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Jury award in tobacco case
opens door to punitive damages

MIAMI-Five cigarette makers are facing
a possible multibillion-dollar punitive dam-
age verdict in the wake of a Florida jury's
award of $12.7 million in compensatory
damages in a closely watched tobacco liabil-
ity class-action suit.

The jury awarded $2.9 million to one of
three plaintiffs who brought the suit and $4
million to the estate of a second plaintiff
who died last year. Jurors also awarded $5.8
million to a third plaintiff but blocked him
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Top managed care mandates

From a self-reported survey of NAIC jurisdictions

Rarmkk by ITotal murmbenr
popularity Provisions of states

1 Prohibits gag clauses 48
2 , Protects privacy of medical records 47

Requires plans to disseminate information
tTo comnssurnmner s -J =7-7°

3 O Establishes internal appeals process 44
4 Establishes rules for coverage determinations 43

5 Prohibits genetic discrimination . * : 42

Source: National Assn. of Insurance Commissioners; March 2,2000

Employers fear
dual regulation

Patient bill may cause chaos

By MEG FLETCHER

WASHINGTON-Employer groups are joining state insurance
commissioners in voicing their fears that the dual regulation pro-
visions proposed in the federal compromise "patients' bill of
rights" could cause chaos and confusion if adopted nationally.

The specter of congressional conferees adopting a bill that
would require employees with health plan questions to seek an-
swers from both federal and state authorities worries those who
favor a more-streamlined regulatory structure.

"Dual regulation is a major concern for the Risk & Insurance
Management Society," said Daniel Barry, director of government
affairs for the New York-based organization.

While a little dual regulation already exists in areas such as
mental health benefits parity, current federal proposals could ex-
acerbate the situation by applying a wide variety of mandates to
all employer-sponsored health care programs.

Such dual regulation "can only lead to confusion and inconsis-
tency. That is a result that is not in the best interest of RIMS'
membership or its employees," according to a RIMS' position pa-
per. That paper primarily dealt with the organization's initial
concern that employers providing insurance might be held civilly
liable for health care coverage decisions.

"Dual regulation will create enormous friction costs that will
hit hardest at the more-complicated, elaborate and choice-orient-
ed health care programs,"” like those of large employers, said
Wayne Salen, director of risk management for New Millennium
Care Inc. in East Aurora, N.Y. The company operates long-term
care facilities in seven states.

In addition, the Washington-based National Assn. of Manufac-
turers considers dual regulation one of three key issues it is rais-

See Updates on net page

U.S. bill takes aim

at Etax havens'

By GAVIN SOUTER

WASHINGTON-A bill infro-
duced in the House of Representa-
tives last week would impose ad-
ditional taxes on U.S. insurance
risks reinsured by affiliated com-
panies located in domiciles that
have tax rates of 7% or less.

The bill, H.R. 4192: is the wide-
ly expected attempt to close an al-
leged tax advantage enjoyed by
companies located in Bermuda
that have substantial operations
in the United States, such as ACE
Ltd. and XL Capital Ltd.

Sponsored by members of the
House Ways and Means Commit-
tee-Nancy L. Johnson, R-Conn.,

Richard E. Neal, D-Mass., and
Robert Matsui, D-Calif.-the bill
is backed by several U.S.-based
insurers, including Chubb Corp.,
the Hartford Financial Services

Group Inc., Liberty Mutual Insur-

ance Co. and Kemper Insurance
co.

The legislation would impose
extra taxes on insurers and rein-
surers that reinsure U.S. business
they underwrite with their
Bermuda affiliates. The legisla-
tors and U.S. insurers charge that,
because the reserves on those
risks grow tax-free, the Bermuda-
owned insurance companies have
a 10% cost advantage over their
U.S. rivals.

This alleged advantage would
be eliminated under the bill bfef-
fectively taxing the reserves
growing tax-free in Bermuda at
the same rate as if they were

See Loophole on page 25

Falling out of favor with providers

Capitation in decline

By MICHAEL PRINCE

The peak may have passed for
capitation.

Capitation arrangements, in
which health plans pay physicians
a fixed amount per patient, have
not disappeared, nor does anyone
expect them to. Nevertheless,
there has been a marked shift
among health plans away from
using capitation agreements in
compensating health care
providers.

Despite capitation receiving
high marks as a means of keeping
health care costs under control,
employers and experts do not see
the decline of capitation as a fac-
tor in rising health care costs of '

the past few years. What it will
mean for employers in the future,
however, remains to be seen.

Colorado is reviewing
capitat,on system

The move away from capitation
agreements primarily stems from
health care providers seeking
changes in how they are paid, ob-
servers note.

-Many providers "have found

- they lost a lot of money with capi-

tation, and they don't want to
participate anymore," said Stuart
Altman, professor of national
health policy at Brandeis Univer-
sity in Waltham, Mass.

For several years, health plans
have been lowering the capitation
rates they pay providers, experts
agree. At first, this just squeezed
some money from the providers'
pockets; recently, however, levels
have gotten so low that some

See Capitation on page 23

RIMS slams OSHA plan

ing before conferees, along with employer liability and "medical
necessity"-whether a covered benefit is medically appropriate
for a particular person-said Neil Trautwein, NAM's director of

employment and human resources policies.
Those groups plan to continue lobbying congressional conferees
who are reconciling provisions of separate patient protection
See Mandates on page 26
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Critics of ergonomics

By MARK A. HOFMANN

WASHINGTON-Risk managers and insurers
are calling for voluntary, rather than mandatory,
ergonomics standards as the Occupational Safety

and Health Adminis-
tration continues
public hearings on
its controversial er-
gonomics proposal.
Representatives of
the Risk & Insurance
Management Society Inc. offered their thoughts
during a March 31 hearing in Washington, just
one day after RIMS' second annual Capitol Hill
visits ended (BI, April 3).

rules decry mandates

RIMS, like other employer groups, has criti-
cized the long-awaited ergonomics proposal as
inflexible, overly expensive and lacking the sci-
entific evidence needed to justify the imposition
of a sweeping st'andard.

"We would rather see it be voluntary,” Lance J.
Ewing, leader 6f RIMS' external affairs team, told
the hearing.

Mr. Ewing noted that RIMS entered into a
"partnering” relationship with OSHA in 1998,
and, as part of that arrangement, offered to pro-
vide OSHA with details of successful ergonomics
programs. He said that Assistant Labor Secretary
Charles Jeffress, who heads OSHA, did not re-
spond to RIMS' offer.

See OSHA on page 6
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Tobacco jury awards $12.7 million

Contmued Bompretnous page
four-year statute of limitations on his claim had passed, according to
press reports

Flonda Clrcult Judge Robert Kaye said he would decide later how to
handle the $58 million award and did not immediately decide how the
awards would be allocated among the defendants, press reports state The
defendants are Phillp Moms Inc,RJ Reynolds Tobacco Co, Brown &
Wilharnson Tobacco Corp, Lonllard Tobacco Co and Liggett Group Inc

The plaintifs m the case, Engle vs R J Renolds et al, had sought $13 2
millhon m compensatory damages for lost wages, medical costs and pam
and suffenng

The jury wtll now consider punibve damages, which could cost the to-
bacco mdustry bilhons of dollars for the illnesses of all of Florida's sick
smokers

Wilham S Ohlemeyer, vp and associate general counsel for Phillp Mor-
rls, said the company is considering how to ask an appellate court: quick-
ly to review the tnal procedure that led to these verdicts

Phihp Moms also attacked the idea of a classwide punitive damage
award, pointing to the compensatory award that the Jury barred on
statute of limitations grounds

"The mixed verdicts highhght the practical and legal problems of going
forward with a lump-sum, classwide pumtive damage claim," the com-
pany said "The mixed verdicts are a direct result of an mappropnate tn-
al procedure fashioned by the ludge"

Plamtlffs' attorney Stanley Rosenblatt was unavailable for comment

Last July, the Florida It,uy ruled that the tobacco industry had pro-
duced a defective product (Bl, July 12, 1999)

Court faults delayed claim notice

COLUMBUS, Ohio-A poheyholder's delay m notlfymg insurers of en-
vironmental claims prejudiced the insurers and permits them to deny the
claims, the Ohio Supreme Court ruled on Wednesday

In 1966, the pohcyholder, Ormet Primary Aluminum Corp, first
learned that water at its site in Hannibal, Ohio, was contaminated by
chemicals After years of testing and negotiations with state and federal
environmental officials, the U S Environmental Protection Agency in
1986 sent the company a letter stating that it could be held responsible for
paying for the site's cleanup But it was not until 1992 that Ormet noti-
hed its insurers-Employers Insurance Co of Wausau, Globe Indemnity
Co,Home Indemmty Co and underwnters at Lloyd's of London-bout
the situation and its mtent to make claims to cover any cleanup costs, the
opinion states

The msurers balked at the claims, qwng that Ormet violated the poh-
cy's provisions reqwnng it to file claims m a timely manner Both the trt-
al court and an Ohio appeals court ruled in favor of the insurers and dis-
missed Ormet's declaratory judgment suit

On appeal, the state's highest court upheld the rulings of the lower court:
and stated that the insurers were preludiced by Onnet's delay Specifical-
ly, the opinion states that more than 10 witnesses have died since the dis-
covery of contamination on the site, other withesses have diminished
memones of key events, and the site itself has changed dramatically from
the cleanup

As a result, the court ruled that "reasonable minds could only conclude
that the appellees suffered actual prejudice from the delay,"” wrote Jus-
tice Evelyn Lundberg Stratton for the court's six-member majority One
justice wrote a dissenting opimon

Justice Lundberg Stratton further wrote that "in addition to opportu-
nitles for fraud, options available to the msurance companies rapidly di-
minish as time passes, leaving them to deal with decisions made by the in-
sured that may not be m either the msured's or the msurer's best mterest "

Onnet Pnmaly Alummum Colp vs Employers Insurance Co Of
Wausau et at, Ohw Supreme Cout, Apnt 5,2000, 98-2456

Arizona captive bill vetoed

PHOENIX-Anzona's hope of becoming a captive domicile has been
scuttled, at least for now

Legislation that would have made the state a domicile had passed
through both chambers of the state Legislature, but Gov Jane Dee Hull
vetoed H B 2630 on March 31

