of Representatives 
in late September to delay the rule could 
alter that schedule. Whatever the timeline, 
employers are encouraged to prepare for 
implementation. Still, questions remain as 
to the rule’s ultimate effects.

What is the  
definition of ‘work’?
Defining work seems easy. The dictionary 
says it’s “a job or activity you do regularly, 
especially in order to earn money.”

 “I think there is a very broad definition of 
what work is, which is anything having to 
do with entering into action to the benefit 
of your employer,” says Nancy Hammer, 
senior government affairs policy counsel in 

the government affairs department for the 
Society for Human Resource Management. 
“But for the purposes of compliance, 
there may one day be blanket rules on the 
definition of work.”

But are activities such as checking 
company email outside the 
office or waking up in the 
middle of the night with 
an “A-ha” idea that just 
needs to be written 
down considered work? 
What about trainings 
and certifications that 
ultimately benefit 
employers because they 
help employees do their jobs?

Education and certifications completed 
outside the office might be considered 
work, if, according to Hammer, employers 
are paying for the fees. Hammer says one 
of SHRM’s members curtailed its policy 
of letting employees take home laptop 
computers to complete certification 
training. “All of these things are going to 
need to be looked at as to whether they  
are classified as work,” she says.

How should employees  
document their time?
Companies might not be rushing out to 
buy timeclocks and punch cards for their 

employees. Nor are they hurrying to 
purchase time-tracking software, but 
working hours are going to need to 
be documented somehow.

“The government isn’t going to 
have specific ways as to how 
companies must track hours, but 
there needs to be an audit trail,” 
says Julie Gackenbach, a principal for 
lobbying firm Confrere Strategies, 
who presented on the topic during 
a NAMIC-hosted webinar earlier 
this year. “Companies are going to 
need to think about what they are 
comfortable with and what works for 
their workplace culture.”

L I N D SAY  RO B I S O N

4.2
APPROXIMATELY  

MILLION 
currently exempt workers will be eligible for 
overtime pay based on current Department of 
Labor FLSA Overtime Rule language
Source: Society for Human Resource Management
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Gackenbach suggests evaluating the 
number of employees being affected 
by the rule. “If it affects only two or 
three people, do you single them out to 
document their time?” she asks. “Or do 
you have everyone do it?” Again, she says 
it depends on company culture.

What is the impact on  
work-life balance,  
workplace flexibility,  
and telecommuting?
The impact on work-
life balance could be 
argued either way. The 
rule will keep people 
who make less than the 
threshold salary from 
working more than 40 
hours in a work week – 
unless employers pay 
them overtime – which 
would seemingly give 
people more time to 
spend on life.

But in a white-collar 
working environment 
that is increasingly 
looking for flexible work 
hours and places, the 
rule might be cause 
for concern for some 
organizations. “The 
DOL says this will  
not affect flexibility,” 
says Hammer. “However,  
people have to track their time by legal 
requirement, so there has to be some 
sort of tracking system, which, I think,  
by necessity lessens flexibility.”

Barton Mutual Insurance Company  
has offered flextime since the 1980s  
and, according to Sally Fast, the 
company’s president, people are 

concerned about how the rule will  
impact the work environment to which 
they are accustomed.

Fast says employees have asked what 
happens if they forget to record their 
time or how to document time if they 
take a few minutes to do something 
outside of their job duties. Then there 
is the issue of family activities and 
community involvement. “We encourage 
those activities,” says Fast, “but how are 
we going to make them work?

“Employees have 
known they are 
shooting for [a certain 
number of] hours a 
week and timeclocks 
helped them know 
where they were, 
especially if they 
needed to leave early 
for an appointment or 
event,” Fast continues. 
“But now the 
timeclock is different. 
I don’t want our 
employees to always 
have to be watching 
the clock.”

And with telework, 
Gackenbach says it 
may come down to 
companies requiring 
their employees 

to work only during traditional work 
hours. “On the one hand, we encourage 
[telecommuting],” she says. “but, on  
the other hand, it makes tracking harder 
to control.

“You want to make sure you’re paying 
people for their correct number of 
hours,” she continues. “You want to 
pay people for overtime, but you don’t 

want to inappropriately pay people for 
overtime work they are not really doing.”

To reclassify or  
not to reclassify?  
How do you  
communicate that change?
Employers with salaried employees 
receiving less than the new threshold 
have been faced with the decision to 
either raise those employees’ wages to 
meet that $47,476-a-year requirement or 
to reclassify them to non-exempt status. 
Reclassification can provide companies 
a true-to-life look at just how much time 
their employees are spending on tasks 
and what employees should be getting 
paid. It also has the potential of extra 
money in the bank for employees who 
have been working more than 40 hours 
a week.

However, employers run the risk of 
employees viewing reclassification as a 
demotion or an unwelcomed opportunity 
to be micromanaged. Builders Mutual 
Insurance Company recognizes both 
sides, according to Michele Hemric, 
assistant vice president of human 
resources. The company started its 
compliance to the rule in September 
in order to acclimate employees to the 
change prior to concrete implementation. 
The company held meetings with all 
levels of the organization to explain the 
rule and what changes would take place.

“We were waiting during those first 
couple of weeks for employees to realize 
that when they worked more than their 
thirty-seven and a half hours, they would 
see that directly in their checks,” Hemric 
says. “So, for some people, filling out a 
timecard isn’t a bad thing. It’s another 
way that they will be recognized for the 
efforts they are putting into their roles.”

The rule will boost overtime 
threshold salaries from 

$23,660 $47,476TO
Source: Society for Human Resource Management

“ When you tell 
someone who has 
always been exempt 
that they no longer 
are and they will 
need to track their 
hours, it is a culture 
shift for a lot of 
people. There is 
going to have to be 
good communication 
between employers 
and employees.”
Julie Gackenbach,  
principal for 
Confrere Strategies

TERNAL AFFAIRS 
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But the company 
also recognized 
the sensitivities of 
employees thinking that 
reclassification to hourly pay 
seems like a demotion and an 
avenue toward micromanagement. 
Hemric says Builders Mutual addressed 
those issues right away, explaining how 
it is a federal law that must be complied 
with and that millions of people across 
the country would also be experiencing 
the shift.

Employees expressed concerns about 
whether the changes would impact them 
when they come into the office during 
non-work hours or what to do if they  
find themselves helping a customer  
for longer than their allotted work hours.

“We told them that we have always been 
a very customer-focused organization,” 
Hemric says. “Taking extra time to 
wrap up a call or finish a task is okay. 
We also went 
over the myth 
of people being 
micromanaged 
when they are 
paid hourly.

“We trust that 
we hired the 
right people and 
that they have 
always been the 
right people,” 
she continues. 
“We believe our employees will be able 
to continue to serve customers like they 
always have. So we made it a ‘live-your-
day-like-normal’ commitment. We will 
come back together later to see what 
might need to change.”

What happens in 
disaster situations?

With insurance being the 
kind of business it is 
and Mother Nature and 
accidents not waiting for 

working hours, a big point 
of concern has been what 

can  be done within the rule 
when disasters happen.

“Inside adjusters are going to be 
exempt,” says Gackenbach, “so it’s the 

back-office support that will be working 
a lot of additional hours to process the 
claims. It’s not like they can tell someone, 
‘You know, I have worked too many hours 
this week, I’ll get to your claim next week.’ 
That cannot happen.”

At Builders Mutual, the same goes for 
disaster situations as all other times. “If 
employees are supporting customers and 
representing Builders Mutual, we will pay 
them for it. It’s that simple,” Hemric says.

 Questions and 
concerns about 
this issue won’t go 
away anytime soon, 
though, especially 
if the efforts to 
challenge the rule 
do not succeed. The 
rule as originally 
written will require 
companies to revisit 
these questions 

in 2020 when the DOL plans to update 
the salary threshold to keep in line with 
inflation. The 2016 rule’s original salary 
threshold proposal broke $50,000, so 
SHRM’s Hammer says it is difficult to 
project what the new dollar amount  
will be.

“I think it is going to be difficult for 
employers to completely prepare for 
what is three years out. They just  
need to stay aware that it is coming,” 
Hammer says.

She also warns of salary compression. If 
companies work to maintain people in 
exempt status, they could run into the 
problem that supervisors are not making 
much more than the employees they 
manage, which could cause more issues.

“Companies really need to communicate 
this rule and have strategies about how 
they are going to continue to address 
it,” Hammer concludes. “Highly paid 
professionals don’t mind tracking time, 
but that diminishes as salaries go down 
and people see it as more of a burden 
than a benefit.”  IN

Source: Society for Human Resource Management

$51,000 
in 2020

The salary threshold is to

INCREASE EVERY 
THREE YEARS –
expected to be more than

“	Make	sure	to	review	your	employee	benefit	packages,	
just to make sure any changes don’t have unintended 
effects	on	pensions	plans	or	other	benefits.”
Julie Gackenbach,  
principal for Confrere Strategies

“ There is going to be a 
need to take a look at 
policies and practices. 
Are people in the habit 
of doing things that 
they will now need to 
change? Those policy 
and practices changes 
are going to have the  
biggest impacts.”
Nancy Hammer,  
senior government affairs policy 
counsel for the Society for  
Human Resource Management
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NOT IF, BUT HOW
Products and services provided by Munich Reinsurance America, Inc. (Princeton, NJ) or  
Hartford Steam Boiler Inspection and Insurance Company (Hartford, Conn.) 

