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RECOMMENDATION 

 

Approve renewal of the City of San José Deferred Compensation (“457 Plan”) and Part-Time, 

Temporary, Contract (“PTC”) Deferred Compensation Plans fiduciary liability insurance 

coverage offered by Hudson Insurance Company (“Hudson”), the incumbent carrier, for the 

period from June 30, 2020, to June 30, 2021 with a $5 million aggregate limit, a $25,000 

retention except a $100,000 retention for class action claims, for a net premium of $24,999.631 

plus a broker fee allocation of $1,321.00 for a total program cost of $26,320.63.  

 

 

BACKGROUND 

 

The City of San José (“City”) purchases fiduciary liability insurance coverage for the City’s 457 

and PTC Deferred Compensation Plans.  The purpose of the insurance is to protect the City and 

the plans’ Board from legal liability.  The coverage is designed to respond to claims from plan 

participants or regulating agencies alleging errors or omissions in plan administration, 

insufficient funding, or breach of fiduciary duties in the investment/advice, fund management, 

and/or disbursement of plan proceeds.   The current policy provided by Hudson, the plans’ 

insurer since 2018, expires on June 30, 2020. 

 

Arthur J. Gallagher (“Gallagher”) serves as the City’s insurance broker.  Gallagher works with 

the Finance and Human Resources department to gather information to complete an application 

for fiduciary liability insurance coverage that is provided to the incumbent carrier and other 

interested markets.   

 

 

ANALYSIS 

 

The marketplace for fiduciary liability insurance is facing financial pressure.  Overall, 

policyholders are seeing premium increases in the range of 5% to 15%.  Insurers are expressing 

                                                           
1 Net premium represents the gross premium quoted by Hudson less credit for the retail commission to Gallagher as 

the City has a fee arrangement with Gallagher.  
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concerns about fee litigation and asking underwriting questions about process and policies or 

procedures for evaluating professional fees or investment options2.  

 

Gallagher approached and requested quotes from a total of six markets, including established 

carriers such as Westchester Insurance Company (an operating company of Chubb Ltd.), 

Travelers Insurance Company, and Great American Insurance Company.  Hudson, the incumbent 

carrier, offered the only firm quote. The remaining markets declined to quote, indicating that 

they either could not be competitive on pricing or with respect to the coverage terms and 

conditions.   

 

Hudson quoted a $5 million limit subject to a $25,000 retention for an annual net premium of 

$24,999.63.  Hudson’s renewal quote reflects an incremental net premium increase of $2,701.13, 

or 12.11% increase relative to the expiring policy.  Notwithstanding the increase, Gallagher 

believes the policy is priced well below the market average for program covering plans with 

nearly $1 billion in sponsored plan assets3.   

 

Policy terms and conditions are consistent with the expiring policy with one exception: Hudson 

will be endorsing the policy to increase the retention from $25,000 to $100,000 for all class 

action claims.  This is a key coverage amendment, as common fiduciary liability claims such as 

allegations of payment of excessive fees or inappropriate investment options are typically filed 

as class action claims.  Hudson has noted that they are not willing to waive this coverage 

amendment, as they generally assign a retention of $500,000 to $1,000,000 for plans with 

sponsored plan assets of the size of the City’s Deferred Compensation Plans.   

 

Following the review of Hudson’s proposal, the City’s Finance-Risk Management Division 

recommends continuation of coverage with the incumbent carrier.  Hudson continues to hold a 

financial strength rating with A.M. Best & Company of A, Size Category XV, indicating that 

they hold over $2 billion in policyholder surplus. 

 

The total program cost includes a broker fee allocation in the amount of $1,321.00.  The City 

compensates Gallagher through a fixed fee agreement and the charge represents the cost 

allocation for Gallagher to place the policy.    

 

  

                                                           
2 https://www.willistowerswatson.com/-/media/WTW/Insights/2020/05/marketplace-realities-spring-2020-

update.pdf?modified=20200506140748 
3 The City’s insurance application reflected sponsored plan assets of $928,542,828 as of March 20, 2020. 

https://www.willistowerswatson.com/-/media/WTW/Insights/2020/05/marketplace-realities-spring-2020-update.pdf?modified=20200506140748
https://www.willistowerswatson.com/-/media/WTW/Insights/2020/05/marketplace-realities-spring-2020-update.pdf?modified=20200506140748
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COORDINATION  

 

This report was prepared by the Finance Department in coordination with the Human Resources 

Department and the City Attorney’s Office. 

 

 

 

 

MIGUEL BERNAL 

Risk Manager 

 

 

 

Appendix A:  Year-Over-Year Cost Comparison 

Appendix B:  Hudson Insurance Quote and Coverage Outline 

Appendix C:  A.M. Best Financial Strength Ratings for Selected Insurance Carriers
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Appendix A 
 

 

Carrier Plans 
Aggregate 

Limits 
Retention 

19-20 Net 

Premium 

20-21 Net 

Premium 

$ Change 

YOY 

% Change 

YOY 

Broker 

Fee 

Allocation 

Total Cost 

Hudson 

Insurance 

Company 

PTC and 

457 Plans 
$5,000,000 $25,000 $22,298.50 $24,999.63 $2,701.13 12.11% $1,321.00 $26,320.63 

 

  



 

 
  



 

 
  



 

 
  



 

 
 