Enactment seemed certain, but the Artzona Department of Insurance
opposed.the measure because legis|ators decjmed to proyide additional
expenaﬁures ?0 creaete a new aivision deglcate(ﬂo regu|a Ing
said Marc Lapolnte, managing director m Phoenix for Aon Insurance
Managers (USA)Inc

Mr Lapolnte helped mtroduce the legislation Despite the setback, the
dnve to create a domicile for captlves m Anzona is not dead, he said Wm-
eng approval for appropnattons bdls is tough dunng an electlon year, he
said, vowlng to hy again

Terra Nova halts in Bermuda

HAMILTON, Bermuda-Markel Corp has stopped wribng new bum-
ness from the Bermuda office of Terra Nova (Bermuda) Holdings Ltd,
which Markel bought earherthmyear, in an effort to cut costs

The Bermuda office of Terra Nova wrote comparatively few premi-
ums-$30 milhon in 1999-in a domicile with high administrative ex-
penses, said Bill Wedlake, chief financial officer of Terra Nova (UK)
Holdings PLC in London, which wll soon be renamed Markel Interna-
tlonal PLC

"It was a margmal operatton m a very hlgh-cost place," he said

The property catastrophe and proportional treaty business wntten in
the Bermuda unit that Terra Nova wishes to retam can easily be wntten
through the London-based umt, Mr Wedlake said

The 12 employees in the Bermuda office will be laid off, he said

See Updates on page 26

Bornhuetter, asset sale
aid Frontier restructure

By DOUGLAS McLEOD scaled-back Frontier operations the parties involved," predicted
will then focus on their "histori- Michael G Paisan, a vp with

ROCK HILL, N Y -Analysts cally profitable" specialty pro- Keefe, Bruyette & Woods Inc in
are taking a wait-and-see ap- gram business, Mr Seyffarth said New York "l think it will geU-he
proach to restructuring moves He declined to say how much the rating agencies off their backs fot
through which Frontier Insurance company expects to raise through a little while and will get regula-
Group Inc aims to put itself on the asset sales tors off their backs for a little
firmer financial footing A "significant" share of the pro- while "

Frontier last week announced ceeds from the sales, though, will Mr Bornhuetter's arrival also
that Ronald L Bornhuetter, re- be used to pay down Frontier's lends credibility to the restructur-
tired chairman of NAC Re Corp, bank debt, he said Improving the ing efforts, he added
will join Frontier's board The ad- company's capital base is a major "If there IS one thing Frontier
dition of the widely respected Mr goal of the restructuring R.sing needs more than anything else, it's
Bornhuetter follows Frontier's de- losses cut Frontier's shareholder's someone who understands reserve
cision to sell its surety operations, equity to $128 3 million last year, analysis," Mr Paisan said Now
which accounted for nearly 20% a 67 5 % decline from $3942 mil- "you've got the guy who wrote the
of 1998 net premiums, and a small lion in 1998, according to unau- book on reserve analysis "
medical malpractice unit, Western dited figures prepared using gen- How Frontier performs in the
Indemmty Insurance Co erally accepted accounting princi- long run, though, remains to be

Richard Seyffarth, Frontier ex- ples seen
ecutive vp, said the company may Analysts appear encouraged by After spinning off the surety op-
also se.1 a small auto insurance the restructuring effort erations-and with its earlier sale
unit, Regency Insurance Co The The asset sale "will appease all

1 Insurer tax system set'

Repeal of lllinois sunset clause likely state companies These compa-
nies would pay an income tax
SPRINGFIELD, Il -lllinois system of allowing in-state in- that is the lesser of the lllinois
2 consumers are expected to ben- surers to avoid paying a premi- rate or their home state rate,
| efit from having more insurers um tax while out-of-state insur- provided that the calculation
writing coverage in the state ers could deduct the amount of would not fall below 1.25 % of
1 now that a three-year struggle income taxes paid from the pre- premium volume written in llli-
1 to develop a workable tax sys- mium taxes they owed, accord- nois," according to the NAII
I tem is almost resolved ing to an NAII statement analysis
1 The lllinois Legislature late A replacement tax structure "Leveling out the tax rate fur- - c
I last month approved a bill-S B enacted in 1998 required lll.nois ther improves the competitive
1 1326-that repeals a sunset pro- officials to assess a higher tax insurance environment in llli-
1 vision on a successful tax system rate against out-of-state insur- nois, and this means more op-
' adopted last year so that the ers doing business in lllinois, in tions for consumers," said Don-
system will remain in effect part to keep state revenues con- ald Cleasby, assistant general
| Gov George Ryan is expected stant That approach, however, counsel for the NAIl "It also re-
to s.gn the measure, according caused other states to retaliate suits in lllinois insurers paying
| to the National Assn of Inde- by sublecting lllinois-based in- fewer tax dollars to other states
| pendent Insurers in Des Plaines, surers to higher taxes when doing business out of
- 1 "Legislation enacted last year state "
The tax issue surfaced in 1997, sought to correct this problem The measure would go into ef-
when:he lllinois Supreme Court by establishing a modified cor- feet Jan 1,2001
ruled unconstitutional lllinois' porate income tax for out-of-

See Frontier on page 25

-By Meg Fletcher

401 (k) directory deadline nears

Business Insurance will publish provide 401(k) plan administra- Immediately by calling Michel
its annual Directory of 401 (k) tion services such as enrollment Schwartz at 312-649-5313
Plan Administrators on May 22 recordkeeping, daily maintenance Copies of the questionnaire also

That issue will include an edito- of participants' accounts or han- may be printed from the directory
rial feature on pensions and re- dling of account activity Plan ad- area of the Business Insurance
tirement plans The directory IS ministration services must be Web site at www businessinsur-
published as an editorial service, available on an unbundled basis
and there IS no charge to be in- If your company meets these re- Completed questionnaires must
cluded quirements and has not received a be submitted by the extended

To be listed, a company must questionnaire, please request one deadline of April 21 En

ance com

captives, inside

*45-he Quality Health-Care Coalition Act now before the Depa rtments
House of Representatives would stymle competition Advertiser Index 99
among physicians, this week's editorial says PAGE 8 Ask a Benefit Actuary 17
Books & Ildeas o 18
-Cespite decades of research, even today few doctors Classifieds oo
practice medicine based on evidence of the best treat- Commentary o5
ment PAGE 18 For the Record .27
Global Briefs. .19
+Crhe United Kingdom, ullike many other European coun- Insurance Services Guide on
tries, does not currently exclude the coverage of flooding International 19
in its commercial anc personal lines policies But faced Legal Brieff 18
with predicted catastrophic flooding along England's Opinionq
southern and easter, coastline, partly due to climate Products & Services 2
change and rising sea levels, insurers are being forced to Ticker o7

review theirnsk position PAGE 19

Business /nsurance (ISSN 0007 6864) Vol 34, No 15, is published weekly

by Crain Communications Inc 740 N Rush St , Chicago, Ill 60611 2590
€Awation insurers are calling for rate hikes after being hit periodicals postage Is paid at Chicago and at additional mailing offices
In 1999 by a record amount of insured hull losses on POSTMASTER Send address changes to Business Insurance, Circulation
Western-built aircraft PAGE 19 Departrnent, 965 E tJefferson Ave , Detrf)it, Mich 48207 $4 a copy and $89
ayearin U S $108 in Canada and Mexico (includes GST) All other coun
tnes $209 a year (includes expedited air delivery) Canadian Post Inter-
national Publications Mall Product (Canadian Distribution) Sales Agreement
No 0293512, GST No 136760444 Printed in USA Copyright 2000 by

Crain Communications Inc

« Publisher Kathryn J Mcintyre shares responses from
those who have a difference of opinion PAGE 25



Business Insurance, April 10, 2000/ 3

Disaster aid plan may move ahead

FEMA considering making property coverage a requisite for federal assistance

By RODD ZOLKOS

WASHINGTON-AnN initial comment
period on a federal proposal to require
Rliblic entities to purchase property in-
surance to qualify for federal disaster
assistance ends today, and implementa-
tion of a new regulation may follow on
a fast track.

The Federal Emergency Management
Agency published an "Advance Notice
of Proposed Rulemaking” in the Feder-
al Register on Feb. 23 and has since
been gathering input on the insurance
proposal.

FEMA's proposal has sparked con-
cern from some public officials-partic-
ularly those in California-that such a
regulation could dramatically increase
public-entity insurance costs and could
cause capacity problems in some insur-

ance markets.

In its notice, though, FEMA ex-
plained that it intends any new rule "as
a means to achieve a nationally consis-
tent level of responsibility among pub-
lie and certain private non-profit enti-
ties for natural disaster risks."”

The notice set out the three options
FEMA is considering:

« Making the repair or replacement
of public buildings ineligible for feder-
al disaster assistance.

- Maintaining the current eligibility
of public buildings for public assistance
funding whether they are insured or
not.

» Making the repair of public build-
ings eligible for disaster assistance only
if the buildings were insured at the time

of the disaster.

"The bottom line is Option 3 is the

one | think they're really thinking about
doing," said Daniel J. Pliszka, manager
of risk management for the unified gov-
ernment of the city of Charlotte and
Mecklenburg County, N.C., and the
Charlotte-Mecklenburg Board of Edu-
cation.

Among other things, FEMA's Febru-
ary notice points out that, by paying for
building repair costs whether or not a
building had property insurance, the
agency currently provides a disincentive
for public entities to purchase insur-

"Many potential public-assistance ap-
plicants have told us, in so many words,
'Why carry insurance on our buildings
when we know that FEMA will be there
to pick up the costs when the disaster
hits?' " the agency said in its notice.

See FEMA on page 6

Training facilities prepare for the worst

Crises call for risk expertise

By LEE FLETCHER

Nearly a year after deadly gunfire broke out at a Colorado
high school, many law enforcement and military units nation-
wide are increasing their training. and some observers say risk
managers can help strengthen the response to future crises.

A training facility, called R.U. Ready High School, was built

oN

last summer in Moyock, N.C., to teach law enforcement and
military personnel special tactics for potential school crisis
situations like the tragedy at Columbine High School in Lit-
tleton, Colo.

While risk managers generally are not included in such law
enforcement crisis-response training, their expertise can be
helpful, according to observers.