From the Internet of Things to flood, we’re at the forefront of innovating solutions for emerging and traditional 
risks, including white-label insurance products. Partner with Munich Re, US and Hartford Steam Boiler to manage 
disruptions within the marketplace and stay connected to the expertise and data-driven knowledge that’s innovating 
the digitalization of these products and services. Give yourself the competitive edge to grow your business.
 
Get connected and accelerate your success. Learn more at www.munichre.us.

Make the Innovation Connection.
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The PIPESline
NAMIC’S INVESTMENT BENCHMARKING PRODUCTS 
HELP MEMBERS UNDERSTAND THE CURRENT 
INVESTMENT ENVIRONMENT AND THEIR PLACES IN IT.

Commercial lines and personal lines, large and small, urban 
and rural, and places in between, the NAMIC membership is as 
diverse as the policyholders it serves. Despite those differences, 
NAMIC member companies still have a lot in common, including 
issues and tactics within the investment landscape.

“The consistency of member investment practices affords 
a tremendous opportunity for NAMIC members to share 
best practices and explore prospects for coordination and 
potential economies of scale,” Tom Karol, NAMIC’s investment 
management practices leader, says. “The remarkable continuity 
and commonality of mutual property/casualty companies’ 
investment portfolios and practices are ripe for economies of 
scale in execution and other investment services.”

To help members leverage those commonalities and ultimately 
boost their investment portfolio returns, NAMIC developed the 
Property/Casualty Investment Performance 
Evaluation Standards Report. The analysis 
includes comparative data on investment 
portfolio assets and composition; overall 
investment portfolio performance as well 
as performance by asset class; fixed-income 
investment asset composition, quality, and 
maturity; overall investment expenses as 
well as expenses by asset class; and portfolio 
turnover rates.

Paul Stueven, chief operating officer and 
treasurer for Fairmont Farmers Mutual 
Insurance Company, knows all too well that 
a soft market cycle puts more pressure on 
investment returns, which, unfortunately, 
are not as good as they once were. While 
Fairmont Farmers Mutual has always taken 
a conservative approach to its investment 
process, Stueven became an early adopter of the PIPES Report to 
ensure the company’s approach was serving them well.

“We found we have less risk to our portfolio by having 
diversification than what we had with strictly municipal bonds 
and CDs,” he says. “So we’re broadening our investment 
portfolio. [Looking at subsequent PIPES Reports], we’re doing 
better on our returns.”

For companies looking for an even deeper analysis, NAMIC 
offers the customizable PIPES+ Report. It allows companies to 
benchmark themselves against others of their choosing.

As a Chapter 380 mutual insurance company under Missouri 
statute, CFM Insurance experiences strict requirements 
surrounding its investment portfolio. At least half of a Missouri 
farm mutual insurance company’s investments must be placed 
within the state’s bond market. “That puts us in between a rock 
and a hard place,” says CFM Insurance’s president, Jake Black, 
“because Missouri has a limited bond market. We also have to 
be very picky about the bonds we buy outside the state. We want 
to make sure they are the best-performing bonds we can get, 
considering the limited amount we can invest in.

“If I am getting a hundred and sixty-five thousand dollars in 
investment income and another company is getting a hundred 
and five thousand in another restrictive state, then I know we’re 
doing okay,” Black continues. “But if I see a company of a similar 
size is getting three hundred thousand in returns, I want to know 

what the heck they are doing.”

Results from the PIPES+ Report prompted Black 
to call a fellow NAMIC member outside his home 
state to discuss the performance of its state’s 
bonds. “We were, therefore, able to pick up some 
great bonds elsewhere that are giving us some 
very nice returns,” Black says. “That was all as a 
result of this report.”

Another company that took advantage of PIPES+, 
Pennsylvania Lumbermens Mutual Insurance 
Company, has always had a good idea as to 
where it is an outlier in its investment portfolio 
allocation. Yet, the company’s investment 
decision makers were curious if PIPES+ would 
show them something they didn’t realize.

They didn’t find any surprises, “which, in a way, 
is comforting,” Don Blackwell, the company’s 

senior vice president of investments, says. “We had not been 
misleading ourselves over the years.”

PLM did not make any big investment portfolio moves as a result 
of its PIPES+ Report results because, according to Blackwell, the 
company was pleased with what was reported.

“Just because you don’t have to make significant change doesn’t 
mean an exercise isn’t worthwhile,” he says. “When you go into a 
benchmarking situation, you hope you fare well. We fared well. 
We were seeking answers to questions, not a particular course  
of action.”  IN

PRODUCT SPOTLIGHT

For answers to your questions 
about the PIPES Reports and 
investment management in 
general, visit the Investment 

Management Resource Center 
at NAMIC.org.
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The Total  
Payment Solution

You’re missing money.
It costs money to make money, but it shouldn’t cost you 
money to issue claim payments. VPay eliminates your 
cost of issuing claim checks, including the labor, bank 
fees, postage costs, tracking and reissues. Then we pay 
you to process your claim payments. It’s faster, more 
secure, gets rid of costs and provides a financial return. 
With VPay, big rewards show up in small places.

  For more insight on claims payment processing, visit vpayusa.com/auto 
and read our white paper about auto insurance payment solutions.
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Enduring Legacy
In the reinsurance industry, a strong foundation is essential when the 

unexpected strikes. At Holborn, we attribute our success to loyal 

employees, strong analytics, and the trust of our clients, many of which 

have been with us for decades. While we are constantly evolving, 

Holborn’s emphasis on growing trust-based client relationships 

remains the same. That’s why after almost 100 years of seeing our

business partners through hurricanes, tornadoes, and complex

liability claims, we stand strong.

holborn.com

Reinvesting to Build an

Nurturing

Investment Management: 
Roles, Risk, and Reward
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Nurturing
G R O W T H

Investment Management: 
Roles, Risk, and Reward

Investing, as a rule, is difficult, and the prevailing 
negative-investment-return climate only makes 
it more challenging. However, common themes 

within investing exist, and mutual property/casualty 
insurance companies may want to keep them in mind 

as they make investment decisions.

Investment Management          Special Section
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Investment 
Know-How
INVESTMENT MANAGEMENT IS A TOUGH PART OF 

ANY BUSINESS, BUT SIMILARITIES WITHIN THE 

INSURANCE INDUSTRY’S INVESTMENT PRACTICES 

MIGHT MAKE IT SEEM LESS DAUNTING.

TO M  K A RO L

It is well recognized that the scale of investments in an insurance 
company’s balance sheet and the impact of investment results on 
its profitability are more important than ever. The management 
of these investments is a key function in an insurance company 
that can create significant value for the company’s policyholders.
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Dismal Investment Returns,  
No Relief in Sight
The most obvious and crippling fact when it comes to investing 
is that property/casualty insurance companies are dealing with 
declining investment returns that will continue to be dismal. 
Interest rates on fixed-income investments – the primary 
investments for most property/casualty insurance companies – 
have been kept low by the Federal Reserve. All indications going 
forward are that increases in those rates will be nominal and 
incremental, if there will be any at all.

Underwriting-led asset growth coupled with allocation-driven 
returns, declining yield structure, and lower returns on equity 
have resulted in a steady annual decline on 
investment returns for property/casualty 
companies’ investment portfolios. United 
States property/casualty insurers’ quarterly 
investment income dropped to the lowest 
since 2004 – totaling $10.9 billion in the first 
quarter compared to $11.7 billion last year. 
The annualized yield on the industry’s portfolio 
fell from 3.1 percent to 2.9 percent, which 
compares to an average of 3.8 percent during 
the past decade. There were peaks of more 
than 8 percent in 1984 and 1985.

NAMIC’s Property/Casualty Investment 
Performance Evaluations Standards (PIPES) 
Report’s research and analysis found that the 
net yield on investment assets for all sizes of 
property/casualty insurance companies has 
declined each of the last five years.

Increased Importance  
of Expense Control
Investment costs and fees may appear small; they may even be 
out of sight. But, over time, they can have major impacts on any 
investment portfolio.

Property/casualty companies that use investment advisers to 
manage their portfolios understand that advisers will charge 
annual fees based on the value of a portfolio. Nevertheless, too 
few insurers appreciate the underlying investment expenses that 
may also be passed along to them.

Many insurance companies are able to negotiate down that fee 
to as low as a few basis points. But far fewer insurers are fully 
aware of the other expenses in portfolio management. These 
costs are often passed to portfolios in the form of fees deducted 
from the fund’s assets.

While most investors understand commissions charged on stock 
purchases, there are those who don’t know about the markups 
charged on fixed-income securities, and they have little idea 
about how to find and gauge these expenses. These less-obvious 
costs and expenses can wipe out the little gains that can be 
found, particularly in this low-return environment.

Hard-Hit  
Smaller Companies
While investment prospects are fairly grim industrywide, 
research and analysis done for NAMIC’s PIPES Report have 
shown that smaller property/casualty companies, particularly 
those with less than $150 million in investment assets, are 

getting significantly less return on investment 
assets. They are also being charged more 
in fees and expenses for fewer investment 
services and less advice. 

