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Rising premiums and a new, more comprehensive view of risk are changing the way 

corporate treasurers approach their insurance process. From looking at total cost of 

risk, to implementing new exposure collection systems and becoming more transparent 

with carriers, treasury is evolving into a new era of insurance management. 
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Introduction
The corporate insurance market is going through a 
profound transformation. The costs of premiums are 
rising, reflecting trends in the insurance market. At the 
same time, insurance managers are becoming savvier 
managers of comprehensive risk, looking at concepts 
like total cost of risk (TCOR) rather than just purchas-
ing insurance coverage. 

The “old guard” of risk management is being replaced 
by sophisticated, financially minded professionals. The 
issue no longer is about what the year-over-year increase 
is in premium cost; rather, it’s about a company’s risk 
tolerance threshold. Given that tolerance level, what lev-
el of risk should a company retain?  How can it finance 
that retained risk? What risks should be transferred?  
Instead of automatically buying the same coverage, 
companies are asking these important questions about 
their risk profile and their needs. And so are insurers.

In part, the focus on more sophisticated management 
of risk is triggered by rising premium costs. There’s no 
doubt that the price of insurance is going up – by as 
much as 10 percent in some cases. Carriers are under 
internal and external pressures to increase profitability. 
But the mind shift is as much about changing attitudes 
and the application of treasury’s risk management acu-
men to all areas of risk, including what was traditionally 
handled separately and sometimes managed outside the 
treasury function altogether. 

The focus on managing the total cost of risk is exacer-
bated by emerging risk categories like cyber and supply-
chain risks that are altering companies’ risk profiles and 
thus their insurance needs.  Meanwhile, the pressure on 
companies to manage their total risk exposure is driving 
them to put greater emphasis on how they identify and 
collect exposure information and how they share that 
information with their insurance carriers.

Based on extensive interviews with leading industry 
players and corporate practitioners, this guide exam-
ines the latest developments in the environment for 
commercial insurance. It also looks at the drivers of 
premium cost as well as some of the key trends that are 
reshaping the face of business risk management.

Key findings 
•	 Companies	are	becoming	more	sophisticated	in	

how they approach insurance risk management.
•	 Risk	managers	are	laser-focused	on	exposure	data	

collection and becoming more involved in the 
operations and implementing new technologies. 

•	 New	risks	are	altering	the	face	of	companies’	
 risk profiles. 
“The market as a whole is in a state of transition,” 

said Jim Niwinski, an industry veteran and a manag-
ing director with Marsh U.S.A. Inc. “Underwriters are 
looking very closely at individual risks and exposures 
and underwriting accordingly.” The better the infor-
mation provided, the better the underwriting process.  
While some clients see flat renewals, “many are experi-
encing five-to-ten percent increases.”

Phil Norton, vice chairman, Midwest Region, 
Arthur J Gallagher Risk Management Services, Inc., 
confirms the trend. Based on data collected from 
thousands of companies in 2012, “in the fourth 
quarter of 2012,  77 percent of companies saw an 
increase, and of those, the average increase was  eight 
percent,” explained Norton. While the data reflects a 
trend in significant increases, Norton said he has not 
experienced this first-hand with his own clients. “Our 
average [increase] has been closer to three to four per-
cent.” But that number slowly accelerated throughout 
the year. We’re on pace to [see premiums] continually 
increase. I don’t see that stopping.”

 “What’s interesting,” said a risk manager at a 
high-end retailer, “is that [in] end-of-the-year earnings 
releases, more insurance company CEOs indicated 
publicly that they’re achieving rate increases.” That 
kind of public chatter is new to the industry. “They’re 
touting rate increases to get people ready.” She recom-
mended companies negotiate hard to show how their 
stories are perhaps different than those of others in the 
industry. “In the past, we heard the market was soft or 
hard, but not in this way. It makes it very important 
that companies differentiate themselves with the carri-
ers and tell their unique story,” she said.

The Emerging Risk Management Discipline: 
The New Face of Corporate Insurance
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To understand insurance pricing one has to look first 
at what factors are affecting insurance companies. “The 
insurers, prompted by regulators and rating agencies, 
are looking at their capital strategies and risk, e.g., 
diversification, return on invested capital and counter-
party risk,” said Randy Nornes, executive vice president 
at Aon Risk Solutions. Overall, “insurers are becoming 
more deliberate about managing themselves.” 