Risk managers are somewhat left out of the loop in crisis re-
sponse efforts because many crisis situations such as school
shootings are a law enforcement issue, said Aden Hogan Jr.,
town administrator of Parker, Colo. Mr. Hogan was assistant
to the city manager of Oklahoma City when the Alfred P. Mur-
rah Federal Building there was bombed in 1995.

"Police departments and sheriff departments all across the
country could certainly benefit from including their risk man-
agers in their strategizing and training planning,"” Mr. Hogan

said.

Risk managers can give law enforcement officials a broader
perspective about other risks associated with a school inci-
dent, according to Mr. Hogan.

"Certainly you're going to have more than just a situation it-
self to deal with. You're going to have parents, the media, traf-
fic control issues-all those sorts of things that risk managers
and emergency managers have been dealing with for decades,"

Mr. Hogan said.

Preparation and training for special situations are helpful

PHOTO: STEVE PETERSON/ZUMA

The bombing of the Alfred P. Murrah Federal Building
(top) and the shootings at Columbine High School
have been catalysts for crisis-response training.

for professionals "in any industry," said Bill Mascianglo, pres-

Ready.

ident of Blackwater Training Center, which operates R.U.

He described the facility as "a two-story, all-steel house

with live gunfire shooting inside and the use of explosives for

See Crisis on next page

NAIC critigues federal proposals

But some financial modernization suggestions

draw complaints from the Alliance, NAlIl

By MEG FLETCHER

KANSAS CITY, MO.-Federal regu-
lators should take additional steps to
protect consumers' privacy in this era
of financial modernization, according

to comments filed recently by the Na-
tional Assn. of Insurance Commission-

In critiquing the federal proposals,
the NAIC said it agrees with "the bulk"”
of proposed federal rules, including
defining "personally identifiable finan-
cial information" that protects con-
sumer health information.

But the NAIC also suggested several
pro-consumer changes in similar March

NAIC

31 letters sent to the six federal agen-
cies involved in implementing the
Gramm-Leach-Bliley Act, which
breaks down the barriers between
banks and insurers (Bl, March 27).
Those agencies are the Federal De-
posit Insurance Corp., Federal Reserve
System, Federal Trade Commission,
National Credit Union Administration,
Office of the Comptroller of the Curren-
cy and the Securities and Exchange

Commission.

The NAIC's comments disappointed

analysts from at least two insurer trade
associations-The Alliance of American

Insurers in Downers Grove, lll., and the
National Assn. of Independent Insurers
in Des Plaines, lll.

The analysts said they felt the state
insurance regulators had gone too far in
encouraging specific consumer protec-
tions.

The NAIC urged federal regulators to:

« Eliminate confusion over jurisdic-
tional authority by adding a new sec-
tion to the federal rules that clearly
states "none of the agency's privacy
regulations apply to any insurance
provider which is functionally regulat-
ed by state insurance authorities under
Titles Il and V" of the act.

- Define "non-public personal infor-
mation" according to the source of the
information, not its content.

See NAIC on next page
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Hurricane Floyd wreaked havoc on eastern North
Carolina, including this flooded street in Grifton.

Insurer sued

over comments

posted on Web

By JUDY GREENWALD

BALTIMORE-A financial services company is
suing a financial guarantee insurer, the insurer's
parent and a former executive over statements
posted online that the plaintiff charges led to a de-
crease in its capitalization.

Baltimore-based Creditrust Corp. filed suit last
week in federal district court in Baltimore against
Enhance Financial Services, its subsidiary, Asset
Guaranty Insurance Co., and former EFS Senior
Vp Charles Henneman. The suit contends that Mr.
Henneman anonymously posted "maliciously false
and disparaging statements" against Creditrust on
a Yahoo! message board.

Creditrust is seeking $130 million in compensato-
ry damages and $390 miillion in punitive damages.
The company's suit says the false statements made
by Mr. Henneman were launched to concide with

Creditrust's

February 1999
registration for
a secondary

‘crEE, stock offering
—. =+ oOF > milion
shares. The

I, company corn-

pleted an offer-

ing of 2.4 mil-

lion shares on

March 19, 1999.

According to

— << wvart papers,

the postings began just six days before Enhance

announced a joint venture with Milwaukee-based

MGIC Investment Corp., called Sherman Financial

Group, that was created to compete with Cred-

itrust, which acquires, manages and collects delin-
quent consumer receivables.

The 21 Yahoo! postings, which lasted until
November 1999, repeatedly criticized Creditrust's
accounting practices, financial status and manage-
ment, among other factors, and were based pur-
portedly on insider knowledge of both the industry
and the company itself, according to Creditrust.

Creditrust said Mr. Henneman knew these post-
ings were false because of confidential information
that was provided to Asset Guaranty by Creditrust
as an Asset Guaranty policyholder. Joseph Rensin,
Creditrust chairman and chief executive officer, is
a plaintiff in the suit, according to Creditrust.

As a result of the postings, Creditrust charges,
the company had to reduce the scope and price of
its offering, and its capitalization dropped by more
than $300 million between Feb. 17, 1999-the date
of the first posting-and last week. The company
has about $245.6 million in assets. A Creditrust
spokesman could not be reached.

An Enhance spokesman said Mr. Henneman was
terminated by the company the week before the

See Enhance on page 6



Crisis

Continued from previous page
dynamic entry through the doors."

He said the 24-room building has
six stairwells and a catwalk across
the ceiling for instructors to watch
the trainees as they move through
the building.

"Over 300 law enforcement and
military personnel have trained at
that particular building since it
opened last September, and it is
leased almost 45 weeks out of the
year," Mr. Masciangelo said.

It's evident that many police offi-
cers have corne to Blackwater on
their own to train and are paying
their own way, observed Mr. Mas-
ciangelo. "They're investing in their
future survival on the job. They don't
feel that during the course of the
year they are prepared for the chal-
lenges they are facing today on the
streets," he said.

Mr. Masciangelo emphasized that
regular-duty patrol officers are often
those who have to respond first to an

NAIC

Continued from previous page

- Define "publicly available in-
formation” to mean information
that is actually obtained from
public sources, not taken from

- Double the amount of time-
to 60 days from 30 days-con-
sumers are given to exercise their
right to opt out of having their in-
formation shared with non-affili-
ated third parties.

* Require that opt-out applica-
tions sent to consumers should be
"easy and cost-free" for those
wishing to use them. The NAIC

recommended written notices

with convenient check-off boxes

and pre-addressed, postage-paid

return envelopes or allowing the
use of standardized electronic for-

incident.

They're the ones who aren't being
trained through their departments as
well as the SWAT teams are trained,
he said.

While the R.U. Ready facility
training is restricted to law enforce-
ment and military personnel, other
training would be valuable to risk
management professionals, accord-
ing to Mr. Masciangelo. "Any profes-
sional for any industry should be
trained. The more you train, the bet-
ter you get," he said.

Harold J. Pumford, CEO of the
Prague, Okla.-based Assn. of Gov-
ernment Risk Pools, agreed that
many public entities could benefit
from providing crisis training.

To prevent crises such as school
and workplace shootings, for exam-
ple, Mr. Pumford said specific tech-
niques to identify potential as-
sailants should be developed.

He said that an immediate, clearly
structured response-as opposed to
waiting until all the forces are mar-

shaled-is particularly important in
environments where there are a lot

mats for e-mail responses.

In addition, the NAIC recom-
mended that federal regulators
use practical examples to illus-

trate and clarify general privacy
rules.

"State insurance authorities
have an important stake in con-
sumer privacy regulations estab-
lished by federal agencies, be-
cause they will set the standard by
which state privacy standards will
be compared,"” according to the
letters signed by NAIC President
George Nichols Ill, the Kentucky
insurance commissioner, and Vp
Kathleen Sebelius, the Kansas in-
surance commissioner.

But Becker,

Rey vp-
property/casualty for the Al-
liance, found several of the
NAIC's recommendations "coun-
terproductive.”

For example, the NAIC's ap-

proach "treats names, addresses

arv-i

of individuals such as students or

workers.

"l think that, through in-service
training required by states or de-
partments, pools will be a major
method of delivering (training) be-
cause of the extensive number of 10-
cal governments that they are pro-
viding liability coverage for," Mr.
Pumford said.

For the past 15 years, risk pools
have been the leaders m providing
services to help governmental units
reduce their exposure and adopt best
practices, according to Mr. Pumford.

Stephen A. Finley, director of risk
management for the Denver public
schools, said that in December 1998,
the school district distributed a
classroom emergency response guide
that covers a variety of situations,
including weather-related catastro-
phes, strangers on campus, and fire
and bomb threats. Mr. Finley's dis-
trict does not include Columbine
High School.

"What we want the schools to do is
take the overall guidance plan that
we've put together and write a site-

and phone numbers like state se-
crets, even when readily available
in your local phone book," Mr.
Becker said.

If federal authorities adopt such
an approach, "it will require un-
necessary duplication of research
to obtain the information,” said
Robyn Rowen, the NAIl's senior
counsel in Washington.

The insurer analysts also dis-
agreed with the NAIC's recom-
mendation to double the duration
of the opt-out period to 60 days.

In addition, Ms. Rowen said, no-
tificasion requirements should be
more general and flexible.

Both organizations detailed
their views in letters sent to some
of the federal agencies, the ana-
lysts said.

Federal authorities are expected
to issue final rules on or before
May 12, with the rules going into
effect in mid-November. m
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specific supplement which will take
into account their particular popula-
tion," such as students or faculty
who are disabled, Mr. Finley said.

"Whenever there is an ongoing sit-
uation, whether it's a fire, a hostage
situation-we're going to take our
directions from the local law en-
foreement," said Mr. Finley.

Local law enforcement is more
than likely going to get there as
quickly as the risk manager can, he
remarked.

The Denver public schools are
"spread pretty thin as far as security
force goes," Mr. Finley said.

"We're trying to train everybody,
but that's an unrealistic goal. We're
trying to get to the administrators,
the building administrator, the prin-
cipal and, possibly, in front of teach-
ers," he said.

According to Mr. Finley, there are
125 schools in the Denver public
school district, with about 70,000
students.

"Like all school districts, we're
riding on the thin edge of resource
allocation, and we have no opportu-

nity to get large groups of people to-
gether to do this type of training. It's
kind of on a school-by-school basis,"
he noted. -

Mr. Hogan said that including risk
managers in crisis response can ac-
tually take some of the burden off of
law enforcement agencies.