Smaller and midsize insurers do not 
independently have the economies of scale 
to obtain the best investments with the 
best execution. PIPES data shows that these 
smaller companies are getting less than half 
the investment yield realized by property/
casualty companies with more than $1 billion 
in investment assets. Yet, the big companies 
are paying far lower percentages of their 
investment assets in fees and expenses.

Property/Casualty 
Continuity
Although NAMIC members vary widely in size 
and lines of business, research has shown that 

their investment portfolios are remarkably similar. In terms of 
asset allocation, quality, maturity, and turnover, NAMIC member 
companies – and the property/casualty industry as a whole – are 
not only similar but consistent throughout the last decade. While 
some have said that this consistency may illustrate an inability to 
adapt to a changing investment environment, it is important to 
remember that insurance regulators and rating agencies greatly 
value continuity and they question those that operate outside 
the herd. 

Could this investment continuity be advantageous for NAMIC 
members? It seems logical that efficiencies and economies of 
scale may be feasible. NAMIC’s investment services has been 
exploring the potential operational and financial advantages  
of such mutual asset management and will work with interested 
NAMIC members to explore these opportunities in more depth.  IN
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Consider what Berkshire Hathaway CEO Warren Buffet has 
repeated in his last several annual letters:

This collect-now, pay-later model leaves 
[property/casualty] companies holding 
large sums – money we call ‘float’ – that 
will eventually go to others. Meanwhile, 
insurers get to invest this float for their 
own benefit. Though individual policies 
and claims come and go, the amount of 
float an insurer holds usually remains 
fairly stable in relation to premium 
volume. Consequently, as our business 
grows, so does our float. And how we have 
grown. We enjoy the use of free money – 
and, better yet, get paid for holding it.

Clearly, investment management is a key aspect of the success 
of property/casualty insurance companies, and one that carries 
a heavy amount of responsibility. In general, the investment 
management functions at property/casualty companies are 
shared by the board of directors and company management, 
with each having its own important yet distinct set of duties.

Investment Responsibilities of  
the Board’s Investment Committee
In most cases, the relevant state insurance regulations will 
specify the investment responsibilities of the board of 

directors and its investment committee. These regulations and 
the judicial decisions interpreting these requirements vary from 
state to state. For those specific investment responsibilities, 
board members should obtain and maintain expert regulatory 
guidance on those specific state requirements as they evolve.

The bottom line, however, is that the board of directors is 
ultimately responsible for everything the property/casualty 
insurance company does, including its investments. Most boards 
choose to delegate investment responsibilities to an investment 
committee, but, even then, the board retains all fiduciary 
responsibility for investment oversight.

A primary responsibility of the directors serving on the 
investment committee is the fiduciary duty of due care. 
Under state law, a director owes a duty to 
exercise good business judgment and to use 
ordinary care and prudence in the operation 
of the business. Directors must discharge their 
actions in good faith and in the best interest of the 
company, exercising the care an ordinary person 
would use under similar circumstances. An 
investment committee should, therefore, 
include directors with experience and 
understanding of investments. 

THERE ARE IMPORTANT YET DISTINCT ROLES THE MANAGEMENT  

TEAM AND THE BOARD OF DIRECTORS PLAY WHEN IT COMES TO  

A COMPANY’S INVESTMENTS.

TO M  K A RO L

Management v. the Board

“

”

Rather than be distracted by tactical investment decisions, the proper role of 
the investment committee is to perform strategic consideration of investment 
probabilities and outcomes and then oversee the effectiveness of investment 
decisions made to implement that strategy. Investment committee 
preparations and meetings should be focused on reviewing the portfolio  
in the context of its investment policies.

36 IN Magazine   Winter 2016

NAMIC_INsurance Winter Issue.indd   36 11/14/16   2:07 PM



In the alternative, the committee should be comprised of 
directors who work with outside investment experts who enable 
them to provide a reasonable level of investment oversight to 
the company.

Directors must keep in mind that the role of the 
investment committee is to govern, not manage. 

The daily management of the property/casualty 
company investment portfolio cannot be done by 
board members. The investment committee is not 

a full-time job and committees are generally not 
equipped to make day-to-day investment operational 
decisions. The investment committee should 

concentrate its time and efforts on overall investment 
governance and not micro-manage the investment 
portfolio.

Therefore, it is the responsibility of the investment 
committee to ensure that the investment 
management function is carried out by a competent 
investment officer within the property/casualty 
company.

The investment committee will establish 
investment policy and hold the investment 
officer accountable to follow and implement the 
policy. To fulfill the oversight responsibilities, 
investment committees need to understand 
what the responsible investment officer is 
doing, ask hard questions, and, occasionally, 
make specific suggestions.

To perform its governance role effectively, 
the investment committee needs to 
understand with exact specificity 
who provides advice or any formal 

investment recommendation, who reviews and provides input 
on investment decisions, who implements the investment 
decisions, and who is provided with the details and results of 
those decisions.

 In the event that the property/casualty company does not have 
these defined investment management responsibilities and/
or the identified person(s) to implement them, the investment 
committee should take steps to ensure that the company 
makes this happen. An external investment management expert 
who operates under the direction of management could be 
an option. Combinations of internal and external investment 
responsibilities can further complicate this issue, though. It, 
therefore, requires specific investment responsibilities to be 
even more explicit and fully documented.

In short, if it is not abundantly clear as to which people have 
the responsibility for each component of the investment 
management process at the company, the investment committee 
needs to make sure it becomes clear. Otherwise, it is extremely 
difficult for an investment committee to govern, and that can 
lead to its governing ability being compromised if not precluded.

Property/Casualty Investment Management
ROLES & RESPONSIBLE PARTIES

Investment Strategy Tactical Policy Deviation Strategy Monitoring

Mission Statement 
ENTIRE BOARD

Rebalancing Within Ranges 
BOARD INVESTMENT COMMITTEE

Manager Due Diligence 
DESIGNATED COMPANY OFFICER

Investment Objectives 
BOARD INVESTMENT COMMITTEE

Investment Manager Guidelines 
DESIGNATED COMPANY OFFICER

Guideline Compliance 
DESIGNATED COMPANY OFFICER

Long-Term Asset Allocation 
BOARD INVESTMENT COMMITTEE

Manager Evaluation
BOARD INVESTMENT COMMITTEE

Rebalancing Policy/Ranges 
BOARD INVESTMENT COMMITTEE

Manager Retention/Termination 
BOARD INVESTMENT COMMITTEE

Implement Strategy 
BOARD INVESTMENT COMMITTEE

This proposed model leads to 
the conclusion that investment 
management responsibility of 
the property/casualty company 
rests primarily with the board’s 
investment committee and the 
designated company officer. 
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The investment committee should have or 
obtain the level of investment knowledge 
and experience to enable its members 
to oversee the investment management 

of the property/casualty company. This 
includes the knowledge and experience 

required to ensure the personnel responsible 
for investment management at the company have the 
knowledge and experience sufficient to execute the 
investment strategy, objectives, and management set  
by the board. 

$
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Investment Responsibilities  
of Management
Senior management of a property/casualty insurance company 
bears the responsibility for ensuring that company management 
has the authority, resources, knowledge, information, and 
experience to implement, manage, and report back to the 
board regarding the execution of the investment strategy and 
objectives set by the board. 

But the ways in which 
property/casualty 
insurance companies 
staff and direct their 
investment portfolios vary 
widely. Larger companies 
tend to have internal 
investment managers 
and designated chief 
investment officers. 
Executive recruiters 
have reported that 
the compensation for 
CIOs at large insurance 
companies is often 
second only to the CEO.

At midsize and smaller 
property/casualty 
insurance companies, 
there is rarely a CIO. 
Oftentimes, there isn’t 
even a designated officer or employee who has the ultimate 
responsibility for investment management. In many cases, 
midsize and smaller property/casualty insurance companies 
diffuse various investment authorities and responsibilities 
among various internal and external personnel.

As a result, investment responsibilities at property/casualty 
companies can end up being part of the finance, audit, 
compliance, and legal departments. In a large number of these 
companies, the duties fall to various C-suite officers.

There is no regulatory requirement 
that a specific investment officer 

with the overall responsibility for 
investment management at the 
property/casualty company be 
named. This, unfortunately, can 
make investment management 

a secondary or tertiary 
priority of a department 

or person. And that 
can bring negative 
consequences.  IN

 

The investment committee 
depends on investment 
management expertise 
at the company level. A 
key responsibility of the 
company is to provide 
continuing investment 
education to the committee 
members, especially if some 
of the members are not 
investment professionals.
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The NAIC’s  
Increased Role in the 
Investment Landscape
With increased attention being paid to investments by 
insurance companies, it shouldn’t come as much of a surprise 
that the National Association of Insurance Commissioners is 
paying more attention to investments as well.

Two major themes stand out among the others, according to 
Jonathan Rodgers, NAMIC’s financial regulation manager: 
the number of investment-related disclosures that have 
been added since the financial crisis and the granularity of 
information that regulators are now asking of insurance 
companies when it comes to their investments.

Insurers are currently required to disclose their investment 
schedules to regulators on a yearly basis, but the NAIC 
discussed requiring the information to be shared with it 
biannually, if not quarterly.

“We raised the point at the NAIC Summer 2016 National 
Meeting that requiring disclosures more than once per year is 
disproportional for smaller companies,” Rodgers says. “[Small 
mutuals] might have to switch or upgrade software and that 
comes with a price.”

