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What They Can
and Cannot Do

/LQGD�-��%OXPEHUJ�DQG�/HQ�0��1LFKROV

7
KH�QDWLRQ�UHMHFWHG�D�FRPSUHKHQVLYH�UHVWUXFWXULQJ�RI�WKH�8�6��KHDOWK

FDUH�V\VWHP�LQ�������EXW�UHIRUP�RI�WKH�KHDOWK�LQVXUDQFH�PDUNHW�LV

VWLOO�YHU\�PXFK�RQ�WKH�WDEOH��,QVXUDQFH�UHIRUPV�FDQ�ORZHU�FRVWV�IRU�VRPH

DQG�HQDEOH�DQ�LPSHUIHFW�PDUNHW�WR�ZRUN�EHWWHU�IRU�PDQ\��6WLOO��WKH�GDQJHU

ZLWK�WKH�FXUUHQW�GLVFXVVLRQ�RI� WKLV� LVVXH�LV�WKDW� LW�RIWHQ�QHJOHFWV� WZR

LPSRUWDQW�SRLQWV��)LUVW�� LQVXUDQFH�UHIRUP�FDQ�PDNH�OLPLWHG�LPSURYH�

PHQWV�LQ�LQFUHDVLQJ�WKH�SURSRUWLRQ�RI�$PHULFDQV�ZLWK�KHDOWK�LQVXUDQFH

LQ�D�YROXQWDU\�PDUNHW�EXW�FDQQRW�EH�H[SHFWHG�WR�VLJQLILFDQWO\�UHGXFH�WKH

UDWH�RI�JURZWK�LQ�V\VWHP�ZLGH�KHDOWK�VSHQGLQJ��6HFRQG��DQG�HYHQ�PRUH

LPSRUWDQW��SLHFHPHDO�UHIRUP�ZLWKRXW� WKH�SURSHU�VDIHJXDUGV�FRXOG�DFWXDOO\�PDNH
WKLQJV�ZRUVH�

7KH�IXQGDPHQWDO�SUREOHP�ZLWK�D�YROXQWDU\�LQVXUDQFH�PDUNHW�LV�WKH

SRVVLELOLW\�RI�ULVN�VHJPHQWDWLRQ³GLVSURSRUWLRQDWH�QXPEHUV�RI�SHUVRQV

ZLWK�KLJKHU�WKDQ�DYHUDJH�ULVN�RI�KHDOWK�SUREOHPV�EHLQJ�FRQJUHJDWHG�LQ

SDUWLFXODU� ULVN� SRROV�� 7KH� SULQFLSOH� EHKLQG� LQVXUDQFH� LV� WR� VSUHDG

LQGLYLGXDO� ULVNV� DFURVV�D� JURXS�� ,Q�D� ODUJH�DQG�GLYHUVH�ULVN�SRRO�� WKH

SUHPLXPV�SDLG�E\�WKRVH�ZLWK�EHWWHU�WKDQ�DYHUDJH�H[SHULHQFH�JR�WR�FRYHU



WKH� FRVWV� RI� WKRVH� ZLWK� ZRUVH� WKDQ� DYHUDJH� H[SHULHQFH�� /RZ� ULVN

LQGLYLGXDOV�PLJKW�DFFHSW�WKLV�FURVV�VXEVLG\�EHFDXVH�WKH\�ZDQW�WR�EH�DEOH

WR�EX\�FRYHUDJH�DW�WKH�SRROHG�FRPPXQLW\�UDWH�ZKHQ�WKH\�EHFRPH�ZRUVH
WKDQ�DYHUDJH�KHDOWK�ULVNV�LQ�WKH�IXWXUH��5LVN�VHJPHQWDWLRQ�FRQFHQWUDWHV

WKH�KLJK�ULVNV�LQ�RQH�SRRO�DQG�WKH�ORZ�ULVNV�LQ�DQRWKHU��OHDGLQJ�VRPH�WR

IDFH�SUHPLXPV�V\VWHPDWLFDOO\�KLJKHU�WKDQ�WKH�DFWXDO�ULVN�WKH\�IDFH�RU�WR
EH�XQDEOH�WR�EX\�LQVXUDQFH�DW�DQ\�SULFH�

2XU�LQWHQW�KHUH�LV�WR�FODULI\�WKH�PHDQLQJ�RI�WKH�WHUPV�XVHG�LQ�WKH

LQVXUDQFH� UHIRUP�GHEDWH�� DQG�EULHIO\� UHYLHZ� WKH� FXUUHQW� VWDWH� RI� WKH

KHDOWK�LQVXUDQFH�PDUNHW��:H�WKHQ�SURFHHG��RQ�WKH�IXQGDPHQWDO�SULQFL�
SOH�WKDW�FKDQJH�VKRXOG�GR�QR�KDUP��WR�OD\�RXW�ZKDW�WRROV�DUH�DYDLODEOH

IRU�UHIRUPLQJ�WKH�KHDOWK�LQVXUDQFH�PDUNHW��:H�DOVR�GHILQH�SDFNDJHV�RI

UHIRUPV� WKDW� FDQ� LPSURYH� WKH�PDUNHW� ZLWKRXW� DJJUDYDWLQJ� VHOHFWLRQ
SUREOHPV��:H�GHVFULEH�WKHVH�SDFNDJHV�LQ�DVFHQGLQJ�RUGHU�RI�DJJUHVVLYH�

QHVV�LQ�WHUPV�RI�WKH�FKDQJHV�WKDW�ZRXOG�EH�UHTXLUHG�
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VVXHV�RI�LQVXUDQFH� UHIRUP�DUH�DOPRVW�HQWLUHO\�LVVXHV�UHODWHG�WR�ULVN
VHJPHQWDWLRQ��7KH�EDVLF�IDFW�XQGHUO\LQJ�ULVN�VHJPHQWDWLRQ�LQ�KHDOWK

LQVXUDQFH�PDUNHWV�LV�WKH�KLJKO\�VNHZHG�GLVWULEXWLRQ�RI�KHDOWK�H[SHQGL�

WXUHV� �)LJXUH� ���� 7KH�PRVW� H[SHQVLYH� �� SHUFHQW� RI� RXU� SRSXODWLRQ
DFFRXQWV�IRU����SHUFHQW�RI�DOO�KHDOWK�VSHQGLQJ��7KH�PRVW�H[SHQVLYH���

SHUFHQW�RI�WKH�SRSXODWLRQ�HQJHQGHUV����SHUFHQW�RI�WRWDO�QDWLRQDO�KHDOWK

VSHQGLQJ��PHDQLQJ�WKDW�WKH�OHDVW�H[SHQVLYH����SHUFHQW�DFFRXQW�IRU�RQO\
��SHUFHQW�RI�VSHQGLQJ��7KLV�GLVSDULW\�LQ�WKH�ILQDQFLDO�FRQVHTXHQFHV�RI

GLIIHUHQWLDO� KHDOWK� ULVNV� DEVROXWHO\� GZDUIV� DQ\� IHDVLEOH� VDYLQJV� IURP

PDQDJLQJ� WKH� FDUH� RI� WKH� VLFN�� :KHQ� FRXSOHG� ZLWK� WKH� YROXQWDU\

FKDUDFWHU�RI�LQVXUDQFH�PDUNHWV�LQ�WKH�8QLWHG�6WDWHV�WRGD\��LW�LV�FOHDU�ZK\
KHDOWK�LQVXUHUV�KDYH�H[WUHPHO\�VWURQJ�LQFHQWLYHV�WR�LGHQWLI\�DQG�LQVXUH

EHORZ�DYHUDJH�ULVN�SRSXODWLRQV��,Q�WKH�DEVHQFH�RI�VSHFLILF�UXOHV�JRYHUQ�

LQJ�PDUNHW�UXOHV�DQG�FRQGXFW��FRPSHWLWLRQ�IRU�JRRG�ULVNV�ZLOO�EH�LQWHQVH�
7KLV�SDSHU�ZLOO�H[SORUH�WKH�FRQVHTXHQFHV�RI�ULVN�VHOHFWLRQ�DQG�H[SODLQ

WKH�UXOHV�WKDW�FRXOG�LPSURYH�LQVXUDQFH�PDUNHW�SHUIRUPDQFH�
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7KH� ORZHU� WKH� KHDOWK� ULVN� RI� DQ� LQVXUHG� JURXS�� WKH� ORZHU� WKH

H[SHQVHV�WR�WKH�LQVXUHU��DQG�WKH�ORZHU�WKH�SUHPLXPV�WKH�LQVXUHU�PXVW

FKDUJH�LQ�RUGHU�WR�EH�SURILWDEOH��/RZHU�SUHPLXPV�� LQ�WXUQ��PDNH�WKH

JURXS�VSHFLILF� LQVXUDQFH�SURGXFW�PRUH� DWWUDFWLYH� WR� SXUFKDVHUV��%XW

ZKLOH� ULVN� VHJPHQWDWLRQ� RI� WKH� LQVXUDQFH�PDUNHW� SURYLGHV� VKRUW�UXQ
EHQHILWV�IRU�ORZ�ULVN�SRSXODWLRQV��KLJKHU�ULVN�SRSXODWLRQV�PD\�ILQG�LW

SURKLELWLYHO\� H[SHQVLYH� RU� LPSRVVLEOH� WR� REWDLQ� LQVXUDQFH� IRU� WKHP�

VHOYHV�DQG�RU�WKHLU�IDPLOLHV��,Q�DGGLWLRQ��LQGLYLGXDO�PHPEHUV�RI�WRGD\·V

ORZHU�ULVN�JURXSV�PD\�EHFRPH�SDUW�RI�WRPRUURZ·V�KLJKHU�ULVN�SRSXOD�

WLRQ�GXH�WR�WKHLU�RZQ�RU�D�IDPLO\�PHPEHU·V�IXWXUH�LOOQHVVHV�RU�LQMXULHV�

$JLQJ�ZLOO�LQHYLWDEO\�LQFUHDVH�WKH�ULVN�DVVRFLDWHG�ZLWK�LQVXULQJ�DQ\�SRSXOD�

WLRQ��PDNLQJ�ORQJ�WHUP�LQVXUDELOLW\�DQ�XQFHUWDLQW\�IRU�DOO�LQGLYLGXDOV�LQ�D

PDUNHW�RUJDQL]HG�OLNH�RXU�FXUUHQW�RQH�
7KH�DELOLW\�WR�VHJPHQW�WKH�LQVXUDQFH�PDUNHW�KDV�FUHDWHG�D�PXOWL�

WLHUHG� V\VWHP�RI� FRYHUDJH��)LJXUH� ����&RYHUDJH� LV�IRXQG�LQ�ERWK� WKH

SXEOLF�DQG�SULYDWH�VHFWRU��WKRXJK�SXEOLF�VHFWRU�FRYHUDJH�LV�OLPLWHG�WR

�

��

��

��

��

��

�

��

��

��

��

���
Percent

PRVW�H[SHQVLYH�[��RI�
SRSXODWLRQ

��RI�KHDOWK���DWWULEXWDEOH
WR�PRVW�H[SHQVLYH�[��RI
SRSXODWLRQ

FIGURE 1
Distribution of Population and Health Expenditures

Source: M. Berk and A. Monheit, “The Concentration of Health Expendi-
tures, An Update,” Health Affairs (Winter 1992).
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FIGURE 2
Segments of the Health Insurance System
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SDUWLFXODU�FDWHJRULHV�RI�LQGLYLGXDOV��7KH�HOGHUO\��WKRVH�DJH����DQG�RYHU�

DV� ZHOO� DV� GLVDEOHG� SHUVRQV�PHHWLQJ� VSHFLILF� HOLJLELOLW\� UHTXLUHPHQWV

UHFHLYH� FRYHUDJH� WKURXJK� WKH� 0HGLFDUH� SURJUDP�� 6RPH� JURXSV� RI

ORZ�LQFRPH� SHUVRQV� DUH� HOLJLEOH� IRU� EHQHILWV� WKURXJK� WKH�0HGLFDLG
SURJUDP��ZLWK�HOLJLELOLW\�DQG�LQFOXGHG�VHUYLFHV�YDU\LQJ�VLJQLILFDQWO\�E\

VWDWH�� 2WKHU� SXEOLF� SURJUDPV�� VXFK� DV� WKH� PLOLWDU\� KHDOWK� V\VWHP��

SURYLGH� LQVXUDQFH� IRU� VRPH� QDUURZO\� GHILQHG�SRSXODWLRQV�� $QRWKHU

H[DPSOH�RI�SXEOLF�FRYHUDJH�LV�VWDWH�VSRQVRUHG�KLJK�ULVN�SRROV��7ZHQW\�
ILYH�VWDWHV�KDG�RSHUDWLRQDO�ULVN�SRROV�DV�RI��������SURYLGLQJ�LQVXUDQFH

WR�LQGLYLGXDOV�ZKR��DV�D�IXQFWLRQ�RI�SUH�H[LVWLQJ�LOOQHVVHV�RU�FRQGLWLRQV�

KDYH� EHHQ� GHQLHG� SULYDWH� LQVXUDQFH� FRYHUDJH� RU� ZKR� KDYH� GLIILFXOW\

REWDLQLQJ� FRPSUHKHQVLYH� FRYHUDJH� DW� D� UDWH� EHORZ� WKDW� RIIHUHG� LQ� WKH

KLJK�ULVN�SRRO�
3ULYDWH�VHFWRU�FRYHUDJH�LQFOXGHV�WKRVH�SHRSOH�ZKR�DUH�LQHOLJLEOH�IRU

SXEOLF�VHFWRU�FRYHUDJH��HLWKHU�DW�DQ\�WLPH�GXULQJ�WKH�\HDU�RU�IRU�SDUW�RI

WKH�\HDU���SHRSOH�ZKR�FKRRVH�WR�VXSSOHPHQW�WKHLU�SXEOLF�FRYHUDJH�ZLWK

DGGLWLRQDO�SULYDWH�LQVXUDQFH��VXFK�DV�0HGLFDUH�EHQHILFLDULHV�ZKR�SXU�

FKDVH�0HGLJDS�SROLFLHV�WR�FRYHU�0HGLFDUH·V�FRVW�VKDULQJ�UHTXLUHPHQWV�
DQG�SHRSOH�ZKR� FKRRVH� WR� SXUFKDVH� SULYDWH� FRYHUDJH� GHVSLWH� EHLQJ

HOLJLEOH�IRU�SXEOLF�SURJUDPV��H�J���FHUWDLQ�PLOLWDU\�KHDOWK�DQG�0HGLFDLG

HOLJLEOHV���,QGLYLGXDOV�LQ�WKH�SULYDWH�VHFWRU�DUH�VRUWHG�LQWR�IRXU�EDVLF�WLHUV

RI�FRYHUDJH��)LUVW�WLHU�SULYDWH�VHFWRU�FRYHUDJH�LV�WKURXJK�DQ�(PSOR\HH
5HWLUHPHQW� ,QFRPH� 6HFXULW\� $FW� �(5,6$�� SURWHFWHG� SODQ�� 8QGHU

(5,6$�� ILUPV�� PXOWL�HPSOR\HU� ZHOIDUH� DUUDQJHPHQWV� �0(:$V��� RU

DVVRFLDWLRQV�RI�LQGLYLGXDOV�FKRRVLQJ�WR�VHOI�LQVXUH³L�H���WR�EHDU�WKH�ULVN

RI� KHDOWK� LQVXUDQFH� IRU� WKH� HQUROOHHV�� XVXDOO\� SXUFKDVLQJ� D� ILQDQFLDO
VWRS�ORVV� DUUDQJHPHQW³DUH� H[HPSW� IURP� VWDWH� LQVXUDQFH� ODZV�� )RU

H[DPSOH��VHOI�LQVXUHG�SODQV�DUH�QRW�UHTXLUHG�WR�DELGH�E\�VWDWH�PDQGDWHG

EHQHILWV� ODZV³WKH\�PD\� LQFOXGH� DQ\� EHQHILWV� WKDW� WKH\� FKRRVH�� ,Q

DGGLWLRQ��VHOI�LQVXUHG�SODQV�DUH�FXUUHQWO\�H[HPSW�IURP�VWDWH�SUHPLXP

WD[HV�WKDW�DUH�LQWHQGHG�WR�VXEVLGL]H�KLJK�ULVN�RU�XQLQVXUHG�SRSXODWLRQV�
/DUJH� JURXSV� DQG� JURXSV� ZLWK� D� EHWWHU�WKDQ�DYHUDJH� ULVN� SURILOH� DUH

DWWUDFWLYH�FDQGLGDWHV�IRU�VHOI�LQVXUDQFH�

7KH�VHFRQG�WLHU�RI�SULYDWH�FRYHUDJH�FRPSULVHV�JURXSV�WKDW�SXUFKDVH

FRPPHUFLDO� H[SHULHQFH�UDWHG� LQVXUDQFH� WKURXJK� DFWXDULDOO\� EDODQFHG

ULVN�SRROV��7KHVH�DUH�ILUPV�RI�����WR�������RU�PRUH�ZRUNHUV��*LYHQ�WKH
VL]H�RI�WKHVH�JURXSV��D�VLQJOH�KLJK�FRVW�FDVH�LQ�D�JLYHQ�\HDU�ZRXOG�QRW

EH� DEOH� WR� GHVWUR\� WKH� ILQDQFLDO� YLDELOLW\� RI� WKH� JURXS�� :LWK� ODUJH
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QXPEHUV�RI�SHRSOH��WKH�YDVW�PDMRULW\�RI�ZKRP�DUH�QRW�KLJK�FRVW��WKH

UDQGRP�ULVN�RI�DQ�LQGLYLGXDO�KDYLQJ�D�KLJK�FRVW�\HDU�LV�DYHUDJHG�RYHU

WKH�ZKROH�JURXS��LPSO\LQJ�ORZ�YDULDWLRQ�LQ�H[SHQGLWXUHV�SHU�SHUVRQ�LQ

WKH�JURXS��

7KH�WKLUG�WLHU�RI�SULYDWH�FRYHUDJH�LQFOXGHV�WKRVH�JURXSV��RIWHQ�VPDOO

RU�PRGHUDWHO\�VL]HG�ILUPV��ZKLFK�SXUFKDVH�H[SHULHQFH�UDWHG�LQVXUDQFH�

DQG�WKRVH�SXUFKDVLQJ�LQGLYLGXDO� SROLFLHV��7KLV�WLHU�ZH�UHIHU�WR�DV� WKH

´SHUVLVWHQFH�RI�ULVN�UDWLQJµ�JURXS��7KHVH�JURXSV�DUH�QRW�ODUJH�HQRXJK
RU�GLYHUVH�HQRXJK�WR�EH�FRQVLGHUHG�DQ�DFWXDULDOO\�EDODQFHG�ULVN�SRRO��$W

DQ\�SRLQW�LQ�WLPH�WKH�JURXS�PD\�EH�PRUH�RU�OHVV�H[SHQVLYH�WKDQ�DYHUDJH�

DQG�DV�D�FRQVHTXHQFH�RI�WKHLU�VL]H�KDYH�OLWWOH�EDUJDLQLQJ�SRZHU��3UHPL�

XPV�IRU�WKHVH�JURXSV�DUH�VXEMHFW�WR�DEUXSW�XSZDUG�VKRFNV��WKH�HIIHFWV

RI�ZKLFK�FDQ�SHUVLVW�IRU�D�ORQJ�WLPH��ZKLOH�JURXSV�ZLWK�H[WHQGHG�SHULRGV
RI�ORZ�XWLOL]DWLRQ�PD\�VHH�SUHPLXPV�VWDEOH�DW�VLJQLILFDQWO\�ORZHU�OHYHOV�

,QHIILFLHQFLHV� DULVH� LQ� WLHU� �� EHFDXVH� LQVXUHUV� WHQG� WR� UDWH� VPDOO

JURXSV�ZLWK�D�KLJK�FRVW�\HDU�DV�EHLQJ�KLJK�ULVN�LQ�WKH�IROORZLQJ�\HDUV�

UHJDUGOHVV� RI� ZKHWKHU� RU� QRW� WKH� KLJK�FRVW� KHDOWK� FDUH� HSLVRGH� LV
SHUVLVWHQW��:KLOH�LQ�D�SHUIHFWO\�FRPSHWLWLYH�PDUNHW�RQH�ZRXOG�H[SHFW

WKH�JURXS�WR�ILQG�DQ�DOWHUQDWLYH�LQVXUHU�ZLOOLQJ�WR�LVVXH�D�SODQ�DW�D�PRUH

DFWXDULDOO\�IDLU� UDWH��WKLV�GRHV�QRW� VHHP�WR�EH�D�IUHTXHQW�UHVXOW� LQ�WKH

FXUUHQW�PDUNHW��$�UHFHQW�VXUYH\�IRXQG�WKDW�WZR�WKLUGV�RI�VPDOO�ILUPV

WKDW�GURSSHG�FRYHUDJH�GLG�VR�EHFDXVH�WKH�SUHPLXPV�WKH\�FRXOG�REWDLQ
LQFUHDVHG�VXEVWDQWLDOO\���(FRQRPLF�WKHRU\�VXJJHVWV�WKDW� LW�GRHV�PDNH

VHQVH�IRU�WKH�KLJK�SUHPLXPV�WR�SHUVLVW��EHFDXVH�WKH�JDLQV�WR�DQ�LQVXUHU

RI�VHOHFWLQJ�JURXSV�ZLWK�UHODWLYHO\�KHDOWK\�H[SHULHQFH�DUH�PXFK�JUHDWHU

WKDQ�WKH�QHW�JDLQ�UHVXOWLQJ�IURP�DQDO\]LQJ�D�JURXS�ZLWK�UHFHQW�KLJK�FRVW
H[SHULHQFH�LQ�RUGHU�WR�GHWHUPLQH�LI�WKH�KLJK�FRVW�HSLVRGH�LV�FRPSOHWHG

RU�XQOLNHO\�WR�UHFXU��&RQVHTXHQWO\��VPDOO�JURXSV�RU�LQGLYLGXDOV�ZLWK�HYHQ

D� VLQJOH� ´EDGµ�\HDU� FDQ�ILQG� WKHPVHOYHV�FRQWLQXRXVO\� SHQDOL]HG�ZLWK

KLJK�LQVXUDQFH�SUHPLXPV�DQG�VRPH�KDYH�GLIILFXOW\�ILQGLQJ�YHQGRUV��

7KHVH�SUREOHPV�DUH�SDUWLFXODUO\�VHYHUH�IRU�LQGLYLGXDO�SXUFKDVHUV�ZKR
KDYH�WKH�OHDVW�RSSRUWXQLW\�WR�SRRO�ULVN�ZLWK�RWKHUV��,QVXUHUV�SHUFHLYH

LQGLYLGXDOV�VHHNLQJ��KHDOWK�LQVXUDQFH�RQ�WKHLU�RZQ�DV�YHU\�KLJK�ULVN�

7KH�IRXUWK�WLHU�RI�́ FRYHUDJHµ�LV�WKH�FRPSOHWH�DEVHQFH�RI�LQVXUDQFH�

7KLV�JURXS�FRPSULVHV�WKRVH�XQDEOH�WR�SXUFKDVH�LQVXUDQFH�LQ�WKH�SULYDWH

PDUNHW��LQFOXGLQJ�PDQ\�ZKR�ZHUH�RQFH�LQ�WKH�WKLUG�WLHU�RI�FRYHUDJH�DQG
ZHUH�ODWHU�GURSSHG�E\�WKHLU�LQVXUHU��DQG�WKRVH�FKRRVLQJ�QRW�WR�SXUFKDVH

LQVXUDQFH�
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QVXUDQFH�PDUNHW�UHIRUPV�FDQ�EH�WKRXJKW�RI�DV�PHFKDQLVPV�LQWHQGHG
WR� ÓHYHO�WKH�SOD\LQJ�ILHOGµ� IRU�SXUFKDVHUV�RI�LQVXUDQFH��DV�ZHOO�DV�IRU

LPSRVLQJ�ORQJ�UXQ�VWDELOLW\�RQ�WKH�FKDUDFWHU�RI�LQVXUDQFH��$OWKRXJK�WKH
REMHFWLYH�RI�VXFK�SROLFLHV�LV�WR�UHGXFH�WKH�ULVN�VHOHFWLRQ�LQ�WKH�FXUUHQW
PDUNHWSODFH�� LI� GRQH� LQDSSURSULDWHO\� UHIRUPV� KDYH� WKH� SRWHQWLDO� WR
LQFUHDVH� WKH� VHOHFWLRQ� SUREOHPV� UHODWLYH� WR� ZKDW� LV� VHHQ� WRGD\� DQG
WKUHDWHQ�WKH�H[LVWHQFH�RI�D�SULYDWH�LQVXUDQFH�PDUNHW�

7KH�5XOHV�RI�,VVXH

*XDUDQWHHG�LVVXH��UHQHZDELOLW\��SRUWDELOLW\��DQG�OLPLWV�RQ�SUH�H[LVWLQJ�FRQ�

GLWLRQ�H[FOXVLRQV�RIWHQ�WHQG�WR�EH�JURXSHG�WRJHWKHU�LQ�GLVFXVVLRQV�RI
LQVXUDQFH�UHIRUPV��7KH�DSSURSULDWHQHVV�RI�LPSOHPHQWLQJ�RQH��RU�VRPH�

ZLWKRXW�WKH�RWKHUV�ZLOO�EH�DGGUHVVHG�LQ�D�ODWHU�VHFWLRQ�

*XDUDQWHHG�LVVXH�LV�D�UHTXLUHPHQW�WKDW� LQVXUHUV�VHOO�D�KHDOWK�EHQHILW
SODQ�WR�DQ\�HOLJLEOH�SDUW\�WKDW�DJUHHV�WR�SD\�WKH�DSSOLFDEOH�SUHPLXPV�DQG

WR�IXOILOO�WKH�RWKHU�SODQ�UHTXLUHPHQWV��,W�FDQ�EH�WKRXJKW�RI�DV�D�́ WDNH�DOO

FRPHUVµ� UXOH��7KH� WHUP�´HOLJLEOH� SDUW\�µ� DV� XVHG�KHUH�� PHDQV� WKDW� D

JXDUDQWHHG�LVVXH�UXOH�FDQ�EH�ZULWWHQ�WR�DSSO\�RQO\�WR�ILUPV�RI�FHUWDLQ
VL]HV��LQGLYLGXDOV��RU�RWKHU�PDUNHW�VXEJURXSV��,Q�JHQHUDO��JXDUDQWHHG�LV�

VXH�UXOHV�SHUWDLQ�WR�VSHFLILFDOO\�GHILQHG�RSHQ�HQUROOPHQW�SHULRGV�HDFK

\HDU�� LQ�RUGHU�WR�GLVFRXUDJH�LQGLYLGXDOV�JURXSV�IURP�ZDLWLQJ�XQWLO�DQ
H[SHQVLYH� LOOQHVV�RU�LQMXU\�RFFXUV� EHIRUH�HQUROOLQJ��*XDUDQWHHG�LVVXH

DORQH�GRHV�QRW�UHJXODWH�WKH�SUHPLXP�FKDUJHG�WR�D�JLYHQ�LQGLYLGXDO�RU

JURXS��,Q�RWKHU�ZRUGV��DEVHQW�RWKHU�UHJXODWLRQV��LW�FRXOG�DOORZ�LQVXUHUV
WR�FKDUJH�HQUROOLQJ�LQGLYLGXDOV�JURXSV�VXEVWDQWLDOO\�GLIIHUHQW�SUHPLXPV

IRU� WKH� VDPH� SODQ�� EDVHG� XSRQ� WKH� LQVXUHU·V� H[SHFWDWLRQ� RI� IXWXUH

LQFXUUHG�H[SHQVHV�DQG�WKHLU�FRQILGHQFH�LQ�WKDW�H[SHFWDWLRQ�

&RPSOHWH�JXDUDQWHHG�LVVXH�UXOHV�UHTXLUH�WKDW�DQ\�LQVXUDQFH�SURGXFW
RIIHUHG�E\�WKH�LQVXUHU�LQ�WKH�UHOHYDQW�PDUNHW�EH�RSHQ�WR�DOO�DSSOLFDQWV�

6RPH�VWDWHV�DSSO\�JXDUDQWHHG�LVVXH�RQO\�WR�D�IHZ�VSHFLILHG�LQVXUDQFH

SURGXFWV��:LWKRXW�FRQFRPLWDQW�SULFH�UHJXODWLRQV��WKLV�NLQG�RI�JXDUDQ�
WHHG� LVVXH� FDQ� EH� FLUFXPYHQWHG� E\� FKDUJLQJ� D� KLJK� SULFH� IRU� WKH

JXDUDQWHHG�SURGXFW�DQG�LQGLFDWLQJ�WKH�H[LVWHQFH�RI�RWKHU�DOWHUQDWLYHV
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RQO\�WR�JRRG�ULVNV��*XDUDQWHHG�LVVXH�SROLFLHV�DUH�WKHRUHWLFDOO\�GHVLJQHG

WR� HOLPLQDWH� WKH� SUREOHP� RI� XQLQVXUDEOHV³WKRVH� JURXSV� ZKRVH� H[�

SHFWHG� ULVNV� DUH� VXIILFLHQWO\� KLJK� WKDW� PRVW� LQVXUHUV� UHIXVH� WR� RIIHU

FRYHUDJH�WR�WKHP��UHJDUGOHVV�RI�WKH�SULFH��6XFK�LQVXUDQFH�´UHG�OLQLQJµ
SUDFWLFHV� DUH� VHHQ� WRGD\� IRU�ZRUNHUV� LQ� LQGXVWULHV� DV� GLYHUVH� DV� FDE

FRPSDQLHV��KDLU�VDORQV��DQG�PLQLQJ�RSHUDWLRQV��� 6XFK�SROLFLHV� DORQH�

KRZHYHU��ZRXOG�QRW�GR�DZD\�ZLWK�WKH�SUREOHP�RI�´HFRQRPLF�XQLQVXU�

DEOHVµ³WKRVH�KLJK�ULVN�JURXSV�WKDW�DUH�LQ�SUDFWLFDO�HIIHFW�XQLQVXUDEOH
EHFDXVH�WKH�SUHPLXP�UDWHV�GHPDQGHG�IRU�WKHLU�FRYHUDJH�DUH�VR�KLJK�

*XDUDQWHHG� UHQHZDELOLW\� HQVXUHV� WKDW� WKRVH� FXUUHQWO\� FRYHUHG� E\� D

SDUWLFXODU�ILUP�FDQQRW�KDYH�WKDW�FRYHUDJH�GLVFRQWLQXHG�E\�WKHLU�FXUUHQW

LQVXUHU�LQ�D�VXEVHTXHQW�FRQWLQXRXV�\HDU�DV�ORQJ�DV�WKDW�LQVXUHU�FRQWLQXHV

WR�GR�EXVLQHVV� LQ� WKDW�SDUWLFXODU�PDUNHW���6XFK� UXOHV�DUH�LQWHQGHG� WR
HOLPLQDWH�SUDFWLFHV�ZKHUH�LQVXUHUV�UHIXVH�WR�UHQHZ�FRYHUDJH�RI�JURXSV

RU� LQGLYLGXDOV� RQFH� D� VXEVWDQWLDO� H[SHQVH� LV� LQFXUUHG�� $V� ZLWK� WKH

JXDUDQWHHG�LVVXH�UXOHV��KRZHYHU��JXDUDQWHHG�UHQHZDELOLW\�DORQH�GRHV�QRW

FRQVWUDLQ�WKH�SUHPLXP�WKDW�FDQ�EH�FKDUJHG�D�FRYHUHG�JURXS�RU�LQGLYLG�

XDO�� )ROORZLQJ� D� VHULRXV� LOOQHVV�� D� VPDOO� JURXS� RU� LQGLYLGXDO� FRXOG�
WKHUHIRUH��IDFH�LQFUHDVHV�VXEVWDQWLDO�HQRXJK�WR�PDNH�FRQWLQXLQJ�FRYHU�

DJH�XQUHDOLVWLF��7KXV��PDQ\�VWDWHV�UHVWULFW�WKH�UDQJH�RI�DQQXDO�SUHPLXP

LQFUHDVHV�LQ�WKH�VPDOO�JURXS�PDUNHW³WKRXJK�LQ�SUDFWLFH��PRVW�UDQJHV

DUH�TXLWH�ODUJH�
3UH�H[LVWLQJ�FRQGLWLRQ�H[FOXVLRQV�RFFXU�LQ�WRGD\·V�PDUNHW�LQ�D�QXPEHU�RI

IRUPV��6RPH�LQVXUHUV��PRVW�QRWDEO\�WKRVH�LVVXLQJ�SROLFLHV�WR�LQGLYLGXDOV�

SHUPDQHQWO\�GLVDOORZ�FRYHUDJH�RI� WUHDWPHQWV�UHODWHG� WR�DQ\�SUHYLRXV

FRQGLWLRQV���0DQ\�JURXS�SROLFLHV�KDYH�SUH�H[LVWLQJ�FRQGLWLRQ�ZDLWLQJ
SHULRGV��ZKHUHE\�QHZ�HQUROOHHV�DUH�H[FOXGHG�IURP�FRYHUDJH�SHUWDLQLQJ

WR�VXFK�FRQGLWLRQV�IRU�D�VSHFLILHG�SHULRG�RI�WLPH��/LPLWV�RQ�SUH�H[LVWLQJ

FRQGLWLRQ�H[FOXVLRQV�ZRXOG�VHUYH�DV�PD[LPXP�WLPH�SHULRGV�IRU�ZKLFK

FRQGLWLRQV�FRXOG�EH�H[FOXGHG��0RVW�RIWHQ��UHIRUP�SURSRVDOV�VHW�WKHVH

OLPLWV�DW���WR����PRQWKV��(OLPLQDWLQJ�SUH�H[LVWLQJ�FRQGLWLRQ�H[FOXVLRQV
FRPSOHWHO\�LQ�D�YROXQWDU\�PDUNHW�ZRXOG�XQGRXEWHGO\�OHDG�WR�KRUULILF

DGYHUVH�VHOHFWLRQ�SUREOHPV��:LWKRXW�DQ\�UHVWULFWLRQV�WKHUH�ZRXOG�EH�QR

LQFHQWLYH�WR�SXUFKDVH�LQVXUDQFH�XQWLO�WKH�RQVHW�RI�DQ�LOOQHVV�RU�LQMXU\�

FRQVHTXHQWO\��SUHPLXP�SULFHV�ZRXOG�HVFDODWH�GUDPDWLFDOO\�

3RUWDELOLW\�LV��RQ�LWV�RZQ��D�IRUP�RI�D�OLPLW�RQ�SUH�H[LVWLQJ�FRQGLWLRQ
H[FOXVLRQV��8QGHU�VXFK�UXOHV��WKRVH�LQGLYLGXDOV�PDLQWDLQLQJ�FRQWLQXRXV

FRYHUDJH�ZRXOG�EH�H[HPSW�IURP�DOO�SUH�H[LVWLQJ�FRQGLWLRQ�H[FOXVLRQV
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DSSO\LQJ�WR�QHZ�SROLFLHV��7KH�REMHFWLYH�RI�VXFK�D�UXOH�LV�WR�GHFUHDVH�WKH

SUREOHP�RI� ´MRE�ORFNµ��(PSLULFDO� VWXGLHV�� LQGLFDWH� WKDW� MRE�PRELOLW\

FRXOG� LQFUHDVH� VXEVWDQWLDOO\� LQ� WKH� DEVHQFH� RI� SUH�H[LVWLQJ� FRQGLWLRQ
H[FOXVLRQV��3RUWDELOLW\�ZRXOG�DOORZ�LQGLYLGXDOV�WR�PRYH�IURP�RQH�MRE

ZLWK�HPSOR\HU�VSRQVRUHG�LQVXUDQFH�WR�DQRWKHU�MRE�ZKLFK�RIIHUV�HP�

SOR\HU�VSRQVRUHG�LQVXUDQFH�ZLWKRXW�EHLQJ�VXEMHFW�WR�SUH�H[LVWLQJ�FRQ�
GLWLRQ�H[FOXVLRQV��:KDW�SRUWDELOLW\�DORQH�GRHV�QRW�SURYLGH�LV�D�JXDUDQWHH

WKDW�MRE�FKDQJHUV�FRXOG�FRQWLQXH�FRYHUDJH�LQ�WKHLU�SDUWLFXODU�KHDOWK�SODQ�

QRU�GRHV�LW�JXDUDQWHH�WKDW�WKH�MRE�FKDQJHU�ZLOO�EH�RIIHUHG�FRYHUDJH�DW�KLV

RU� KHU� QHZ� MRE�� 7KRXJK� SRUWDELOLW\� FRXOG� EH� D� YDOXDEOH� SROLF\� IRU
ZRUNHUV�ZKR�ZRXOG�OLNH�WR�PRYH�IURP�RQH�LQVXULQJ�MRE�WR�DQRWKHU�EXW

IHDU�ORVLQJ�FRYHUDJH�IRU�DQ�LOOQHVV�WKDW�WKH\�RU�RQH�RI�WKHLU�GHSHQGHQWV

KDV��SRUWDELOLW\�GRHV�QRW�PHDQ�WKDW�DOO�WKH�FXUUHQWO\�LQVXUHG�KDYH�WKH
ULJKW�WR�UHWDLQ�WKHLU�FXUUHQW�SODQV�DIWHU�D�MRE�FKDQJH��6RPH�FRQWLQXDWLRQ

FRYHUDJH�LV�DYDLODEOH��KRZHYHU��DV�D�UHVXOW�RI�WKH�&RQVROLGDWHG�2PQLEXV

%XGJHW�5HFRQFLOLDWLRQ�$FW��&2%5$��RI�������$PRQJ�RWKHU�UHIRUPV�

&2%5$�UHTXLUHV�WKDW�HPSOR\HUV�RI����RU�PRUH�ZRUNHUV�RIIHU�FRQWLQX�
DWLRQ�RI�WKH�ILUP·V�LQVXUDQFH�IRU�XS�WR����PRQWKV�WR�ZRUNHUV�VHSDUDWLQJ

IURP�WKH�ILUP��7KH�ZRUNHU�FKRRVLQJ�WKLV�FRYHUDJH�SD\V�DQ�DPRXQW�VHW

E\�WKH�HPSOR\HU�QRW�WR�H[FHHG�����SHUFHQW�RI�WKH�SUHPLXP�SUHYLRXVO\
SDLG�E\�WKH�HPSOR\HU�DQG�WKH�HPSOR\HH���

0DQGDWHG�%HQHILWV

7KHUH�DUH�WZR�EDVLF�PRWLYDWLRQV�IRU�VSHFLI\LQJ�EHQHILW�SDFNDJH�SURYL�

VLRQV�� 2QH� LV� WR� IDFLOLWDWH� FRPSDULVRQ� VKRSSLQJ� E\� FRQVXPHUV�� E\
HQVXULQJ�WKDW�VWDQGDUG�VHUYLFHV�DQG�SURYLGHUV�DUH�FRYHUHG�E\�DOO�SODQV�

7KH� RWKHU� LV� WR� VLPSO\� JXDUDQWHH� WKDW� FHUWDLQ� EHQHILWV� �H�J��� PHQWDO

KHDOWK�� DUH� DYDLODEOH� WR� DOO� WKH� LQVXUHG�� %RWK� PRWLYDWLRQV� SUHHPSW
DEVROXWH� PDUNHW� IUHHGRP�� 7KH� FRQGLWLRQV� XQGHU� ZKLFK� FRPSHWLWLYH

PDUNHW�SHUIRUPDQFH�LV�HQKDQFHG�RU�QRW�DUH�RXWOLQHG�LQ�WKH�QH[W�VHFWLRQ

�SDJH������7KLV�VXE�VHFWLRQ�ZLOO�VLPSO\�GHVFULEH�WKH�WKUHH�PDMRU�SROLF\

RSWLRQV��VWDQGDUG�EHQHILW�SDFNDJHV��PDQGDWHG�EHQHILWV��DQG�PLQLPXP
VXJJHVWHG� EHQHILW� SDFNDJHV�� ,Q� DGGLWLRQ�� ZH�ZLOO� GHVFULEH� D� PHGLFDO

VDYLQJV�DFFRXQW�DQG�LWV�SRWHQWLDO�XVH�LQ�FRQMXQFWLRQ�ZLWK�D�KLJK�GHGXFW�

LEOH�RU�FDWDVWURSKLF�LQVXUDQFH�SROLF\�
6WDQGDUG� EHQHILW� SDFNDJHV� VSHFLI\� H[DFWO\� ZKLFK� VHUYLFHV� DQG�ZKLFK

SURYLGHUV�DUH�FRYHUHG��DQG�ZKDW�FRVW�VKDULQJ�REOLJDWLRQV�DUH�LPSRVHG
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RQ�WKH�LQVXUHG��7KH�GHWDLOV�PD\�EH�OHIW�WR�FRPPLVVLRQV�RU�SURIHVVLRQDO

ERGLHV�DFWLQJ�SXUVXDQW�WR�OHJLVODWLYH�JXLGDQFH��0RVW�DQDO\VWV�DJUHH�WKDW

VWDQGDUG�EHQHILW�SDFNDJHV�ZRXOG�IDFLOLWDWH� FRPSDULVRQ�VKRSSLQJ� DQG

HQFRXUDJH� FRPSHWLWLRQ� DPRQJ� KHDOWK� SODQV���� ,Q� DGGLWLRQ�� VWDQGDUG
EHQHILW�SDFNDJHV�DUH�SUREDEO\�D�SUHUHTXLVLWH� IRU�HIIHFWLYH�ULVN�DGMXVW�

PHQW�� D� QHFHVVDU\� DGMXQFW� WR� FRPPXQLW\� UDWLQJ�� ERWK� RI� ZKLFK� DUH

GLVFXVVHG�EHORZ��0RVW�RI�WKH�)HGHUDO�UHIRUP�ELOOV�LQ�WKH����UG�&RQJUHVV

LQFOXGHG� VWDQGDUG� EHQHILW� SDFNDJHV�� DV� GR� VRPH� VWDWH� ODZV� FUHDWLQJ
SXUFKDVLQJ�FRRSHUDWLYHV����,Q�DGGLWLRQ��VRPH�SXUHO\�SULYDWH�FRRSHUD�

WLYHV�KDYH�VSHFLILHG�WKH�GHWDLOV�RI�WKH�EHQHILW�SDFNDJH�ZKLFK�SODQV�PXVW

RIIHU�LQ�RUGHU�WR�VHOO�WR�WKH�JURXS�PHPEHUV���

0DQGDWHG� EHQHILWV� ODZV� SUHGDWH� WKH� UHFHQW� FRPSUHKHQVLYH� UHIRUP

GHEDWH�� DQG� UHSUHVHQW� DWWHPSWV� WR� JXDUDQWHH� WKDW� SDUWLFXODU� KHDOWK
VHUYLFHV� DUH� FRYHUHG� LQ� HYHU\� LQVXUDQFH� SURGXFW� VROG� LQ� WKDW� VWDWH�

UHJDUGOHVV�RI�WKH�RWKHU�SURYLVLRQV�RI�WKH�LQVXUDQFH�SROLF\��7KHVH�EHQH�

ILWV� UDQJH� IURP� LQSDWLHQW� DOFRKRO� DQG� GUXJ� DEXVH� SURJUDPV� WR� WKH

VHUYLFHV�RI�FKLURSUDFWRUV�
0LQLPXP�VXJJHVWHG�EHQHILWV�ODZV�UHSUHVHQW�DWWHPSWV�WR�SDUWLDOO\�DFFRP�

SOLVK�ERWK�JRDOV��,I�WKH�PLQLPDO�SDFNDJH�EHFDPH�WKH�UHDO�IORRU�LQ�D�VWDWH�

WKHQ�D�VWHS�ZRXOG�KDYH�EHHQ�WDNHQ�WRZDUG�VWDQGDUG�EHQHILW�SDFNDJHV

ZLWKRXW�D�PDQGDWH��6LPLODUO\��PLQLPXP�EHQHILW�SDFNDJHV�UHSUHVHQW�D

SDUWLDO�FRQVHQVXV�RQ�ZKDW�EHQHILWV�VKRXOG�EH�LQFOXGHG�LQ�HYHU\�SROLF\�
$W� WKH� VDPH� WLPH��PLQLPXP� VXJJHVWHG�SDFNDJHV� SHUPLW� D� YDULHW\� RI

EHQHILWV�WR�EH�RIIHUHG��VR�WKDW�VSHFLILF�SDFNDJHV�PD\�EH�WDLORUHG�WR�DWWUDFW

ORZ�ULVN�LQGLYLGXDOV�DQG�PDLQWDLQ�WKH�ULVN�VHJPHQWDWLRQ�DOUHDG\�LQ�WKH

PDUNHW�� )LQDOO\�� LI� WKH� SDFNDJHV� DUH� PHUHO\� VXJJHVWLYH�� WKHUH� LV� QR
JXDUDQWHH�WKDW�DQ\�SDUWLFXODU�VHUYLFH�ZLOO�EH�XQLYHUVDOO\�DYDLODEOH�HYHQ�WR

WKH�LQVXUHG�SRSXODWLRQ�

$�PHGLFDO�VDYLQJV�DFFRXQW� �06$��LV�D�IXQG��VHW�XS�DQG�RZQHG�E\�DQ

LQGLYLGXDO��WKDW�FDQ�EH�GUDZQ�XSRQ�WR�ILQDQFH�XQFRYHUHG�PHGLFDO�H[SHQVHV

DV�WKH�QHHG�DULVHV��,I�WKH\�FKRRVH�WR�VHW�XS�DQ�06$��PRVW�LQGLYLGXDOV�ZRXOG
DOVR�SXUFKDVH�D�KLJK�GHGXFWLEOH�RU�FDWDVWURSKLF�KHDOWK�LQVXUDQFH�SROLF\

�SHUKDSV�DV�D�FRQGLWLRQ�RI�D�WD[�SUHIHUUHG�VWDWXV��WR�FRYHU�DOO�H[SHQVHV

LQ�D�JLYHQ�\HDU�DERYH�WKH�WKUHVKROG�GHGXFWLEOH�DPRXQW��H�J�����������

5HFHQW� OHJLVODWLYH� SURSRVDOV�� DW�ERWK� WKH� IHGHUDO�DQG� WKH� VWDWH� OHYHOV�

ZRXOG�PDNH�LQFRPH�XVHG�WR�FUHDWH�WKH�06$�H[HPSW�IURP�LQFRPH�DQG
SD\UROO� WD[HV�� DV� DUH� HPSOR\HU� FRQWULEXWLRQV� IRU� HPSOR\HHV·� KHDOWK

LQVXUDQFH�SUHPLXPV�FXUUHQWO\����8QXVHG�\HDU�HQG�EDODQFHV�LQ�WKH�06$
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IXQG�PLJKW�EH�DYDLODEOH�IRU�RWKHU�XVHV��ZLWK�D�SHQDOW\�RU�QRW��RU�DOORZHG

WR�DFFXPXODWH�DQG�HDUQ�LQWHUHVW��5HTXLULQJ�WKDW�D�SDUWLFXODU�06$�FDWD�

VWURSKLF� FRPELQDWLRQ�EH�PDGH� DYDLODEOH�WR�ZRUNHUV�� RU� GLFWDWLQJ� WKH
FRQGLWLRQV� LI� LW� LV�PDGH�DYDLODEOH��DV�PRVW�&RQJUHVVLRQDO�ELOOV�GR��� LV

HTXLYDOHQW� WR�PDQGDWLQJ� WKH� FRVW�VKDULQJ� UHTXLUHPHQWV� RI� D� EHQHILW

SDFNDJH��DV�RSSRVHG�WR�WKH�VHUYLFHV�RU�SURYLGHUV�FRYHUHG�

&RPPXQLW\�5DWLQJ

7ZR�EDVLF�RSWLRQV�FXUUHQWO\�H[LVW� IRU�VHWWLQJ�WKH� SUHPLXPV�IDFHG�E\

SXUFKDVHUV�RI�SULYDWH�KHDOWK�LQVXUDQFH��7KH�ILUVW��DQG�PRVW�ZLGHO\�VHHQ
LQ�WRGD\·V�PDUNHW��LV�H[SHULHQFH�UDWLQJ��8QGHU�H[SHULHQFH�UDWLQJ��LQVXUHUV

XVH�FKDUDFWHULVWLFV�RI�WKH�LQVXUHG�JURXS��LQFOXGLQJ�SDVW�SDWWHUQV�RI�KHDOWK

VHUYLFH� XWLOL]DWLRQ� IRU� WKDW� JURXS� DQG� RWKHU� JURXSV� VLPLODU� WR� LW� LQ

FRPSRVLWLRQ��WR�GHWHUPLQH�WKH�DSSOLFDEOH�SUHPLXP�OHYHO��,Q�WKLV�ZD\�
LQVXUHUV�DUH�DEOH�WR�FKDUJH�JURXSV�WKDW�DUH�ROGHU�DQG�WKDW�KDYH�KDG�DERYH

DYHUDJH�VSHQGLQJ�LQ�WKH�UHFHQW�SDVW�PRUH�WKDQ�WKH\�FKDUJH�RWKHU�JURXSV�

&RPPXQLW\�UDWLQJ��RQ�WKH�RWKHU�KDQG��LV�PRUH�DNLQ�WR�FKDUJLQJ�D
SUHPLXP�WKDW�LV�DYHUDJHG�RYHU�DQ�LQVXUHU·V�HQWLUH�ERRN�RI�EXVLQHVV��,Q

LWV�SXUH�IRUP��FRPPXQLW\�UDWLQJ�ZRXOG�DOORZ�SULFH�GLIIHUHQFHV�EDVHG

RQO\�XSRQ�JHRJUDSKLF�ORFDWLRQ��EHQHILW�SDFNDJH��DQG�IDPLO\�VL]H��,Q�WKLV

ZD\��WKH�KLJKHU�FRVWV�RI�OHVV�KHDOWK\�JURXSV�DUH�VSUHDG�RYHU�DOO�RI�WKH
JURXSV�LQVXUHG�E\�WKH�VDPH�FRPSDQ\��WKH�UHVXOW�EHLQJ�WKDW�LQ�DQ\�RQH

\HDU�KHDOWKLHU�JURXSV�SD\�PRUH�WKDQ�WKH\�ZRXOG�XQGHU�H[SHULHQFH�UDWLQJ�

DQG�OHVV�KHDOWK\�JURXSV�SD\�OHVV�WKDQ�WKH\�ZRXOG�RWKHUZLVH��7KLV�UDWLQJ
RSWLRQ�HVVHQWLDOO\�HOLPLQDWHV� SULFH�YDULDWLRQ�EDVHG�XSRQ�KHDOWK�VWDWXV

DQG�ULVN�ZLWKLQ�WKH�EORFN�RI�D�FRPSDQ\·V�LQVXUHGV�

,Q�D�ZRUOG�RI�YROXQWDU\�LQVXUDQFH�FRYHUDJH��KRZHYHU��SXUH�FRPPX�
QLW\�UDWLQJ�FDQ�EH�SUREOHPDWLF��7KHVH�LVVXHV�ZLOO�EH�GLVFXVVHG�IXOO\�LQ�WKH

VHFWLRQ� RQ� DGYHUVH� VHOHFWLRQ��0RGLILHG� FRPPXQLW\� UDWLQJ�� KRZHYHU�� LV

DQRWKHU�RSWLRQ��7KLV�DOWHUQDWLYH�HQWDLOV�DGMXVWLQJ�SXUH�FRPPXQLW\�UDWHG

SUHPLXPV�WR�WDNH�LQWR�DFFRXQW�D�OLPLWHG�VHW�RI�GLIIHUHQFHV�DFURVV�LQVXUHG
JURXSV�RU�LQGLYLGXDOV��$JH�UDWLQJ��IRU�H[DPSOH��VHWV�EURDG�DJH�EDQGV�

DOORZLQJ�SUHPLXPV�WR�YDU\�DFURVV�WKRVH�EDQGV��WKH�GLIIHUHQFHV�FDQ�EH

FRQILQHG�WR�FHUWDLQ�ERXQGDULHV��)RU�H[DPSOH��WKH�KLJKHVW�DJH�EDQG�FDQ�EH
UHTXLUHG�WR�EH�QR�PRUH�WKDQ�WKUHH�WLPHV�WKH�ORZHVW�DJH�EDQG��:KLOH�DJH

UDWLQJ�LV�WKH�PRVW�ZLGHO\�FRQVLGHUHG��UDWLQJ�EDQGV�FDQ�EH�GHWHUPLQHG
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DORQJ�RWKHU�SDUDPHWHUV�DV�ZHOO��H�J���JHQGHU��KLJKHU�ULVN�YHUVXV�ORZHU