A risk manager can shed some
light on some peripheral matters,
such as security measures within a
building, and let law enforcemfnt
"focus on managing the event itself,"
Mr. Hogan said.

At most conferences, when risk
managers talk about catastrophe re-
sponse, the topics are typically relat-
ed to natural disaster, weather
events or massive process failure, ac-
cording to Mr. Finley.

"Of course, in many respects the
responses are very similar. You have
to get control of the scene, allocate
your resources, marshal your re-
serves and start to attack the prob-
lem. It's just that the tools are differ-
ent in a tactical scene than they are
in a natural disaster scene,"” Mr. Fin-
ley said. Ell

Business Insurance

makes staff changes

CHICAGO-Business Insur-

ance has made several changes
in its Chicago editorial and pro-
duction staff.

Bl has promoted an editorial
staffer and added two editorial
staff members. In addition, the
magazine has a new production

manager, following Elmer Ker-
stowske's retirement last
month. Mr. Kerstowske had
served in production at Bl's
publisher, Crain Communica-
tions Inc., for 30 years.

Matthew T.C. Scroggins has
been promoted to copy editor,
while Dermot Connolly has
joined as a copy editor and
Shirley Henry comes to Bl as
editorial Cheryl
Magiera is now production
manager.

Mr. Scroggins, 26, previously
was assistant copy editor at

Business

assistant.

Insurance.

He joined

|1 as-
t i—-

v—

e

c desk

iNT1999.

Previously,
Mr. Scrog-

Mr. Scroggins

gins
worked as an assistant in the
human resources department of
Crain Communications and be-
fore that as a part-time re-
searcher for Bl and sister publi-
cation Advertising Age.

He graduated summa cum
laude from Millikin University
in Decatur, lll., with a bachelor
of arts degree in philosophy.

Mr. Scroggins can be reached
at 312-649-5483.

As a copy editor, Mr. Connol-

ly, 32, will

| a0 —1 | gt —
sponsible

Feor = dit— [ |

img Nmnew s

stories

lines. Be-
fore join-
ing BIl, he
wama= =

business

Mr. Connolly

editor/reporter for the South-
west News-Herald and South-
west Courier, two weekly com-
munity newspapers in Chicago.
Prior to that, he was a staff
writer for Gannett Suburban
Newspapers in New Rochelle,
N.Y., and was a Chicago re-
porter for the Irish Echo News-
paper Corp.

He has a bachelor of arts de-
gree in journalism from Western
Illinois University in Macomb.

Mr. Connolly can be reached
at 312-649-5440.

Ms. Henry, 23, will assist the
editorial
staff and
directory
department
as editorial
assistant.
Before join-
ing BI, she

was an edi-

torial intern
at sister

publication

Modern Ms. Henf’y
Healthcare,

assisting its directory depart-
ment with research and produc-
tion, as well as creating a photo
database for the graphics de-
partment.

She has a bachelor of arts de-
gree in English writing from the
University of lllinois at Chica-
go.

Ms. Henry can be reached at
312-649-5398.

Ms. Magiera, 29, will have ad-
vertising and production re-
sponsibilities as production
manager. She previously served
as produc-
tion manag-
er at sister
publication
Crain's New
York Busi-

Nness. Prior
to that, Ms.
Magiera

was art di-

rector/pro-
duction

manager for Ms. Magiera
the lllinois
Real Estate Journal.

She has a bachelor of arts de-
gree in advertising from
Columbia College in Chicago.

Ms. Magiera can be reached at
312-649-5337.
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risk, earthquake, flood and quired :0 obtain coverage at least L Vance, risk manager of Ana- best deal possible
wind-based on either individual to the level of that cap helm, Calif
building-by-building policies or With FEMA's initial comment "That is the group that | hope dressing how the proposal fits
blanket policies, as well as de- period on the new regulation end- will be able to do a good job of ad- into self-insurance arrangements,
A related problem, the agency ductibles eligible for reimburse- ing today, the next step will be dressing the capacity issue,” he Mr Vance said, as well as on "the
said in the notice, is that FEMA's ment publication of a proposed regula- said formula part that deals with
Mr Vance has worked closely waivers from the state insurance
with FEMA in developing its pro- department when the entity wants
posed regulation, and he said, to go to their state insurance com-
"It's important to understand that missioner and say the coverage is
FEMA iS trying to write a one- not readily available at standard
size-fits-all regulation that fits a prices and terms "
city in California in an earth- The Anaheim risk manager
quake zone and another city up in credited the federal agency for its
North Dakota efforts thus far in developing the
Mr Vance conceded that the new rule

FEMA

Continued from page 3

Work must still be done on ad-

existing practice prompts some
public entities to cut their insur-
ance costs by opting for very high

deductibles, knowing, that the 'It's not going to continue to be a situation
where public entities just do not get
insurance and figure that FEMA is always

loss not covered by insurance
FEMA stressed that It Intends

that any new policy "should not

require entities to substantially . '

re-order their spending priori. 90iNg to be there,' says Thomas L. Vance.

ties," and that any new policy

should not deny assistance to en-

tities that cannot obtain the re-

best outcome for municipalities

would be for the disaster recovery cess," he said "l personally think

agency to maintain its existing FEMA's done a good job of solic-
To ensure that no public entity tion in the Federal Register, fol- policy, but he noted, "There's ab- iting input "

It also emphasized that the re- would face the burden of exorbi- lowed by a 90-day comment pen- solutely no question that some- Regarding the regulation's fu-
quired insurance should be pro- tant premiums, FEMA has pro- od on that specific proposal thing's going to change " ture, Mr Vance said, "It's my un-
vided by the private Sector, rather posed qualifying its minimum Also following the proposed "It's not going to continue to be derstanding that the director of
than through any federally direct- coverage level requirements with rule's publication, the agency will a situation where public entities FEMA, James Lee Witt, is corn-
ed program a rate cap, expressed as a percent- create a panel of experts that in- just do not get insurance and fig- mitted to getting this regulation

In its proposal, FEMA sets out age of the building's replacement cludes insurance company repre- ure that FEMA is always going to in place while he's in office So |
what it would consider adequate cost The proposed cap is 30 cents sentatives, brokers anc public- be there,” Mr Vance said "My think they're going to try to fast-
insurance limits by category-all- per $100 value, with entities re- sector risk managers, said Thomas view all along has been to cut the track this " El

"This has been a difficult pro-

quired insurance

ments from his office computer, or anything about It, but for some what its employee does, unless behest of the employer, that's like
is it something he did from home reason he thought he nad the au- there's some special doctrine that Toit Law 101-the employer's re-
on his own time?" she said thority and was doing this on the applies," such as if an employei sponsible," said Mr Smith

The court is also likely to con- company's behalf " knows the employee has a propen- But he predicted there will be a
suit was filed but would provide sider any arrangement he may Joel Smith, an attorney with sity to do certain kinds of unlaw- dispute between Enhance and Mr
no further details "We are confi- have had insofar as gaining from Century City, Calif -based ful acts
dent that Enhance Financial and the ]01nt venture, said Ms Sayers Leopold Petrich & Smith, said "Certainly if the evidence were and authorized on the matter
Asset Guaranty will prevail in "Did he have a direct interest in that "Generally, an employer does to support that the employee en- Mr Henneman could not be
this litigation and that we have profits for that new company, or not have the responsibility for gaged in unlawful conduct at the reached
strong defenses" against Cred- was he Just a salaried employee?"

Enhance

Continued from page 3

Henneman as to what was said

itrust's claims, he said
The court is likely to consider

she asked

In addition, "What, if any poli-

lucrative than working, Ms vp-safety and environmental

several factors in evaluating En- cies did Enhance have as far as
hance and Asset Guaranty's po- employee and even executive use
tential liability, assuming the of the Internet" are concerned?? If
charges against Mr Henneman Enhance has a corporate policy on
are correct, said Gretchen Sayers, the Internet, "the court would at

OSHA

Continued from page |

Fuschi told the Washington for the Downers Grove, Il -
hearing based Alliance of American In-
Workers comp was also on surers-which will offer its tes-
"We're disheartened" with the agenda when Wayne timony at public hearings in
OSHA's lack of response, said McOwen, vp of Wilkes-Barre, Portland, Ore -said the Al-

senior claims counsel for Media/ least look at it to see if there was
Professional Insurance in Kansas something there that might guide
City, Mo "A key one is if anyone them," said Ms Sayers

at the company encouraged him Clearly, she added, if Mr Hen-

Mr Ewing, who is director-in- Pa -based Guard Insurance liance believes that encourag-
surance and loss prevention for Group, presented comments to ing voluntary initiatives, rather
GES Exposition Services Inc than using coercion, is the bet-
in Las Vegas ter way to get employers to im-
to do that, or even knew that he neman had been acting on the Mr Ewing suggested that the plement ergonomics programs
was doing that,” remarked Ms company's instructions and ad- special compensation treat- He added that the ambiguity of
Sayers vice, there is a big chance his em- ment OSHA's proposal would creates a presumption' the OSHA proposal will make
"Another factor a court might ployer could be found liable i 1 i i i
comsiaor o, a6 post e com e vara can e i mo one krnow  B1QA WOTKENS suffering from thatany MSD is caused  sometianee mors susiectve,

MSDs, would invite fraudulent by workplace conditions, "The desired activity that
claims SayS Wayne MCOWen OSHA wants will not be

'The proposal effectively

Billie Fae Fuschi, a member
of the RIMS external affairs

achieved by the rulemaking

process," he said in an inter-

team and director-workers view last week

Standard & Poor's

compensation for Methodist the panel on behalf of the Des The American Insurance
Healthcare in Memphis, Tenn, Plaines, lll -based National Assn IS scheduled to give its
also stressed that requiring em- Assn of Independent Insurers comments at hearings in Chica-
ployers to provide workers who The MSD management provi- go The group is still preparing
have MSDs with a 100% in- sions conflict with workers testimony, but Bruce C Wood,
come replacement-far more comp laws, Mr McOwen said assistant general counsel for
than the usual workers comp He also noted that the proposal Washington-based AIlA, said
benefit-would cause prob- "effectively creates a presump- last month that "every portion
held on At.irch .Sth thiough thi 7111,2000 lems tion" that any MSD is caused of the proposed regulations

"We fear it will not take long by workplace conditions that would alter state (workers
for workers and their attor- Two other insurer trade comp) laws and their underly-
neys" to realize that having groups are scheduled to testify ing policies should be deleted
MSD claims could be far more later this month Keith Lessner, in their entirety "
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Opinions

Good reasons to reject bill

HEN EMPLOYERS AND THE JUSTICE

Department-which don’'t often see eye to
eye on issues-join state legislators and
some health care practitioners in blasting a piece of
legislation, odds are their concerns merit a good

deal of attention before that measure moves for-
ward and becomes law.