NAMIC is advocating that investment portfolios continue to be 
reported only on an annual basis.

The NAIC is showing more interest in granularity of 
investments mainly because regulators believe they can get a 
better picture of what companies hold, according to Rodgers.

Where regulators used to rate bonds on a one-to-six structure 
basis, they are now looking to expand it to 20 classes within 
that structure.

“Therefore the face of the annual statement is going to change. 
change,” Rodgers says. “The number of categories is obviously 
going to increase, as will the work for the companies. But for 
what benefit?

“We’re not going to argue that increased granularity isn’t going 
to make information more accurate,” he continues. “But are 
regulators going to capture more companies trending toward 
insolvency? We would say, ‘No.’”   
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Insurers receive premiums upfront and pay claims 
later. This collect-now, pay-later model leaves 
us holding large sums — money we call “float”. 
If premiums exceed the total of expenses and 
eventual losses, we register an underwriting profit 
that adds to the investment income produced 
from the float. This combination allows us to enjoy 
the use of free money - and, better yet, get paid 
for holding it. Alas, the hope of this happy result 
attracts intense competition, so vigorous in most 
years as to cause the P/C industry as a whole to 
operate at a significant underwriting loss. This loss, 
in effect, is what the industry pays to hold its float.
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The low-interest-rate, declining-investment-return environment 
that will seemingly remain dismal has left many NAMIC members 
disappointed with their portfolios’ returns and looking for other 
options. For many insurers, there are alternatives … literally.

“Alternative investments” can be described as ones that are not 
the traditional stock and bond investments and have the purpose 
to operate differently than the broader stock and bond markets. 
The goal of including alternative investments in a property/
casualty insurance company investment portfolio is to reduce 
portfolio volatility, hedge against downsides, and boost portfolio 
returns in ways that do not correspond to stock market or bond 
market performances.

What’s the Alternative?
ALTERNATIVE INVESTMENTS COULD BE OPTIONS 

FOR MUTUAL INSURERS. BUT WHAT ARE THEY?

TO M  K A RO L

40 IN Magazine   Winter 2016

NAMIC_INsurance Winter Issue.indd   40 11/14/16   2:07 PM



What Alternatives are Out There?
Bonds dominate insurers’ investment portfolios, and property/
casualty insurance companies average more than 60 percent 
of investment assets allocated to bonds. The next largest 
investment allocation of property/casualty insurance companies 
is common stocks, followed by mortgage-related investments. In 
fourth place are “other long-term invested assets,” or National 
Association of Insurance Commissioners Schedule BA assets. 
Schedule BA assets include private equity and hedge funds, 
mineral rights, aircraft leases, surplus notes, secured and 
unsecured loans to corporations and individuals, and housing  
tax credits.

Although an increasing amount of property/
casualty insurers consider investing in or already 
invest in Schedule BA assets, the overall industry 
investment in these assets is very concentrated. 
Large companies have shown a greater appetite 
for alternative investments and have taken 

significant positions in the markets. One-quarter 
of the almost 5,000 insurance companies reporting investment 
data to the NAIC hold Schedule BA investments, but the top 25 
insurance groups account for 80 percent of the value of these 
assets. One large insurance group alone can account for more 
than 20 percent of the industry’s Schedule BA assets.

About 60 percent of the property/casualty sector’s Schedule 
BA holdings have been in affiliated hedge funds, private equity 
funds, and real estate, other than mortgage-backed, investments. 
Unaffiliated Schedule BA holdings by property/casualty 
companies have been about 50 percent in private equity funds, 
30 percent in real estate, and 20 percent in hedge funds. 

Private equity funds, hedge funds, and real estate pools are 
generally provided by private offerings exempt from federal 
and state registration and reporting 
requirements. Funds with $10 million 
or more in assets and more than 500 
investors are subject to reporting under 
the Securities and Exchange Act. Sponsors 
will limit the number of investors to 100, 
which will also exempt the fund from the 
regulations under the Investment Company 
Act. The Dodd-Frank Wall Street Reform 

and Consumer Protection Act enacted requirements that funds 
with between $25 million and $150 million in assets register 
with the state in which they operate. Funds with more than $150 
million are required to register with the Securities and Exchange 
Commission. Registered funds must report to the SEC on Form 
PF. This form is kept confidential by the SEC, although the 
commission does use the forms to publicly 
report some summary data.

According to the NAIC, insurers’ valuations 
of other long-term invested assets are 
subject to the Statement of Statutory 
Accounting Principles No. 48 – Joint 
Ventures, Partnerships, and Limited Liability 
Companies. SSAP No. 48 generally requires an equity method 
of valuation in which the investments are valued at cost with 
periodic adjustments for gains and losses. Other long-term 
investments in Schedule BA that do not meet the SSAP No. 48 
requirement must follow SSAP No. 21 – Other Admitted Assets 
(Collateral Loans).

Why Invest in Alternatives?
Most investors believe that private equity funds can provide 
improved risk-adjusted returns in return for a lock-up period. 
Alternative assets may be a potential component of more 
property/casualty insurance companies, but actually finding the 
appropriate investment can be daunting.

A 2016 survey from industry data provider Preqin reported a 
record-high 2,798 private equity funds in the market and 13,725 
hedge funds open for investment. With that many options, the 
question becomes “Which to choose?” Interestingly, the market 
has given a clear indication recently of a preference for private 
equity over hedge funds.

The reason for that preference may be 
the delivery of the promised enhanced 
returns by each type of investment. On 
paper, at least, reallocating a portion of 
a typical insurer’s equity exposure to 
alternatives should enhance the return 
potential and diversification properties of 
the average portfolio. One 2016 analysis 
by PIMCO projects that even small 

Hedge
Funds

Bonds Stocks

Real
Estate

Private
Equity
Funds
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allocations to hedge funds and 
private equity funds can lead to 
meaningful improvement in an 
insurance company’s investment 
portfolio’s Sharpe ratio. This 
happens by providing higher-than-
expected returns and typically low 
correlations with traditional  
asset classes.

If returns on fixed-income 
investments are going to continue 
to be poor, insurance companies 
could benefit from adding 
alternative asset classes to improve 
return potential. There is analysis 
that attributes the shift of assets to 
private equity to the fact that these 
funds provide better returns.

According to David Rubenstein, 
co-founder and co-CEO of the 
Carlyle Group, the private equity 
industry provided more return to 
investors. In the lower-interest-rate 
environment, the cost to private 
equity also remained lower. Many 
hedge fund managers’ and mutual 
fund managers’ performance 
varied in accordance to the 
changes in the business cycle 
during the last five years.

Returns often come at a cost, 
though. The fees associated with 
many alternative investments are 
higher than other investments. 
The standard fees charged by managers of these alternative 
investments are often 2 percent of all assets under management, 
plus a percentage of the fund’s gains. Larger investors may 
have the leverage to challenge the 2-percent-plus-performance 
structure, and a number of large investors have publicly declared 
that they plan to rethink their fee structure for alternative assets. 
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But midsize and smaller property/
casualty insurance companies investing 
in alternative investments may not have 
the same leverage and ability to drive 
down fees.

It is important to be careful. “Better” 
returns should be analyzed in the 
larger context. From March 2009 until 

December 2015, United States broad market equity indices 
returned more than 200 percent, which exceed returns from 
many alternative strategies. Property/casualty insurance 
companies, particularly the midsize and smaller companies 
without market leverage, should get hard data from advisors 
as to whether the proposed alternative investments actually 
outperformed equities for relevant periods. Even then,  
they should fully understand the additional cost over  
traditional strategies.

Are Alternatives Worth the Effort? 
The worth of alternative investments does vary by company. 
In order to make the best decisions for their organizations, 
property/casualty insurers should carefully evaluate their  
unique market exposures and the other key characteristics 
associated with a range of alternatives that serve their overall 
investment objectives.  IN
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When it comes to NAMIC’s advocacy for association members and 
their interests, efforts are most often focused on dialogue with 
state and national legislators and insurance regulators. But that 
does not mean NAMIC’s advocacy work stays only in those arenas.

NAMIC’s engagement on behalf of its members with A.M. Best 
regarding the Best’s Credit Rating Methodology and the Best’s 
Capital Adequacy Ratio serves as a perfect example of advocacy 
beyond the norm.

New BCRM and BCAR models have 
been in the works for nearly two years. 
NAMIC became involved very early on, 
evaluating the effects on the mutual 
property/casualty insurance industry, 
NAMIC members in particular. This 
evaluation came as a collaboration 
among NAMIC, approximately 100 NAMIC 
member companies, and Guy Carpenter 
that tested mutual companies against 
the proposed methodology changes. 
With those evaluation results in hand, 
NAMIC began conversations with A.M. 
Best representatives to talk about those 
findings and the long-term impact the 
methodology changes could have on the 
mutual insurance industry. NAMIC’s board 
of directors met with Matt Mosher, A.M. 
Best’s executive vice president of rating services, on two different 
occasions during the process.

“We’re working to make sure companies are not adversely 
affected by changes in the BCRM and BCAR,” Chuck Chamness, 
NAMIC’s president and CEO, says Mosher. In March, when IN 
magazine first covered the BCAR changes, Mosher expressed 
the agency’s goal to get the models right. The implementation’s 
slow down, the updates to the methodology released in May, and 
the call for additional comments based on those modifications 
continue to show A.M. Best’s commitment to that goal.