ULVN�LQGXVWULHV��

5LVN�$GMXVWPHQW

*LYHQ� WKH� VNHZHG� GLVWULEXWLRQ� RI� KHDOWK� H[SHQGLWXUHV� LOOXVWUDWHG� LQ
)LJXUH����WKHUH�DUH�DOUHDG\�HQRUPRXV�LQFHQWLYHV�IRU�LQVXUHUV�WR�VHOHFW

WKH� KHDOWKLHVW� HQUROOHHV�� ,I� FRPPXQLW\� UDWLQJ�ZHUH�LPSOHPHQWHG�� WKH

KHDOWK� SODQ� ZKLFK� HQGHG�XS� ZLWK� WKH� KHDOWKLHVW� HQUROOHHV� ZRXOG�GR
FRQVLGHUDEO\�EHWWHU�WKDQ�WKH�KHDOWK�SODQ�ZKLFK�PDQDJHG�WR�DWWUDFW�WKH

OHDVW�KHDOWK\�HQUROOHHV��:LWKRXW�DQ\�RWKHU�FKDQJH��WKH�LQFHQWLYH�WR�VHOHFW

ULVNV�FRXOG�DFWXDOO\�LQFUHDVH��IRU�FRPPXQLW\�UDWLQJ�LV�W\SLFDOO\�DFFRP�
SDQLHG�E\� JXDUDQWHHG� LVVXH�DQG�RWKHU�UHIRUPV�ZKLFK�ZRXOG�PDNH�LW

KDUGHU�IRU�LQVXUHUV�WR�SURWHFW�WKHPVHOYHV�WKDQ�LQ�WKH�FXUUHQW�HQYLURQ�

PHQW�

5LVN�DGMXVWPHQW�LV�D�PHFKDQLVP�IRU�VSUHDGLQJ�DPRQJ�DOO�SODQV�WKH
DERYH�DYHUDJH�FRVWV�RI�WKH�EDG�ULVNV��VR�WKDW�WKH�FRQVHTXHQFHV�RI�SRRU

ULVN�VHOHFWLRQ�DUH�DPHOLRUDWHG�DQG�WKH�LQFHQWLYHV�WR�HQJDJH�LQ�DJJUHVVLYH

ULVN�VHOHFWLRQ�DUH�UHGXFHG��,W�LV�XQOLNHO\��KRZHYHU��WKDW�ULVN�DGMXVWPHQW
FRXOG� HYHU� SHUIRUP� SHUIHFWO\�� VR� VRPH� LQFHQWLYH� WR� VHOHFW� ULVNV� ZLOO

UHPDLQ��7KHUH�DUH�WZR�SRODU�H[WUHPHV�RI�ULVN�DGMXVWPHQW³SURVSHFWLYH

DQG�UHWURVSHFWLYH³DV�ZHOO�DV�´EOHQGHGµ�FRPELQDWLRQV�RI�ERWK��,Q�WKLV

VXE�VHFWLRQ�ZH�GHVFULEH�HDFK�W\SH�RI�ULVN�DGMXVWPHQW�JHQHUDOO\��DQG�RIIHU
D�GHWDLOHG�H[DPSOH�RI�KRZ�ULVN�DGMXVWPHQW�PLJKW�ZRUN�LQ�SUDFWLFH�LQ�WKH

IROORZLQJ�VHFWLRQ���

$�SURVSHFWLYH�ULVN�DGMXVWPHQW�PHFKDQLVP�WDNHV�LQWR�DFFRXQW�WKH
REMHFWLYH�ULVN� IDFWRUV�D�SHUVRQ�RU�JURXS�EULQJV�WR�WKH�FRPELQHG�ULVN

SRRO� �H�J��� DJH��JHQGHU�� SDVW� XWLOL]DWLRQ�� DQG� DGMXVWV� SD\PHQWV�WR� WKH

KHDOWK� SODQ� DFFRUGLQJ� WR� WKH� GLIIHUHQWLDO� ULVN� SURILOH� WKHLU� HQUROOHHV
UHIOHFW��3HRSOH�DQG�WKHLU�HPSOR\HUV�ZRXOG�SD\�WKHLU�FRPPXQLW\�UDWHG

SUHPLXPV�� EXW� SDUW� RI� WKH� SD\PHQWV� ZRXOG� EH� WUDQVIHUUHG� DPRQJ

LQVXUHUV�WR�UHIOHFW�GLIIHUHQWLDO�H[SHFWHG�FODLPV�FRVWV��JLYHQ�WKHLU�DFWXDO

HQUROOHHV��7KH�NH\�FRQFHSW�LV�DGMXVWLQJ�IRU�GLIIHUHQWLDO�H[�DQWH�RU�H[SHFWHG
FODLPV�FRVWV��DV�RSSRVHG�WR�DFWXDO�H[SHULHQFH�

$�SXUHO\�UHWURVSHFWLYH�ULVN�DGMXVWPHQW�PHFKDQLVP�LV�RQH�WKDW�DG�

MXVWV� SD\PHQWV� WR� KHDOWK� SODQV� EDVHG� RQ� H[� SRVW� FODLPV� H[SHULHQFH�
5HLQVXUDQFH�PHFKDQLVPV�DUH�DQ�H[DPSOH����$Q�DVVHVVPHQW�LV�PDGH�RQ

HDFK�LQVXUHU��XVXDOO\�DV�D�IL[HG�SHUFHQWDJH�RI�SUHPLXP�UHYHQXH��7KHQ�
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IRU� DOO� SDWLHQWV� ZKRVH� FODLPV·� H[FHHG� D� SUHGHWHUPLQHG� DPRXQW�� WKH

LQVXUHU�FDQ�GUDZ�IURP�WKH�SRRO��7KLV� GDPSHQV� WKH� ILQDQFLDO�SHQDOW\

IURP�HQUROOLQJ�LQGLYLGXDOV�ZKR�WXUQHG�RXW�WR�EH�VLFNHU�WKDQ�DYHUDJH�
7KLV�PHFKDQLVP�FDQ�DOVR�EH�WDLORUHG�IRU�VKDULQJ�WKH�FRVWV�RI�VSHFLILF

KLJK�FRVW�PHGLFDO�FRQGLWLRQV���

$�EOHQGHG�ULVN�DGMXVWPHQW�PHFKDQLVP�LV�D�FRPELQDWLRQ�RI�ERWK�WKH
SURVSHFWLYH�DQG�UHWURVSHFWLYH�DSSURDFKHV�� ,W�ZRXOG�DGMXVW� SUHPLXPV

UHFHLYHG�E\�SODQV� EDVHG�RQ�SUHGHWHUPLQHG�IDFWRUV��H�J��� DJH� RU� SULRU

XWLOL]DWLRQ��WKDW�DUH�EHOLHYHG�WR�SUHGLFW�H[SHFWHG�FODLPV�FRVWV��,Q�DGGL�

WLRQ��DFNQRZOHGJLQJ�RXU�OLPLWHG�WHFKQLFDO�DELOLW\�WR�SUHGLFW�H[SHQGLWXUHV
LQ�DQ\�JLYHQ�\HDU��WKH�EOHQGHG�ULVN�DGMXVWRU�ZRXOG�HQDEOH�VRPH�RI�WKH

FRVW�RI�H[WUHPHO\�KLJK�FRVW�FDVHV�WR�EH�UHFRXSHG�IURP�D�UHLQVXUDQFH

SRRO�� ZLWK� DQ� DSSURSULDWH� LQFHQWLYH� �H�J��� D� WKUHVKROG� FODLP� VL]H�� WR
PDQDJH� KLJK�FRVW� FDVHV� HIILFLHQWO\�� ,Q� WKLV� VHQVH� WKH� EOHQGHG� ULVN

DGMXVWRU�FRPELQHV�WKH�EHVW�ZH�FDQ�GR�DW�WKH�SUHVHQW�WLPH�RQ�SURVSHFWLYH

ULVN�DGMXVWPHQW�ZLWK�D�SURPLVH�WR�ODUJHO\�EXW�QRW�FRPSOHWHO\�UHFRP�

SHQVH�LQVXUHUV�ZKR�HQG�XS�ZLWK�ILQDQFLDOO\�GLVDVWURXV�FDVHV�

5HJXODWLRQ�RI�0DUNHWLQJ�3UDFWLFHV

$OO� VWDWHV� KDYH� SURKLELWLRQV� RQ� XQIDLU� WUDGLQJ� ZKLFK� DSSO\� WR� WKH
EXVLQHVV�RI�LQVXUDQFH��SURKLELWLQJ�IDOVH�DQG�PLVOHDGLQJ�FODLPV�DQG�WKH

OLNH��5HIRUPV�LQ�WKLV�DUHD�WHQG�WR�EH�VSHFLILFDOO\�WDUJHWHG�DW�PDUNHWLQJ

DQG�DGYHUWLVLQJ�SUDFWLFHV�WKDW�PD\�VHUYH�WR�HQKDQFH�ULVN�VHJPHQWDWLRQ�
)RU� H[DPSOH�� LQVXUHUV� PD\� EH� SURKLELWHG� IURP� RIIHULQJ� EURNHUV� RU

DJHQWV�D�ERQXV�IRU�GLUHFWLQJ�ORZ�ULVN�LQGLYLGXDOV�WR�WKHP��,QVXUHUV�PD\

DOVR�EH�SUHYHQWHG�IURP�DYRLGLQJ�FHUWDLQ�QHLJKERUKRRGV�ZKHUH�D�KLJKHU

SHUFHQWDJH�RI�KLJKHU�ULVN�LQGLYLGXDOV�DUH�EHOLHYHG�WR�OLYH����$GYHUWLVH�
PHQWV�FRXOG�EH�PDGH�VXEMHFW�WR�DGPLQLVWUDWLYH�DSSURYDO�WR�PD[LPL]H

WKH�IDFWXDO�FRQWHQW�DQG�WR�PLQLPL]H�WDUJHWLQJ�WR�KHDOWKLHU�JURXSV�

3XUFKDVLQJ�&RRSHUDWLYHV

$V�PDQ\�KDYH�QRWHG����VPDOO�JURXSV�DQG�LQGLYLGXDOV�DUH�GLVDGYDQWDJHG

SXUFKDVHUV�RI�KHDOWK�LQVXUDQFH��3XUFKDVLQJ�FRRSHUDWLYHV��VRPHWLPHV�FDOOHG

+HDOWK�,QVXUDQFH�3XUFKDVLQJ�&RRSHUDWLYHV��RU�+,3&V��FDQ�UHGUHVV�WKHVH
GLVDGYDQWDJHV�ZKHQ�WKH\�DUH�GHVLJQHG�WR�DFFRPSOLVK�WZR�PDMRU�JRDOV�

����DFKLHYLQJ�HFRQRPLHV�RI�VL]H��L�H���HQDEOLQJ�VPDOO�JURXSV�DQG�LQGLYLGX�
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DOV�WR�SXUFKDVH�LQVXUDQFH�ZLWK�WKH�VDPH�DGPLQLVWUDWLYH�HIILFLHQFLHV�DQG

EDUJDLQLQJ�SRZHU�WKDW�RQO\�ODUJHU�JURXSV�FDQ�DFKLHYH�RQ�WKHLU�RZQ��DQG

����UHGXFLQJ�ULVN�VHJPHQWDWLRQ��DGYHUVH�VHOHFWLRQ��SUREOHPV�LQ�WKH�VPDOO
JURXS�DQG�LQGLYLGXDO�LQVXUDQFH�PDUNHWV��7KH�VHFRQG�PRWLYDWLRQ�LV�PRUH

DPELWLRXV�WKDQ�WKH�ILUVW��DQG�UHTXLUHV�PRUH�H[WHQVLYH�UHIRUPV��LQFOXGLQJ

LQIRUPDWLRQ�JDWKHULQJ�DQG�GLVVHPLQDWLRQ�
3XUFKDVLQJ� FRRSHUDWLYHV�ZRXOG�� LQ� SUDFWLFH�� FRQWUDFW�ZLWK� KHDOWK

SODQV�DQG�HOLJLEOH�HPSOR\HUV����FROOHFW�DQG�SURYLGH�SODQ�VSHFLILF�LQIRU�

PDWLRQ�� PDUNHW� SODQV� WR� HOLJLEOH� HPSOR\HUV� DQG� LQGLYLGXDOV�� KDQGOH

HQUROOPHQW��DQG�PDQDJH�WKH�IORZ�RI�IXQGV�IURP�HPSOR\HUV�DQG�LQGL�

YLGXDOV�WR�KHDOWK�SODQV��7KH�SXUFKDVLQJ�FRRSHUDWLYH�FRXOG�DOVR�SHUIRUP
ULVN� DGMXVWPHQW� IRU� KHDOWK� SODQV� VHOOLQJ� WR� FRRSHUDWLYH�PHPEHUV�� ,Q

VKRUW��SXUFKDVLQJ�FRRSHUDWLYHV�FRXOG�DFW� LQ�PXFK�WKH�VDPH�ZD\�WKDW

PDQ\� ODUJH� ILUPV·� EHQHILW� PDQDJHPHQW� GHSDUWPHQWV� FXUUHQWO\� DFW� DV

SXUFKDVLQJ�DJHQWV�IRU�WKHLU�ZRUNHUV����8QGHU�EURDGHU�UHIRUP�SURSRVDOV�

+,3&V�ZRXOG�KDYH�EHHQ�DGPLQLVWUDWRUV�RI� VXEVLGLHV�IRU�ORZ�LQFRPH
IDPLOLHV�DQG�WKH�HQIRUFHUV�RI�FRVW�FRQWDLQPHQW�UHJXODWLRQV���

+,3&V�DUH�QRW�ULVN�EHDULQJ�HQWLWLHV��DQG�WKH\�ZRXOG�QRW�FRQWULEXWH

WR�FRYHULQJ�LQGLYLGXDOV·�FRVW�RI�LQVXUDQFH�FRYHUDJH��WKRXJK�D�JRYHUQ�

PHQW�VXEVLG\�SURJUDP�FRXOG�EH�DGPLQLVWHUHG�WKURXJK�WKHP��,Q�WKH�VDPH

ZD\��HPSOR\HUV�GR�QRW��LQ�HVVHQFH��FRQWULEXWH�WR�WKH�FRVWV�RI�WKHLU�ZRUNHUV·
FRYHUDJH��ZRUNHUV�SD\�IRU�WKHLU�HPSOR\HUV·�´VKDUHµ�RI�KHDOWK�EHQHILWV

WKURXJK�ORZHU�ZDJHV��:LWKLQ�D�+,3&�EDVHG�V\VWHP��HPSOR\HUV�ZRXOG

PDNH�FRQWULEXWLRQV�RQ�EHKDOI�RI�WKHLU�FRYHUHG�ZRUNHUV� GLUHFWO\� WR� WKH

+,3&��7KH�ZRUNHUV�ZRXOG�WKHQ�KDYH�WKH�FKRLFH�RI�HQUROOLQJ�LQ�DQ\�RI

WKH�SODQV�XQGHU�FRQWUDFW�ZLWK�WKH�+,3&��,QGLYLGXDO�SXUFKDVHUV�ZRXOG�KDYH
WKH� VDPH�SODQV� DYDLODEOH� WR� WKHP� DQG�ZRXOG� DOVR�PDNH� WKHLU� SUHPLXP

SD\PHQWV�GLUHFWO\�WR�WKH�+,3&�

+,3&V�FUHDWHG�XQGHU�VWDWH�ODZ�ZRXOG�EH�ERXQG�E\�WKH�UXOHV�LPSRVHG

E\� WKH� ODZ��7\SLFDOO\�� IRU� WKH� FODVV� RI� HOLJLEOHV� GHILQHG� E\� VWDWH� ODZ�

+,3&V�ZRXOG�QRW�EH�DOORZHG�WR�H[FOXGH�HPSOR\HU�JURXSV�RU�LQGLYLGXDOV
EDVHG�XSRQ�KHDOWK�VWDWXV�RU�ULVN��,Q�WKHLU�UROH�DV�PRQLWRUV�RI�WKH�TXDOLW\

RI�FDUH�GHOLYHUHG�LQ�LWV�SODQV��WKH\�PD\�EH�DOORZHG�WR�H[FOXGH�SODQV�WKDW

GHOLYHU�SRRU�TXDOLW\�EXW�RWKHUZLVH�FRPSO\�ZLWK�WKH�UXOHV�VHW�RXW�LQ�VWDWH

ODZ��,I�+,3&V�DUH�JUDQWHG�WKLV�DXWKRULW\��WKHQ�WKHLU�SRWHQWLDO�SULFH�DQG

TXDOLW\�EDUJDLQLQJ�SRZHU�ZRXOG�EH�VLJQLILFDQWO\�HQKDQFHG���

:KLOH� WKH� �������� GHEDWH� DQG� UHFHQW� VWDWH� DFWLRQV� LQGLFDWH� WKH

+,3&� FRQFHSW� KDV� ELSDUWLVDQ� VXSSRUW�� WKHUH� LV� VRPH� GLVSXWH� RYHU
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ZKHWKHU�WKHVH� HQWLWLHV� VKRXOG�EH�PDQGDWRU\�RU�YROXQWDU\� IRU�HOLJLEOH

ILUPV�DQG�LQGLYLGXDOV�FKRRVLQJ�LQVXUDQFH�FRYHUDJH��7KH�LVVXHV�UHOHYDQW

WR�WKLV�GHEDWH�DUH�ODUJHO\�UHODWHG�WR�DGYHUVH�VHOHFWLRQ��DQG�DUH�H[SORUHG
LQ�D�ODWHU�VHFWLRQ�RI�WKLV�SDSHU�

5HSHDO�RI�$QWL�0DQDJHG�&DUH�/DZV

7KH�WHUP�´DQWL�PDQDJHG�FDUH�ODZVµ�UHIHUV�WR�D�VHW�RI�ODZV�DQG�UHJXOD�
WLRQV�WKDW�VKDUH�RQH�FRPPRQ�JRDO��WKH�SURWHFWLRQ�RI�WUDGLWLRQDO�IHH�IRU�

VHUYLFH�PHGLFLQH�DQG�LQGHPQLW\�LQVXUDQFH��7KH�PRVW�LPSRUWDQW�RI�WKHP

WRGD\�DUH�́ DQ\�ZLOOLQJ�SURYLGHUµ��$:3��DQG�́ IUHHGRP�RI�FKRLFHµ��)2&�

ODZV�� $:3� UHIHUV� WR� VWDWXWHV� ZKLFK� UHTXLUH� WKDW� DQ\�PDQDJHG� FDUH
RUJDQL]DWLRQ�DFFHSW�DQ\�SURYLGHU�LQWR�LWV�́ QHWZRUNµ�RI�SUHIHUUHG�SURYLG�

HUV�ZKR�LV�ZLOOLQJ�WR�FRPSO\�ZLWK�WKH�SODQ·V�SXEOLFO\�H[SOLFLW�FULWHULD�

7KLV� QHFHVVDULO\� OLPLWV� D� KHDOWK� SODQ·V� DELOLW\� WR� VHOHFW� FRVW�HIIHFWLYH
SURYLGHUV� IRU�LWV� QHWZRUN��DQG� UHWDUGV�PDQDJHG� FDUH� SODQV·�DELOLW\� WR

RIIHU�WKH�ORZ�SUHPLXPV�WKH\�RWKHUZLVH�PLJKW�

)2&�ODZV�UHTXLUH�D�SODQ�WR�SHUPLW�HQUROOHHV�WR�FKRRVH�WR�XVH�DQ\

SURYLGHU�RI�WKHLU�FKRRVLQJ�DQG�WR�JHW�VXEVWDQWLDO��VRPHWLPHV�HTXDO�WR
WKH�PD[LPXP��UHLPEXUVHPHQW�IURP�WKH�KHDOWK�SODQ��7KLV�LV�OLNH�UHTXLU�

LQJ�D�SRLQW�RI�VHUYLFH�RSWLRQ�RQ�HYHU\�SODQ��DQG�FRXOG��GHSHQGLQJ�RQ

WKH�OHJLVODWHG�UHVWULFWLRQV��UHWDUG�WKH�DELOLW\�RI�WKH�PDQDJHG�FDUH�SODQ�WR
RIIHU� ORZHU� SUHPLXPV�EDVHG�RQ� H[SHFWHG�KHDOWK� H[SHQGLWXUHV��%RWK

$:3�DQG�)2&�ODZV�W\SLFDOO\�OLVW�WKH�VSHFLILF�SURYLGHU�W\SHV�DQG�KHDOWK

SODQ�W\SHV�IRU�ZKLFK�WKH\�DSSO\���

6WRS�/RVV�3ROLFLHV�IRU�WKH�6HOI�,QVXUHG�DQG�WKH

'HILQLWLRQ�RI�+HDOWK�,QVXUDQFH

7KH�H[HPSWLRQV�IURP�VWDWH�ODZV�JRYHUQLQJ�WKH�EXVLQHVV�RI�LQVXUDQFH

WKDW� DUH� DIIRUGHG� HPSOR\HUV� XQGHU� (5,6$� KDYH� SURYHQ� WR� EH� YHU\

DWWUDFWLYH�WR�PDQ\�ILUPV³���SHUFHQW�RI�LQVXULQJ�ILUPV�ZLWK�PRUH�WKDQ
���� HPSOR\HHV� DQG� ��� SHUFHQW� RI� LQVXULQJ� ILUPV� VPDOOHU� WKDQ� ���

VHOI�IXQG�WKHLU�KHDOWK�LQVXUDQFH����7KXV��DSSUR[LPDWHO\����SHUFHQW�RI

ZRUNHUV�DQG�WKHLU�GHSHQGHQWV�DUH�LQ�VHOI�LQVXUHG�SODQV����6RPH�HPSOR\�
HUV�GR�LQGHHG�EHDU�DOO�WKH�ULVN�RI�KHDOWK�LQVXUDQFH�WKHPVHOYHV��EXW�D�ODUJH

PDMRULW\�SXUFKDVH�D�VWRS�ORVV�SROLF\�WKDW�FRYHUV�PHGLFDO�H[SHQVHV�DERYH
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FHUWDLQ�WKUHVKROG�OHYHOV�ERWK�IRU�LQGLYLGXDOV�DQG�IRU�WKH�LQVXUHG�JURXS
LQ�WKH�DJJUHJDWH����)RU�H[DPSOH��VWRS�ORVV�FRYHUDJH�PD\�EH�WULJJHUHG�LI
DQ� LQGLYLGXDO·V� FRYHUHG� H[SHQVHV� H[FHHG� ��������� RU� LI� WKH� JURXS·V
FRYHUHG�H[SHQVHV�H[FHHG�����SHUFHQW�RI�H[SHFWHG�DJJUHJDWH�FRVWV����7KH
ORZHU� DUH� WKH� LQGLYLGXDO� DQG� DJJUHJDWH� WKUHVKROGV�� WKH�PRUH� ULVN� LV
DFWXDOO\�ERUQH�E\�WKH�VWRS�ORVV�LQVXUHU�UDWKHU�WKDQ�E\�WKH�VHOI�LQVXUHG
HPSOR\HU�RU�JURXS��,I�PRVW�ULVN�LV�DFWXDOO\�ERUQH�E\�WKH�VWRS�ORVV�LQVXUHU�
WKHQ�WKH�HPSOR\HU�LV�DFWXDOO\�EX\LQJ�KHDOWK�LQVXUDQFH�DQG�QRW�PHUHO\
SURWHFWLRQ�IURP�ILQDQFLDO�FDWDVWURSKH��,Q�WKLV�FDVH��WKH�HPSOR\HU�LV�QRW
UHDOO\�́ VHOI�LQVXUHGµ�DQG�WKH�(5,6$�H[HPSWLRQ�IURP�VWDWH�ODZV�PD\�EH
LQDSSURSULDWH��$�VWDWH�PD\�FKRRVH�WR�GHILQH�KHDOWK�LQVXUDQFH�WR�LQFOXGH
VWRS�ORVV�SROLFLHV�ZLWK�LQGLYLGXDO�RU�DJJUHJDWH�WKUHVKROGV�EHORZ�FHUWDLQ
DPRXQWV�� DQG� WKHUHE\� DSSO\� WKH� VDPH� VROYHQF\� DQG� LVVXH� ODZV� DQG
UHJXODWLRQV�WR�WKHVH� SROLFLHV� DV� DUH� DSSOLHG�WR� RWKHU� KHDOWK� LQVXUDQFH
SROLFLHV�

6(/(&7,21�%,$6�())(&76�,1�5()250('

92/817$5<�0$5.(76

7
KHUH�LV�DQ�XQIRUWXQDWH�WUDGHRII³VRPH�PLJKW�VD\�SDUDGR[³LQ�WKH
FXUUHQW�KHDOWK�LQVXUDQFH�PDUNHW��7KH�PRUH�FKRLFH�LQGLYLGXDOV�DQG

JURXSV�KDYH�RYHU�ZKHWKHU�RU�QRW�WR�SXUFKDVH�LQVXUDQFH�FRYHUDJH��WKH
W\SHV�RI�LQVXUDQFH�SROLFLHV��DQG�WKH�ORFXV�IRU�SXUFKDVLQJ�WKRVH�SROLFLHV�
WKH�JUHDWHU�WKH�ULVN�RI�V\VWHPDWLF�SUREOHPV�UHODWHG�WR�VHOHFWLRQ�ELDV��,Q
VRPH�W\SHV�RI�PDQGDWRU\�FRYHUDJH�HQYLURQPHQWV�VHOHFWLRQ�SUREOHPV
DULVH�DV�ZHOO��KRZHYHU��E\�DQG�ODUJH��VHOHFWLRQ�LVVXHV�DUH�FRQVLGHUDEO\
HDVLHU�WR�KDQGOH�LQ�PDQGDWRU\�HQYLURQPHQWV�WKDQ�LQ�YROXQWDU\�VHWWLQJV�

$GYHUVH�VHOHFWLRQ�RFFXUV�ZKHQ�LQGLYLGXDO�LQVXUHUV��RU�LQVXUHUV�DV�D
JURXS�� HQUROO� D� GLVSURSRUWLRQDWHO\�KLJK�ULVN�FOLHQWHOH��7KLV� FDQ�RFFXU
EHFDXVH�KHDOWKLHU�LQGLYLGXDOV��LQ�JHQHUDO��DUH�QRW�ULVN�DYHUVH�HQRXJK�WR
SURPSW�WKHP�WR�SXUFKDVH�LQVXUDQFH�ZKHQ�WKH\�GR�QRW� QHHG�PHGLFDO
FDUH��RU�EHFDXVH�FHUWDLQ�LQVXUDQFH�SODQV�DUH�UHODWLYHO\�PRUH�DWWUDFWLYH�WR
KLJKHU�FRVW�JURXSV��$V�WKH�DYHUDJH�HQUROOHH�FRVW�LQ�D�SDUWLFXODU�SODQ�RU
SODQV�LQ�JHQHUDO�ULVHV��WKH�SUHPLXP�SULFH�SHU�HQUROOHH�ULVHV�DV�ZHOO��(DFK
WLPH�WKH�SUHPLXP�LQFUHDVHV��HQUROOHHV�PXVW�ZHLJK�WKH�FRVWV�DQG�EHQHILWV
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WR�WKHP�RI�UHWDLQLQJ�WKDW�LQVXUDQFH��$V�SUHPLXPV�LQFUHDVH��HQUROOHHV�DW

WKH�ORZHU�HQG�RI�WKH�ULVN�VSHFWUXP�WHQG�WR�RSW�RXW�RI�WKHLU�SODQ��IRUFLQJ

WKH�DYHUDJH�SUHPLXP�XS�HYHQ�IXUWKHU��6XFK�D�G\QDPLF��LQ�WKHRU\��FRXOG
UHVXOW� LQ� VXFK� D� VXEVWDQWLDO� XSZDUG� VSLUDO� RI� SUHPLXPV� DQG� ORVV� RI

FRYHUDJH�WKDW�WKH�SULYDWH�KHDOWK�LQVXUDQFH�V\VWHP�PLJKW�QR�ORQJHU�EH

YLDEOH�RYHU�WLPH���

'RHV�WKLV�PHDQ�WKDW�YROXQWDU\�V\VWHPV�DUH�XQZRUNDEOH"�1RW�HQ�

WLUHO\��2XU�FXUUHQW�V\VWHP�LV�D�YROXQWDU\�RQH��DQG�DOWKRXJK�LW�KDV�PDQ\

IODZV��LW�KDV�VKRZQ�LWVHOI�WR�EH�YLDEOH�LQ�WKH�ORQJ�UXQ�IRU�FHUWDLQ�JURXSV�

$V�ZH�VWULYH�WR�UHIRUP�WKH�V\VWHP�LQ�D�YROXQWDU\�HQYLURQPHQW��KRZHYHU�
ZH�PXVW� EH� FRJQL]DQW�WKDW�PDQ\�RI�WKH�VHULRXV� SUREOHPV� LQ� WRGD\·V

VWUXFWXUH�DUH�WKH�UHVXOWV�RI�PHFKDQLVPV�WKDW�ZHUH�SXW�LQ�SODFH�E\�LQVXUHUV

LQ� RUGHU�WR�SURWHFW�WKHPVHOYHV�IURP�DGYHUVH�VHOHFWLRQ�LQ�D�YROXQWDU\
SXUFKDVLQJ�ZRUOG�

7KH�5XOHV�RI�,VVXH�DQG�$GYHUVH�6HOHFWLRQ

7KH�JHQHUDO� DEVHQFH�RI�XQLIRUP� UXOHV�RI�LVVXH�� GLVFXVVHG�SUHYLRXVO\�

HQDEOHV� LQVXUHUV� WR� HQUROO� DQG� PDLQWDLQ� D� ORZHU� WKDQ� DYHUDJH� FRVW
SRSXODWLRQ��,Q�PRVW�VWDWHV�WRGD\��LQVXUHUV�FDQ�UHIXVH�WR�LVVXH�FRYHUDJH

WR�JURXSV�RU�LQGLYLGXDOV�EDVHG�XSRQ�WKHLU�VSHFLILF�SDVW�KHDOWK�FDUH�XVH

RU�JHQHUDO�LQGLFDWRUV�RI�WKHLU�KHDOWK�VWDWXV��VXFK�DV�LQGXVWU\�RU�GHPR�

JUDSKLF� SURILOH��� 0RVW� VWDWHV� DOVR� DOORZ� LQVXUHUV� WR� UHIXVH� WR� UHQHZ

SROLFLHV� EDVHG�XSRQ�SUHYLRXV�\HDUV·� FODLPV�H[SHULHQFHV�� DQG� WR� GHQ\

FRYHUDJH�IRU�SUH�H[LVWLQJ�LOOQHVVHV�RU�FRQGLWLRQV�
��
�,Q�DGGLWLRQ��LQVXUHUV

LVVXLQJ�QHZ�SROLFLHV�RU�UHQHZLQJ�ROG�SROLFLHV�IRU�KLJK�FRVW�JURXSV�LQ�

GLYLGXDOV� FDQ�� LQ� JHQHUDO�� FKDUJH� SUHPLXPV� UHIOHFWLYH� RI� WKHLU� KLJK

H[SHFWDWLRQV�RI�IXWXUH�FRVWV�

6LPSO\� GLVDOORZLQJ� WKHVH� SUDFWLFHV� LQ� D� YROXQWDU\� HQYLURQPHQW�

KRZHYHU��ZRXOG�JHQHUDWH�WUHPHQGRXV�DGYHUVH�VHOHFWLRQ�SUREOHPV�IRU

LQVXUHUV��DQG�ZRXOG�LQ�DOO�SUREDELOLW\��HYHQWXDOO\�OHDG�WR�WKH�HUDGLFDWLRQ

RI�SULYDWH�LQVXUDQFH��7KH�UHDVRQ�LV�WKDW�WKHUH�ZRXOG�EH�QR�LQFHQWLYHV

IRU�LQGLYLGXDOV�WR�LQVXUH�WKHPVHOYHV�XQWLO�WKH\�EHFDPH�VHULRXVO\�LOO�RU

H[SHFWHG�KLJK�OHYHOV�RI�IXWXUH�PHGLFDO�FDUH�FRQVXPSWLRQ��*LYHQ�WKDW�

WKH�DYHUDJH�FRVW�RI�LQVXUHG�SHUVRQV�ZRXOG�EH�YHU\�KLJK��SULFLQJ�PRVW

SHRSOH�RXW�FRPSOHWHO\��7KRVH�WKDW�UHPDLQHG�ZRXOG�QRW�EH�SRROLQJ�ULVN

RI�XQFHUWDLQ�IXWXUH�PHGLFDO�QHHGV³WKH�PHGLFDO�QHHGV�ZRXOG�EH�YLUWX�

DOO\�FHUWDLQ�LQ�WKLV�FRQWH[W�
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&KDQJLQJ�WKH�UXOHV�RI�LVVXH�ZLWKRXW�GHVWUR\LQJ�WKH�PDUNHW�LV�SRVVL�

EOH�� /LPLWLQJ� JXDUDQWHHG� LVVXH� WR� D� SUH�GHWHUPLQHG�RSHQ� HQUROOPHQW

SHULRG�LV�RQH�H[DPSOH�RI�DSSURDFKHV�IRU�UHVWULFWLQJ�WKH�H[WHQW�RI�DGYHUVH
VHOHFWLRQ��6HWWLQJ�PD[LPXP�DOORZDEOH�WLPH�VSDQV��H�J������PRQWKV�RU��

PRQWKV�� IRU� SUH�H[LVWLQJ� FRQGLWLRQ� H[FOXVLRQV�� ZLWKRXW� FRPSOHWHO\

HOLPLQDWLQJ�WKHP��LV�DQRWKHU��*XDUDQWHHG�LVVXH�DQG�UHQHZDELOLW\�ZLOO�EH
PRVW�HIIHFWLYH�DW�UHGXFLQJ�VHOHFWLRQ�LI�WKH\�DSSO\�WR�DOO�SURGXFWV�VROG�E\

LQVXUHUV�LQ�D�JLYHQ�PDUNHW�

0DQGDWHG�%HQHILWV�DQG�$GYHUVH�6HOHFWLRQ

6WDQGDUG�EHQHILW�SDFNDJHV��6%3V��FRXOG�UHGXFH�VHOHFWLRQ��IRU�FRPSHWL�
WLRQ� LV� PRUH� OLNHO\� WR� EH� RYHU� SULFH� WKDQ� WKH� SDFNDJH� LWVHOI��:KHQ

SDFNDJHV�FDQ�YDU\�LQILQLWHO\��LQVXUHUV�FDQ�XVH�SDUWLFXODU�EHQHILWV�WR�DWWUDFW

JRRG�ULVNV��H�J���E\�RIIHULQJ�ZHOO�EDE\�FDUH�ZLWK�]HUR�FRVW�VKDULQJ��DQG

WR�GLVFRXUDJH�EDG�ULVNV��H�J���E\�QRW�RIIHULQJ�PHQWDO�KHDOWK�FRYHUDJH��
+RZHYHU�� WKH� QHW� HIIHFW� RI� VWDQGDUG� EHQHILW� SDFNDJHV� RQ� DGYHUVH

VHOHFWLRQ� ZLOO� GHSHQG� XSRQ� WKH� SDFNDJH� RI� UHIRUPV� �LI� DQ\�� WKDW� LV

VLPXOWDQHRXVO\�LPSOHPHQWHG��:LWKRXW�FRPPXQLW\�UDWLQJ�DQG�HIIHFWLYH
ULVN�DGMXVWPHQW��VWDQGDUG�EHQHILW�SDFNDJHV�DUH�OLNHO\�WR�KDYH�D�QHJOLJLEOH

LPSDFW�RQ�WKH�GHJUHH�RI�ULVN�VHJPHQWDWLRQ�LQ�WKH�LQVXUDQFH�PDUNHW�

0DQGDWHG� EHQHILWV� SURYLVLRQV�� E\� IRUFLQJ� FRYHUDJH� RI� SDUWLFXODU

VHUYLFHV��KDYH�WKH�SRWHQWLDO�IRU�UHGXFLQJ�VHOHFWLRQ�LQ�D�PDQQHU�VLPLODU
WR� 6%3V�� +RZHYHU�� LQ� WKH� DEVHQFH� RI� FRPPXQLW\� UDWLQJ� DQG� ULVN

DGMXVWPHQW��PDQGDWHG�EHQHILWV�ODZV�PD\�HQG�XS�VLJQLILFDQWO\�LQFUHDVLQJ

WKH�LQFHQWLYHV�IRU�LQVXUHUV�WR�VHOHFW�ULVNV��H�J���LI�JHQHURXV�PHQWDO�KHDOWK
EHQHILWV�DUH�PDQGDWHG���DQG�WKHUHE\�ZRUVHQLQJ�WKH�DFWXDO�GHJUHH�RI�ULVN

VHJPHQWDWLRQ��IRU�VHHNLQJ�RXW�WKH�OHDVW�XWLOL]DWLRQ�SURQH�DPRQJ�WKRVH

ZLWK�PHQWDO�KHDOWK�FRYHUDJH�FRXOG�EH�KLJKO\�SURILWDEOH��7KHUH�LV�VRPH
HYLGHQFH� WKDW� PDQGDWHG� EHQHILW� ODZV�� SHU� VH�� LQFUHDVH� SUHPLXPV���

*HQHURXV�PDQGDWHG�EHQHILWV�DQG�VWDQGDUG�EHQHILW�SDFNDJHV�WKXV�PD\

HQFRXUDJH� ILUPV� WR� VHOI�LQVXUH�� WKHUHE\� H[HPSWLQJ� WKHPVHOYHV� IURP

UHJXODWLRQ��%\�UHPRYLQJ�WKHPVHOYHV�IURP�WKH�JHQHUDO�SULYDWH�LQVXUDQFH
PDUNHW��ULVN�LV�VHJPHQWHG�IXUWKHU�

0HGLFDO� VDYLQJV� DFFRXQWV� DQG� WKH� FDWDVWURSKLF� KHDOWK� LQVXUDQFH

SROLFLHV�WKDW�JR�ZLWK�WKHP�ZRXOG�LQFUHDVH�ULVN�VHJPHQWDWLRQ��DW�WKH�OHDVW�
DQG�SUREDEO\�DGYHUVH�VHOHFWLRQ�DV�ZHOO��6LPXODWLRQV�E\�WKH�$PHULFDQ

$FDGHP\�RI�$FWXDULHV���FRQILUP�HFRQRPLF�WKHRU\·V�SUHGLFWLRQ�WKDW�WKH
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06$�FDWDVWURSKLF� FRPELQDWLRQ� ZLOO� EH�PRVW� DWWUDFWLYH� WR� UHODWLYHO\

\RXQJ�DQG�KHDOWK\�ZRUNHUV��)LUPV�WKDW�PDLQWDLQHG�WUDGLWLRQDO�FRPSUH�

KHQVLYH�RSWLRQV�ZRXOG�ILQG�WKHP�VHOHFWHG�DJDLQVW�DQG�ZRXOG�EH�UHTXLUHG
WR� LQFUHDVH� WKHLU� SUHPLXPV³FODVVLF� DGYHUVH� VHOHFWLRQ���� )LUPV� WKDW

DEDQGRQHG�WUDGLWLRQDO�RSWLRQV�DQG�MXVW�RIIHUHG�WKH�06$�FDWDVWURSKLF

SODQ�ZRXOG�HQJHQGHU�VLJQLILFDQWO\�KLJKHU�H[SHFWHG�WRWDO�SD\PHQWV��SUH�
PLXP�SOXV�RXW�RI�SRFNHW�SD\PHQWV�PLQXV�QHW�WD[�VDYLQJV��IURP�ROGHU

DQG�VLFNHU�ZRUNHUV�RU�ZRUNHUV�ZLWK�VLFNHU�IDPLO\�PHPEHUV��WKXV�LQFUHDV�

LQJ�ULVN�VHJPHQWDWLRQ�ZLWKLQ�WKH�ILUP��7KLV�PD\�QRW�EH�D�ELJ�SUREOHP

DPRQJ�ILUPV�ZLWK�UHODWLYHO\�\RXQJ�ZRUNIRUFHV�ZKLFK�DOVR�KDYH�UHODWLYHO\
KLJK�ODERU�WXUQRYHU��EXW�IRU�PDQ\�ILUPV�LQFUHDVLQJ�ULVN�VHJPHQWDWLRQ

DQG�WKH�DWWHQGDQW�LQWUDILUP�WHQVLRQV�ZLOO�EH�WKH�OLNHO\�UHVXOW�

&RPPXQLW\�5DWLQJ�DQG�$GYHUVH�6HOHFWLRQ

3XUH� FRPPXQLW\� UDWLQJ� LQ� D� YROXQWDU\� LQVXUDQFH� ZRUOG�PD\� QRW� EH

DGYLVDEOH� HLWKHU��:LWKRXW� UHTXLULQJ� FRYHUDJH�� ORZHU� ULVN� LQGLYLGXDOV�

VXFK�DV�WKH�\RXQJ�DQG�KHDOWK\��PD\�RSW�RXW�RI�WKH�LQVXUDQFH�PDUNHW
FRPSOHWHO\�UDWKHU�WKDQ�VXEVLGL]H�WKH�LQVXUDQFH�RI�KLJKHU�FRVW�SRSXOD�

WLRQV� WKURXJK�KLJKHU�SUHPLXPV��7KH�LPSOLFDWLRQV�RI� ORZ�ULVN�´GURS�

RXWµ�DUH�

�� ,QFUHDVHV� LQ� WKH� FRPPXQLW\� UDWHG� SUHPLXP� IRU� FRPSUHKHQVLYH
FRYHUDJH�� � � �WR�DQ�LQFUHDVH�LQ�WKH�DYHUDJH�ULVN

RI�WKRVH�PDLQWDLQLQJ�LQVXUDQFH�DQG�GXH�WR�DQ�LQIOX[�RI

KLJKHU�FRVW�LQGLYLGXDOV�ZKR�KDG�SUHYLRXVO\�EHHQ�SULFHG
RXW�RI�WKH�LQVXUDQFH�PDUNHW�E\�H[SHULHQFH�UDWLQJ��,Q�WKH

H[WUHPH� FDVH�� WKH� G\QDPLF�RI� LQVXUDQFH�GURSSLQJ�E\

WKRVH� DW� WKH� ORZ� UDQJH� RI� ULVN� FRXOG� OHDG� WR� SULFH
LQFUHDVHV�EH\RQG�VRPH�KLJK�ULVN�LQGLYLGXDOV·�DELOLW\�WR

SD\�

�� $�SRWHQWLDO�LQFUHDVH�LQ�WKH�QXPEHU�RI�XQLQVXUHG��WKLV�RFFXUV�LI

WKH�QXPEHU�RI�ORZHU�ULVN�LQGLYLGXDOV�OHDYLQJ�FRYHUDJH�LV
JUHDWHU�WKDQ�WKH�QXPEHU�RI�KLJKHU�ULVN�LQGLYLGXDOV�QHZO\

WDNLQJ�XS�FRYHUDJH�

2QH�RSWLRQ�IRU�PRGHUDWLQJ�WKH�SRWHQWLDO�QHJDWLYH�UHVXOWV�RI�FRP�
PXQLW\� UDWLQJ�LV�WR�XVH�DJH�UDWLQJ�EDQGV��0RGLILHG�FRPPXQLW\�UDWLQJ

PLJKW�DOORZ�WKRVH�LQ�GLIIHUHQW�EURDG�DJH�EDQGV�WR�SD\�GLIIHUHQW�DPRXQWV
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IRU�SUHPLXPV��)RU�H[DPSOH��WKRVH�DJHG�������PLJKW�SD\�DW�PRVW�WKUHH

WLPHV� WKH� SUHPLXP�SD\PHQW� IRU� DQ� ���� WR� ���\HDU�ROG�� ,Q� WKLV�ZD\�

\RXQJHU�DQG�KHDOWKLHU� LQGLYLGXDOV�ZRXOG�QRW�IDFH�DV�ODUJH�D�SUHPLXP

LQFUHDVH�DV�XQGHU�SXUH�FRPPXQLW\�UDWLQJ��ZKLOH�WKH�SUHPLXP�FKDUJHG
WKH�ROGHU�LQGLYLGXDOV�LV�ERXQGHG�DW�D�OHYHO�EHORZ�ZKDW�WKH\�DUH�OLNHO\�WR

IDFH�LQ�WKH�FXUUHQW�PDUNHW�

2WKHU�RSWLRQV�EHVLGHV�DJH�IRU�UDWLQJ�EDQGV�LQFOXGH�LQGXVWU\�FDWHJR�

ULHV��LQGLYLGXDOV�HPSOR\HUV�LQ�LQGXVWULHV�VXFK�DV�PLQLQJ��IRU�H[DPSOH�
ZRXOG� IDFH� KLJKHU� SUHPLXPV� WKDQ� WKRVH� LQ� LQGXVWULHV� WKDW�ZHUH� SHU�

FHLYHG�DV�ORZHU�ULVN���DQG�ZRUN�VWDWXV��$OO�WKH�RSWLRQV�IRU�GHYHORSLQJ

UDWLQJ�EDQGV�ZRXOG�UHVXOW�LQ�PRUH�UHGLVWULEXWLRQ�RI�SUHPLXP�SULFHV�WKDQ

LV�VHHQ�WRGD\�EXW�ZRXOG�UHVXOW�LQ�OHVV�UHGLVWULEXWLRQ��DQG�FRQVHTXHQWO\

ORZHU�WKH�ULVN�RI�GURSSLQJ��UHODWLYH�WR�D�SXUH�IRUP�RI�FRPPXQLW\�UDWLQJ�
0RGLILFDWLRQV�VXFK�DV�LQGXVWU\�UDWLQJ�FRXOG�PHDQ��KRZHYHU��WKDW�VRPH

KLJK�ULVN�JURXSV�ZRXOG�VWLOO�EH�SULFHG�RXW�RI�WKH�PDUNHW�

:KLOH�DJH�UDWLQJ�EDQGV�DWWHPSW�WR�OHVVHQ�WKH�SUREDELOLW\�RI�LQGLYLGX�

DOV�DQG�ILUPV�GURSSLQJ�LQVXUDQFH�FRPSOHWHO\��DQRWKHU�UHODWHG�LVVXH�LV
RSWLQJ�RXW�RI�WKH�FRPPXQLW\�UDWHG�SRRO�EXW�QRW�RXW�RI�LQVXUDQFH�DOO

WRJHWKHU��7R�WKH�H[WHQW�WKDW�ILUPV�DUH�DOORZHG�WR�SXUFKDVH�LQVXUDQFH

HLWKHU�LQ�WKH�FRPPXQLW\�UDWHG��RU�PRGLILHG�FRPPXQLW\�UDWHG��SRRO�RU

WKURXJK�RWKHU�LQVXUHUV�RU�WKURXJK�VHOI�LQVXUDQFH��IXUWKHU�RSSRUWXQLWLHV

IRU�VHOHFWLRQ�ELDV�RFFXU�
)RU�H[DPSOH��VD\�D�FRPPXQLW\�UDWHG�SRRO�ZDV�HVWDEOLVKHG�IRU�ILUPV

RI� ���� ZRUNHUV� RU� IHZHU�� $ORQJ� WKH� VSHFWUXP� RI� YROXQWDU\� V\VWHP

RSWLRQV��WKH�PRVW�VWULQJHQW�RSWLRQ�ZRXOG�EH�WR�UHTXLUH�DOO�HPSOR\HUV�RI

WKDW�VL]H�FKRRVLQJ�WR�LQVXUH�WKHLU�ZRUNHUV�WR�SXUFKDVH�FRPPXQLW\�UDWHG
LQVXUDQFH��7KH�OHDVW�VWULQJHQW�RSWLRQ�ZRXOG�EH�WR�DOORZ�DOO�HPSOR\HUV

RI� WKDW� VL]H� WR� SXUFKDVH� FRPPXQLW\�UDWHG� LQVXUDQFH�RU� WR� SXUFKDVH

H[SHULHQFH�UDWHG� LQVXUDQFH�WKURXJK� DQRWKHU� LQVXUHU�RU� WR�VHOI�LQVXUH�

8QGHU�WKH�OHDVW�VWULQJHQW�RSWLRQ��WKRVH�ILUPV�ZLWK�ORZHU�WKDQ�DYHUDJH

FRVW�HPSOR\HH�JURXSV�ZRXOG�OLNHO\�RSW�QRW�WR�HQUROO�LQ�FRPPXQLW\�UDWHG
SODQV��7KLV�ZRXOG�OHDYH�WKH�KLJKHU�FRVW�JURXSV�WR�WKH�FRPPXQLW\�UDWHG

SODQV�� EXW�WKH� FRPPXQLW\�UDWHG�SUHPLXPV�ZRXOG�EH�KLJK� JLYHQ� WKDW

WKHUH�ZRXOG�QRW�EH�DQ\�ORZHU�FRVW�JURXSV�ZLWK�ZKLFK�WR�VKDUH�WKH�ULVNV�

$V�XQGHU�WKH�GLVFXVVLRQ�RI�SXUH�FRPPXQLW\�UDWLQJ��WKLV�VLWXDWLRQ�ZRXOG

EH�OLNHO\�WR�OHDG�WR�LQDFFHVVLELOLW\�RI�LQVXUDQFH�IRU�WKH�KLJKHU�FRVW�JURXSV�
7KH� KDQGOLQJ� RI� 0XOWLSOH� (PSOR\HU� :HOIDUH� $UUDQJHPHQW

�0(:$�� SODQV� LV� RQH� H[DPSOH� RI� H[HPSWLRQV� WKDW� FRXOG� OHDG� WR
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GUDPDWLF�VHOHFWLRQ�SUREOHPV��0(:$V� DUH� DUUDQJHPHQWV�ZKHUHE\�� LQ

WKH� FXUUHQW� PDUNHW�� VPDOO� HPSOR\HUV� YROXQWDULO\� EDQG� WRJHWKHU� IRU¶

SXUSRVHV� RI� SXUFKDVLQJ� LQVXUDQFH�� 'XULQJ� WKH� �������� KHDOWK� FDUH

UHIRUP�GHEDWH��PDQ\�RI�WKH�ODWHU�ELOOV�DOORZHG�FRPPXQLW\�UDWLQJ�SRRO
H[HPSWLRQV� WR� ILUPV� LQVXULQJ� WKHLU� ZRUNHUV� WKURXJK�0(:$� SODQV�

6RPH�SURSRVDOV��6��������WKH�´'ROH�%LOOµ�RI�WKH����UG�&RQJUHVV��LV�RQH

H[DPSOH���DOORZHG�H[HPSWLRQV�IRU�QRW�RQO\�0(:$V�SURYLGLQJ�KHDOWK

LQVXUDQFH�SULRU�WR�HQDFWPHQW��EXW�IRU�WKRVH�FKRRVLQJ�WR�SURYLGH�VXFK
FRYHUDJH�LQ�WKH�IXWXUH�DV�ZHOO��7KH�SUDFWLFDO�HIIHFW�ZRXOG�KDYH�EHHQ�WR

DOORZ�YLUWXDOO\�DQ\�HPSOR\HU�ZLWK�D�ORZHU�WKDQ�DYHUDJH�FRVW�JURXS�WR

EDQG� WRJHWKHU� ZLWK� RWKHU� ILUPV� VLPLODUO\� VLWXDWHG�� DQG� WR� SXUFKDVH

H[SHULHQFH�UDWHG� LQVXUDQFH�RU�WR�VHOI�LQVXUH��7KH�UHVXOW��DJDLQ��ZRXOG

KDYH�EHHQ�KLJK�DQG�SRWHQWLDOO\�XQVXVWDLQDEOH�FRPPXQLW\�UDWHG�SUHPL�
XPV�

,Q�RUGHU� WR�PLQLPL]H� VHOHFWLRQ�SUREOHPV� UHVXOWLQJ�IURP�LQVXULQJ

JURXSV�RSWLQJ�RXW�RI�WKH�FRPPXQLW\�UDWHG�SRRO��PRUH�VWULQJHQW�UHVWULF�

WLRQV�DUH�QHFHVVDU\��7KH�ILUPV�DQG�LQGLYLGXDOV�HOLJLEOH�IRU�WKH�FRPPX�

QLW\�UDWHG� SRRO� DQG� FKRRVLQJ� WR� LQVXUH� VKRXOG� EH� UHVWULFWHG� WR
SXUFKDVLQJ�WKHLU�LQVXUDQFH�WKURXJK�WKDW�SRRO�WR�WKH�H[WHQW�SRVVLEOH��,I