That's exactly the case with the misleadingly
named "Quality Health-Care Coalition Act,"” which
won the approval of the House Judiciary Committee
late last month. The bill, which would grant inde-
pendent physicians an exemption from federal an-
titrust laws to bargain collectively with health
plans and insurers, appears more likely to make ac-
cess to quality health care more difficult.

Ironically, the Judiciary Committee gave its ap-
proval to the proposed antitrust exemption for doc-
tors just as a federal judge was preparing to throw
the book at Microsoft Corp. for alleged anti-com-
petitive activity and as the public was feeling the
pinch of the Organization of Petroleum Exporting
Countries' successful efforts to jack up oil prices by
keeping production lower than demand.

The Quality Health-Care Coalition Act would
permit-in fact, encourage-physicians to engage in
anti-competitive activity of their own by forming
what would be, in effect, cartels.

That's just what the collective negotiating units
would likely turn out to be. Contrary to every an-
titrust principle, competing physicians would be
able to join together and, as a single group, dictate
the terms and conditions of their relationship with
managed care plans and health insurers. The mes-
sage would be: "Deal with us or don't deal at all"-
essentially a closed shop.

Proponents of the legislation, primarily the Amer-
ican Medical Assn., maintain that physicians need
the antitrust exemption to protect the interests of
their patients when dealing with managed care
plans. In fact, an AMA official issued a prepared
statement to the effect that the measure, if enacted,
would "put us well on our way to repairing the
damage that allows health plans to choose profits
over patients.”

A cost estimate the Congressional Budget Office
issued shortly before the Judiciary Committee vot-
ed, however, indicates that the bill's backers
weren't entirely unconcerned about their own prof-
its.

The CBO estimated that the measure's full impact
wouldn't be felt for five years. After the five years,
however, the bill would increase private health in-
surance costs by 2.6% over what they would other-
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wise have been, according to the CBO. The report
noted that not all independent physicians would
join the coalitions but estimated that those who did
would enjoy an average 15 % increase in fees.

It's hard to see how a double-digit increase in
some doctors' fees and a jump in the cost of private
health insurance-to say nothing of the increased
costs to publicly funded health care programs-will
translate into better quality. It's much easier to see

how it could translate into decreased access for

some individuals.

After all, health care costs are already on the up-
swing after years of being held in check by managed
care. Anything that serves to accelerate and enlarge
those cost increases is going to lead some employers,
particularly the smaller ones. to reconsider the eco-
nomic wisdom of providing group health coverage
to their employees. When people lose their private
coverage, the public ends up paying.

Any legislation that would reduce competition in
any field of endeavor deserves extra scrutiny. Giv-
en the special-interest fingerprints all over the mis-
labeled "Quality Health-Care Coalition Act,” the
House Judiciary Committee clearly didn't provide
that needed oversight before voting on this legisla-
tion.

Now it's up to the full House-and if those mem-
bers should fail in their duty. the Senate-to subject
this piece of legislation to the closer examination it
demands and consign it to the legislative defeat it so
roundly deserves.

RIMS makes its voice heard

T ORTHESEGOND-AEAR INAROW: 4isk

Capitol Hill.

This year, though, the Risk & Insurance Manage-
ment Society Inc.'s federal legislative initiative did
not end with visits to congressional offices during
the annual "RIMS on the Hill" meeting.

As we report in this issue, only a day after the
meeting ended, representatives of RIMS also were on
hand to present the society's concerns over the Occu-
pational Safety and Health Administration's contro-
versial ergonomics proposal during a public hearing
in Washington.

Both events demonstrate that RIMS intends to be
an increasingly active participant in, rather than a
observer of, the national political scene.

As representatives of a professional discipline, risk

managers have a different perspective to offer law-
makers and regulators from that of representatives
of a single industry.

And by carefully targeting their lobbying efforts
on a small number of issues of broad concern to
RIMS members-as participants did in both this
year's and last year's Washington gatherings-risk
managers can be increasingly effective advocates on
the Hill.

"RIMS on the Hill" is on its way to becoming a tra-
dition. The event provides risk managers a welcome
opportunity to make their voices heard where it
counts.

By continuing and building on this tradition, RIMS
will help increase the chances that its members’

words will carry even more weight on Capitol Hill in
the future.
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UU It's my job to be an excellent judge of
character...to determine when someone
is telling the truth and when they're
committing insurance fraud. Of course,
most people are honest, but the ones
that aren’'t cost businesses and workers
$25 billion a year. That's why I'm available 3
at a moment's notice to throw my gear
in the trunk and discover the truth.
I talk to witnesses, follow tire tracks
down muddy roads...whatever it takes
to make sure the good guys, and the bad

ones, get exactly what they deserve. //

069§(!DmaG[1(Eg 11 SEFO@QO9 Consider forming an in'-house (0]

safety team in order to evaluate and record accidents ds they LIBERTY ====
happen. Also, report accidents immediately to insure accuracy. M UTUAI—@ 7 1 V Ii
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Let’s face it, some insurance customers are more valuable than others.
Are you treating them all alike?



DO YOU KNOW
DO YOU KNOW

Introducing Relationship Technology™ Solutions from NCR, the power to know.

DO YOU KNOW

Relationship Technology Solutions. With them, you'll know on a day-to-day basis which customers

are most valuable. So that with every transaction — every claim, renewal, maturity, change of
address, valuation request and more — your distribution channel will be able to give those customers
the attention they deserve. Which can help increase sales. That's the awesome power of a
TERADATA" Active Data Warehouse from NCR. The ability to identify your most profitable
customers and then tailor your products to meet their needs and preferences. So you build
trust and loyalty while you're building sales. It’s time to let your most valuable customers know
that you value their business. Visit www.teradata.com today and get your TERADATA Knowledge

Pack. We give you the power to know.

%)NCR
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System eases benefit, payroll administration

RESTON, Va.-Best Software Inc.
recently released CustomHRMS, a
human resources/payroll solution
that gives employees access to their
HR information via the Internet and
their own personal computers, with-
out using in-house information tech-
nology resources.

CustomHRMS is the initial service
in Best Software's planned suite of
hosted HR applications. It upgrades
the client/server technology of its
award-winning Best ! Imperative
HRMS. Whereas the Best! Impera-
tive application is installed on the
employer's premises, CustomHRMS
is accessible via the World Wide Web

Products & Services

through an agreement with Qwest
Communications, a business-to-
business Internet service provider.
Rather than purchasing and in-
stalling a physical product, employ-
ers simply pay a monthly service fee
so that employees and HR/payroll
departments can access the compa-
ny's intranet HR system from the
worksite, from their homes or from
any other remote location.
CustomHRMS offers a reduced

up-front investment and a pre-

/>
AEU

SAVINGS

Cost-effective managment of a full range

of customized maritime insurance programs,

including Jones Act, USL&H,

State Act Workers' Compensation, and Specific Excess

and Aggregate Workers' Compensation.

The American Equity Underwriters, Inc.

www.amequity.com

INTRODUCING .

THE®

ou're probably asking "what is a virtual
* service company?" A virnial service company
is one that has the effect of being right there
in your backroom - part of your operation -

but it's not It is seamless and transparent t6 your

customers.

This is Trumbull Services. We are the outsourcing

dictable per employee per month
pricing structure, making it more af-
fordable than traditional client/serv-
er-based applications, according to a
company press release. It includes a
self-service application that extends
the reach and value of an employer's
HR and payroll departments. For ex-
ample, an employee who experiences
a life-event change, such as marriage
or the birth of a child-can access his
or her password-protected account
online and update the record auto-
matically.

Through an exclusive partnership,
The Tribus Cos., a full-service insur-
ance broker and consulting firm, is
using CustomHRMS for it:s employer,
clients on an outsourced, hosted ba-
sis. The product will be available for
general use in May 2000 through
hosting agreements with application
service providers.

Best Software's natiomfide profes-
sional team will install and tailor
CustomHRMS to client specifica-
tions, such as integration with the
current payroll system, and will
manage ongoing network mainte-
nance.

For information, contact Bob Ra-
binowitz, Best Software product
manager, at 703-709-52(0, ext. 3290;
by e-mail to vacustserv@bestsoft-
ware.com; or visit www.bestsoft-

ware.com.

Rea14ime claims data

CHICAGO-RSKCo, a division of
CNA Risk Management, has imple-
mented an Internet-based risk man-
agement information system that
gives risk managers real-time access

to claims information.

RSKCo's Clearview Information
Services are Windows-based tools
designed to meet the needs of indi-
vidual companies and risk managens.
The In-ernet connection speeds the
process of gathering and analyzing
data to perform outcomes studies
and reduce loss costs.

Advantages of the Internet-based
Clearview system include:

- Real-time access to adjuster
notes and payment information, in-
cluding the options to look at data
chronologically, by topic or by key
words.

« The ability of clients to run stan-
dard reports or design custom re-
porting functions to look at claims in
a variety of ways, such as by the type
of workers compensation injury, the
bodily location of the injury or the
litigation status of a claim.

« Weekly updating of information

SERVICE OMPANY

including:

We offer a vast array of quality, cost-effective services

« Underwriting, Issuing, Canceling and
Amending Policies

- Call Center and Fax Services

» Loss Control including IH Lab Analysis

* Premium Audit and Billing

= Premium Collection

solution for insurers, MGAs and agents.

We allow you to stay in the front room, focusing on
what you do best - while we stay in the background
and focus on the rest. Whether you are struggling
with Y2K issues, high expense ratios, or looking for
innovative ways to expand your business quickly and
cost effectively, Trumbull Services is your solution,

= Claims Administration,
including Subrogation
- Statistical Reporting

web site at www. trumbull-services.com

TRUMBULL
SERVICES

/N

fin oA TFIMBAM SEMIEES™ Or visit our

COMPANY

for analytical reporting.