Chamness praised the agency in a perspective to members 
in August. “In our engagement on these issues to date, A.M. 
Best’s openness to listen and respond to the concerns of NAMIC 

members have been commendable,” he wrote. “We applaud 
the transparency of the process to review the BCAR/BCRM 
methodologies.”

Because of the transparency and extended comment time, 
NAMIC was able to submit a comment letter, written by Michelle 
Rogers, NAMIC’s director of financial and regulatory policy, to 
A.M. Best in late June. The letter also commended the agency 

for its transparency and educational 
efforts during the process as well as for 
its revisions and improvements that had 
already been made based on continued 
discussions with NAMIC and so many 
others within the industry. The letter 
then addressed the concerns that still 
remained with the proposed methodology 
and offered recommendations of how to 
remedy those concerns.

Concerns and 
Recommendations 
Unintended Consequences 
on the Sector
Concern: The BCRM and BCAR models 
as originally proposed emphasized that 
insurers should be well diversified by 
geographic areas, product lines, assets, 

loss reserves, and the like and would be rewarded for those 
practices with upward notches in their ratings. A large portion of 
the NAMIC membership, though, are small companies or niche 
writers that do not have those diversified characteristics. NAMIC 
argued that what these insurers lack in diversity is made up for in 
longevity in a marketplace, the nature of the business, knowledge 
of customers, the high levels of surplus that offset capital 
concerns, and well-established distribution channels. These 
characteristics are not well rewarded in the A.M. Best revisions to 
the formula.

While NAMIC does not believe the proposed methodology 
intentionally singled out mutual and niche carriers, it could have 
negative rating consequences to companies that don’t have any 
financial problems or mismanagement.

“I think by the end of the process, 
there was a good understanding 
created and a better product. 
Where we are today, and the 
direction [A.M. Best is] going in 
terms of what it will come out 
with is a result of communication 
and working together.”

 Chuck Chamness 
 President and CEO, NAMIC

Beyond Government  
and Regulation
NAMIC’S WORK WITH A.M. BEST REGARDING  
THE NEW RATING METHODOLOGY SHOWS ADVOCACY 
WORKING IN A DIFFERENT REALM.
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ADVOCACY AGENDA

“This implied rating pressure for ‘lack 
of diversification,’” Rogers wrote in the 
comment letter, “will prompt many 
companies to engage in ‘diversifying’ to 
achieve future rating benefit, which, if  
not done properly, could lead to  
financial instability.”

Recommendation: NAMIC’s comment 
letter suggested that the credit for 
diversity still be given, but that it should 
not be an automatic downgrade if 
companies are not diversified. Rather, 
NAMIC recommended that those 
companies be examined for further 
metrics. Those metrics, according to the 
letter, could include company longevity 
in its geographic market, low customer 
turnover, size of the market, and stability 
of the distribution channel and its fitness 
for the purpose of serving the carrier’s 
target customers. “If these factors or 
other factors could be used to justify 
similar upward notching for those non-
diverse carriers,” Rogers said in the letter, 
“it could provide a more accurate view of 
the credit risk of the organization.”

Business Model 
Differentiation for 
Investment Risk  
Concern: Different sectors of the 
insurance industry have different 
investment strategies, different balance-
sheet valuations under statutory 
accounting principles, and different 
significance placed on the actuarial 
importance of investment risk. But the 
proposal was not clear in how the models 
would treat different sectors when it 
comes to investment-risk analysis.

Recommendation: NAMIC suggested 
that investment-risk analysis not be 
identical for the sectors when they have 
different investment goals and needs. 
In the comment letter, NAMIC offered 
to work with A.M. Best in identifying the 
appropriate investment-risk analyses.

Confidence-Level Analysis
Concern: In May, A.M. Best announced in 
its latest update that it had eliminated the 
one-in-500 and one-in-1,000 confidence-

the context of premiums and reserves,” the 
comment letter read. “It should be included 
in the covariance calculation at each 
confidence level, not excluded.”

Going Forward
Mosher spoke during NAMIC’s 121st 

Annual Convention in September, 
generally addressing the BCRM and 
BCAR methodology changes specifically 
addressing the issues mentioned 
in NAMIC’s comment letter. Also in 
September, A.M. Best published its report 
“Mutual P/C Insurers Managing Market 
Challenges,” which emphasized the strength 
of the mutual organizational structure.

A.M. Best noted that mutuals have strong 
surplus levels and strong retained earnings. 
The rating agency wrote that mutuals have 
addressed the limited sources of capital 
available to them by utilizing surplus notes 
and Federal Home Loan Bank loans when 
that strategy makes sense. The report also 
noted that mutual have addressed the 
risks of a concentration in a single state 
or niche markets by implementing strong 
reinsurance programs.

While at press time it was uncertain 
whether A.M. Best would adjust the 
proposed BCRM and BCAR models in the 
ways NAMIC recommended, A.M. Best 
has a deeper understanding of the mutual 
insurance issues as a result of NAMIC’s 
work.

Mosher did share with 121st Annual 
Convention attendees that the new criteria 
procedures and methodology is expected 
to go live in late 2017. The exact timing, 
however, is dependent on the number and 
depth of comments A.M. Best receives as it 
continues with the process.  IN

A.M. BestTV interviewed NAMIC’s Chuck Chamness and A.M. Best’s Matt Mosher 
at NAMIC’s 121st Annual Convention. They talked about the collaborative efforts 
regarding stochastic BCAR. You can watch the interview on A.M. BestTV’s website.

level intervals from the balance sheet 
assessment because of their possibilities 
for inaccuracy and increased volatility. 
While NAMIC expressed its pleasure 
with this decision, the association still 
has concern with the return periods’ 
inclusion in the BCRM’s enterprise risk 
management analysis, especially in 
regard to publicly reported information. 
“… public disclosure of modeling results 
would have the potential to increase 
enterprise risk,” Rogers mentioned in 
NAMIC’s comment letter.

Recommendation: NAMIC urged 
A.M. Best to keep return-period data 
confidential and to not over-rely on 
modeling when analyzing insurers’ risk 
management programs. “… analysis 
should consider incorporation of ERM 
into decision making, management’s view 
of any modeling, and the results of the 
ERM program … ,” the letter commented. 
“NAMIC supports the use of stochastic 
modeling on a company-by-company 
basis, but recommends that such 
modeling not be strictly determinative of 
the ERM scoring.”

Addition to Required Capital
Concern: Rather than include catastrophe 
risk in an overall calculation of the 
amount of capital an insurer should 
hold, A.M. Best’s model, in the way it 
was originally articulated, plans to look 
at catastrophe risk as an added capital 
requirement. NAMIC’s comment letter 
spelled out several subsets to this 
overall concern, including how under 
the proposed logic, it is anticipated that 
“every cat risk insured within a holding 
company will or could occur in the same 
year” and how that is unlikely to happen.

Recommendation: NAMIC asked the 
rating agency to adjust catastrophe 
risk by the covariance calculation and 
to keep its approach more consistent 
with the risk-based capital approach 
to catastrophe risk proposed by the 
National Association of Insurance 
Commissioners. “Catastrophe risk is 
certainly an important component of 
risk and one worthy of a separate risk 
category, but it should be captured in Read about some NAMIC members’ thoughts 

on stochastic BCAR in the magazine’s digital 
version at NAMIC.org.
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One Way or Another
LEADERS DEPARTING COMPANIES IS AN INEVITABLE PART OF 

BUSINESS. NO MATTER THEY DEPART, IT’S IMPORTANT TO HAVE  
A SUCCESSION PLAN TO FIND THEIR REPLACEMENTS.

M I C H A E L  G I U ST I

When the former CEO of CopperPoint Insurance Companies was looking to 
retire, he gave his company a rare gift – time to think about the transition.

According to Randy Gerdes, the company’s vice president and chief strategy 
officer, the CEO gave the board a year to start working on what would come next.

CopperPoint’s board used that time to mull over options, evaluate the present and 
future needs of the company, and communicate its succession planning process 
with the employees.

“Over-communication is always okay when you are looking at transitions, 
especially when it involves the leadership of a company and you have employees 
who are nervous about it,” Gerdes says.

Part of that process included a town hall meeting the company called as soon as 
the decision on a final candidate was made.  

“That really helped,” Gerdes says. “We were still months away from his start 
date, and the employees [already] knew who he was, what his background and 
experience was.”

Not every company will have the luxury of a year to plan their executive transition, 
but according to succession planning experts, every company should begin 
thinking about the process long before they get word of an impending departure. 
If they wait until then, it is probably already too late.

“Most organizations – I’d say seventy percent of Fortune 500 companies – don’t 
have an active succession plan,” Gerdes says. “It’s something [members of the 
business world] don’t like to do. We like things with a shorter fuse. But we need to 
know who will step in during an emergency.”
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The Importance  
of Having a Plan
According to Todd Mitchell, CEO of 
search firm Todd Mitchell Associates, 
Inc., companies in the mutual insurance 
industry have traditionally neglected 
succession planning.

“Succession planning is a necessary 
tool that all companies need to work on 
and that many have not,” Mitchell says, 
adding that lack of forethought translates 
into a weakness for the industry.