VRPH�W\SH�RI�0(:$�H[HPSWLRQ�ZDV�QHFHVVDU\�IRU�SROLWLFDO�UHDVRQV��LW

ZRXOG�SUREDEO\� QRW� WKUHDWHQ� WKH�LQWHJULW\� RI� WKH� FRPPXQLW\� UDWH� WR

DOORZ� WKH� 0(:$V� FXUUHQWO\� SURYLGLQJ� KHDOWK� LQVXUDQFH� FRYHUDJH
WKURXJK�VHOI�LQVXUDQFH�WR�FRQWLQXH�WR�GR�VR��KRZHYHU��H[SDQVLRQ�RI�WKH

VL]H�RI�WKRVH�SODQV�VKRXOG�EH�VHYHUHO\�UHVWULFWHG��SHUKDSV�E\�WKH�UDWH�RI

JURZWK�RI� HPSOR\PHQW� LQ� WKH� DSSOLFDEOH� LQGXVWU\����$QRWKHU� RSWLRQ

PLJKW�EH�WR�GHYHORS�D�ULVN�DGMXVWPHQW�PHFKDQLVP�WKDW�ZRXOG�UHGLVWULE�
XWH�VRPH�FRVWV�IURP�WKH�FRPPXQLW\�UDWHG�SRRO�WR�WKRVH�RSWLQJ�RXW�RI

WKDW�SRRO���

,Q�DGGLWLRQ��LW�LV�DGYLVDEOH�WR�NHHS�WKH�QXPEHU�RI�ILUPV�HOLJLEOH�IRU

SDUWLFLSDWLRQ�LQ�WKH�FRPPXQLW\�UDWH�DV�ODUJH�DV�SRVVLEOH�JLYHQ�D�UXOH�WKDW�

ZLWK� IHZ� H[FHSWLRQV�� UHTXLUHV� WKDW� WKRVH� HOLJLEOH� FDQ� RQO\� SXUFKDVH
LQVXUDQFH�WKURXJK�WKH�FRPPXQLW\�UDWHG�SRRO��7KLV�LV�SDUWLFXODUO\�WUXH

LQ�VLWXDWLRQV�ZKHUH�LQGLYLGXDO�SXUFKDVHUV�DUH�LQ�WKH�VDPH�FRPPXQLW\�

UDWHG� SRRO� ZLWK� WKH� VPDOO� ILUPV�� $OWKRXJK� WKH� KHDOWK� FDUH� FRVWV� RI

ZRUNHUV�DQG�WKHLU�GHSHQGHQWV�GR�QRW�DSSHDU�WR�GLIIHU�DSSUHFLDEO\�DORQJ

WKH� FRQWLQXXP� RI� ILUP� VL]HV�� WKH� KHDOWK� FDUH� FRVWV� DVVRFLDWHG� ZLWK
QRQ�ZRUNLQJ� KRXVHKROGV� WHQG� WR� EH� KLJKHU� WKDQ� WKRVH� RI� ZRUNLQJ

KRXVHKROGV����&RQVHTXHQWO\�� WKH� ODUJHU� WKH� FRPPXQLW\� UDWLQJ� SRRO�� WKH
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JUHDWHU� WKH� QXPEHU� RI� UHODWLYHO\� OHVV� FRVWO\� KRXVHKROGV� RYHU� ZKLFK� WR

VSUHDG� WKH� KLJKHU� FRVWV� RI� QRQ�ZRUNLQJ�KRXVHKROGV�

5LVN�$GMXVWPHQW�DQG�$GYHUVH�6HOHFWLRQ

$�ULVN�DGMXVWPHQW�PHFKDQLVP�LV�GHVLJQHG�WR�UHGXFH�WKH�LQFHQWLYHV�IRU
ULVN�VHOHFWLRQ��$�SXUHO\�SURVSHFWLYH�PHFKDQLVP��LI�LWV�IRUHFDVWLQJ�DELOLW\

LV�QRW�PXFK�LPSURYHG�RYHU�FXUUHQWO\�DYDLODEOH�FDQGLGDWHV����PLJKW�QRW

UHGXFH�WKH�LQFHQWLYHV�IRU�ULVN�VHOHFWLRQ��IRU�LQVXUHUV�ZRXOG�VWLOO�H[SHFW
WR�EH�XQGHUFRPSHQVDWHG�IRU�EDG�ULVNV�DQG�RYHUFRPSHQVDWHG�IRU�JRRG

RQHV��$�SXUHO\�UHWURVSHFWLYH�PHFKDQLVP��OLNH�D�UHLQVXUDQFH�SRRO��ZRXOG

UHGXFH� WKH� LQFHQWLYHV� WR� VHOHFW� E\� DPHOLRUDWLQJ� WKH� FRQVHTXHQFHV� RI
KDYLQJ� EDG� ULVNV�� +RZHYHU�� WKHUH� LV� D� WUDGHRII� EHWZHHQ� FRPSOHWH

UHFRPSHQVH�IRU�EDG�ULVNV�DQG�PDLQWDLQLQJ�WKH�LQFHQWLYHV�WR�PDQDJH�WKH

FDUH� RI� WKH� YHU\� VLFN� LQ� D� FRVW�HIIHFWLYH�PDQQHU�� 7KXV�� D� IDLUO\� KLJK

WKUHVKROG�DQG�RU�VRPH�VKDULQJ�RI�WKH�FRVWV�DERYH�WKLV�WKUHVKROG�PD\
EH�UHTXLUHG�RI�WKH�´XQOXFN\µ�LQVXUHU�ZLWK�D�UHWURVSHFWLYH�ULVN�DGMXVW�

PHQW�PHFKDQLVP��7KLV�OLDELOLW\�DWWHQXDWHV�WKH�SURWHFWLRQ�IURP�EDG�ULVNV

DQG�WKHUHE\�UHLQVWDWHV�WKH�LQFHQWLYH�WR�VHOHFW�LQ�WKH�ILUVW�SODFH��$�EOHQGHG
FRPELQDWLRQ�RI�SURVSHFWLYH�DQG�UHWURVSHFWLYH�PHFKDQLVPV�LV�SUREDEO\

WKH�PRVW�SUDFWLFDO�VROXWLRQ�DW�WKH�SUHVHQW�WLPH���

$�EOHQGHG�PHFKDQLVP�ZRXOG�ZRUN�OLNH�WKLV��7KH�SURVSHFWLYH�IDFWRUV

PLJKW�EH�DJH�DQG�VH[��DQG�WKH�UHWURVSHFWLYH�WKUHVKROG�PLJKW�EH��������
LQ�FODLPV��$IWHU�WKH�HQUROOPHQW�SHULRG��HDFK�KHDOWK�SODQ·V�DJH�VH[�SURILOH

ZRXOG�EH�FDOFXODWHG��FRQYHUWHG�WR�DQ�LQGH[��DQG�FRPSDUHG�WR�WKH�PDUNHW

DYHUDJH�DJH�VH[�SURILOH��7KH�LQGH[HV�ZRXOG�UHIOHFW�H[SHFWHG� DJH�VH[
GLIIHUHQFHV� LQ� XWLOL]DWLRQ� DQG� H[SHQGLWXUHV�� RQ� DYHUDJH�� 3ODQV� ZLWK

ORZHU�WKDQ�DYHUDJH�ULVN�SURILOHV�ZRXOG�EH�DVVHVVHG�IRU�D�IUDFWLRQ�RI�WKHLU

SUHPLXP� UHYHQXH� DQG� SODQV� ZLWK� KLJKHU�WKDQ�DYHUDJH� ULVN� SURILOHV
ZRXOG� UHFHLYH� WKHVH� DVVHVVPHQWV�� 7KHVH� SURVSHFWLYH� SD\PHQWV� DQG

UHFHLSWV�ZRXOG�EH�SURSRUWLRQDO�WR�HDFK�SODQ·V�YDULDQFH�IURP�WKH�PDUNHW

DYHUDJH�ULVN�SURILOH�

$OO�SODQV�ZRXOG�FRQWULEXWH�HLWKHU�VRPH�IL[HG�DPRXQW�SHU�HQUROOHH
RU�VRPH�IUDFWLRQ�RI�ULVN�DGMXVWHG�SUHPLXP�UHYHQXHV�LQWR�D�UHWURVSHFWLYH

FODLPV�IXQG��3ODQV�ZLWK�LQGLYLGXDO�SDWLHQWV�ZKRVH�XWLOL]DWLRQ��HYDOXDWHG

DW�SUH�HVWDEOLVKHG�IDLU�PDUNHW�SULFHV��H[FHHGHG����������ZRXOG�VXEPLW
WKRVH�FODLPV�DQG�GUDZ�VRPH�IUDFWLRQ�RI�WKH�H[FHVV�FODLPV�IURP�WKH�IXQG�

$V� H[SHULHQFH� DFFXPXODWHV�� WKH� SURSRUWLRQDO� DGMXVWPHQW� IDFWRU� IRU
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SURVSHFWLYH�SD\PHQW�DQG�UHFHLSWV��WKH�KLJK�FRVW�FDVH�WKUHVKROG��WKH�VL]H

DQG�W\SH�RI�DVVHVVPHQW�IRU�WKH�UHWURVSHFWLYH�IXQG��DQG�WKH�IUDFWLRQ�RI

H[FHVV�FODLPV�WKDW�FDQ�EH�GUDZQ�IURP�WKH�IXQG�ZRXOG�DOO�EH�DGMXVWHG�WR
EDODQFH�WKH�LQFHQWLYHV�DJDLQVW�ERWK�ULVN�VHOHFWLRQ�DQG�PDQDJLQJ�KLJK�

FRVW�FDVHV�HIILFLHQWO\�

0DUNHWLQJ�3UDFWLFHV�DQG�$GYHUVH�6HOHFWLRQ

7KLV�LV�IDLUO\�REYLRXV��LQVXUHUV�DQG�WKHLU�DJHQWV�KDYH�VWURQJ�LQFHQWLYHV
WR�XVH�WKH�PDUNHWLQJ�WHFKQLTXHV�PHQWLRQHG�DERYH��WDUJHWLQJ�QHLJKERU�

KRRGV��ZLWKKROGLQJ�LQIRUPDWLRQ�DERXW�DOWHUQDWLYHV��HWF���WR�VHOHFW�IDYRU�

DEOH�ULVNV��DQG�VRPH�VWDWHV�KDYH�WULHG�WR�UHVWULFW�WKLV�EHKDYLRU��(IIHFWLYH
HQIRUFHPHQW� LV� VLJQLILFDQWO\� DLGHG� E\� VWDQGDUG�EHQHILW� SDFNDJHV� DQG

JXDUDQWHHG�LVVXH�UHTXLUHPHQWV��7KH�DEVHQFH�RI�JXDUDQWHHG�LVVXH�PHDQV

WKDW�SHUPLWWLQJ�PHGLFDO�XQGHUZULWLQJ�LV�VWDWH�SROLF\��:LWKRXW�JXDUDQWHHG
LVVXH��PDUNHW�FRQGXFW�H[DPLQHUV��PRVW�VWDWHV�UHTXLUH�DQ�H[DPLQDWLRQ

HYHU\�����\HDUV��DUH�OLPLWHG�WR�WU\LQJ�WR�SUHYHQW�IDOVH�DQG�PLVOHDGLQJ

VWDWHPHQWV�� D� FRQVLGHUDEO\� ORZHU� VWDQGDUG� WKDQ� LQKLELWLQJ� VHOHFWLRQ

VWUDWHJLHV�

+HDOWK�,QVXUDQFH�3XUFKDVLQJ�&RRSHUDWLYHV�DQG

$GYHUVH�6HOHFWLRQ

7KH�HVWDEOLVKPHQW�RI�SXUFKDVLQJ�FRRSHUDWLYHV�UDLVH�PRUH�DGYHUVH�VH�

OHFWLRQ�LVVXHV�UHODWHG�WR�FRPPXQLW\�UDWLQJ��$V�PHQWLRQHG�LQ�D�SUHYLRXV
VHFWLRQ��D�UHIRUP�V\VWHP�ZKLFK�LQFOXGHV�+,3&V�FDQ�VWUXFWXUH�WKHP�LQ

WZR�EDVLF�ZD\V��8QGHU�D�V\VWHP�RI�YROXQWDU\�+,3&V��LI�DQ�LQGLYLGXDO�RU

JURXS�FKRRVHV�WR�LQVXUH��WKH\�FDQ�LQVXUH�WKURXJK�D�+,3&�DQG�XQGHU�LWV
FRPPXQLW\�UDWH�RU�WKH\�FDQ�LQVXUH�RXWVLGH�RI�D�+,3&�WKURXJK�VHOI�LQ�

VXUDQFH�RU�H[SHULHQFH�UDWLQJ��8QGHU�D�V\VWHP�RI�PDQGDWRU\�+,3&V��DQ\

LQGLYLGXDO�RU�JURXS�FKRRVLQJ�WR�LQVXUH�PXVW�LQVXUH�WKURXJK�D�+,3&�

7KH�YROXQWDU\�+,3&�VWUXFWXUH�LQYLWHV�WKH�VDPH�W\SHV�RI�VHOHFWLRQ
LVVXHV�DV�PHQWLRQHG�DERYH��ZKHQ�ILUPV�RU�LQGLYLGXDOV�DUH�DOORZHG� WR

LQVXUH�WKHPVHOYHV�RXWVLGH�RI�WKH�FRPPXQLW\�UDWH��$EVHQW�IXUWKHU�UHJX�

ODWLRQ����WKRVH�LQVXULQJ�WKURXJK�WKH�+,3&�ZRXOG�WHQG�WR�EH�WKRVH�KDYLQJ
GLIILFXOW\�DWWDLQLQJ�FRYHUDJH�DQG�WKRVH�ZLWK�UHODWLYHO\�KLJKHU�FRVWV��6RPH

SRWHQWLDO�RIIVHWWLQJ�GLIIHUHQFHV�H[LVW��KRZHYHU�
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)LUVW�� WKH� DGPLQLVWUDWLYH�VDYLQJV� IRU�VPDOO� ILUPV� WKDW�FRXOG�UHVXOW

IURP�ODUJHU�JURXS�SXUFKDVLQJ�PLJKW�EH�VXIILFLHQW�WR�DWWUDFW�D�EURDGHU

JURXS�RI�HPSOR\HUV��7KH�DGPLQLVWUDWLYH�FRVWV�LQYROYHG�LQ�LQVXULQJ�DQ

LQGLYLGXDO�RU�DQ�LQGLYLGXDO�VPDOO�HPSOR\HU�FDQ�EH�SURKLELWLYHO\�KLJK���

6HFRQG��WKH�ZLGHU� DUUD\� RI�LQVXUHUV� WKDW�ZRXOG� OLNHO\� EH� DYDLODEOH� WR

ZRUNHUV�RI�HQUROOLQJ�ILUPV�FRXOG�EH�DQRWKHU�OXUH�IRU�D�UDQJH�RI�HPSOR\�

HUV��,Q�WKH�FXUUHQW�PDUNHW��VPDOO�HPSOR\HUV�DUH�VLJQLILFDQWO\�OHVV�OLNHO\

WKDQ� ODUJH� HPSOR\HUV� WR�SURYLGH�WKHLU�ZRUNHUV�ZLWK� D� FKRLFH�DPRQJ
LQVXUDQFH�SODQV����$QG�WKLUG�� LI�WKH�+,3&V�DUH�SHUPLWWHG�WR�EH�WRXJK

QHJRWLDWRUV��WKH�JUHDWHU�SXUFKDVLQJ�SRZHU�RI�D�+,3&�FRXOG�EH�D�SXOO�IRU

HPSOR\HUV��,I�+,3&V�DUH�QRW�UHTXLUHG�WR�IODWO\�DFFHSW�DQ\�LQVXUHU�ELG

WKDW�FRPSOLHV�ZLWK�FRPPXQLW\�UDWLQJ�VWDQGDUGV��EXW�LQVWHDG�DUH�JLYHQ

SRZHUV�WR�H[FOXGH�LQVXUHUV�DQG�RU�WR�QHJRWLDWH�SUHPLXPV�DURXQG�DQ
H[SHQGLWXUH�WDUJHW��VPDOO�HPSOR\HUV�PLJKW�ILQG�+,3&V�WR�KDYH�D�SUH�

PLXP�SULFH�DGYDQWDJH�RYHU�WKHLU�LQGLYLGXDO�FDSDELOLWLHV�

(YHQ�VR��(QWKRYHQ��DPRQJ�RWKHUV��VXJJHVWV�WKH�LPSOHPHQWDWLRQ�RI

FRPSHOOLQJ�LQFHQWLYHV�RU�OHJDO�UHTXLUHPHQWV�IRU�DOO�VPDOO�HPSOR\HUV�WR

SDUWLFLSDWH�WKURXJK�WKH�+,3&�WR�DYRLG�D�´VSLUDOµ�RI�DGYHUVH�VHOHFWLRQ���

2QH� FRPSHOOLQJ� LQFHQWLYH� LV� FRQWDLQHG� LQ� D� -DFNVRQ� +ROH� SURSRVDO

ZKLFK�ZRXOG�PDNH�+,3&�SDUWLFLSDWLRQ�E\�VPDOO�HPSOR\HUV�D�FRQGLWLRQ

IRU� H[FOXVLRQ�RI�HPSOR\HU�FRQWULEXWLRQV�IURP�HPSOR\HHV·� WD[DEOH�LQ�

FRPH�
7KH�VHFRQG�́ OD\HUµ�RI�WKH�+,3&�VWUXFWXUH��DIWHU�WKH�YROXQWDU\�YHUVXV

PDQGDWRU\�GHFLVLRQ�LV�PDGH��LV�WKH�FKRLFH�RI�H[FOXVLYH�YHUVXV�FRPSHWLQJ

+,3&V��:LOO�DQ�LQGLYLGXDO�RU�ILUP�ORFDWHG�LQ�D�VSHFLILF�DUHD�KDYH�D�VLQJOH

+,3&� WKURXJK�ZKLFK� WKH\�PD\� HQUROO�� RU�ZLOO� WKHUH�EH�D� QXPEHU� RI
GLIIHUHQW�+,3&V�LQ�WKH�DUHD�IURP�ZKLFK�WKH\�PD\�FKRRVH"�7KH�H[FOXVLYH

+,3&� RSWLRQ� PLQLPL]HV� DGYHUVH� VHOHFWLRQ� SUREOHPV� UHODWLYH� WR� WKH

FRPSHWLQJ�+,3&V��$OORZLQJ�FRPSHWLQJ�+,3&V�RSHQV�XS�WKH�SRVVLELOLWLHV

RI�́ FUHDP�VNLPPLQJµ�RI�JRRG�ULVNV�DPRQJ�+,3&V�RI�WKH�VDPH�VRUW�WKDW�LV

VHHQ�WRGD\�DPRQJ�LQVXUHUV��+,3&V�FRXOG�SRWHQWLDOO\�FRPSHWH�IRU�WKH�ORZHVW
FRVW�FOLHQWHOH�LQ�RUGHU�WR�NHHS�SUHPLXPV�ORZHU�WKDQ�DYHUDJH��7KH�UHVXOW

ZRXOG� DJDLQ� EH� D� VHJUHJDWHG� PDUNHW�� ZLWK� OLWWOH� ULVN� VKDULQJ� DFURVV

LQGLYLGXDOV�RI�GLIIHUHQW�OHYHOV�RI�XWLOL]DWLRQ��DQG�SRWHQWLDOO\�SURKLELWLYHO\

KLJK�SUHPLXPV�DPRQJ�+,3&V�ZLWK�D�GLVSURSRUWLRQDWH�VKDUH�RI�KLJK�

FRVW�LQGLYLGXDOV�
,Q� RUGHU� WR� FRQWDLQ�WKH� OHYHO� RI�VHOHFWLYH� HQUROOPHQW�DFURVV�JHR�

JUDSKLFDOO\�RYHUODSSLQJ�+,3&V��D�IDLUO\�HODERUDWH�V\VWHP�RI�UHJXODWLRQ
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ZRXOG�EH�QHFHVVDU\��,Q�DGGLWLRQ�WR�UHTXLULQJ�DOO�+,3&V�WR�RIIHU�JXDUDQ�

WHHG�LVVXH��UHQHZDELOLW\��SRUWDELOLW\��DQG�OLPLWV�RQ�SUH�H[LVWLQJ�FRQGLWLRQ

UHVWULFWLRQV� �ZKLFK� ZRXOG� DOVR� EH� QHFHVVDU\� LQ� D� PDQGDWRU\� +,3&
ZRUOG���+,3&�PDUNHWLQJ�SUDFWLFHV�ZRXOG�KDYH� WR�EH�FDUHIXOO\�PRQL�

WRUHG��,Q�DGGLWLRQ��D�ULVN�DGMXVWPHQW�PHFKDQLVP�WKDW�ZRXOG�ZRUN�DFURVV

+,3&V��DV�RSSRVHG�WR�DFURVV�SODQV�ZLWKLQ�D�VLQJOH�+,3&��ZRXOG�OLNHO\
EH�QHFHVVDU\��6XFK�PHDVXUHV�PLJKW�SURYLGH�D�QHWZRUN�RI�PHFKDQLVPV

IRU�UHGXFLQJ�+,3&�LQFHQWLYHV�WR�FUHDP�VNLP�HQUROOHHV�

$QWL�0DQDJHG�&DUH�/DZV�DQG�$GYHUVH�6HOHFWLRQ

,Q� SULQFLSOH�� ERWK� DQ\�ZLOOLQJ�SURYLGHU� DQG� IUHHGRP�RI� FKRLFH� ODZV
LQFUHDVH�WKH�UDQJH�RI�SURYLGHUV�WKDW�PDQDJHG�FDUH�HQUROOHHV�KDYH�DFFHVV

WR��$�PDMRU�UHDVRQ�IRU�UHPDLQLQJ�LQ�LQGHPQLW\�SODQV�LV�WR�KDYH�DFFHVV

WR�VSHFLILF�SURYLGHUV�WR�ZKRP�SDWLHQWV�KDYH�GHYHORSHG�DWWDFKPHQWV�EXW
ZKR�KDYH�QRW�MRLQHG�PDQDJHG�FDUH�SODQV�� 6LQFH�SDWLHQWV�ZLWK�VWURQJ

SURYLGHU�DWWDFKPHQWV�DUH�OLNHO\�WR�EH�VLFNHU��RQ�DYHUDJH��LQGHPQLW\�SODQV

FRPSHWLQJ�ZLWK�PDQDJHG�FDUH�SODQV�VXIIHU�DGYHUVH�VHOHFWLRQ��6R��LQFUHDV�

LQJ�WKH�UDQJH�RI�SURYLGHUV�VKRXOG�PRGHUDWH�WKLV�DGYHUVH�VHOHFWLRQ�DJDLQVW
LQGHPQLW\�SODQV��*LYHQ�WKH�IDLUO\�OLPLWHG�QDWXUH�RI�DQWL�PDQDJHG�FDUH

ODZV�LQ�PRVW�VWDWHV�DW�SUHVHQW��KRZHYHU��DQG�VRPH�SURYLGHUV·�FRQWLQXHG

UHOXFWDQFH� WR� DELGH� E\� WKH� FRQGLWLRQV� RI� PDQDJHG� FDUH� SODQV�� WKH
SUDFWLFDO� LPSRUWDQFH� RI� WKLV� HIIHFW� KDV� QRW� EHHQ� FRQFOXVLYHO\� GHPRQ�

VWUDWHG��)XUWKHUPRUH��WKH�WUDGHRII�KHUH�LV�WKDW�VWULQJHQW�DQWL�PDQDJHG�FDUH

ODZV�FRXOG�VWLIOH�HIILFLHQW�UHRUJDQL]DWLRQV�LQ�WKH�KHDOWK�GHOLYHU\�V\VWHP�
7KLV�ULVN�LV�DUJXDEO\�JUHDWHU�WKDQ�WKH�LPSURYHPHQW�LQ�VHOHFWLRQ�HIIHFWV

WKH\�PD\�HQWDLO�

6WRS�/RVV�3ROLFLHV��WKH�'HILQLWLRQ�RI�+HDOWK�,QVXUDQFH�
DQG�$GYHUVH�6HOHFWLRQ

7KH� ODUJHU� WKH� QXPEHU� RI� HPSOR\HUV� ZKR� VHOI�LQVXUH�� WKH� VPDOOHU� WKH
SRWHQWLDO�SRRO�IRU�FRPPHUFLDO�LQVXUHUV�ZKR�PLJKW�EH�LQFOLQHG�WR�DW�OHDVW

SDUWLDOO\�SRRO�ULVNV�ZLWKLQ�D�JLYHQ�FODVV�RI�HQUROOHHV��ILUP�VL]H��LQGXVWU\��HWF���

7KH�DYDLODELOLW\�RI�YHU\�ORZ�WKUHVKROG�VWRS�ORVV�SROLFLHV��L�H���GH�IDFWR�KHDOWK
LQVXUDQFH��PDNHV�LW�HDVLHU�WR�́ VHOI�LQVXUH�µ�DQG�WKXV�LQFUHDVHV�WKH�GHJUHH�RI

ULVN�VHJPHQWDWLRQ�LQ�WKH�VPDOOHU�JURXS�PDUNHW�
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*2$/6�2)�5()250�$1'�7+(�722/6

$9$,/$%/(�)25�$&+,(9,1*�7+(0

)RXU�JRDOV�VHHP�WR�GRPLQDWH�WKH�LQWHQW�RI�LQVXUDQFH�PDUNHW�UHIRUP�

� WR�H[WHQG�HFRQRPLHV�RI�VL]H�WR�VPDOO�JURXSV�DQG�LQGLYLGXDOV�

� WR�LQFUHDVH�VHFXULW\�RI�LQVXUDQFH�FRYHUDJH�

� WR�SURPRWH�FRPSHWLWLRQ�LQ�WKH�SULYDWH�PDUNHW��DQG

� WR�H[SDQG�LQVXUDQFH�FRYHUDJH�

)RU� HDFK�RI� WKHVH�PDMRU� JRDOV�ZH�ZLOO� GHOLQHDWH� WKH� SROLF\� WRROV
DYDLODEOH� WR� DGGUHVV� WKHP�� DQG� WKH� FRQWLQJHQW� SROLFLHV� QHFHVVDU\� WR
HQVXUH� WKDW�WKHVH� VWUDWHJLHV� DUH� HIIHFWLYH�DQG�GR�QRW�ZRUVHQ� WKH�ULVN
VHJPHQWDWLRQ�LQ�WKH�FXUUHQW�PDUNHWSODFH�

(FRQRPLHV� RI� 6L]H��$V� KDV� EHHQ� GLVFXVVHG�� VPDOO� JURXSV� DQG

LQGLYLGXDOV�DUH�GLVDGYDQWDJHG�UHODWLYH�WR�ODUJH�JURXSV�LQ�WZR�ZD\V��WKH
DGPLQLVWUDWLYH� FRVWV� DVVRFLDWHG� ZLWK� LQVXULQJ� WKHP� DUH� VXEVWDQWLDOO\

KLJKHU��DQG�WKH\�KDYH�YHU\�OLPLWHG�RU�QR�RSSRUWXQLWLHV�IRU�VSUHDGLQJ

WKHLU�KHDOWK�FDUH�ULVNV�ZLWK�RWKHU�LQGLYLGXDOV�RU�JURXSV��7KH�DGPLQLVWUD�

WLYH�FRVW�KDQGLFDS�OHDGV�WR�KLJKHU�SUHPLXP�OHYHOV�IRU�YLUWXDOO\�DOO�VPDOO
ILUPV� DQG� LQGLYLGXDOV�� 7KH� ULVN� VSUHDGLQJ� LVVXH� WKUHDWHQV� DFFHVV� WR

LQVXUDQFH�IRU�KLJK�FRVW�LQGLYLGXDOV�DQG�VRPH�VPDOO�JURXSV�ZKLOH�HQGDQ�

JHULQJ�ORQJ�UXQ�LQVXUDELOLW\�IRU�DOO�LQGLYLGXDOV�DQG�VPDOO�JURXSV�
&RPPXQLW\�UDWLQJ�SRROV�DUH�WKH�SUHGRPLQDQW�WRROV�IRU�LQFUHDVLQJ

WKH�VSUHDGLQJ�RI�LQVXUDQFH�ULVN��:H�KDYH�DOUHDG\�PHQWLRQHG�WKDW�FRP�

PXQLW\� UDWLQJ�LQ�YROXQWDU\�PDUNHWV�VKRXOG�EH�PRGLILHG�XVLQJ�OLPLWHG
DJH�EDQGV��GHFUHDVLQJ�RU�HOLPLQDWLQJ�WKH�DJH�EDQGV�VORZO\�RYHU�WLPH�PD\

EH�IHDVLEOH��&RPPXQLW\�UDWLQJ�PXVW�EH�GRQH�LQ�DVVRFLDWLRQ�ZLWK�RWKHU

SROLFLHV�DV�ZHOO��$W�D�PLQLPXP��FRPPXQLW\�UDWLQJ�LQ�YROXQWDU\�PDUNHWV

PXVW�LQFOXGH�JXDUDQWHHG�LVVXH��GXULQJ�VSHFLILHG�RSHQ�HQUROOPHQW�SHUL�
RGV���UHQHZDO��SRUWDELOLW\��DQG�OLPLWV�RQ�SUH�H[LVWLQJ�FRQGLWLRQ�H[FOX�

VLRQV���� WR����PRQWKV���:LWKRXW�WKHVH�UHIRUPV�RI� WKH�UXOHV�RI�LVVXH�

KLJK�FRVW�LQGLYLGXDOV�DQG�JURXSV�ZRXOG�FRQWLQXH�WR�EH�H[FOXGHG�IURP
ULVN�VKDULQJ��$QG�ZLWKRXW�WKH�FRQGLWLRQV��OLPLWHG�HQUROOPHQW�SHULRGV�

HWF���SODFHG�RQ�WKHVH�UXOHV�RI�LVVXH��ORZ�FRVW�LQGLYLGXDOV�PLJKW�RSW�RXW
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RI�WKH�LQVXUDQFH�V\VWHP�FRPSOHWHO\�XQWLO�WKH�WLPH�DW�ZKLFK�WKH\�EHFDPH

LOO��,Q�DGGLWLRQ��WKHUH�PXVW�EH�OLPLWV�RQ�WKH�H[HPSWLRQV�WKDW�DUH�DOORZHG

IURP� WKH� FRPPXQLW\� UDWLQJ� SRRO�� IRU� H[DPSOH�� RQO\� 0(:$V� DQG

DVVRFLDWLRQ�SODQV�WKDW�ZHUH�LQ�H[LVWHQFH�SULRU�WR�UHIRUP�FRXOG�RSW�RXW
RI�WKH�FRPPXQLW\�UDWH��:LWK�HDV\�H[LW�DYDLODEOH��WKH�FRPPXQLW\�UDWLQJ

SRRO�ZRXOG�EHFRPH�WKH� LQVXUHU� RI�ODVW� UHVRUW�IRU� WKH� KLJK�FRVW�� DQG

ZRXOG�QRW�EH�VXVWDLQDEOH�RYHU�WLPH�

)RU� WKH� ORQJHU� UXQ� HIIHFWLYHQHVV� RI� FRPPXQLW\� UDWLQJ� LW�PD\�EH
QHFHVVDU\�WR�LQWURGXFH�VWDQGDUG�EHQHILW�SDFNDJHV�DQG�ULVN�DGMXVWPHQW

DFURVV� SODQV�� ,I� EHQHILW� SDFNDJHV� DUH� DOORZHG� WR� YDU\� FRQVLGHUDEO\�

LQVXUHUV�PD\�FRQWLQXH�WR�XVH�WKH�GHVLJQ�RI�FRYHUHG�VHUYLFHV�WR�VHOHFW

WKH�OHVV�FRVWO\�LQGLYLGXDOV�DQG�JURXSV�LQ�WKH�FRPPXQLW\�UDWLQJ�SRRO��$QG

LI�NHHSLQJ�WKH�QXPEHU�RI�SODQV�DYDLODEOH�LQ�WKH�SRRO�KLJK�LQ�WKH�ORQJ�UXQ
LV�YDOXHG��VRPH�ULVN�DGMXVWPHQW�PHFKDQLVP�PD\�EH�UHTXLUHG��:LWKRXW

RQH��SODQV�ZKLFK�WHQG�WR�DWWUDFW�KLJKHU�FRVW� LQGLYLGXDOV�PD\�VHH�WKHLU

SULFHV�HVFDODWH�RYHU�WLPH��PDNLQJ�WKHLU�SODQV�XQDIIRUGDEOH�GXH�WR�WKDW

DGYHUVH�VHOHFWLRQ³QRW�GXH�WR�GLIIHUHQFHV�LQ�TXDOLW\�RI�FDUH�RU�HIILFLHQF\

RI�VHUYLFH�GHOLYHU\�
$GPLQLVWUDWLYH� DQG� ULVN� SRROLQJ� HFRQRPLHV� RI� VFDOH� FDQ� EH� DG�

GUHVVHG� HIIHFWLYHO\� WKURXJK�+,3&V�� $� SDUHG� GRZQ�+,3&� FRXOG� EH

GHVLJQHG� WR� DGGUHVV� DGPLQLVWUDWLYH� FRVWV� ZLWKRXW� IXOO\� FRQIURQWLQJ
LVVXHV�RI�DGHTXDWHO\�VSUHDGLQJ�ULVN��)RU�H[DPSOH��D�VWDWH�FRXOG�GHYHORS

D�+,3&�IRU�DOO�ILUPV�RI�D�SDUWLFXODU�VL]H��VD\����WR�����HPSOR\HHV���$OO

TXDOLI\LQJ�ILUPV�FRXOG�SDUWLFLSDWH��WDNLQJ�DGYDQWDJH�RI�WKH�ODUJHU�JURXS

SXUFKDVLQJ�DQG� FRQVHTXHQW�ORZHU�DGPLQLVWUDWLYH� FRVWV��6XFK�D�SDUHG

GRZQ�+,3&�ZRXOG�QRW��KRZHYHU��LQFOXGH�VWDQGDUG�EHQHILW�SDFNDJHV�RU
ULVN�DGMXVWPHQW��3ODQV�FRXOG�YDU\�FRQVLGHUDEO\�LQ�WKHLU�SUHPLXPV�DQG

WKH�EHQHILWV�RIIHUHG��DOWKRXJK�LQVXUHUV�FRXOG�QRW�SULFH�GLVFULPLQDWH�E\

KHDOWK�VWDWXV�DFURVV�WKH�HPSOR\HUV�MRLQLQJ�WKH�+,3&��7KH�+,3&�PLJKW

OLVW�D�OLPLWHG�QXPEHU�RI�IDFWRUV��VXFK�DV�DJH��WKDW�LQVXUHUV�FRXOG�XVH�WR

GHYHORS�UDWH�EDQGV��EXW�WKH�VWDWH�ZRXOG�QRW�SODFH�ERXQGDULHV�RQ�WKH
IDFWRUV��IRU�H[DPSOH��D�VWDWH�ZRXOG�QRW�OHJLVODWH�WKDW�WKH�ROGHVW�DJH�JURXS

QRW�SD\�PRUH�WKDQ�IRXU�WLPHV�WKH�\RXQJHVW�DJH�JURXS���7KLV�W\SH�RI

+,3&�PLJKW�QRW�PDNH�DQ\�VLJQLILFDQW�VWULGHV�WRZDUG�EURDGHU�VSUHDGLQJ

RI�ULVN�DFURVV�JURXSV��EXW�LW�VKRXOG�QRW�LQFUHDVH�VHJPHQWDWLRQ�RI�WKH

PDUNHW�HLWKHU��,QGLYLGXDOV�PLJKW�DOVR�EH�SHUPLWWHG�WR�SXUFKDVH�LQVXU�
DQFH�LQVLGH�WKH�+,3&��EXW�DW�DQ�LQGLYLGXDO�UDWH�ZKLFK�ZRXOG�EH�DOORZHG

WR� YDU\� IURP� WKH� HPSOR\HH� UDWH�� 7KH�SULPDU\� LQWHUHVW� RI� WKLV� PRUH
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PRGHVW�+,3&��WKHUHIRUH��LV�QRW�WR�VSUHDG�ULVN�EXW�WR�ORZHU�DGPLQLVWUD�

WLYH� FRVWV��$�PRUH� WUDGLWLRQDO�+,3&��DV�GHVFULEHG� LQ� HDUOLHU�VHFWLRQV�

ZRXOG� DGGUHVV� ERWK� WKH� DGPLQLVWUDWLYH� DQG� ULVN� VKDULQJ� DVSHFWV� RI

HFRQRPLHV�RI�VL]H�
+,3&V�VHHNLQJ�WR�DGGUHVV�ERWK�DGPLQLVWUDWLYH�FRVWV�DQG�ULVN�VSUHDG�

LQJ�ZRXOG�UHTXLUH�FRPPXQLW\�UDWLQJ�DQG�DOO�RI�WKH�SROLFLHV�QHFHVVDULO\

DVVRFLDWHG� ZLWK� FRPPXQLW\� UDWLQJ�� ,Q� DGGLWLRQ�� LW� LV� FULWLFDO� WKDW� WKH

LQVXUDQFH� UXOHV� LQVLGH� WKH�+,3&� DUH� LQ� FRQJUXHQFH�ZLWK� WKRVH� UXOHV
RXWVLGH�WKH�+,3&��)RU�H[DPSOH��LI�WKH�UXOHV�RI�LVVXH�ZHUH�UHIRUPHG�IRU

WKH�PDUNHW�LQVLGH�WKH�+,3&�EXW�QRW�IRU�WKH�RXWVLGH�PDUNHW��WKH�+,3&

PDUNHW�ZRXOG�DWWUDFW�WKH�KLJKHU�FRVW�JURXSV��ZLWK�WKH�HIIHFW�RI�VHJPHQW�

LQJ�WKH�LQVXUDQFH�PDUNHW�DV�D�ZKROH��3ROLF\�PXVW�EH�FRQVLVWHQW�LQVLGH

DQG� RXWVLGH� RI� WKH� +,3&� RWKHUZLVH� WKH� YROXQWDU\� QDWXUH� RI� WKHVH
UHIRUPV�ZLOO�SURYLGH�OHHZD\�IRU�VHOI��VHOHFWLRQ�E\�LQGLYLGXDOV�DQG�JURXSV�

6HFXULW\�RI�&RYHUDJH��$�QXPEHU�RI�SROLF\�WRROV�DUH�DYDLODEOH�IRU

LQFUHDVLQJ�WKH�VHFXULW\�RI�LQVXUDQFH�FRYHUDJH��7KHVH�LQFOXGH��WKH�UXOHV

RI� LVVXH�� FRPPXQLW\� UDWLQJ�� SURVFULEHG� OLPLWV� RQ� DQQXDO� SUHPLXP
LQFUHDVHV��DQG�KLJK�ULVN�SRROV�IRU�PHGLFDOO\�XQLQVXUDEOHV��7KH�UXOHV�RI

LVVXH�SUHYHQW�LQVXUHUV�IURP�H[FOXGLQJ�WKRVH�ZLWK�KLJK�FRVW�H[SHULHQFHV

IURP�FRYHUDJH��&RPPXQLW\�UDWLQJ�LQVXUHV�WKDW�FRYHUDJH�DW�DYHUDJH�UDWHV

ZLOO�EH�DYDLODEOH�UHJDUGOHVV�RI�SDVW�RU�IXWXUH�PHGLFDO�QHHGV��$QQXDO�OLPLWV

RQ�SUHPLXP�LQFUHDVHV�KHOS�WR�OLPLW�LQVXUHUV·�DELOLW\�WR�HIIHFWLYHO\�SULFH
JURXSV�RXW�RI�WKH�PDUNHW�EHFDXVH�RI�D�KLJK�FRVW�\HDU��$QG�KLJK�ULVN

SRROV�FDQ�VHUYH�WR�SURYLGH�FRYHUDJH�RI�ODVW�UHVRUW�WR�LQGLYLGXDOV�ZKR

KDYH�EHHQ�GHQLHG�FRYHUDJH��RU�DIIRUGDEOH�FRYHUDJH��GXH�WR�SUH�H[LVWLQJ

FRQGLWLRQV�
$OO�RI�WKH�UXOHV�RI�LVVXH�GR�QRW�QHFHVVDULO\�KDYH�WR�EH�LPSOHPHQWHG

WRJHWKHU��KRZHYHU��GRLQJ�VR�LQFUHDVHV�WKH�VHFXULW\�YDOXH�RI�WKH�UHIRUPV�

3RUWDELOLW\��EHLQJ�D�W\SH�RI�SUH�H[LVWLQJ�FRQGLWLRQ�OLPLWDWLRQ��PXVW�EH

LPSOHPHQWHG�ZLWK�JHQHUDO�SUH�H[LVWLQJ�FRQGLWLRQ�OLPLWDWLRQV�LQ�RUGHU�WR

EH�PHDQLQJIXO��,I�JXDUDQWHHG�LVVXH�LV�QRW�LQFOXGHG�LQ�UHIRUPV��JXDUDQ�
WHHG�UHQHZDELOLW\�ZRXOG�QRW�EH�HIIHFWLYH�LQ�LQFUHDVLQJ�FRYHUDJH�VHFXULW\

XQOHVV�IDLUO\�WLJKW�OLPLWV�RQ�DQQXDO�SUHPLXP�LQFUHDVHV�ZHUH�DOVR�LQFOXGHG�

:LWKRXW� VXFK� OLPLWV��WKH�SULFH� DW�ZKLFK� UHQHZDO� FRPHV� FRXOG�EH� VHW

VXIILFLHQWO\�KLJK�HQRXJK�WKDW�LW�LV�HIIHFWLYHO\�D�WHUPLQDWLRQ�RI�FRYHUDJH�

,I�JXDUDQWHHG�LVVXH�ZHUH�WR�EH�LQFOXGHG�LQ�WKH�SDFNDJH��DQQXDO�SUHPLXP
OLPLWV�PLJKW�QRW�QHHG�WR�EH�DV�UHVWULFWLYH��EHFDXVH�JURXSV�DQG�LQGLYLGXDOV

ZRXOG�KDYH�WKH�DELOLW\�WR�SXUFKDVH�FRYHUDJH�IURP�RWKHU�ILUPV��3UHPLXPV
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DW�ILUVW�LVVXH�PLJKW��RI�FRXUVH��EH�VHW�VXIILFLHQWO\�KLJK�WKDW�DFFHVV�ZRXOG

VWLOO�EH�VHYHUHO\�OLPLWHG�IRU�VRPH�JURXSV��$V�D�FRQVHTXHQFH�� ORQJ�UXQ

HIIHFWLYH� FRYHUDJH� VHFXULW\� IRU� DOO� JURXSV� ZRXOG� UHTXLUH� FRPPXQLW\

UDWLQJ� DQG� LWV� DVVRFLDWHG� SROLFLHV�� UHIRUPHG� UXOHV� RI� LVVXH�� VWDQGDUG
EHQHILW�SDFNDJHV��DQG�ULVN�DGMXVWPHQW��*XDUDQWHHG�LVVXH�ZLOO��KRZHYHU�

LQFUHDVH�WKH�DYHUDJH�SUHPLXP�OHYHO�VRPHZKDW��,Q�RUGHU�WR�NHHS�VXFK

LQFUHDVHV�DV�PRGHUDWH�DV�SRVVLEOH��JXDUDQWHHG�LVVXH�UHTXLUHV�EURDG�ULVN

SRROLQJ³WKH�PRUH� DYHUDJH� DQG�EHORZ�DYHUDJH� ULVNV� LQFOXGHG� LQ� WKH
SRRO��WKH�OHVV�RI�DQ�HIIHFW�WKH�QHZ�HQWUDQWV�ZLOO�KDYH�RQ�WKH� DYHUDJH

SUHPLXP�OHYHO�

+LJK�ULVN� SRROV� FDQ� WKHRUHWLFDOO\� EH� HIIHFWLYH� LQ� UHPRYLQJ� YHU\

KLJK�FRVW�LQGLYLGXDOV�IURP�WKH�SULYDWH�LQVXUDQFH�PDUNHW��UHGXFLQJ�WKH

LQFHQWLYH� IRU�LQVXUHUV� WR� VHOHFW� ORZHU� ULVN� JURXSV�DQG� LQGLYLGXDOV�� ,Q
SUDFWLFH��KRZHYHU��WKHVH�SRROV�RIWHQ�DUH�QRW�ZHOO�IXQGHG����$V�D�UHVXOW�

RQO\�WKRVH�DEOH�WR�DIIRUG�WKH�KLJK�FRVW�RI�WKH�SUHPLXP��XVXDOO\�VHW�DW

����SHUFHQW�RI�WKH�SUHPLXP�IRU�D�FRPSDUDEOH�EHQHILW�SDFNDJH��DUH�DEOH

WR�SDUWLFLSDWH��DQG�WRWDO�HQUROOPHQW�PD\�EH�OLPLWHG��,Q�RUGHU�WR�KDYH�D

VLJQLILFDQW�LPSDFW�LQ�ORZHULQJ�WKH�RYHUDOO�ULVN�RI�WKH�SULYDWHO\�LQVXUHG�
KLJK�ULVN�SRROV�PXVW�EH�DVVRFLDWHG�ZLWK�VRXUFHV�RI�IXQGLQJ�VXIILFLHQW�WR

SURYLGH�D�EURDG�JURXS�RI�KLJK�FRVW� LQGLYLGXDOV�ZLWK�LQVXUDQFH�RQ�DQ

DELOLW\�WR�SD\�EDVLV��7KH�SRROV�PXVW�DOVR�EH�DYDLODEOH�WR�LQGLYLGXDOV�ZKRVH

HPSOR\HUV�SURYLGH�LQVXUDQFH�FRYHUDJH�EXW�ZKHUH�WKH�HPSOR\HU�JURXS
LV� VXIILFLHQWO\� VPDOO� WKDW� WKH� JURXS·V� DFFHVV� WR� FRYHUDJH� PLJKW� EH

KDPSHUHG� LI� WKH� KLJK�FRVW� LQGLYLGXDO�ZHUH� LQFOXGHG� LQ� WKH� LQVXUDQFH

JURXS�

3URPRWH�&RPSHWLWLRQ��6RPH�DQDO\VWV�EHOLHYH�WKDW�D�PRUH�FRP�
SHWLWLYH�LQVXUDQFH�PDUNHW�ZLOO�OHDG�WR�PRUH�HIILFLHQW�GHOLYHU\�RI�KHDOWK

VHUYLFHV��KLJKHU�VHUYLFH�TXDOLW\��DQG�GHFUHDVHV�LQ�DYHUDJH�SUHPLXP�OHYHOV�

7KH�WRROV�DYDLODEOH�IRU�PRYLQJ�WKH�LQVXUDQFH�PDUNHW�LQ�WKLV�GLUHFWLRQ

LQFOXGH�GDWD�FROOHFWLRQ�DQG�GLVVHPLQDWLRQ��VWDQGDUG�EHQHILW�SDFNDJHV�

UHJXODWLRQ�RI�PDUNHWLQJ�SUDFWLFHV��DQG�UHSHDO�RI�DQWL�PDQDJHG�FDUH�ODZV�
&ROOHFWLRQ� DQG�GLVVHPLQDWLRQ�RI� GDWD� RQ�GLDJQRVHV�� WUHDWPHQWV�� RXW�

FRPHV�� DQG� FRVWV� FDQ� DOORZ� LQGLYLGXDOV� DQG� LQVXUHUV� WR�PDNH�PRUH

LQIRUPHG�FKRLFHV�DERXW�WKH�SURYLGHUV�WKDW�WKH\�FKRRVH�DQG�ZLWK�ZKLFK

WKH\�FRQWUDFW��7KH�PRUH�LQIRUPHG�DUH�WKH�SXUFKDVHUV�RI�VHUYLFHV��WKH

PRUH�SURYLGHUV�RI�VHUYLFHV�ZLOO�FRPSHWH�RQ�TXDOLW\�DQG�FRVW��8QLIRUP
EHQHILW�SDFNDJHV�DOORZ�LQGLYLGXDOV�WR�HDVLO\�FRPSDUH�WKH�SULFHV�RI�HDFK

SODQ�DYDLODEOH�WR�WKHP��ZKLOH�UHSHDO�RI�DQWL�PDQDJHG�FDUH�ODZV�UHPRYH
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VWDWH� LPSRVHG� LPSHGLPHQWV� WR� WKH� DELOLW\� RI� QHWZRUN� SODQV� WR� SULFH

WKHPVHOYHV�FRPSHWLWLYHO\��7R�WKH�H[WHQW�WKDW�LQVXUHUV·�DELOLW\�WR�VHOHF�

WLYHO\�PDUNHW�WKHPVHOYHV�WR�ORZHU�FRVW�JURXSV�FRXOG�EH�OLPLWHG�WKURXJK
UHJXODWLRQ��LQVXUHUV�ZRXOG�EH�IRUFHG�WR�FRPSHWH�RQ�VHUYLFH�TXDOLW\�DQG

HIILFLHQF\�DV�RSSRVHG�WR�WKHLU�DELOLW\�WR�HQUROO�ORZ�ULVN�LQGLYLGXDOV�

:KLOH�DQWL�PDQDJHG� FDUH� ODZV�FDQ�EH� UHSHDOHG� LQ� WKH�DEVHQFH�RI
RWKHU�UHIRUPV��ERWK�GDWD�EDVHG�DSSURDFKHV�DQG�PDUNHWLQJ�UHJXODWLRQV

UHTXLUH�D�FHQWUDO�RUJDQL]LQJ�ERG\�IRU�LQIRUPDWLRQ�IORZV��+,3&V�DUH�RQH

DOWHUQDWLYH��EXW�RWKHU�VWUXFWXUHV�FRXOG�FRQFHLYDEO\�EH�GHVLJQHG�WR�VHUYH

WKH� VDPH� SXUSRVHV�� 6XFK� DQ� RUJDQL]DWLRQDO� VWUXFWXUH� LV� QHFHVVDU\� LQ
RUGHU� WR� DVVXUH� XQLIRUPLW\� LQ� GDWD� FROOHFWLRQ� DQG� WR� FORVHO\� RYHUVHH

FRPSOLDQFH�ZLWK�PDUNHWLQJ�JXLGHOLQHV��,I�VWDQGDUG�EHQHILW�SDFNDJHV�DUH

LPSOHPHQWHG��ULVN�DGMXVWPHQW�PD\�DOVR�EH�QHFHVVDU\�LQ�RUGHU�WR�PDLQ�
WDLQ�ORQJ�UXQ�GLYHUVLW\�LQ�DYDLODEOH�LQVXUDQFH�SODQV�

([SDQG�&RYHUDJH��7KH�LQVXUDQFH�UHIRUP�WRROV�DYDLODEOH�IRU�H[�

SDQGLQJ�WKH�QXPEHU�RI�FRYHUHG�LQGLYLGXDOV�DQG�JURXSV�DUH�FKLHIO\�WKRVH

WKDW�PDNH�LQVXUDQFH�SROLFLHV�PRUH�DIIRUGDEOH��*LYHQ�WKH�ORZ�HVWLPDWHG
SULFH�HODVWLFLWLHV�RI�GHPDQG�IRU�KHDOWK�LQVXUDQFH�IRXQG�LQ�WKH�OLWHUDWXUH���

VXFK�LQFUHDVHV�LQ�FRYHUDJH��LQ�JHQHUDO��VKRXOG�EH�H[SHFWHG�WR�EH�IDLUO\

PRGHVW����7KH� FRPSHWLWLRQ� HQKDQFLQJ� VWUDWHJLHV� DUH� DSSURDFKHV� WKDW
VKRXOG� EH� FRQVLGHUHG� LQ� WKLV� FRQWH[W��:KLOH� FRPPXQLW\� UDWLQJ� DQG

UHIRUP�RI� WKH� UXOHV� RI� LVVXH�ZRXOG� ORZHU� SUHPLXPV� IRU� KLJKHU� WKDQ

DYHUDJH�FRVW�LQGLYLGXDOV�DQG�JURXSV��VXFK�UHIRUPV�ZRXOG�DOVR�LQFUHDVH
SUHPLXPV�IRU�RWKHUV��7KH�QHW�FRYHUDJH�HIIHFW�ZLOO�EH�D�IXQFWLRQ�RI�WKH

VXFFHVV� ZLWK� ZKLFK� LQVXUDQFH� GURSSLQJ� E\� WKH� FXUUHQWO\� LQVXUHG� LV

FRQWDLQHG�E\�VWUDWHJLHV�VXFK�DV�DJH�UDWLQJ�

)285�,1685$1&(�5()250�3$&.$*(6

'
HSHQGLQJ�XSRQ�WKH�SROLWLFDO�FOLPDWH�LQ�WKH�VWDWH�FRQVLGHULQJ�LQVXU�
DQFH� UHIRUP� RSWLRQV�� VRPH� OHJLVODWLYH� DSSURDFKHV�PD\� QRW� EH