« Comprehensive and ongoing
training and support, including the
option of having an information ser-
vices representative go online with
clients to assist them in learning the
system and in troubleshooting,

- Easy logon to a highly secure,
password- and firewall-protected

Web site through a reliable network
connection.

With more than 600 Clearview
users, RSKCo has one of the largest
installed risk management databases
in the country.

Prices for the Clearview system are
on a sliding scale, starting at $12,000
per user.

For information, contact Nancy
Gicewicz, information services assis-
tant vp for RSKCo, at 312-822-6442.

Site for small buyers

TORRANCE, Calif.-Policy.com

has launched a service to allow small

businesses and professionals to re-
trieve information on commercial in-
surance, get quotes, apply for cover-
age and purchase it-all online.

The"power of the pen" that the in-
surers give ePolicy eliminates the
need to pass policies back and forth
between broker and insurer.

One of the first full-service online
insurance providers developed for
small businesses and professionals,
ePolicy's products are supplied by
top-tier insurers and are typically
less expensive than identical policies
purchased through traditional chan-
nels. With ePolicy, the entire process
of buying coverage takes only five to
15 minutes, compared with the days
or weeks offline purchases require.
according to a company press re-
lease.

ePolicy has secured underwriting
agreements with Fireman's Fund In-
surance Co., Kemper Casualty Co.,
TIG Specialty Insurance Solutior-s
and Interstate Insurance Group.
Based in Torrance, Calif., ePolicy
was co-founded in June 1999 by in-
surance industry veteran Donald E.
Martin, founder and former presi-
dent of The Cal-Surance Cos. Inc.,
and Louis A. Kwiker, former presi-
dent of Bristol Farms, VWherehouse
Entertainment and Handleman Co.

Currently, ePolicy is rolling out
professional liability insurance na-
tion*dde for more than 300 types of
small businesses and professionals. It
will soon introduce business owner's
policies and workers compensation
insurance nationwide.

The commercial insurance
provider has 40 employees.

For information, contact Tracy
Bechtold, public relations manager

at ePolicy, 310-819-3239.
Online marketplace

WRENTHAM, Mass.-StarNex
Inc., a developer of software and
Web-based products and services,
has received venture capital financ-
ing to provide a single, business-to-
business, e-commerce marketplace
for the insurance industry.

The initial $11 million in venture
capital financing is provided by Fire-
mark Investments of Morristown,
N.J., and IVANS Inc. of Greenwich,
Conn. The funding will let StarNex
pursue its mission of bringing insur-
ance providers, brokers and third-
party vendors into the same informa-
tion-sharing marketplace.

StarNex intends to dedicate its re-
sources to three main areas:

- Expanding its distribution net-
work by opening sales and support
offices throughout the United States

+ Creating a fully integrated mar-
keting communications program

< Hiring technical talent to en-
hance and expand StarNex offerings

The StarNex environment is de-

signed to eliminate the redundant
paper processing that occurs in the
quoting and distribution of insurance
products. Brokers and insurance
providers will have the opportunity
to increase revenues, expand distri-
bution, reduce costs and improve
customer service in most segments of
the insurance industry.

The company will concentrate ini-
tial sales and marketing efforts on
the 175,000 U.S. benefits brokers.

Founded in 1998, StarNex evolved
from Star Solutions, which for near-

ly two decades has been a major
provider of Windows-based compre-
hensive commercial insurance rating
and policy issuance systems.

For information, contact Joe
Markland, president of StarNex, at
800-903-7827, ext. 207. [al

ARTICLE ARCHIVE

Order
Your
Access

Now!

Business Insurance
offers a searchable online
archive containing the full

text of all articles and
directories in the magazine

from January 1994

to the present.

Business Insurance's
Article Archive provides
easy access to a database
containing the industry's

most comprehensive
information on news and

trends in risk management,
employee benefits,
commercial insurance and
managed health care.
The archive is a useful source
of information for market
research, data gathering,
speech writing, competitive

analysis and legal inquiries.

The Article Archive, located
on B/'s home page at
www.businessinsurance.com
is available for a one-year

archive access fee of $80 for

subscribers to W magazine

and $120 for non-subscribers.
Go to B/'s site at
www. businessinsurance.com
to order this service online,
or call 312-649-5398 for

more information.
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We buried the competition... had fun... and grew bigger and stronger.
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ASK A BENEFIT ACTUARY

Are we getting value from our
401(k) plan?

This question comes from the
chief financial officer of a Fortune
1000 company. The CFO knows
what her company spends on
matching contributions to the
401(k) plan, as well as the costs of
the recordkeeping and other
administrative fees, and she is
questioning whether her company is getting a benefit
from the plan that justifies these expenditures.

In order to help answer this and similar questions
from plan sponsors, we can turn to available research
that helps plan sponsors analyze the value of 401 (k)
plans across four comp6nents:

- Relative contributions: How much of the total of
plan contributions is borne by employees themselves?

- Participation: How high is the level of
participation, given the demographics of the employees
eligible for the plan?

+ Investment efficiency: How do employees'
investment patterns compare to an optimal asset
allocation based on the demographics of the participant
population?

- Benefit adequacy: Does the plan generate adequate
retirement income for participants?

Plans are measured in each component against a
database of similar plans. Because plan sponsors'
objectives differ across each of these components, each
component is weighted according to where an
individual plan sponsor ranks it in importance (e.g., a
sponsor may consider benefit adequacy a more
important goal than lower relative contributions).

Available research focuses on the underlying goals
that motivate the sponsorship of a retirement plan,
assessing how well a plan is meeting those goals. It also
quantifies the value of a 401(k) plan to its sponsor and
provides a way to benchmark the plan's effectiveness.
Using such research, a plan sponsor can more easily
identify misalignment between the plan and its goals
and can diagnose where the plan is falling short. Plan
sponsors can then focus their resources in the most
cost-efficient manner to improve the value delivered.

The category of relative contributions looks at the
share of total plan contributions made by workers
themselves. In most plans, participants provide 70% to
79% of total contributions (see Figure 1). This is simply
a reflection of the fact that most plans provide a 50%
match and that employees often make non-matching
contributions. Plans in which participants contribute

Relative contributions

401(k) plans by percentage of total contributions borne by participants
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Figure 1

50% to 59% of the total contributions have 100%

employer match rates.

30-39 40-49 50-59 6069 70-79 80-89

Most employers' goal is to maximize participation
among those eligible for the plan. At a basic level, the
participation rate might simply be measured as the
ratio of participants in the plan relative to the total
number of eligible employees. But participation in
401 (k) plans is sensitive to the salary levels and ages of
employees, with older and highly paid workers
participating more frequently.

Participation index

Actual 401(k) plan participation rates in relation to expected rates
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Figure 2

The available research can provide a measure of the
ratio of the actual participation rate in a 401(k) plan to
the expected participation rate, based on a general
population of such plans. This ratio is the participation
index. It takes into account the plan's match rate, the
average age and wage of eligible workers, the existence
of a defined benefit plan in
the company, and whether
some of the eligible workers
are covered by a union
agreement. (Figure 2) shows 25
how plans are performing
m 20

relative to one another.

(Again, a score of 100 Z

represents the "ideal" plan.) 0-15

Maximizing the return on &
10

investment is a critical

success factor for 401(k) 8

plans. With traditional ES

defined-benefit pepsions, an ..

employer s insti

balances, the typical retirement age under the plan,
projected rates of return on retirement savings, the
presence and generosity of a defined benefit plan, and
the presence of retiree health benefits.

The results from the four components-relative
contributions, participation, investment efficiency and
benefit adequacy-are then weighted based on the plan
sponsor's weightings to determine its overall results. All
four components of the value
equation are not necessarily
equal, however. Here's how
the database of plan sponsors
rates each component by
average weighting:

- Relative contributions:
14.7%.

- Participation: 30.8%.

* Investment efficiency:
20.3%.

70-79 80-89 90+

- Benefit adequacy: 34.2%.

Applying these weightings
to each plan's component
scores provides its overall

score. The results are shown
below:

The percentile distribution shown in Figure 3 is
skewed to the right, indicating that many plan sponsors
are largely successful in realizing the principal goals of
their plans. The relatively low scores by a significant
number of plans, however, suggest that many plan

401(k) value index

)

< 30 30-34 35-39 4044 4549 50-54 55-59 60-64 6549 70-74 75-79 80-84 85+

investing ability helps
determine the long-term
value of the plan. With Figure 3

401(k) plans, the investment elections of employees
themselves drive value.

This third research component is based on the
expected rates of return on the assets currently in the
plan, as allocated by the participants relative to an
"optimal"” portfolio. The underlying assumption at

work here is that individual investors tend to invest
their own retirement assets somewhat more
conservatively than do plan sponsors, especially those
investors using professional advisers to make
investment decisions. The
baseline optimal portfolio is
constructed by. estimating
the desired equity holdings
in the plan based on the ages
of a worker participating in
the plan.

The last part of the
research examines the
extent to which a company's
401(k) plan, taken together
with other government- and

employer-sponsored plans,

meets.dheJncome needs.af

990 100 research measures whether

the savings rates of plans are

sufficient to accumulate the

assets needed to maintain
pre-retirement standards of living upon retirement.
This model takes into account participant account

Tota1401(k) index values

sponsors are not meeting their specified goals.

The question regarding the value delivered to an
organization by its 401(k) plan need not be elusive. A
plan sponsor can understand the degree to which its
plan is aligned with its objectives. Ell

Would you like advice from an erperienced colleague
on a risk management, benefits management or actuarial
problem? Four quarterty features in the Perspective sec-
tion of Business Insurance can give you some answers.

Ask A Casuatty Actuary, Ask A Benefit Actuary, Ask
A Benejit Manager and Ask A Risk Manager answer
written questions from readers on risk and benefits man-
agement issues and actuariat problems.

This month's column on actuarial issues in the benefits
field is written by William J. Miner, an actuary with
Watson Wyatt Wortdwi(ie in Chicago. Richard E. Sher-
man, president of Richard E. Sherman & Associates Inc.
in Ashtond, Ore., answers actuarial questions in the ca-
suatty field. Christopher E. Mandel, senior director of
risk management at Tricon Gtobat Restaurants Inc. in
Louisville, Ky., answers questions on risk management.