The one thing that is certain is that the 
CEO will eventually need to be replaced. 
“There is a mortality factor,” Paula Cope, 
president and CEO of talent firm Cope 
and Associates, says. “We are all leaving 
– either horizontally or vertically.”

While it might not be pleasant to think 
about, succession planning really is the 
most important role of any corporate 
board, she says. It is a conversation that 
should be held at every board meeting, 
not just an occasional side conversation.

“It used to be that the CEO had a letter. 
He kept it in a safe and it said, ‘In the 
event of my untimely death, hire Sam.’ 
We really want companies to move 
away from that,” Cope says. “It’s about 
planning, planning, planning.”

In Cope’s mind, a smooth transition  
relies on three things: the amount of 
planning you put in, the amount of time 
and effort you put into executing the 
plan, and, as odd as it might sound, the 
desire of the outgoing leader to have a  
smooth transition.

It is also essential to have a 
comprehensive plan that includes 
development of future leaders, the 
board’s preference for where those 
leaders should come from, and a 
vision for the direction in which the 
future leaders should be leading the 
organization.

“Succession planning is about making 
sure the organization continues,”  
Cope says.

Short-Term vs.  
Long-Term Planning
When it comes to succession planning, 
there are two types of plans that every 
company needs: short term and  
long term.

“You need the short-term plan just in 
case someone gets hit by a bus or drops 
dead,” Cope says.

The short-term plan needs to be easily 
accessible and go into detail about who 
can serve in an interim role, how long 
that person should serve in that role, 
whether he or she can serve as interim 
while holding an existing role, how the 
search for the new CEO should be run, 
and who needs to be notified.

By comparison, the long-term plan is 
about developing new talent and making 
sure younger executives are getting the 
training and experience needed so they 
might eventually step into the top role.

Long-term succession planning might 
involve activities such as 360-degree 
employee assessments, mentoring and 
training programs, and growing a future 
pool of prospects.

“Ideally, you will have three to seven 
suitable internal candidates ready to step 
up when the time comes,” Cope advises. 
“But it has to be a concerted effort, and 
you have to fund it and support it.”

The long-term plan should also give 
an indication as to whether the board 
prefers hiring from within or seeking a 
candidate from outside the organization.

One of the challenges with long-term 
succession planning within the mutual 
insurance industry, Mitchell says, is the 
tendency for many mutual insurance 
companies to build silos of information. 
Each department knows what they 
are doing, but they know little about 
what their coworkers do. This leads to 
challenges in finding a truly cross-trained 
CEO candidate who can effectively run 
the entire organization. 

The Close Call
Bob Wadsworth, former CEO of 
Preferred Mutual Insurance 
Company, believes succession 
planning ranks second only to strategic 
planning when it comes a CEO’s list 
of responsibilities. The plan he helped 
create for Preferred Mutual might not 
have culminated until 2008 when Chris 
Taft officially took over, but Wadsworth 
received an early glimpse at a succession 
plan’s necessity.

In March 1995, just three months after 
becoming CEO, Wadsworth ruptured his 
Achilles tendon during a friendly game of 
basketball. While it’s no injury to scoff at, 
it is still manageable in terms of planning 
– and working – around the recovery. 
What no one could have planned for 
were the blood clots that developed in 
Wadsworth’s lungs just  
two weeks after the initial injury.

“My doctor told me that those clots had 
passed through two chambers of my 
heart and that only by the grace of God 
was I alive,” Wadsworth remembers. 
“So there I was, barely into the job and 
I could have checked out. Succession 
planning, for the CEO position in 
particular, is not synonymous with 
retirement planning.

“[As a CEO], you need to start planning 
the day you get the job,” he continues. 
“And if you perceive yourself in 
contention for the CEO job, your 
succession planning process needs to 
start then. That was the case for me.”
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“There are few people opening doors to 
show how other areas of the company 
are working,” Mitchell says. “But it is 
a necessity to open those doors and 
give an understanding of how claims, 
underwriting, finance, every aspect of the 
company works.”

The External Option
At CopperPoint, the board ultimately 
decided to hire a CEO from outside 
the organization. While that has its 
advantages, according to Mitchell, it is 
not the route most mutual insurance 
companies take.

“They tend to grow their own,” he says.

Mitchell says that when a transition is 
looming, one of the key aspects to keep 
in mind is that all of the answers might 
not exist within the organization. The 
advantage of bringing in a candidate from 
outside the company is that the board 
has a chance to change direction in  
some way.

“They might be looking to grow their 
footprint in the marketplace, move into 
additional states, additional products, 
or technologies,” Mitchell says. “To do 
those things, in many cases, they are 
going to have to go outside to bring in 
the expertise to assist them in executing 
those growth plans.

“There is a lot of talent in the marketplace 
that is hidden and unknown,” he 
continues. He suggests that with the 
amount of change coming for the mutual 
insurance industry in terms of technology 
being used, products being offered, and 
potential room for expansion, boards 
need to keep open minds when searching 
for new talent. It is often unclear where 
the next generation of leaders that is best 
equipped to navigate that change will 
come from.

The other side of the external CEO debate 
comes down to culture. Even if the 
external candidate has all the skills the 
organization needs, it is essential that a 
candidate be a good fit with the way the 
company does business, Mitchell says.

The Right Balance
When Mark C. Russell, president and CEO of Ohio Mutual Group, interviewed 
for the position, those leading the search focused a lot on the cultural fit. 
Although the company was hiring from the outside, the insurer was not looking 
to disrupt the culture.

“Errors are sometimes made during transition periods and during the first 
year after transition. CEOs are sometimes too anxious to make their mark,” 
Russell says. “So the intent was to not rush into actions. But to do the proper 
assessments as to what is working and what isn’t, especially with the culture.

“But I also see errors when CEOs are too slow to act,” he continues. “They take 
too long to move forward on strategic processes and structural processes [for 
fear of too much disruption]. It’s about finding a balance between those two.”

Russell says he let the board know his intent was to be himself, to make sure he 
was assessing talent, structure, and strategy, and to gain buy-in with the rest of 
the organization.

“Company culture is everything,” Russell says. “If you start out establishing the 
right culture, you’ve got eighty percent of the challenge addressed. The other 
twenty percent is strategy. A strong culture is absolutely key to success.”

With the way Russell says the management team, the associates, and the agents 
have embraced him so far, he believes he found the correct balance for OMIG 
and that it is well on its way to continued success.

Communicating Change
David Gautsche was not only a newcomer to the Goodville Mutual Casualty 
Company when he became president and CEO in 2015, he was new to the 
property/casualty sector. These were big changes for him … and for Goodville 
Mutual employees, considering that Herman Bontrager had led the company 
for a quarter of a century.

While Gautsche didn’t intend to overhaul a successful company, he did have 
some new ideas. Knowing that change is not comfortable for most people, 
Gautsche made a point of communicating the purpose behind his questions  
and ideas.

“I tell people that when I ask questions about why we do things a certain way 
or what they think about taking a different direction, it isn’t an indication that 
what they were doing in the past was wrong,” he says. “It’s not an indication 
that the last person was wrong with their direction. It’s not about judging the 
past; it is about rethinking the strategy going forward.”

Part of Gautsche’s strategy going foward, involves sit-downs to discuss desired 
career paths with people he and the rest of the management team see as high-
potential employees.

“It requires communication about goal setting, development plans, and the 
follow through and energy on the part of the employee,” Gautsche says. “My 
theory is that this improves retention and engagement – and a succession plan 
– when you can communicate and demonstrate that you see potential in people 
and are willing to invest in them.” It takes a little fear out of it, too.

One Way or Another
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The Internal Option
Ensuring a good cultural fit is one of  
the advantages of growing an executive 
from within the organization. “It’s good  
to perpetuate the values and integrity 
that are important to your company,” 
Mitchell notes.

As companies look through their internal 
executive ranks for potential heirs 
apparent, Cope says a key is to have  
an open mind about where they find  
a leader.

“It isn’t always obvious,” she comments. 
“Often, you find that the best candidates 
are the CFOs. Or you could be looking at 
HR. You could be looking at marketing  
or the chief information officers, chief 
legal counsel.”

Companies should look far and wide for 
their new leaders. “That is the beauty of 
preparing a number of candidates,”  
Cope says.

Whether the company has an internal 
or external preference, Cope warns that 
it is best to open up the search to both 
categories of candidates and to do so at 
the same time.

“Let everyone compete on an even  
level,” she says. That prevents the 
awkward situation of an internal search 
coming up empty and having to inform 
everyone that the company was forced to 
do an external search only because there 
were no qualified internal candidates 
rather than because it was a strategic 
preference.

One warning many experts offer is 
that while having a CEO committed to 
a smooth succession is essential, the 
decision of succession planning should 
be done exclusively by the board.

The danger of having the incumbent CEO 
too involved is that the process may end 
up being biased in a direction that selects 
not the best candidate, but the one who 
looks most like the outgoing manager.

Lessons Learned
CopperPoint worked hard to shepherd 
the company not just through the 
immediate logistics involved in a change 
in personnel but also through a true 
transition, which means helping the 
workforce accept the change.

“That happens to people at different 
paces,” Gerdes says.