Business pressures
Insurers have been finding it hard to see premium 

growth, according to Tom Sullivan, partner, with PwC’s 
Financial Services Regulatory Practice. This is a par-
ticularly challenging market for property and casualty 
(P&C) insurers which have been hurt by the decline 
in new housing and recent catastrophic losses such as 
those from Superstorm Sandy in the Northeastern U.S. 
A slow job market has also diminished the profitability 
of some other lines, like workers compensation. 

Lower investment yields
“Insurers are concerned that they are not making 

much money on their investment portfolios,” said the 
treasurer of a large retailer. “It used to be six to eight 
percent returns. Now [returns are] next to nothing. [In-
surers] feel that they need to replace those lower returns 
with higher premiums.” It’s an interesting conversation. 
“They’re charging us because their treasurer can’t get a 
return on his/her investment. That so far has not been 
a deal breaker, but brokers say it’s definitely a factor in 
the market place.”

“The protracted low interest-rate environment is 
hurting the investment portfolio,” said Barry Franklin. 

As chief risk officer (CRO) at Zurich North America, 
his role is to manage both enterprise risk management 
(ERM) for the business as well as the local insurance pro-
gram. “If you’re not able to achieve the same investment 
yield, you have to make that up in expense reduction or 
rate increase,” he explained. “There’s therefore a lot of 
focus on getting the right price for a particular risk.”

Global regulations
The global push for holding higher levels of 

capital is also affecting pricing. “More capital pressure 
will put more pressure on rates,” reported one 
practitioner. “We’re clearly seeing a hardening of prices 
on this renewal.” 

 “Larger insurers caught regulators’ attention because 
they may be designated as systemically risky,” said 
Sullivan. Post financial crisis, “the industry worked 
hard through government affairs lobbyists and trade 
associations to show that they are different than a 
bank,” he explained. “The bank provides funds on 
demand. That’s not how insurance works. [Global] 
regulators are looking at whether capital requirements 
for the largest of insurers need to be modified or 
increased so [the insurers] are not at risk of failure.”

Rating agency pressure
Post financial crisis, rating agencies are also put-

ting pressures on insurers to maintain stellar ratings. 
Most corporate policies require the use of only A-rated 
insurance companies. This puts pressure on insurers to 
maintain higher reserves or offer less capacity to sustain 
their high ratings. “The rating agencies have become 
the de facto regulators of the insurance industry,” said 

Section 1: Trends in Premium Rates
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Michael Bishop, director of risk management at The 
Mosaic Company, a global fertilizer company  (see case 
study 3 on page 13). 

Post-Sandy hardening
Also not to be underestimated is the impact of the 

recent superstorm Sandy. “From a traditional insur-
ance standpoint, what you’re seeing is what you usually 
see after a big loss,” said Terry Campbell, managing 
director-global risk management at Arthur J Gallagher. 
“Sandy will likely prompt insurers to look at their U.S. 
Northeast exposure differently going forward,” accord-
ing to Campbell.

Increased market segmentation
However, insurers are not increasing rates uniformly. 

That’s partly because risks in Property & Casualty 
(P&C) and Directors & Officers (D&O) markets 
are quite different. But it’s also because carriers are 
taking a much more nuanced approach. “The filters 
that [insurers] are using and applying to their under-
writing assumptions are amazingly refined,” Gallagher’s 
Norton explained. That’s a welcome change, since it 
gets closer to assessing the true nature of risk instead 
of lumping together apples and oranges. “I’m a little 
surprised. I never thought they would get there,” 
commented Norton.

But it also means that if a company happens to be in 
a particular segment where insurers have seen greater 
incidence of loss or have a bigger exposure, whether 
that individual company has ever had a loss may not 
matter much when it comes to pricing the policy.  
“Then you’re in a box. But within that box, there’s 
some maneuvering room and different carriers might 
assess that box differently,” said Norton. He sees his 
role increasingly as helping the insurer see the varia-
tions within the box. “That’s one of the most impor-
tant things that brokers can do, which is assess the risk. 
Not just do you have some risk, but how large is it?”

Reduced capacity in some layers
Partly the hardening of rates also reflects changes in 

appetite at different “layers” of the insurance tower, 
as it’s known. “There seems to be a hardening of the 

market, especially in the excess layers as a result of de-
clining capacity,” one corporate risk manager reported. 
“We’ve seen some providers that are fine-tuning what 
they’re willing to insure. Every time there’s a reduction 
in providers, there’s some hardening.” 