Dennis J. Nirtaut, managing di-
rector Of compensation and ben-
ents for Arthur Andersen L.L.P.
in Chicago, answers questions on
employee benefit ptans.
Address your questions to
ASK Business Insurance, 740 N
Rush St., Chicago, m. 60611.
L Please give us your name, title
| and employer; however, Busi-
A ness Insurance witt consider un-

Mr. Miner signed letters.
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Perspective

Best outcomes sorely needed in medicine

"Demanding Medical Excellence: Doctors and
Accountability in the Information Age”

By Michael L. Millenson

University of Chicago Press

451 pages

800-621-2736

$16
By Michael Prince

hat's one of the leading causes of death
and injury in the United States? Doctors.

WAnd what's being done about it? Not

enough.
This, in a nutshell, summarizes a newly issued paperback
edition of "Demanding Medical Excellence: Doctors and
Accountability in the Information Age." Its author, Michael
Millenson, a veteran health care journalist turned
consultant, plunges headlong into the complex problem of
delivering high-quality medical care in this thoroughly
researched and highly readable book.

The book opens with a dramatic example of doctors
debating the best treatment for a man suffering from heart
disease. Rather than arriving at a decision through
persuasion or pulling rank, the doctons use computer
models to determine the patient's best chances for long-
term survival. Sounds common. But, as Mr. Millenson
demonstrates, it's not.

"Although genetic engineering, organ transplants and
hormones that promise everlasting youth make front-page
news, in an overwhelming number of cases, the average
doctor treating everyday ills simply does not know what
works best,"” Mr. Millenson writes.

This sweeping, candid and often compelling book lays
bare the fallacy that medicine is science. He calls medical
mistakes the nation's leading cause of preventable death,
noting that such mistakes annually kill four times as many
people as do traffic accidents. In addition, medical errors
injure 1.3 million people each year, he states.

From post-World War | England, to Vermont in the
1960s, to Eisenhower-era Utah, Millenson lays out the
work of his story's heroes-researchers who painstakingly
established that doctors typically choose courses of
treatment with little understanding of the best outcome.
Despite decades of research, even today few doctors
practice medicine based on evidence of the best treatment.

"Whether the setting is a small town, a suburb or the
heart of a big-city medical center, study after study shows
that few physicians systematically apply to everyday
treatment the scientific evidence about what works best,"”

Mr. Millenson writes.

Direct contravent

An injury that occumed while an employee was
attempting to work in direct contravention of his
employer's order not to report to work, due to his physical
condition, was not compensable under state workers
compensation law, according to the Supreme Court of
Kentucky.

Donald Ray Phillips was employed as a laborer for
Jenmar Inc. from 1990 until Aug. 18, 1995, the date of his
injury. It was undisputed that he suffered from alcoholism.
Records revealed that, before Aug. 18, Mr. Phillips had
decided to quit dinking and that he began to suffer
symptoms associated with delirium tremens.

According to court papers, the owner of the company
directed Mr. Phillips to take a specific day off because of
his physical condition. Nevertheless, Mr. Phillips showed
up for work on that day and was found gripping the
production rack and trembling. His grip failed and he fell
backward, striking his head on the concrete floor.

Mr. Phillips sustained a severe head injury as well as an
injury to his right arm, and he filed for workers
compensation. His claim was denied.

T'he appellate court said that the safety rules generally
pertain to the manner in which work is to be performed;
here, however, Mr. Phillips' injury did not result from
failure to obey an order concerning workplace safety. "He
was injured,"” the court said, "because he disobeyed an

For example, Mr. Millenson tells the StOly of a hospital
outside Pittsburgh that experienced high death rates
among pneumonia patients. A close examination revealed
that a higher-than-expected death rate was seen among
patients that usually survive pneumonia-those who are
young and otherwise healthy. When the hospital delved
into these patients' records, it discovered that these
patients did not receive the recommended care, such as an
antibiotic treatment beginning within four hours of
admission. In response, the hospital changed the treatment
for these patients, and the death rate plunged.

While the book desClibes numerous similar stories of
hospitals that changed treatment and improved care, Mr.
Millenson stresses that such developments are few and far
between. Instead, care remains spotty. Mr. 1\dillenson cites a
study that showed just one in five heart attack patients
received a beta-blocker drug, a proven means of increasing
patients' chance of survival. What's lacking, he writes, is
not the knowledge about how to improve care, but rather
the desire to implement this knowledge.

Perhaps even more distressing, Mr. Millenson notes, is
that changes don't occur even when it has been shown that
a procedure lacks scientific support.

In one example, Mr. Millenson looks at tonsillectomies.
During the 1950s, he notes, children of insured workers
had a 50% chance of having their tonsils removed. "Yet an
exhaustive review of the medicalliterature up to that time
found no evidence that a tonsillectomy accomplished its
purposes," he writes.

Although later studies disputed the wisdom of the
procedure, it wasn't until the 1970s that the rates of
tonsillectomies declined. This is but a sampling of the
picture he paints of a medical profession that conducts
itself unburdened by the standards of science and quality
control that other fields adopted long ago.

But, Mr. Millenson writes, not every hospital operates
this way. For example, an entire section of the book is
devoted to Salt Lake City's LDS Hospital. There, starting
in the early 1950s, a small group of doctors and engineers
pioneered a computer system that analyzed patient care.
Through the years, the system grew and added more
features; today, it is used throughout the hospital to
monitor adverse drug interactions, help diagnose patients
and prevent infections from surgey

The results have been startling. The hospital's rates of
adverse drug reactions and surgical infections are
significantly lower than the national norm, sometimes even
lower than hospitals' acceptable levels.

Still, not every story of improved quality is positive. The
book takes us to Northfield, Minn., a small town where a

four-doctor group in the early 1990s devoted itself to high-

quality care. The clinic rigorously implemented practice
guidelines and developed its own methods of caring for
patients in the most cost-efficient way.

But something unexpected occurred, "The better the
clinic got at practicing cost-efficient medicine, the emptier
its waiting room became,"” the book states. For instance,
patients with simple illnesses were effectively treated over
the phone, eliminating office visits and tests. Because
treatment and tests declined, the clinic's revenues dropped.
By 1995, the clinic, facing financial ruin, was forced to sell
to a larger health plan.

Another study Mr. Millenson cites shows that, on
average, an adverse drug reaction increases the cost of a
hospital stay by $2,300. And this doesn't include the cost of
lost productivity resulting from the worker's absence.

When the book first appeared in 1997, the topic of
quality medical care was not in the headlines. But this
newly issued paperback edition, which contains an
updated afterword, notes that, in the past few years, the
problem of poor medical quality has come into the public
eye.

During that period, new research into the quality of
medical care has been conducted. In particular, a study
was published late last year by the Washington-based
Institute of Medicine, a private non-profit institute that is
part of the National Academy of Sciences. The study
concluded that between 44,000 and 98,000 hospital
patients die each year because of medical errors, prompting
President Clinton in February to announce steps the
federal government will take to improve patient safety.

Despite the heightened publicity, it's not clear that the
medical community has been moved to act. Ultimately,
doctors will not change without pressure from those who
pay the bills-the employers.

"For many hospitals and doctors, the financial incentives
simply do not yet justify aggressive efforts to reduce
clinical'waste,' " the book starkly states.

But, with any luck, this dynamic and compelling book
may spur at least some employers to act. El

Michael Prince is an associ-

ate editor Of Business Insur-

ance in New York.

ion of order nullifies workers comp

Legal Briefs

order not to work due to his physical condition."”

Because Mr. Phillips was on the employer's premises the
day of his injury in direct contravention of the employer's
order, the court found that he was not present as an
employee and that the injury did not occur in the course
and scope of his employment. The court affirmed the
denial of workers comp benefits.

Phillips us. Jenmar Inc., Supreme Court of Kentucky,
Aug. 26, 1999, (BI/01/A.- $10)

ERISA plan-change disclosure

An employer has an affirmative duty to disclose
information about proposed changes to an Employee
Retirement Income Security Act-covered plan to
participants and beneficiaries, the 9th U.S. Circuit Court of
Appeals ruled.

Ernest Bins worked for Exxon Co. USA for 15 years. In
the months before he retimd, Mr. Bins unsuccessfully
attempted to confirm rumors that the employer was
consideing offering eligible employees a lump-sum
retirement incentive under an existing benefit plan covered
by ERISA.

Two weeks after Mr. Bins retired, the employer
announced precisely the sort of retirement incentive about
which Mr. Bins had inquired. He sued, alleging the
employer had violated its fiduciary duty by failing to
inform him prior to his retirement that it was considering
the benefit change. The trial court ruled against Mr. Bins.

The appellate court said infonnation about a potential
change in benefits is material to plan participants and
beneficiaries when the employer begins serious
consideration of such a change. JFt.rtherrnore, the court
said that once an employer-fiduciary seriously considers a
proposal to offer changed benefits under an existing
ERISA plan, the employer-fiduciary has an affirmative
duty to disclose information about the proposed changes to
plan participants and beneficiaries whom it knows or
should know are considering retirement and to whom the
information would be useful. The trial court decision was
reversed.

Bins vs. Exxon Co. US.A.,9th U.S. Circuit Court of
Appeals, Aug. 30, 1999, (BI/02/A.- $10) Ell

These abstracts were prepared bv Mayo H. Stiegler
Copies Of these decisions are available by sending a $10
check payable to Mayo H. Stiegler, to Business Insurance,
740 N. Rush St., Chicago, m. 60611-2590. List the number
for each opinion.