Any true transition, he explains, has three 
phases: an ending, a neutral zone, and 
a new beginning. The ending happens 
naturally when the existing leader 
announces an imminent departure. The 
neutral zone is when employees feel like 
they are in the dark about the direction 
the new leader will take and the new 
leader is learning the culture of the 
organization. The new beginning happens 
when the whole organization comes 
back to a state of equilibrium, when the 
employees are comfortable with the new 
leader and the new leader is leading the 
team effectively.

To reach the new beginning, the keys  
are to start thinking about it early and 
over-communicate.

Gerdes believes the worst thing to do is 
to keep people out of the loop about the 
process because they will fill the void 
with speculation about what every little 
detail “means.”

“If people lack information or don’t know 
where we are in the transition, they will 
make up a story that explains the current 
reality,” Gerdes says. “When you do that, 
you are almost always wrong. We need to 
always pay attention to and manage the 
transition, not just the change.”  IN

CEO Turned 
Chairman
Walking away from a position after 
nearly 20 years can be a tough journey. 
“It is more difficult than you would  
think, at least it was for me,” says  
John Bykowski, former president and 
CEO of SECURA Insurance, who served 
in the position for 17 years. “You get so 
engaged. When you love your company 
and love your job, it isn’t easy to just  
turn away from it.”

Bykowski didn’t have to turn too far 
away, though. The board asked him to 
stay involved as chairman of the board 
of directors. He agreed, but he made 
the decision to not maintain an office at 
SECURA’s headquarters.

“As a member of the board, I am no 
longer an employee of SECURA. I am just 
like any other outside director,” Bykowski 
says. “Transitioning from CEO to board 
member, you have to understand your 
role. But it’s not like flipping a switch 
to have that process take place. No one 
can train you for it, but I think SECURA 
handled it well.

“You’re no longer the decision maker,” he 
continues. “You are more of a consultant, 
an advisor, and a supporter. I do meet 
with Dave Gross, the CEO, maybe five or 
six times a year for lunch or coffee. We 
talk things through; he can ask for advice 
if he would like.”
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A Shorter-Term Plan
Darwin Copeman was honest with the Jewelers Mutual Insurance Company board of directors 
when he accepted the president and CEO position in May 2009. Fifty-nine years old at the time, 
Copeman had retirement on his mind. But he promised the directors six to eight years of service 
with a commitment to help them develop an extensive succession plan and find a successor.

With those promises in mind, Copeman started identifying potential successors almost immediately. 
Four years into his tenure with the company, Copeman told the board his target retirement date 
and gave a recommendation for the next CEO. The directors agreed, and Copeman and the target 
successor began working together to ensure a smooth transition.

But that long-term plan shifted into one that required a much shorter turnaround when another 
company made an offer the targeted successor couldn’t refuse. So it was back to the drawing board 
for Jewelers Mutuals’ directors and Copeman.

Extensive work with a consultant led them to current president and CEO Scott Murphy. He had 
insurance leadership experience, but not for a niche carrier or at the CEO level. Copeman and the 
board agreed that Copeman would stay onboard for an extra six months as Murphy got used to the 
company and the line of business.

“I think six months is plenty of time to make an imprint on an organization and to begin to make 
a difference,” Copeman says. “I am a great believer in immersing an individual with as much 
information as quickly as possible, to drink from the firehose, if you will.”

That meant introducing Murphy to an abundance of stakeholders in a short amount of time and 
providing him with a crash course for the market. But when Copeman finally left, six months later 
than expected, he felt comfortable with the choice and how he was leaving the company. “Scott 
was a quick study and a sponge as far as absorbing information, asking questions, and listening,” 
Copeman recalls. “I had no doubt he would be successful in the role.

Read more members’ 
stories about 
succession planning in 
the magazine’s digital 
version at NAMIC.org.

One Way or Another

NAMIC_INsurance Winter Issue.indd   53 11/14/16   2:08 PM



Hires & Promotions
SFM Insurance Company, Bloomington, 
Minnesota, promoted Andy Gebhard to 
vice president of communications in June. 
He joined SFM in 2007 and has served the 
company in various roles. He was director 
of communications and social media prior 
to the promotion. Gebhard earned  
a bachelor’s degree in English from 
Wartburg College.

USAA, San Antonio, Texas, named Wayne 
Peacock president of the company’s 
property/casualty insurance group. He 
succeeds Alan Krapf, who had announced 
his retirement. Peacock has been with 
USAA since 1988 when he joined the 
organization’s investment real estate 
company. He was serving as executive  
vice president of enterprise strategy  
and marketing before the promotion.  
Peacock earned a bachelor’s degree in 
economics from Tulane University and  
has completed executive education 
programs at institutions such as Duke, 
Harvard, and the Wharton School. The 
organization named Heather Cox executive 
vice president and chief technology and 
digital officer. In this role, she will oversee  
a team that includes information 
technology, digital strategy and operations, 
and design professionals.

MMG Insurance Company, Presque Isle, 
Maine, promoted John Herweh to vice 
president and director of human resources. 
He has 20 years of experience in HR 
management and senior technical roles 
in midsize and large companies. Herweh 
retired as a lieutenant colonel in the United 
States Army Reserves after nearly three 
decades of military service.

Mutual Benefit Group, Huntingdon, 
Pennsylvania, promoted Brooke Dysard 
to commercial lines fast-track underwriter. 
Dysard began her insurance career at MBG 
in 2006 as a commercial lines underwriting 
mail/file clerk. She became a commercial 
lines premium data technician in 2007 and 
commercial lines underwriting assistant 
in 2014. She has earned the Associate in 
Underwriting and Associate in General 
Insurance designations. The company 
hired Dante DiOrio as research and 
product development manager. He will 

be responsible for achieving long-term 
strategic initiatives related to MBG’s 
insurance business. He has more than 
16 years of property/casualty insurance 
industry experience, most recently working 
as product manager for the personal  
lines product management division for  
the Hanover Insurance Group. He earned  
a bachelor’s degree in finance with a  
minor in business logistics from Penn  
State University.

The MEMIC Group, Portland, Maine, 
appointed John Yao to senior vice president 
and chief information officer. He has 35 
years of experience in the health care and 
insurance industries. Yao served in IT roles 
at Aetna, CNA, and HealthWare Solutions 
International prior to joining MEMIC.

Farmers Mutual Hail Insurance Company 
of Iowa announced promotions and hires. 
Christie Wooyard was promoted to  
project manager. Chris Crawford was 
promoted to cash management supervisor 
I. Ryan Robinson was hired as a sales 
development manager.

Retirements
Lynn Lombard retired from MMG 
Insurance Company, Presque Isle, Maine, 
July 1, 2016. She spent 45 years with the 
company, retiring as vice president and 
director of human resources.

NJM Insurance Group, West Trenton, New 
Jersey, announced the retirements of two 
of its board members. James Seabrook 
retired after a 30-year stint on the board. 
Thomas Marotta, who joined the board in 
1995, also retired.

Awards & Recognitions
Inc. magazine named ECM Group,  
Everett, Pennsylvania, to the Inc. 5000 list 
of fastest growing private companies in  
the United States.

Amica Insurance, Lincoln, Rhode Island, 
received the highest rating in customer 
satisfaction for the New England region in 
the J.D. Power 2016 U.S. Auto Insurance 
Study. Amica scored 855 out of 1,000 
points, which was 60 points higher than 
the New England region average. This is 
the fourth consecutive year that Amica 
has been honored in the region and 
17th consecutive year that it has been 
recognized by J.D. Power.

The Harris Poll EquiTrend Study honored 
State Farm, Bloomington, Illinois, as the 
2016 Brand of the Year in homeowners 
insurance. The company came in at No. 
3 in the auto insurance category. USAA, 
San Antonio, Texas, ranked No. 3 in the 
homeowners insurance category. Rankings 
are based on three factors: familiarity, 
quality, and purchase consideration.

MOVERS & SHAKERS

The 2016 Ward 50 List Included 
Many NAMIC Members
· Acuity

· Auto-Owners Insurance Group

· Chubb Group

· Church Mutual Insurance Company

· Farm Bureau Property & Casualty 
Company

· Federated Mutual Group

· FM Global

· Franklin Mutual Insurance Group

· Goodville Mutual Casualty Company

· Grinnell Mutual Group

· Jewelers Mutual Insurance Company

· Louisiana Workers’ Compensation 
Corporation

· Munich Reinsurance America

· Nodak Mutual Insurance Company

· North Star Mutual Insurance Company

· Pharmacists Mutual Insurance 
Company

· Pioneer State Mutual Insurance 
Company

· Rural Mutual Insurance Company

· SECURA Insurance Companies

· USAA Group

· Vermont Mutual Insurance Company

· W.R. Berkley Corporation

· West Bend Mutual Insurance Company

· Western Mutual Insurance Group

· Western National Insurance Group
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votes from Auto-Owners associates. The 
contributions are part of the company’s 
100th anniversary celebration.

New Coverages
Harford Mutual Insurance Company, 
Bel Air, Maryland, launched its cyber 
liability coverage on all commercial lines. 
The coverage is available through NAS 
Insurance, Encino, California, with support 
from Lloyd’s of London and Tokio Marine 
Kiln. The coverage includes legal counsel 
services, IT security and forensic experts, 
public relations and advertising support, 
and credit monitoring and identity theft 
restoration services.