Increased collateral requirements
“In addition to looking at higher rates, insurers are 

also looking at increasing their collateral requirements,” 
reported another practitioner. Her company experienced 
this push most noticeably from at least one insurer: AIG. 
“AIG significantly increased our collateral, but came 
down on the premium side,” she explained. “Insurers 
typically give you 50 percent credit for your financial 
statement,” this practitioner explained. The rest has to 
be put up in the form of a Letter of Credit. “If you have 
a $25 million collateral to support your insurance, that’s 
money that’s not available for ongoing liquidity under 
the revolver,” she explained.  “Banks will treat it like a 
draw on your liquidity line.”

It’s not all bad news, however. “Insurance is a mature 
market,” said PwC’s Sullivan. “There’s fierce competition 
in all the lines,” he explained. In order to find growth, 
insurers are also turning to product innovation. That’s 
good news for insurance buyers. 

Ultimately, said Gallagher’s Campbell, “If there’s 
plentiful capacity it mitigates the rise in premium 
cost.” When capacity shrinks, prices go up. That’s 
what happened in the 1980s. In the last three to four  
years, the propensity of natural disasters, from storms 
in Europe to the eruption of a volcano in Iceland and 
more recently superstorm Sandy, prices have not shot 
up dramatically mainly because capacity has remained 
very stable. “Capacity minimizes the impact,” Camp-
bell noted. 

As long as capital continues to flow into the insurance 
market (it’s attractive because it’s less volatile than other 
investments), insurers will continue to offer attractive 
pricing. If rates escalate and investors find alternative 
vehicles, that could affect the attractiveness of insurance 
assets and capital availability. 
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Partially a coming-of-age, partially a result of the premium 
pressures discussed above, corporate insurance manage-
ment is going through a transformative change. That 
change is manifested in a variety of ways:

•	Companies	are	developing	a	new	view	of	total	cost	
 of risk (TCOR).
•	Risk	management	professionals	bring	new	skill	sets	to	

the table. 
•	 Treasury	is	digging	deep	into	the	company’s	
 operations to form new collaborative ties.
•	Finally,	there’s	a	tremendous	push	for	more	and	more	

reliable insurance exposure information.

Looking at TCOR 
It’s common today to talk about the increasingly stra-

tegic role of treasurers. Insurance, which for a while was 
a “neglected” function within treasury (or outside of it 
altogether), is one area where treasury’s expanding ability 
to apply financial/risk discipline to decision-making as well 
as  work closely with other groups within the company can 
add significant value to the business operation. 

Insurance buyers have become more adept in their 
role, looking beyond “just insurance,” according to Tom 
Wimberly, vice president at Aon eSolutions. “Even as this 
concept matured, organizations came back to the pri-
mary tenet that the best way to handle risk loss is to avoid 
it.” That realization has led to closer collaboration with 
companies’ operations and safety groups. “That’s the total 
cost of risk concept: combining insurance, loss avoidance 
and alternative risk transfer,” noted Wimberly. In order to 
manage TCOR, “[insurance buyers] need to break down 
the pieces that make up TCOR and determine how to be 
more effective with each component.”

While insurance and financial risk discipline is almost 
exactly the same, “the challenge is that some risks are more 

difficult to quantify,” according to Zurich’s Franklin. “That 
lack of confidence causes companies to buy insurance.” 
But there are benefits to taking on a greater share of the 
exposure. “If there are risks that [companies] can control 
or can manage the cost over time, the more they retain, the 
more they save.” A good example is workers’ compensation 
insurance. “Study after study shows that self-insurers of sig-
nificant portions have lower costs for claims than those who 
buy first-dollar coverage,” Franklin said. The reason: the 
retention increases discipline. “It’s an incentive to control 
them,” according to Franklin. 

When one high-end retailer recently completed a new 
distribution center, it closely examined data on the sorts of 
injuries that happen when people pack things into boxes, 
according to the treasurer. “We brought [in] an engineer-
ing team from the insurer which helped design adjustable 
workstations to mitigate repeated motion or bending 
injuries,” he said. “Our experience and learning in the area 
of repetitive motion injury has been more than paid for in 
reduced workers’ comp claims.” 

“We see insurance first within the bigger perspective, 
primarily from an operational/procedural standpoint,” 
said the treasurer. So instead of risk transfer, “we focus 
on risk investment,” he said. For example, safety is a 
primary consideration when building new facilities. 
“These protective measures are part of our game plan. 
By investing in reducing the exposure, we end up seeing 
better insurance premiums.”  