IHDVLEOH�� 5HJDUGOHVV� RI� WKH� OHYHO� DW� ZKLFK� UHIRUPV� DUH� SXUVXHG�� WKH

XWPRVW�LQ�FDXWLRQ�VKRXOG�EH�XVHG�WR�HQVXUH�WKDW�UHIRUPV�GR�QRW�OHDG�WR
IXUWKHU�VHJPHQWDWLRQ�RI�ULVN�LQ�WKH�SULYDWH�LQVXUDQFH�PDUNHW��:H�SUHVHQW

IRXU� DOWHUQDWLYH� LQVXUDQFH� UHIRUP� SDFNDJHV�� UHSUHVHQWLQJ� LQFUHDVLQJ
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OHYHOV�RI�DJJUHVVLYHQHVV��:H�EHOLHYH�WKDW�WKHVH�SDFNDJHV�DGKHUH�WR�WKH

EDVLF�WHQDQW�RI�´GR�QR�KDUPµ��ZKLOH�WKH\�PD\�KHOS�RQO\�OLPLWHG�JURXSV

RU�LQGLYLGXDOV��WKH\�VKRXOG�QRW�OHDG�WR�IXUWKHU�GHWHULRUDWLRQ�LQ�WKH�RYHUDOO

PDUNHW�� :H� DVVXPH� WKDW� WKH� FDXWLRQDU\� VWHSV� DGYLVHG� LQ� SUHYLRXV
VHFWLRQV�DUH�WDNHQ�LQ�FRQMXQFWLRQ�ZLWK�HDFK�VSHFLILF�SDFNDJH�FRPSR�

QHQW��)RU�H[DPSOH��JXDUDQWHHG�LVVXH�DVVXPHV�WKDW�WKH�SROLF\�DSSOLHV�RQO\

GXULQJ�D�SUH�VSHFLILHG�OLPLWHG�WLPH�SHULRG�HDFK�\HDU�

,Q� HDFK�SDFNDJH�EHORZ��ZH� UHFRPPHQG� WKDW�WKH�VWDWH� DGRSW� WKH
1$,&·V�0RGHO�6WRS�/RVV�,QVXUDQFH�$FW��WR�VWDQGDUGL]H�WKH�GHILQLWLRQV

RI�KHDOWK�LQVXUDQFH�DQG�VHOI�LQVXUDQFH�LQ�UHDVRQDEOH�ZD\V��6XFK�UXOHV

FDQ�VLJQLILFDQWO\�OLPLW�FXUUHQW�DEXVHV��DQG�FDQ�EH�LPSOHPHQWHG�ZLWKRXW

FRQFHUQ� DERXW� SRWHQWLDO� LQWHUDFWLYH� HIIHFWV� ZLWK� RWKHU� LQVXUDQFH� UH�

IRUPV�
3DFNDJH��³0LQLPDOLVW�5HIRUP��UHJXODWLRQ�RI�GHILQLWLRQ�RI�VWRS�ORVV�

JXDUDQWHHG�UHQHZDO��SRUWDELOLW\�����WR����PRQWK�OLPLWV�RQ�SUH�H[�

LVWLQJ�FRQGLWLRQ�H[FOXVLRQV��OLPLWV�RQ�DQQXDO�SUHPLXP�LQFUHDVHV�

7KLV�PLQLPDOLVW�SDFNDJH�ZRXOG�SURYLGH�VRPH�LQFUHDVHG�VHFXULW\�WR�WKH
FXUUHQWO\�LQVXUHG��6XFK�D�SDFNDJH�VKRXOG�QRW�KDYH�D�VXEVWDQWLDO�HIIHFW

RQ�DYHUDJH�RYHUDOO�SUHPLXPV��:KLOH�WKH�SRWHQWLDO�QHJDWLYH�HIIHFWV�RI

3DFNDJH���DUH�PLQLPL]HG��VR�WRR�DUH�WKH�SRWHQWLDO�SRVLWLYH�HIIHFWV��7KRVH

JURXSV�DQG�LQGLYLGXDOV�WKDW�DUH�FXUUHQWO\�XQLQVXUHG�ZRXOG�QRW�KDYH�WKHLU

DFFHVV�WR�FRYHUDJH�HQKDQFHG��DQG�WKHUH�LV�VRPH�FKDQFH�WKDW� LQVXUHUV
ZRXOG�EHFRPH�PRUH�VHOHFWLYH�RI�QHZ�LQVXUHGV�VLQFH�UHQHZDO�LV�JXDUDQ�

WHHG��,Q� DGGLWLRQ�� HYHQ�ZLWK�ZKDW�PLJKW� EH� FRQVLGHUHG�IDLUO\� ´WLJKWµ

OLPLWV�RQ�DQQXDO�SUHPLXP�LQFUHDVHV��VD\����SHUFHQW��SUHPLXPV�FRXOG�EH

PDGH�XQDIIRUGDEOH�IRU�VRPH�ZLWKLQ�D�IDLUO\�VKRUW�WLPH�KRUL]RQ³RQH�WR
WKUHH�\HDUV��7KH�3DFNDJH���DSSURDFK�VKRXOG�QRW��KRZHYHU��LQFUHDVH�WKH

VHJPHQWDWLRQ�RI�ULVN�VHHQ�LQ�WKH�FXUUHQW�PDUNHW��LW�LV�DOVR�XQOLNHO\�WR�OHDG

WR�DQ\�VLJQLILFDQW�UHGLVWULEXWLRQ�

3DFNDJH��³0RGHVW�5HIRUPV��UHJXODWLRQ�RI�GHILQLWLRQ�RI�VWRS�ORVV�
JXDUDQWHHG�UHQHZDO��SRUWDELOLW\�����WR����PRQWK�OLPLWV�RQ�SUH�H[�
LVWLQJ�FRQGLWLRQ�H[FOXVLRQV��OLPLWV�RQ�DQQXDO�SUHPLXP�LQFUHDVHV�

ZHOO�IXQGHG�KLJK�ULVN�SRRO��+,3&�IRFXVHG�RQ�UHGXFLQJ�DGPLQLV�

WUDWLYH�FRVWV��%\�DGGLQJ�D�ZHOO�IXQGHG�KLJK�ULVN�SRRO�WR�3DFNDJH����ZH

VKRXOG�EH�DEOH�WR�SXOO�D�VLJQLILFDQW�QXPEHU�RI�YHU\�KLJK�FRVW�LQGLYLGXDOV

RXW� RI� WKH� SULYDWH� LQVXUDQFH� PDUNHW� DQG� RXW� RI� WKH� UDQNV� RI� WKH
XQLQVXUHG��7KLV�FRXOG�KHOS� WR�FRXQWHUEDODQFH� WKH�SRWHQWLDO�HIIHFW� RI

LQVXUHUV�EHLQJ�PRUH�DJJUHVVLYH�LQ�VFUHHQLQJ�QHZ�DSSOLFDQWV�EHFDXVH�RI
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WKH�JXDUDQWHHG�UHQHZDO�UXOH��6XFK�D�SRRO�DOVR�ZRXOG�SURYLGH�DGGLWLRQDO

FRYHUDJH� IRU� WKH� PRVW� YXOQHUDEOH� VWDWH� UHVLGHQWV�� 7KH� SDUHG� GRZQ

+,3&��UHPLQLVFHQW�RI�WKH�IHGHUDO�JRYHUQPHQW�HPSOR\HHV�KHDOWK�EHQHILWV

SODQ��)(+%3���VKRXOG�SURYLGH�VRPH�VDYLQJV�WR�WKH�JURXSV��DQG�LQGL�
YLGXDOV�� LI� LQFOXGHG�� KDUGHVW� KLW� E\� WKH� FXUUHQW� LQVXUDQFH� PDUNHW·V

DGPLQLVWUDWLYH�FRVWV�VWUXFWXUH��7KLV�SDFNDJH�ZRXOG�DOVR�SURYLGH�DFFHVV

WR�+,3&�HOLJLEOH�HPSOR\HU�JURXSV�DQG�LQGLYLGXDOV�ZKR�KDYH�EHHQ�XQDEOH

WR�DWWDLQ�FRYHUDJH�DW�DQ\�SULFH��DV�JXDUDQWHHG�LVVXH�ZRXOG�EH�D�QHFHVVDU\

FRPSRQHQW�RI�WKH�+,3&�
,W�LV�QRW�IHDVLEOH�WR�KDYH�JXDUDQWHHG�LVVXH�LQVLGH�WKH�+,3&�DQG�QRW

KDYH�JXDUDQWHHG�LVVXH�RXWVLGH�WKH�+,3&�LI�WKH�+,3&�LV�YROXQWDU\��7KH

RSWLRQV�DUH������PDNH�WKH�+,3&�PDQGDWRU\�IRU�LQGLYLGXDOV�DQG�JURXSV

EHORZ�WKH�FXWRII�VL]H��RU�����DSSO\�WKH�VDPH�LQVXUDQFH�UXOHV��LQFOXGLQJ
JXDUDQWHHG�LVVXH��RXWVLGH�WKH�YROXQWDU\�+,3&�DV�ZHOO�DV�LQVLGH�WKH�+,3&�

7KLV�SDFNDJH�GRHV�QRW�VXIILFLHQWO\�DGGUHVV�WKH�LVVXH�RI�ULVN�VSUHDG�

LQJ��OHDYLQJ�DPSOH�RSSRUWXQLWLHV�IRU�LQVXUHUV�LQVLGH�WKH�+,3&�WR�FRQ�

WLQXH�WR�VHOHFW�JRRG�ULVNV�WKURXJK�D�YDULHW\�RI�PHFKDQLVPV��7KH�+,3&V
FRXOG�FKRRVH�WR� RIIHU� SROLFLHV�WR� LQGLYLGXDO�SXUFKDVHUV�DW�D�GLIIHUHQW

SULFH� WKDQ� HPSOR\PHQW�UHODWHG� HQUROOHHV�� DQG� WKH� DEVHQFH�RI� VWDQG�

DUGL]HG�EHQHILW� SDFNDJHV�ZRXOG� DOORZ� LQVXUHUV� WR� FRQWLQXH� WR�DWWUDFW

ORZHU�ULVN�HQUROOHHV�WKURXJK�EHQHILW�GHVLJQ��7KH�ODFN�RI�ULVN�DGMXVWLQJ

DFURVV�SODQV�DOVR�NHHSV�WKH�LQVXUHUV·�LQFHQWLYHV�WR�VHOHFW�KLJK�
8QGHU�WKLV�SDFNDJH��PRGHVW�UHGLVWULEXWLRQ�ZRXOG�UHVXOW��'HSHQGLQJ

XSRQ�WKH�VL]H�RI�WKH�KLJK�ULVN�SRRO��JURXSV�ZLWK�KLJK�FRVW�LQGLYLGXDOV

VKRXOG�VHH�WKHLU�SUHPLXPV�IDOO�DV�WKRVH�LQGLYLGXDOV�DUH�UHPRYHG�IURP

WKH� HPSOR\HU� ULVN� SRRO��7KHUH�ZRXOG� DOVR�EH� VRPH� UHGLVWULEXWLRQ�RI
LQFRPH�IURP�VWDWH�UHVLGHQWV�WR�ORZ�LQFRPH�LQGLYLGXDOV�HQUROOLQJ�LQ�WKH

KLJK�ULVN�SRRO��7KH�FKDUDFWHU�RI�WKLV�UHGLVWULEXWLRQ�ZRXOG�EH�D�IXQFWLRQ

RI�WKH�PHFKDQLVP�XVHG�WR�UDLVH�UHYHQXH�WR�IXQG�WKH�SRRO��7KH�DGPLQ�

LVWUDWLYH�FRVW�VDYLQJV�DUH�DOVR�OLNHO\�WR�UHVXOW�LQ�D�UHGLVWULEXWLRQ�RI�GROODUV

DZD\�IURP�LQVXUDQFH�FRPSDQLHV�EDFN�WR�WKH�SXUFKDVHUV�RI�LQVXUDQFH�
3DFNDJH��³0RGHUDWH�5HIRUPV�� ODWLRQ�RI�GHILQLWLRQ�RI�VWRS�ORVV�

UHSHDO� RI� DQWL�PDQDJHG� FDUH� ODZV�� IXOO� UHIRUP� RI� UXOHV�RI� LVVXH

�LQFOXGLQJ�JXDUDQWHHG�LVVXH���+,3&� IRU�DGPLQLVWUDWLYH�HIILFLHQ�

FLHV�DQG�ULVN�SRROLQJ��UHJXODWLRQ�RI�PDUNHWLQJ�SUDFWLFHV��PRGLILHG

FRPPXQLW\�UDWLQJ��DQG�UHWURVSHFWLYH�ULVN�DGMXVWPHQW��7KLV�SDFNDJH
ZRXOG� LQFUHDVH� VHFXULW\� IRU� DOO� WKRVH� LQGLYLGXDOV�DQG� JURXSV� WKDW� DUH

LQFOXGHG� LQ� WKH� FRPPXQLW\� UDWLQJ� SRRO� DQG� WKDW� DUH� VXEMHFW� WR� WKH
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UHIRUPHG�UXOHV�RI�LVVXH��$GPLQLVWUDWLYH�FRVWV�VKRXOG�EH�UHGXFHG�IRU�WKH

ODUJH� PDMRULW\� RI� WKRVH� HQUROOLQJ� LQ� WKH� +,3&�� ,Q� DGGLWLRQ�� WKRVH

SUHYLRXVO\�XQDEOH�WR�REWDLQ�LQVXUDQFH�FRYHUDJH�GXH�WR�KLJK�FRVWV�VKRXOG

KDYH�VLJQLILFDQWO\�LQFUHDVHG�DFFHVV�WR�FRYHUDJH��,Q�JHQHUDO��WKH�LQVXUDQFH
PDUNHW�HQYLURQPHQW�VKRXOG�EH�PRUH�FRPSHWLWLYH��,Q�VXFK�DQ�HQYLURQ�

PHQW��PDQDJHG�FDUH�ZRXOG�EH�DOORZHG�WR�RSHUDWH�RQ�WUXO\�HTXDO�IRRWLQJ

ZLWK� PRUH� WUDGLWLRQDO� W\SHV� RI� LQVXUDQFH� SODQV�� 5HWURVSHFWLYH� ULVN

DGMXVWPHQW� VKRXOG� KHOS�PROOLI\� LQVXUHUV·� IHDUV� RI� SRWHQWLDO� ILQDQFLDO
GLVDVWHUV�UHVXOWLQJ�IURP�DGYHUVH�VHOHFWLRQ�

5HWURVSHFWLYH� ULVN�DGMXVWPHQW�LV�XQOLNHO\� WR�EH�DV�VXFFHVVIXO�DV�D

EOHQGHG�DSSURDFK�LQ�VWULNLQJ�D�EDODQFH�EHWZHHQ�LQFHQWLYHV�WR�PDQDJH

FDUH�DQG�ILQDQFLDO�SURWHFWLRQ�IRU�LQVXUHUV�ZLWK�EDG�ULVNV��:LWK�EURDG�DJH

EDQGV��WKH�FRPPXQLW\�UDWLQJ�PD\�VWLOO�PDNH�LQVXUDQFH�XQDIIRUGDEOH�IRU
VRPH�ROGHU�ORZ�LQFRPH�LQGLYLGXDOV�DQG�IRU�VPDOO�JURXSV�ZLWK�ORZ�ZDJHV

DQG�KLJK�SURSRUWLRQV�RI�ROGHU�ZRUNHUV��$QG�ZLWKRXW�FHQWUDOL]HG�FROOHF�

WLRQ�DQG�GLVVHPLQDWLRQ�RI�GDWD��SXUFKDVHUV�ZLOO�QRW�EH�DV�LQIRUPHG�DV

WKH\�FRXOG�EH��SHUKDSV�OLPLWLQJ�WR�VRPH�H[WHQW�WKHLU�WHQGHQF\�WR�FKRRVH

SODQV�ZLWKLQ�WKH�+,3&�HIILFLHQWO\��/RRVHO\�GHILQHG�RU�QXPHURXV�VWDQG�
DUG�EHQHILW�SDFNDJHV�PD\�OHDYH�VLJQLILFDQW�URRP�IRU�VHOHFWLRQ��SRWHQ�

WLDOO\� WKUHDWHQLQJ� WKH� ORQJ�UXQ� YLDELOLW\� RI� WKH�PRVW� FRPSUHKHQVLYH

SODQV�

'HSHQGLQJ�XSRQ�WKH�EUHDGWK�RI�WKH�DJH�EDQGV��VLJQLILFDQW�UHGLVWUL�
EXWLRQ�FRXOG�RFFXU��ZLWK�\RXQJHU� LQGLYLGXDOV�SD\LQJ�PRUH�WKDQ� WKH\

ZRXOG�XQGHU�H[SHULHQFH�UDWLQJ�DQG�ROGHU�SHRSOH�SD\LQJ�OHVV�WKDQ�WKH\

ZRXOG�KDYH�RWKHUZLVH��7KH�DFWXDO�PDJQLWXGH�RI�WKHVH�FKDQJHV�ZLOO�EH�D

IXQFWLRQ�RI�WKH�QXPEHU� RI�SUHYLRXVO\�XQLQVXUHG�KLJKHU�FRVW� SHUVRQV
WKDW� HQWHU�WKH�PDUNHW� DQG�WKH� QXPEHU� RI�ORZHU�FRVW� LQGLYLGXDOV�WKDW

OHDYH� WKH�PDUNHW�� $W� OHDVW� VRPH� RI� WKH� LQFUHDVHG� FRVWV� WR� \RXQJHU

LQGLYLGXDOV�ZLOO�EH�FRXQWHUEDODQFHG�E\�WKH�DGPLQLVWUDWLYH�VDYLQJV�UHVXOW�

LQJ�IURP�ODUJHU�JURXS�SXUFKDVLQJ�

3DFNDJH��³&RPSUHKHQVLYH�5HIRUPV�� HJXODWLRQ�RI�GHILQLWLRQ�RI�VWRS
ORVV��PRGLILHG� FRPPXQLW\� UDWLQJ�SKDVLQJ� GRZQ� WR� WLJKWHU� DJH

EDQGV��������QDUURZO\�GHILQHG�DQG�IHZHU�VWDQGDUG�EHQHILW�SDFN�

DJHV�� EOHQGHG� DSSURDFK� WR� ULVN� DGMXVWPHQW�� IXOO� VHUYLFH�+,3&

LQFOXGLQJ�GDWD�FROOHFWLRQ�DQG�GLVVHPLQDWLRQ��7KLV�SDFNDJH�SURYLGHV

JURXSV�DQG�LQGLYLGXDOV�ZLWK�WKH�PRVW�VHFXULW\�RI�DQ\�RI�WKH�VXJJHVWHG
SDFNDJHV��ZLWK�WKH�PRVW�VWDEOH�ORQJ�UXQ�SUHPLXPV��%\�FRQVWUDLQLQJ�WKH

VWDQGDUG�EHQHILW�SDFNDJHV�DQG�XVLQJ�D�EOHQGHG�DSSURDFK�WR�ULVN�DGMXVW�
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PHQW��WKH�LQFHQWLYH�DQG�FDSDFLW\�RI�LQVXUHUV�WR�VHOHFWLYHO\�HQUROO�ORZ�FRVW

SHUVRQV�LV�PLQLPL]HG��%\�LQFOXGLQJ�D�GDWD�VWUDWHJ\��FRQVXPHUV�FDQ�PDNH

EHWWHU�LQIRUPHG�DQG�HIILFLHQW�SODQ�FKRLFHV�
7KLV�SDFNDJH�DOVR�LPSOLHV�WKH�JUHDWHVW�GHJUHH�RI�UHGLVWULEXWLRQ�RI

DQ\�RI�WKH�IRXU�RSWLRQV�SUHVHQWHG��<RXQJHU�LQGLYLGXDOV�DQG�KHDOWKLHU

JURXSV�ZRXOG�OLNHO\�VHH�WKHLU�SUHPLXPV�LQFUHDVH�WKH�PRVW�UHODWLYH� WR
WKRVH�LQ�WKH�FXUUHQW�V\VWHP��7KH�FRVWV�DVVRFLDWHG�ZLWK�WKH�VHULRXVO\�LOO

ZRXOG�EH�UHGLVWULEXWHG�WR�KHDOWKLHU�LQGLYLGXDOV�WR�D�JUHDWHU�H[WHQW�WKDQ

XQGHU�DQ\�RI�WKH�DOWHUQDWLYH�SDFNDJHV��,Q�UHWXUQ��WKH�\RXQJ�ZRXOG�JHW�D

SURPLVH�RI�DQ�DYDLODEOH�FRPPXQLW\�UDWH�LQ�WKH�HYHQW�WKH\�JHW�ROGHU�RU
VLFNHU�RU� ERWK��,QVXUDQFH� FRPSDQLHV�ZKLFK�KDYH� VHOHFWHG�JRRG� ULVNV

PRVW�DJJUHVVLYHO\�ZRXOG�ILQG�WKLV�VWUDWHJ\�VXEVWDQWLDOO\�OHVV�UHZDUGLQJ

XQGHU� WKLV� UHIRUP� SDFNDJH�� IRU� LQVXUDQFH� PDUNHW� SURILWV� ZRXOG� EH
GLVWULEXWHG�WR�WKRVH�PRUH�HIILFLHQW�DW�PDQDJLQJ�FDUH�WKDQ�VHOHFWLQJ�ULVNV�

&21&/86,216

$
V�ZH�KDYH�VHHQ��LQVXUDQFH�UHIRUPV�DUH�QRW�VLPSO\�VWUXFWXUHG�SROLFLHV

WKDW�FDQ�EH�LPSOHPHQWHG�ZLWKRXW�FDUH�RU�ULVN��9ROXQWDU\�PDUNHWV

PDNH�WKHVH�W\SHV�RI�UHIRUPV�GLIILFXOW�WR�DFKLHYH�ZLWKRXW�LQFUHDVLQJ�ULVN
VHJPHQWDWLRQ�EH\RQG�ZKDW�LV�VHHQ�LQ�WKH�FXUUHQW�PDUNHW��)RU�WKLV�UHDVRQ�

SDFNDJHV�RI�LQVXUDQFH�UHIRUPV�PXVW�EH�FDUHIXOO\�GHVLJQHG��$GGLWLRQDOO\�

WKH�EHVW�LQVXUDQFH�UHIRUP�WRROV�DYDLODEOH�IRU�DGGUHVVLQJ�WKH�PDMRU�JRDOV
RI� UHIRUP� FDQ� DOVR� EH� TXLWH� SROLWLFDOO\� VHQVLWLYH³XVLQJ� FRPPXQLW\

UDWLQJ�WR�SXUVXH�WKH�JRDO�RI�ORQJ�WHUP�VHFXULW\�LQ�DFFHVV�WR�LQVXUDQFH

FRYHUDJH�LV�RQH�H[DPSOH�
:KHWKHU� RU� QRW� SURSRVHG�SDFNDJHV�RI� LQVXUDQFH�UHIRUP�SROLFLHV

LQFUHDVH�RU�GHFUHDVH�ULVN�VHJPHQWDWLRQ�LQ�WKH�PDUNHW�LV�DQ�DSSURSULDWH

ZD\�WR�DVVHVV�VXFK�SROLFLHV��6RPH�HFRQRPLVWV�DUJXH�WKDW�ULVN�VHJPHQ�

WDWLRQ�PDNHV�LQVXUDQFH�PDUNHWV�PRUH�HIILFLHQW�LQ�WKH�QHRFODVVLFDO�VHQVH�
IRU�LW�EULQJV�H[SHFWHG�KHDOWK�FRVWV�DQG�SUHPLXPV�LQWR�FORVHU�DOLJQPHQW

IRU�VPDOOHU�DQG�VPDOOHU�VXE�JURXSV�RI�WKH�SRSXODWLRQ��7KHUH�DUH�WZR

PDMRU�DUJXPHQWV�DJDLQVW�WKLV�SRVLWLRQ��)LUVW��WKLV�LV�D�QDUURZ�GHILQLWLRQ
RI�HIILFLHQF\��$Q�XQIHWWHUHG�LQVXUDQFH�PDUNHW�IDLOV�WR�GHOLYHU�FRPSHWL�

WLYH�RXWFRPHV��EHFDXVH�PDQ\�V\VWHPDWLFDOO\�SD\�SUHPLXPV�KLJKHU�WKDQ
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WKHLU�H[SHFWHG�FRVWV�DQG�VRPH�FDQQRW�ILQG�YHQGRUV�ZLOOLQJ�WR�VHOO� WR