The American Association of Insurance 
Services, Lisle, Illinois, announced in 
August new filings of unmanned aircraft 
liability coverage forms and rules in its 
agricultural general liability program. The 
endorsements were created in anticipation 
of the Federal Aviation Administration’s 
regulations on commercial drones. AAIS’ 
endorsements were approved in 34 states 
as of August 22.

Miscellaneous
Harford Mutual Insurance Companies, 
Bel Air, Maryland, received a reaffirmed A 
(Excellent) rating from A.M. Best, along with 
an issuer credit rating of “a” with a stable 
outlook. The organization’s subsidiary 
Firstline National Insurance Company 
also retained to same ratings.

Mutual Benefit Group, Huntingdon, 
Pennsylvania, joined the Trusted 
Choice consumer branding program 
for independent insurance agents and 
brokers in September. Mutual Benefit 
Group believes its support of the program 
is another way to demonstrate its 
commitment to the independent  
agency system.  IN

To see the full list of  
winter Movers & Shakers, 
visit NAMIC.org

NJM Insurance Group, West Trenton,  
New Jersey, earned CEO Cancer Gold 
Standard re-accreditation. The nonprofit 
group CEO Roundtable on Cancer 
developed and administers the Gold 
Standard to companies that actively 
address cancer in the workplace. NJM’s 
initiatives in maintaining a tobacco-free 
workplace, helping employees choose 
healthy-lifestyle habits, and sponsoring 
early-detection screenings were cited 
as reasons for the insurer receiving the 
accreditation for the third consecutive year.

Acuity, Sheboygan, Wisconsin, was  
named one of the 2016 Best Workplaces 
for Women. This is the second year in  
a row that Acuity has made the list,  
which is compiled by Great Place to  
Work and Fortune magazine. Rankings 
are determined by the number of women 
represented in the overall workplace 
environment and by employee surveys.

Acquisitions
SFM Mutual Insurance Company, 
Bloomington, Minnesota, acquired 
Barrier Free Access, a distributor of 
products designed for acute, post-acute, 
and residential health care facilities. 
SFM Mutual representatives said that as 
a workers’ compensation insurer, the 
company is excited to work with Barrier 
Free Access to keep health care employers 
safer at work.

BrickStreet Mutual Insurance, 
Charleston, West Virginia, finalized an 
agreement to acquire HM Insurance 
Groups’ workers’ compensation business. 
The purchase will allow BrickStreet 
to further expand its presence in 
Pennsylvania. The company plans to open a 

regional office in Pittsburgh, Pennsylvania. 
HM’s workers’ compensation employees 
joined the BrickStreet payroll in August.

Community Involvement
Quincy, Massachusetts-based Arbella 
Insurance Group’s Arbella Insurance 
Foundation served as the presenting 
sponsor of the 15th annual WEEI/NESN 
Jimmy Fund Radio-Telethon in August. The 
foundation also made a $100,000 donation 
to the Jimmy Fund. Arbella Insurance 
Group and its foundation, employees, and 
agents have donated $641,000 to the event 
since 2007.

Brethren Mutual Insurance Company, 
Hagerstown, Maryland, raised nearly 
$6,000 for its area’s Relay for Life during its 
annual charity golf tournament. The golf 
tournament’s donation brings the Brethren 
Mutual Relay for Life team’s fundraising 
total to more than $22,000 for the year.

Farmers Alliance Mutual Insurance 
Company, McPherson, Kansas, awarded 
more than $22,000 in scholarships to 
29 college students for the 2016-2017 
academic year. All 29 students are children 
of Farmers Alliance employees. The 
company also continued its more-than-two-
decades-long tradition of the Commerce 
Award, which is a one-time $500 award 
given to a McPherson High School senior. 
The high school’s business faculty chooses 
which student to award. This year’s award 
winner is the son of a Farmers Alliance 
employee.

Auto-Owners Insurance Company, 
Lansing, Michigan, contributed 
approximately $1 million to support 31 
basic-needs charities in the Lansing area as 
well as in the 26 states where the company 
does business. The charities receiving 
the donations were chosen based on 

If you have company or employee achievements  
and recognitions you’d like to share, email details 
and photos/logos to publications@namic.org.

NAMIC celebrated its 25th anniversary 
at its Indianapolis headquarters. The 
Washington, D.C., office found a new 
home in 2016.
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that put our policyholders on top.
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All of these efforts began with the simple act of NAMIC PAC 
recognizing the potential in candidates and lawmakers. 
In providing support, NAMIC PAC helps ensure that those 
making the decisions have a serious focus on how federal 
policy can impact the economy and the businesses – 
including insurers – that serve their constituents.

These three examples illustrate the kind of strong 
relationships built through NAMIC PAC, which have 
enhanced the association’s credibility on Capitol Hill. This 
credibility is, in part, thanks to its status as a $1 million PAC 
in this most recent election cycle. But NAMIC members 
are what have created the real strength in NAMIC PAC and 
established NAMIC as the voice of the property/casualty 
insurance industry.  IN

For a lot of folks outside politics, political action committee 
involvement seems like a matter of simply signing checks. Truth 
is, financial support is only part of the process. PAC involvement 
is also about identifying candidates who share similar views no 
matter their tenure or party affiliation and successfully building 
relationships.

Legislators such as 2016 Federal Legislator of the Year, 
Representative Erik Paulsen, R-Minnesota, are easy choices for 
support. Paulsen shares many of NAMIC’s views when it comes 
to the federal government’s role in insurance issues. But his 
background – as a Minnesotan and a businessman – made him 
especially receptive to NAMIC’s call for updating the tax election 
for small mutual insurance companies. Paulsen became a 
champion for mutuals in his home state, sponsoring legislation 
and working with NAMIC to build support from his fellow 
lawmakers. In the end, the Small Mutual Inflation Update was 
included in spending legislation that became law at the end  
of 2015.

NAMIC PAC has a long history of supporting candidates during 
their first campaigns for Congress. These people are often 
considered risky investments, but some risks are worth taking. 
That was indeed the case with Representative Patrick McHenry, 
R-North Carolina, the current majority chief deputy whip in 
Congress. Just 28 years old when he first ran for Congress, 
McHenry would have been written off by many as too young 
and too inexperienced. But from the start, McHenry has been 
a fierce advocate for free, competitive markets with limited 
regulation that respects the sovereignty of the states. He has 
been a smart choice for NAMIC PAC.   

The PAC also has significant experience in bipartisan 
support. What matters most is the commitment to 
creating and preserving an environment where NAMIC 
members can continue to serve their policyholders, 
regardless of which side of the aisle a legislator sits.

Senator Jon Tester, D-Montana, is a perfect example. While 
Montana isn’t a state usually associated with massive flooding, 
Tester recognized the seriousness of the issue. He worked with 
Republicans and his fellow Democrats to reform the National 
Flood Insurance Program without putting the nation’s taxpayers 
at additional risk. The passage of a comprehensive NFIP reform 
bill marked one of the very few bipartisan accomplishments in 
the 112th Congress and  signified a major victory for NAMIC and 
the industry.

More Than A Check
PAC INVOLVEMENT IS AS MUCH ABOUT BUILDING 
POSITIVE RELATIONSHIPS AS MUCH AS IT IS ABOUT 
PROVIDING SUPPORT.

2016 CONTRIBUTING COMPANIES 
for the third quarter

TOP 10 PROPERTY CASUALTY CONFERENCE 
CONTRIBUTING COMPANIES

Auto-Owners Insurance Group $54,317 

Western National Mutual 
Insurance Company $18,700 

SECURA, A Mutual Company $18,170

Pioneer State Mutual Insurance Company $16,145 

Harford Mutual Insurance Company $14,300 

Mutual of Enumclaw Insurance Company $14,122

Columbia Mutual Insurance Company $13,000

Ohio Mutual Insurance Company $12,863

Norfolk & Dedham Mutual Fire 
Insurance Company $12,774

Rockford Mutual Insurance Company $10,691

TOP 10 FARM MUTUAL CONFERENCE  
CONTRIBUTING COMPANIES 

Fairmont Farmers Mutual 
Insurance Company $8,080

Farmers Protective Mutual 
Insurance Company $5,050

Germania Farm Mutual Insurance 
Association $4,950 

Mound Prairie Mutual Insurance Company $4,350 

Heartland Mutual Insurance Association $3,700

Western Iowa Mutual Insurance Association $3,550

Farmers Mutual Insurance Association  
of Hull $3,375

Friends Cove Mutual Insurance Company $3,350 

Mt. Carroll Mutual Insurance Company $2,900

Farmers Mutual Fire Insurance  
Company of Marble, Pa. $2,500

Municipal Mutual Insurance Company $2,500

NAMIC Staff Contribution $25,867

NAMIC PAC
Learn how to become politically active. Contact  
Laura Grace Ashton, director of NAMIC PAC, at 
lgashton@namic.org. 
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Solutions
Overcoming obstacles with creative solutions 
that put our policyholders on top.
For more than 25 years, NAMIC Insurance Solutions – NAMIC 
Insurance Company and NAMIC Insurance Agency – have been 
solving problems for agents of mutual insurance companies. Not just 
selling policies, but working to provide tailored answers for Agent 
E&O liability needs. If you are an agent for a mutual insurer, chances 
are very good we can help create your solution.
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