Indeed, what was perhaps most striking about the 
treasury professionals interviewed for this guide was just 
how deep was their knowledge of their companies’ opera-
tional processes and the balanced way in which they made 
decisions about risk retention and risk transfer. “Those 
[operational] conversations are more the rule than the 
exception,” said Matthew Gillette, senior vice president at 

Section 2: The New Mindset of Insurance
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Marsh Global Analytics. “Whoever we’re dealing with, he 
or she has a good feel of what the operations are.” It’s the 
kind of knowledge that insurers are interested in. “The 
market wants to know.” 

At Dundee Precious Metals (DPM; see case study 2 on 
page 8), the treasury manager often treks to far-flung min-
ing operations and works closely with the safety group to 
mitigate exposure. By staying close to the business, treasury 
was recently able to slash premiums by 40 percent. The 
risk management culture at DPM has also turned risks 
into business opportunities, for example, by looking for 
ways to commercialize waste products. 

Initially, as companies contemplated how to reduce total 
cost of risk, they turned to captives. Captives continue to 
enjoy healthy growth (see sidebar on page 6). Companies 
are investing more in identifying, quantifying and assessing 
their exposures, according to Arthur Koritzinsky, who heads 
Marsh’s captive practice. “They are taking on more risk 
themselves because they’re comfortable buying insurance 
for the catastrophic layer [only].” In addition, carriers are 
pushing companies to take on larger and larger retentions, 
reducing the risk to the carriers as well as enforcing a disci-
pline of loss prevention at the client level.

“It’s important to understand the ability to take risk,” 
said Zurich’s Franklin. “Companies may be able to as-
sume more risk than they are without endangering their 
business,” he said. “Companies should understand their 
risk profile and how much they can accept within their 
balance sheet, otherwise [companies] are really focused 
only on predictability of cost.” How companies make 
that tradeoff depends on their risk tolerance. “It may 
be that they’re willing to pay more on average for that 
certainty vs. taking on more risk than could reduce that 
variable cost,” Franklin noted.

“We continually analyze our insurance portfolio, our 
strategies, how we operate, and the tradeoff of premium vs. 
risk,” said the insurance director at one U.S. insurance firm 
who sits on both sides of the table.  “We’ve come to the 
conclusion that for a well-capitalized company like ours, 
it’s a better trade to design programs that include retentions 
and deductibles that allow us to take on risk and benefit by 
a reduction in loss activity.”  

“How companies buy insurance is becoming an integral 
part of the financial management of the organization,” said 
Marsh’s Gillette. The focus on risk tolerance and bringing 

together insurance and finance/risk management exper-
tise is the new face of risk management. “It’s the interplay 
between insurance risk vs. retained risk expressed in the 
company’s chosen KPI’s (key performance indicators).” 

 A cultural mind shift
Risk managers are not only digging deep into opera-

tions, but they are increasingly coming from a financial 
background and learning the insurance market. “Risk 
managers are going back for their MBAs,” said Koritzin-
sky. “That’s changing the culture.” Instead of trading 
dollars, “the shift is more toward thinking about TCOR. 
Companies are taking higher and higher retention and 
putting better analytics around loss information,” Ko-
ritzinsky said. Ultimately, “when you buy insurance you 
are using somebody else’s capital. Insurers and insured 
are getting smarter about pricing. The whole industry is 
becoming more financially sophisticated.” 

“We’re seeing the risk management function report-
ing through treasury and finance,” said Marsh’s Gillette. 
“The old-school risk manager is being replaced by a more 
financially based risk manager or the actual treasurer taking 
over the responsibility. And if there is a risk manager, he or 
she is more heavily involved with the treasurer than they 
were previously.”

“The model to rotate to finance or treasury, having that 
broader perspective in interaction with a combination 
of functional areas and the business is important,” said 
Zurich’s Franklin. “Otherwise you can end up with the 
guy in the office who talks to the broker and buys insur-
ance. That’s a risk manager of 20 years ago. The role has 
changed, and good companies [are] bringing in people 
with various disciplines, using it [sic] as a rotational spot: 
spend a few years, learn a lot about risk management, and 
then go out to the business.” 

While treasurers may not know the ins and outs of the 
insurance market, they do have an understanding of risk 
in a bigger context. Increasingly, companies are trying to 
put risk in some sort of financial “language.” And that’s 
the language used in conversations with the CFO and 
the Board. The biggest question Gillette’s group gets: 
“We have had a $250,000 retention historically. Why?” 
Gillette said. “In the old days the answer was that’s what 
we’ve always done. But that’s no longer a good enough 
answer for treasurers and finance chiefs.” 
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