WKHP�DW�DQ\�SULFH�

,Q�DGGLWLRQ��WKH�QHRFODVVLFDO�RU�OLEHUWDULDQ�FRQVWUXFW�RI�HIILFLHQF\�LV

IL[HG�DW�D�SRLQW�LQ�WLPH��7RGD\·V�KHDOWK\�SHUVRQ�RU�JURXS�FRXOG�EHFRPH

WRPRUURZ·V� XQLQVXUDEOH�� 7KH� H[LVWHQFH� RI� D� IXQFWLRQDO� FRPPXQLW\�

UDWHG� PDUNHW�� WKHQ�� LV� OLNH� DQ� LQVXUDQFH� SROLF\� DJDLQVW� WKH� ULVN� RI

EHFRPLQJ�OHVV�KHDOWK\��$�SXUHO\�VHJPHQWHG�PDUNHW�ZKHUHLQ�DOO�SD\�WKHLU

H[SHFWHG�FRVWV��HYHQ�LI� LW�GLG�H[LVW��ZRXOG�XQGHULQYHVW�LQ�WKLV�VHFXULW\

YDOXH�RI�D�FRPPXQLW\�UDWH��)LQDOO\��D�KLJKO\�VHJPHQWHG�KHDOWK�LQVXUDQFH

PDUNHW�UDLVHV�VLJQLILFDQW�DQG�LQHTXLWDEOH�EDUULHUV�WR�WKH�VLFN�ZKR�DUH�QRW

SRRU�HQRXJK�WR�TXDOLI\�IRU�0HGLFDLG�

:KLOH� PDQ\� VWDWHV� KDYH� PDGH� SURJUHVV� LQ� LPSOHPHQWLQJ� VRPH

LQVXUDQFH�UHIRUPV� IRU� VPDOO�JURXSV��DOO�EXW� WZR�RI� WKRVH�VWDWHV� KDYH

SDVVHG�UHIRUPV�WKDW�DSSO\�RQO\�WR�WKH�HPSOR\HU�VSRQVRUHG�LQVXUDQFH

PDUNHW�RI����RU�IHZHU�ZRUNHUV��$�VLJQLILFDQW�QXPEHU�RI�WKRVH�VWDWHV

OLPLW�WKHLU�OHJLVODWLRQ�WR�ILUPV�RI����RU�IHZHU�ZRUNHUV��0RVW�H[FOXGH�WKH

LQGLYLGXDO�PDUNHW�DQG�OHDYH�RWKHU�VPDOO�JURXSV�XQSURWHFWHG³ILUPV�RI

VL]H����RU����DUH�FOHDUO\�QRW�DFWXDULDOO\�VRXQG�IRU�SXUSRVHV�RI�VSUHDGLQJ

ULVN�
$OWKRXJK�VRPH�LPSURYHPHQWV�LQ�DFFHVV�DQG�VHFXULW\�RI�FRYHUDJH

FDQ� EH�PDGH� IRU� VRPH� SHRSOH� WKURXJK� FDUHIXOO\� SODQQHG� LQVXUDQFH

PDUNHW�UHIRUPV��VXEVWDQWLDO�JDLQV�LQ�HLWKHU�LQVXUDQFH�FRYHUDJH�RU�FRVW

FRQWDLQPHQW�VKRXOG�QRW�EH�H[SHFWHG��:KLOH�PDNLQJ�WKH�PDUNHW�PRUH

FRPSHWLWLYH�PD\�KDYH�VRPH�PRGHVW�HIIHFWV�RQ�WKH�OHYHO�RI�SUHPLXPV

�OHVV�OLNHO\�LV�WKDW�WKH�UDWH�RI�LQFUHDVH�LQ�SUHPLXPV�ZRXOG�EH�VLJQLILFDQWO\

DIIHFWHG��� VXFK� SULFH� FKDQJHV� DUH� QRW� OLNHO\� WR� SURPSW� VXEVWDQWLDO

FKDQJHV�LQ�WKH�QXPEHU�RI�LQGLYLGXDOV�SXUFKDVLQJ�LQVXUDQFH�RU�LQ�WKH

QXPEHU�RI�ILUPV�VSRQVRULQJ�LQVXUDQFH�IRU�WKHLU�ZRUNHUV��/RZ�LQFRPH

LQGLYLGXDOV��SDUWLFXODUO\�WKH�ZRUNLQJ�SRRU�ZLWKRXW�HPSOR\HU�VSRQVRUHG

LQVXUDQFH�DQG�WKRVH�QRW�0HGLFDLG��HOLJLEOH��DUH�XQOLNHO\�WR�EH�VLJQLIL�

FDQWO\�KHOSHG�E\�UHIRUPV�WKDW�GR�QRW�LQFOXGH�VL]DEOH�SUHPLXP�VXEVLGLHV�

1RWHV

��:H� LQFOXGH� 'HSDUWPHQW� RI� 'HIHQVH�� WKH� 9HWHUDQV·� $GPLQLVWUDWLRQ�� DQG

&+$0386�LQ�WKLV�WHUP�
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��6WHDUQV��6DOO\�&���5HEHFFD�7��6OLINLQ��DQG�.HQQHWK�(��7KRUSH��´6WDWH�5LVN
3RROV�� $�9LDEOH�6ROXWLRQ� WR�$FFHVV� IRU� 6RPH� 3RSXODWLRQV"µ�3UHOLPLQDU\
'UDIW�5HSRUW�������

��6HH� &XWOHU�� 'DYLG�� ´0DUNHW� )DLOXUH� LQ� 6PDOO� *URXS� +HDOWK� ,QVXUDQFH�µ
:RUNLQJ� 3DSHU�1R�� ������1DWLRQDO� %XUHDX� RI� (FRQRPLF�5HVHDUFK�� ,QF��
&DPEULGJH��0$��2FWREHU������

��0LFKDHO�$��0RUULVH\��*DLO�$��-HQVHQ��DQG�5REHUW�-��0RUORFN��́ 6PDOO�(PSOR\�
HUV� DQG� WKH� +HDOWK� ,QVXUDQFH� 0DUNHW�µ�+HDOWK� $IIDLUV��:LQWHU� ������ SS�
���������8QIRUWXQDWHO\�� WKH�VXUYH\�GLG�QRW�GLVWLQJXLVK�DPRQJ�UHDVRQV� IRU
WKH�XQGHUO\LQJ�SUHPLXP�LQFUHDVHV��VR�WKH�HPSLULFDO�VXSSRUW�IRU�WKH�SRLQW�LV
PHUHO\�VXJJHVWLYH�

��:�.��=HOOHUV��&�*��0F/DXJKOLQ��DQG�.�'��)ULFN�� ´6PDOO�%XVLQHVV�+HDOWK
,QVXUDQFH��2QO\�WKH�+HDOWK\�1HHG�$SSO\�µ�+HDOWK�$IIDLUV��6SULQJ�������

��,ELG�

��([FHSWLRQV�H[LVW��KRZHYHU��LQ�FDVHV�RI�QRQ�SD\PHQW��IUDXG�RU�PLVUHSUHVHQ�
WDWLRQ��RU�QRQ�FRPSOLDQFH�ZLWK�RWKHU�LQVXUHU�UHTXLUHPHQWV�

��6HH�6FLVP��/HVOLH��´3LFNLQJ�&KHUULHV��+HDOWK�,QVXUHU�3URILWV�E\�%HLQJ�9HU\
&KRRV\�LQ�6HOOLQJ�LWV�3ROLFLHV�µ�:DOO�6WUHHW�-RXUQDO��6HFWLRQ�$��SDJH����6HSWHP�
EHU����������

��%��0DGULDQ��´(PSOR\PHQW� %DVHG�+HDOWK� ,QVXUDQFH� DQG� -RE�0RELOLW\�� ,V
7KHUH�(YLGHQFH�RI�-RE�/RFN"µ�4XDUWHUO\� -RXUQDO�RI�(FRQRPLFV������)HEUXDU\
�������SS���������DQG�3�)��&RRSHU�DQG�$�&��0RQKHLW��´'RHV�(PSOR\PHQW�
5HODWHG�+HDOWK�,QVXUDQFH�,QKLELW�/DERU�0RELOLW\"µ� ,QTXLU\�������� �:LQWHU�
������

���)O\QQ�� 3DWULFH�� ´&2%5$� 4XDOLI\LQJ� (YHQWV� DQG� (OHFWLRQV�� ����������µ
,QTXLU\���������6XPPHU�������

���$�&�� (QWKRYHQ�� ´7KH�+LVWRU\�DQG�3ULQFLSOHV� RI�0DQDJHG�&RPSHWLWLRQ�µ
+HDOWK�$IIDLUV��6XSSOHPHQW��������SS��������

���)RU�H[DPSOH��&DOLIRUQLD��&RORUDGR��DQG�:DVKLQJWRQ��2WKHU�VWDWH�ODZV�HVWDE�

OLVKLQJ�+,3&V�FUHDWH� VWDQGDUG�EHQHILW�SDFNDJHV� WKDW�PXVW�EH�RIIHUHG��EXW
WKH\�DOVR�DOORZ�SODQV� WR�RIIHU�DQ\�RWKHU�SODQ� WKH\�ZDQW�� WKXV�GLOXWLQJ�WKH
DQWL�VHOHFWLRQ�EHQHILWV�RI�VWDQGDUG�EHQHILW�SDFNDJHV�

���)RU�H[DPSOH�� WKH�%XVLQHVV�+HDOWK� &DUH�$FWLRQ�*URXS� LQ�0LQQHVRWD�� WKH
&RPPXQLW\�+HDOWK�3XUFKDVLQJ�&RUSRUDWLRQ�LQ�,RZD��DQG�WKH�&RQQHFWLFXW
%XVLQHVV�,QGXVWU\�$VVRFLDWLRQ�

���+�5�����������WK�&RQJUHVV���VW�VHVVLRQ��VSRQVRUHG�E\�5HS��7KRPDV��5�&$��
FKDLU�RI�WKH�+HDOWK�6XEFRPPLWWHH�RI�WKH�:D\V�DQG�0HDQV�&RPPLWWHH��LV�D
OHDGLQJ�H[DPSOH�

36 � HEALTH INSURANCE MARKET REFORMS



���6HH�-�3��1HZKRXVH��́ 3DWLHQWV�DW�5LVN��+HDOWK�5HIRUP�DQG�5LVN�$GMXVWPHQW�µ
+HDOWK�$IIDLUV��6SULQJ��������SS�����������IRU�D�VXPPDU\�RI�WKH�ULVN�DGMXVW�
PHQW�OLWHUDWXUH�DQG�D�SUDFWLFDO�SURSRVDO�IRU�FXUUHQW�LPSOHPHQWDWLRQ�

���7KHUH� LV� D� SULYDWH� PDUNHW� IRU� UHLQVXUDQFH�� ZKHUHLQ� GLUHFW� LQVXUHUV� SD\
SUHPLXPV�WR�UHLQVXUHUV�LQ�H[FKDQJH�IRU�WKH�ODWWHU�DVVXPLQJ�VRPH�ULVN��6HH
5��%RYEMHUJ��´5HIRUP�RI�)LQDQFLQJ�IRU�+HDOWK�&RYHUDJH��:KDW�&DQ�5HLQ�
VXUDQFH�$FFRPSOLVK"µ�,QTXLU\��������6XPPHU��������7KH�WH[W�ZLOO�IDVKLRQ�D
UHLQVXUDQFH�OLNH� ULVN� DGMXVWPHQW�PHFKDQLVP� IRU� SXUSRVHV� RI� LOOXVWUDWLRQ�
6RPH� VWDWHV� �H�J��� &RQQHFWLFXW�� PDQGDWH� SDUWLFLSDWLRQ� LQ� D� UHLQVXUDQFH
PHFKDQLVP�

���1HZ�<RUN�GRHV�WKLV�IRU�RUJDQ�WUDQVSODQWV��ORZ�ELUWK�ZHLJKW�EDELHV��$,'6�
DQG�FRQGLWLRQV�OHDGLQJ�WR�YHQWLODWRU�GHSHQGHQF\�

���6HH�WKH�1$,&·V�0DUNHW�&RQGXFW�([DPLQHUV�+DQGERRN�IRU�D�WKRURXJK�H[SODQD�
WLRQ�RI�WKH�UHJXODWRU\�IUDPHZRUN�QRZ�LQ�SODFH�

���=HOOHUV��HW�DO���RS��FLW���0RUULVH\��0LFKDHO��*DLO�-HQVHQ��DQG�5REHUW�0RUORFN�
´6PDOO�(PSOR\HUV�DQG� WKH�+HDOWK�,QVXUDQFH�0DUNHW�µ�+HDOWK�$IIDLUV������
�:LQWHU��������+HOPV��'DYLG��$QQH�*DXWKLHU��DQG�'DQLHO�&DPSLRQ��́ 0HQG�
LQJ�WKH�)ODZV�LQ�WKH�6PDOO�*URXS�0DUNHW�µ�+HDOWK�$IIDLUV��6XPPHU�������
SS�������

���5HFRPPHQGDWLRQV�IRU�WKH�DSSURSULDWH�ILUP�VL]H�FXWRII�IRU�+,3&�HOLJLELOLW\
KDYH� UDQJHG� IURP� ���� XQGHU� WKH� 'ROH� SURSRVDO�� WR� DOO� ILUPV� XQGHU� WKH
*DUDPHQGL�SODQ�

���6HH�.��+DXJK�� (��:LFNHV�� DQG�5�� &XUWLV��+HDOWK� 3ROLF\� 5HIRUP� DQG�+HDOWK
3XUFKDVLQJ�$OOLDQFHV��$�*XLGH�IRU�6WDWH�3ROLF\PDNHUV��:DVKLQJWRQ��,QVWLWXWH�IRU
+HDOWK�3ROLF\�6ROXWLRQV���������IRU�D�WKRURXJK�GLVFXVVLRQ�RI�+,3&�GHVLJQ
DOWHUQDWLYHV�

���7KH�$GPLQLVWUDWLRQ·V�SURSRVHG�+HDOWK�6HFXULW\�$FW�LV�RQO\�RQH�H[DPSOH�

���$��(QWKRYHQ��RS��FLW�

���)RU�D�PRUH�GHWDLOHG�WUHDWPHQW�RI�DQWL�PDQDJHG�FDUH�ODZV��VHH�-��0DUVWHOOHU�
5��%RYEMHUJ��'��9HUULOOL��DQG�/��1LFKROV��́ 0DQDJHG�&DUH�DQG�WKH�5HVXUJHQFH

RI�¶$Q\�:LOOLQJ�3URYLGHU·�DQG�¶)UHHGRP�RI�&KRLFH·�6WDWH�/HJLVODWLRQ�µ�8UEDQ
,QVWLWXWH�:RUNLQJ�3DSHU����������������$SULO������

���(PSOR\HH�%HQHILWV�5HVHDUFK�,QVWLWXWH��'DWD�%RRN�RQ�(PSOR\HH�%HQHILWV�������

���$XWKRUV·�FDOFXODWLRQV�EDVHG�RQ�(%5,�)RVWHU�+LJJLQV�GDWD��LELG��DQG�WDEXOD�
WLRQV�RI�&XUUHQW�3RSXODWLRQ�6XUYH\�GDWD� UHSRUWHG� LQ�8�6��'HSDUWPHQW�RI
/DERU��3HQVLRQ�DQG�+HDOWK�%HQHILWV�RI�$PHULFDQ�:RUNHU��0D\��������7KHVH�DUH
YHU\� VLPLODU�HVWLPDWHV� WR� WKRVH� UHSRUWHG�E\�&�� 6XOOLYDQ��0��0LOOHU��5RJHU
)HOGPDQ�� DQG� %U\DQ� 'RZG�� ´(PSOR\HU�6SRQVRUHG� +HDOWK� ,QVXUDQFH� LQ
�����µ�+HDOWK�$IIDLUV��:LQWHU�������
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���$ERXW�����RI�ILUPV�ZLWK�IHZHU�WKDQ�����HPSOR\HHV�DQG�����RI�WKRVH�ZLWK
PRUH�WKDQ�����HPSOR\HHV�SXUFKDVH�VWRS�ORVV�LQVXUDQFH��(%5,�'DWDERRN��RS�
FLW�

���7KHVH� WKUHVKROGV�DUH� VXJJHVWHG� LQ� WKH�1DWLRQDO�$VVRFLDWLRQ�RI� ,QVXUDQFH
&RPPLVVLRQHUV·�'UDIW� ´6WRS� /RVV�0RGHO�$FW�µ� VHQW� RXW� IRU�FRPPHQWV� RQ
��������

���/DIIRQW��-HDQ�-DFTXHV��7KH�(FRQRPLFV�RI�8QFHUWDLQW\�DQG�,QIRUPDWLRQ��0,7�3UHVV�
&DPEULGJH��0$�� ������ SURYLGHV� D� UHDGDEOH� H[SRVLWLRQ� RI� WKH� HFRQRPLF

WKHRU\�LQYROYHG��:�3��:HOFK��́ 5HVWUXFWXULQJ�WKH�)HGHUDO�(PSOR\HHV�+HDOWK
%HQHILWV�3URJUDP��WKH�3ULYDWH�6HFWRU�2SWLRQ�µ�,QTXLU\��)DOO��������SURYLGHV
D�UHDO�ZRUOG�H[DPSOH�RI�D�´GHDWK�VSLUDO�µ

���:KLOH�PDQ\�VWDWHV�KDYH�SDVVHG�UHIRUPV�RI�WKH�UXOHV�RI�LVVXH�IRU�WKH�YHU\�VPDOO
ILUP�JURXS�PDUNHW�����ZRUNHUV�DQG�EHORZ�LV�D�FRPPRQ�FXWRII���PRVW�VWLOO
OHDYH�LQGLYLGXDOV�DQG�RWKHU�VPDOO�HPSOR\HU�JURXSV�ZLWKRXW�VXFK�SURWHFWLRQV�
6HH�/DGHQKHLP��.DOD�HW�DO���´+HDOWK�&DUH�5HIRUP�����6WDWH�3URILOHV�µ�,QWHU�

JRYHUQPHQWDO�+HDOWK�3ROLF\�3URMHFW�DW�WKH�*HRUJH�:DVKLQJWRQ�8QLYHUVLW\�
-XO\������

���-��*DEHO�DQG�*�� -HQVHQ�� ´7KH� 3ULFH�RI�6WDWH�0DQGDWHG�%HQHILWV�µ� ,QTXLU\
�:LQWHU��������-��*UXEHU��́ 7KH�,QFLGHQFH�RI�0DQGDWHG�0DWHUQLW\�%HQHILWV�µ
$PHULFDQ�(FRQRPLF�5HYLHZ��-XQH�������

���$PHULFDQ�$FDGHP\�RI�$FWXDULHV��́ 0HGLFDO�6DYLQJV�$FFRXQWV��&RVW�,PSOLFD�

WLRQV�DQG�'HVLJQ�,VVXHV�µ�3XEOLF�3ROLF\�0RQRJUDSK��0D\������

���7KLV�FRXOG�EH�PLWLJDWHG�E\�FRRUGLQDWLQJ�WKH�SULFLQJ�RI�WKH�FDWDVWURSKLF�SODQ�
WKH�HPSOR\HU·V�FRQWULEXWLRQ�WR�WKH�06$��DQG�WKH�SULFLQJ�RI�WKH�FRPSUHKHQ�
VLYH�SODQ�V���EXW� LW� FDQQRW� EH� DYRLGHG�� (VVHQWLDOO\�� WKH�06$�FDWDVWURSKLF
RSWLRQ�DOORZV�KHDOWK\�ZRUNHUV�WR�WDNH�KRPH�VRPH�RI�ZKDW�WKH\�SUHYLRXVO\
LPSOLFLWO\� FRQWULEXWHG� WR� WKH� LQWUDILUP� FRPPXQLW\� UDWHG� SRRO�� WKXV� WKH
DYHUDJH�FRVW�RI�FRYHUDJH�IRU�WKH�UHODWLYHO\�XQKHDOWK\�PXVW�ULVH�

���6��������WKH�KHDOWK�UHIRUP�ELOO�SDVVHG�E\�WKH�6HQDWH�)LQDQFH�&RPPLWWHH�LQ

������KDG�D�VLPLODU�SURYLVLRQ�

���6HQDWRU�0LWFKHOO·V�KHDOWK�UHIRUP�SURSRVDO��ZULWWHQ�DV�D�VXEVWLWXWH�DPHQGPHQW
WR�6��������KDG�D�FURVV�SRRO�DGMXVWPHQW�WR�VSUHDG�WKH�FRVWV�RI�KLJKHU�ULVNV
DQG�XQFRPSHQVDWHG�FDUH�

���$+6,0�PRGHO�HVWLPDWH�XVLQJ�1DWLRQDO�0HGLFDO�([SHQGLWXUH�6XUYH\�GDWD�
&HQWHU�IRU�*HQHUDO�+HDOWK�6HUYLFHV�,QWUDPXUDO�5HVHDUFK��$JHQF\�IRU�+HDOWK
&DUH�3ROLF\�DQG�5HVHDUFK��'HSDUWPHQW�RI�+HDOWK�DQG�+XPDQ�6HUYLFHV�

���1HZKRXVH��RS��FLW�

���7KH�'XWFK�XVH�D�EOHQGHG�PHFKDQLVP��ZLWK�DJH�DQG�VH[�DV�WKH�SURVSHFWLYH
DGMXVWRUV�DQG�DFWXDO�PHGLFDO�FODLPV�LQFXUUHG�DV�WKH�UHWURVSHFWLYH��7KH\�DUH
GRLQJ�UHVHDUFK�QRZ�WR�UHYLVH�WKH�ZHLJKWV�RQ�WKH�SURVSHFWLYH�DQG�UHWURVSHF�
WLYH� FRPSRQHQWV�� )RU� GHWDLOV�� VHH� :�� YDQ� GH�9HQ�� 5�� YDQ�9OLHW�� (�� YDQ
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%DUQHYHOG��DQG�/��/DPHUV��´5LVN�$GMXVWHG�&DSLWDWLRQ��5HFHQW�([SHULHQFHV
LQ�WKH�1HWKHUODQGV�µ�+HDOWK�$IIDLUV��:LQWHU��������1HZ�<RUN�VWDWH�DOVR�XVHV
D�EOHQGHG�PHFKDQLVP��ZLWK�IL[HG�SD\PHQWV�IRU�WKH�QXPEHU�RI�SDWLHQWV�ZLWK
VSHFLILF�KLJK�FRVW�PHGLFDO� FRQGLWLRQV� DV� LWV� UHWURVSHFWLYH� SLHFH��6HH�1HZ
<RUN�,QVXUDQFH�'HSDUWPHQW�5HJXODWLRQ������

���,QVXUHUV�RIIHULQJ�SROLFLHV�RXWVLGH�RI�WKH�+,3&�FRXOG�DOVR�EH�UHTXLUHG�WR�RIIHU
FRPPXQLW\�UDWHG�LQVXUDQFH��IRU�H[DPSOH�

���$FFRUGLQJ� WR�D�ZLGHO\�FLWHG�VXUYH\�GRQH�E\�+D\�+XJJLQV��DGPLQLVWUDWLYH
ORDGV�IRU�LQGLYLGXDOV�DQG�WKH�VPDOOHVW�JURXSV�������DUH�HLJKW�WLPHV�DV�ODUJH�
RQ�DYHUDJH��DV�ORDGV�IRU�WKH�ODUJHVW�JURXSV������������(FRQRPLF�5HSRUW�RI�WKH
3UHVLGHQW�������

���*DEHO�� -RQ�� 'HUHN� /LVWRQ��*DLO� -HQVHQ�� DQG� -LOO�0DUVWHOOHU�� ´7KH� +HDOWK
,QVXUDQFH�3LFWXUH�LQ�������6RPH�5DUH�*RRG�1HZV�µ�+HDOWK�$IIDLUV��6SULQJ�
������SS�����������0RUULVH\��0LFKDHO��*DLO� -HQVHQ��DQG�5REHUW�0RUORFN�
´6PDOO�(PSOR\HUV�DQG�WKH�+HDOWK�,QVXUDQFH�0DUNHW�µ�+HDOWK�$IIDLUV��:LQWHU�

������SS����������

���(QWKRYHQ��RS��FLW�

���6WHDUQV��HW�DO���RS��FLW�

���0�$��0RUULVH\��3ULFH�6HQVLWLYLW\�LQ�+HDOWK�&DUH��,PSOLFDWLRQV�IRU�+HDOWK�&DUH�3ROLF\�
�����

���:��'DYLG�+HOPV��$�.��*DXWKLHU��DQG�'�0��&DPSLRQ��´0HQGLQJ�WKH�)ODZV
LQ�WKH�6PDOO�*URXS�0DUNHW�µ�+HDOWK�$IIDLUV��6XPPHU�������
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$ERXW�WKH�$XWKRUV

/,1'$�-��%/80%(5*�LV�D�UHVHDUFK�DVVRFLDWH�DW�WKH�8UEDQ�,QVWLWXWH�

'U��%OXPEHUJ�KDV�IRFXVHG�KHU�FDUHHU�DQG�UHVHDUFK�LQWHUHVWV�RQ�LVVXHV

RI� KHDOWK� FDUH� SROLF\� DQG� HFRQRPLFV�� )URP� $XJXVW� ����� WKURXJK
2FWREHU� ����� VKH� VHUYHG� DV� KHDOWK� SROLF\� DGYLVRU� WR� WKH� &OLQWRQ

$GPLQLVWUDWLRQ�GXULQJ�LWV�KHDOWK�FDUH�UHIRUP�HIIRUW��:KLOH�DW�WKH�8UEDQ

,QVWLWXWH��VKH�KDV�GRQH�UHVHDUFK�RQ�WKH�GLVWULEXWLYH�LPSDFWV�RI�QDWLRQDO
KHDOWK�UHIRUP�SURSRVDOV�DQG�RQ�SRWHQWLDO�LPSURYHPHQWV�LQ�WKH�LQWHU�

VWDWH� HTXLW\� RI� IHGHUDO�0HGLFDLG� IXQGLQJ�� 6KH� LV� FXUUHQWO\� HYDOXDWLQJ

FRPSRQHQWV�RI�VWDWH�OHYHO�KHDOWK�FDUH�UHIRUPV�DV�ZHOO�DV�DQDO\]LQJ�WKH

HIIHFW�RI�0HGLFDLG�HOLJLELOLW\�RQ�SULYDWH�LQVXUDQFH�FRYHUDJH�

/(1�0��1,&+2/6�MRLQHG�WKH�8UEDQ�,QVWLWXWH·V�+HDOWK�3ROLF\�&HQWHU
LQ�1RYHPEHU�RI�������+H�ZDV�WKH�6HQLRU�$GYLVRU�IRU�+HDOWK�3ROLF\�DW

WKH�2IILFH�RI�0DQDJHPHQW�DQG�%XGJHW��20%��IURP�����²������ZKHUH

KH� PDQDJHG� DQG� FRRUGLQDWHG� FRVW� DQG� UHYHQXH� HVWLPDWLRQ� IRU� WKH

3UHVLGHQW·V�+HDOWK�6HFXULW\�$FW��+6$��DQG�LWV�&RQJUHVVLRQDO�VXFFHVVRUV�
+H� ZDV� WKH� OHDG� DGPLQLVWUDWLRQ� DQDO\VW� IRU� FRRUGLQDWLQJ� HVWLPDWLRQ

PHWKRGRORJ\�ZLWK�WKH�&RQJUHVVLRQDO�%XGJHW�2IILFH��6LQFH�FRPLQJ�WR

WKH� 8UEDQ� ,QVWLWXWH�� 'U�� 1LFKROV� KDV� ZRUNHG� RQ� LQVXUDQFH�PDUNHW
UHIRUP��PHGLFDO� VDYLQJV� DFFRXQWV�� HYROYLQJ� LQWHJUDWHG�KHDOWK� VHUYLFH

QHWZRUNV��0HGLFDUH�UHIRUP��DQG�KHDOWK�ZRUNIRUFH�LVVXHV�
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