Global Briefs

Copenhagen Reinsurance Group
plans to launch a new syndicate at
Lloyd's of London in October. The new
syndicate, managed by PXRE Manag-
ing Agency Ltd., will write Copen-
hagen Re's marine and financial insti-
tutions business, as well as the faculta-
tive portfolio, for the company's U.K.
branch. Copenhagen Re expects the
syndicate to generate annual premi-
ums in excess of £40 million ($63.7
million), representing 20% of the rein-
surer's worldwide premium volume....
Talks in Beijing between China and
the European Union over a financial
services accord broke down late last
month. The two sides had hoped to
agree on a trade deal that would aid
China's accession to the World Trade
Organization, but negotiators failed to
reach an agreement over certain cru-
cial issues, including majority foreign
ownership in Chinese financial ser-
vices firms. . . .Fusion, the e-commerce
subsidiary of Lloyd's managing agen-
cy SVB Syndicates Ltd., plans to sell
directors and officers liability cover-
age online. Starting in November, a
broker using the system will be able to
obtain quotes online and then negoti-
ate by telephone with an underwriter
who has the authority to agree to
terms. Brokers will receive policy
wordings online within seconds of an
agreement being reached, SVB said. ...
Rating agency Standard & Poor's Ltd.
has warned that the earnings of South
Korean insurers will remain under
pressure in 2000. S&P said that, de-
spite signs of an economic recovery in
the country, insurance premium vol-
ume continued to decline in 1999...
French credit insurer Euler S.A. has
opened an office in Sao Paulo, Brazil,
to give Euler companies access to im-
proved information on business risks

in South America. . . .Zurich Financial

Services Group Inc. posted record net
income in 1999 of $3.26 billion, up
15.9% over the previous year. Zurich,
Switzerland-based ZFS plans to spend
$1 billion on a new Internet strategy in
a bid to triple its customer base to 100
million over the next three years, the
company said. Meanwhile, ZFS un-
veiled a new business unit that will of-
fer holistic risk management solutions,
including integrated risk financing, for
global companies. The new unit,
Zurich Corporate Solutions, will tar-
get FTSE and Fortune 500 companies.
.. .The proposed merger between Ger-
man banking giants Deutsche Bank
and Dresdner Bank has fallen through.
Insurer Allianz A.G., which has a stake
in each, had been set to acquire a 49%
share in Deutsche's retail bank,
Deutsche Bank 24, its asset manage-
ment arm, and its life insurer,
Deutsche Herold Leben. Allianz'
shares fell 14% upon news that the
bank deal had collapsed. . . .Mean-
while, Allianz has set up a Romanian
subsidiary. Allianz Romania S.A.,
based in Bucharest, will initially sell
property/casualty insurance products.
.. .U.K. insurance group Amlin P.L.C.
has merged two of its Lloyd's of Lon-
don managing agencies, Amlin Under-
writing Ltd. and Angerstein Under-
writing Ltd. The combined entity,
which retains the Amlin Underwriting
name, manages £538 million ($852 mil-
lion) of capacity. . . .CEFOR, the Nor-
wegian Central Union of Marine Un-
derwriters, has warned that global ma-
rine insurers are facing losses of $3 bil-
lion for the 1999 underwriting year.
Cefor predicts a loss ratio of 170% for
1998 and 200% for 1999. . . .The U.K.
National Health Service is facing a
massive bill for negligence claims. The
national Audit Office estimates that
potential liabilities stand at £2.4 bil-
lion ($3.87 billion) as of March 1999.
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'O9O0 aircraftt hull losses soar

AIOA calls for increased rates

By SARAH VEYSEY

LONDON-Aviation in-
surers are calling for rate
hikes after being hit in 1999
by a record amount of in-
sured hull losses on Western-
built aircraft.

Insured hull losses totaled
$985 miillion last year, ac-
cording to the Aviation In-
surers Offices' Assn.

Although 1999 was a rela-
tively safe year in terms of
passenger fatalities-with
only 512 deaths recorded on
commercial flights-the ris-
ing value and complexity of
aircraft made 1999 a very
costly one for aviation hull
insurers, said Keith Selby,
the outgoing chairman of the
London-based AIOA at its

annual committee meeting in

Huge f

London.

"Whilst the number of fa-
talities from (commercial
airline) flights was merciful-
ly low in 1999, an extremely
high level of hull losses can
be attributed to an increased
complexity of aircraft design
and consequent increase in

"

airline value,” said Graham
Nichols, chief executive/un-
derwriter at Westminster
Aviation Insurance Group
and the new chairman of the

AIOA.

In 1999, 58 Western-built
jets and turboprops were to-
tal losses, while 75 Eastern-
built jets and turboprops
were total losses. There were
76 major partial losses to
Western-built jets and turbo-
props, and two major partial

See Aviation on nert page

lood risk

predicted for
English coasts

By CAROLYN ALDRED

CHICHESTER, West Sussex-Faced with a possible catas-
trophic loss scenario along England’'s southern and eastern
coastline, the Assn. of British Insurers is urging local authori-
ties and government departments to look closely at existing

flood defenses and future
building on flood plains.
»/« If insurers in the United

rn«5 Kingdom are to continue

offering flood insurance
as part of standard com-

,.SCL«= mercial and personal

F [3ilin } Policies, local authorities
/ must wake up to the ef-

(=Er'.r

pean countries, does not cu

fects of climate change
and the increased risks of
flooding, Chris Mounsey,
ABI's manager of proper-
ty and household insur-
ance, warned at a confer-
ence late last month on
climate change.
The United Kingdom,
unlike many other Euro-
rrently exclude the coverage of

flooding in its commercial and personal lines policies. But
growing development on flood plains and the increased like-

Aussie

See Climate on next page

tobacco

class suit denied

By PAULA WESTON

SYDNEY, Australia-The

Federal Court of Australia will

not permit six plaintiffs to file a class-action lawsuit against

three tobacco companies.

The federal court in Sydney ruled recently that the suit
against Melbourne-based Philip Morris (Aust.) Ltd., Sydney-

based Rothmans of Pall Mal
WD & HO Wills (Aust.) Ltd
making class-action status in

Lawyers for the plaintiffs s

| (Aust.) Ltd. and Sydney-based
. was "fundamentally flawed,"
appropriate.

ay that the decision could jeop-

ardize other class actions and that they may appeal.
The claimants have until today to apply for leave to appeal
the decision to the High Court of Australia.

A Philip Morris spokeswo

man said the federal court had

agreed with the tobacco companies’' contention that the case

See Tobacco on page 22

A decade of aviation losses

Hull and liability losses for Western-built aircraft
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Pete Goss, skipper of the Team Philips catamaran, inspects
his damaged hull in St Mary's Bay, Isles of Scilly.

Team Philips yacht

IS insured for loss

ISLES OF SCILLY, Eng-
land-Team Philips, the huge
carbon fiber catamaran that
snapped in two during its first
sea trial, is insured for £2.6 mil-
lion ($4.2 million) by the Lon-
don-based yacht insurance
agency Sextant International
Ltd.

Team Philips, which had been
built to break the Jules Verne
record-71 days-for sailing
around the world, is a revolu-
tionary design and is one of the
largest carbon-fiber construe-
tions ever built. It was named by
Queen Elizabeth I[ in London on
March 14 in a blaze of publicity.

The yacht was also expected
to compete in an upcoming
event called The Race, the first
ever non-stop, no rules, round-
the-world yacht race that is
scheduled to start from
Barcelona, Spain, on Dec. 31,
2000.

The designers of Team Philips
predicted that it would be able
to circle the globe in 65 days,
shaving six days off the current
record.

The yacht is skippered by Pete
Goss, who risked his life and

sacrificed victory in the 1996-97

Vendee Globe race when he
turned back to rescue a fellow
competitor whose boat had
overturned 1,000 miles off the
coast of Australia.

The Team Philips mishap oc-
curred March 29, when a 45-foot
section of one of its 120-foot
twin bows snapped off during
the catamaran's first trip to sea
off the Isles of Scilly, near the
southwest coast of England. The
vessel and its crew were towed
back to Dartmouth, Devon.

The yacht will be taken back
to the site of its construction in
Totnes, Devon, where the dam-
age will be assessed, said a
spokeswoman for Sextant, one
of the yacht's sponsors.

Sextant was formed in

September 1999 to provide
worldwide yacht coverage un-
der policies written in English,
French, Italian and German.
One of Sextant's insurers is
Brockbank Underwriting Ltd., a
Lloyd's of London underwriting
agency whose syndicate number
861 underwrote Team Philips’
insurance coverage, said the
spokeswoman. Brockbank is
part of XL Capital Ltd.

-By Carolyn Aldred
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Avi ati on secretary to the AIOA He said the as- "There is a lot of effort being put in year for the structure of the market tive, there is a great deal more dis-
sociation estimated that, in addition in London to get back to a realistic The time has amved for change," Mr crimination now But it iS, and al-
to this hgure, there would be about level of premium,"” Mr Nichols said Nichols said ways wlll be, a very high-rtsk indus-

Continued from premouspage $50 milhon in attntional hull losse- "It is an area of great concern, and we Meanwhile, there has been a with- try "

losses to Eastern-built lets and tur- sigmficant partial losses-some of continue to have robust discussions drawal of capacity in the space insur- Ms Sadler sald that the only space

boprops The vast malonty of msured which have not yet been declared ance market, according to Janet loss so far this year was the ICO

active aircraft are Western-built The AIOA bases its estimates for at- . . . .

hotle ) ] ) ) Sadler, who is senior vp of Chubb Global Communications satelhte,

) tntional hull losses on previous There is a lot of effort Corp unit Federal Insurance Co, which was destroyed when being

One of the most expensive losses m statisttes, said Mr Matcham . . L and an AIOA committee member launched on March 12 The satellite
1999 was a Korean Airhnes aCCid_ent Of 20 eStImated tOtal or partlal bemg pUt Inn London tO "The space market is also a market was insured for $225 million

on Apnl 15, when an 1VID-11 aircraft losses for the year to date, 11 were get back to a realistic that is overcapacitated, but because "Those people involved in the Sea

crashed shortly after taking off from Western-built Jets, he noted it is more casualty-based than habil- Launch project were devastated,"

level of premium,' says

Shanghai, Chma The hull of the air- "Thls is probably one of the least- ity-based, there has been a w-_th- she said "It is now beheved to have
craft was insured for $80 milhon In encouraging first quarters we have = Graham Nichols. drawal of capacity," she said "The been caused by a software error "
additi(_)n, a China Airlines N_lD'11 ever _had," said Mr N!cho_ls trend for the first quarter of 2000 is The AIOA was formed In 1948 to
that flipped over after landing m a At its annual meeting in London, that there seems to be more dlsci- represent the interests of aviation in-
severe ramstorm in Hgng Kong on th? AIOA committee §a|d that the ] phne, and bad risks are becoming surers in the London market The as-
Aug 22 also cost hull insurers $80 aviation market remained soft, de- with our chents" harder for brokers to place " sociation, which has 14 members, re-
nvinen spite consohdation among msurers, He stressed, however, that time Ms Sadler said that the space mar- cently created a membership catego-
Mr Nichols said the loss of a Qan- such as ACE Ltd 's $3 5 bilhon acqui- was of the essence ket is concerned about the level of ry for former members who have put
tas Boeing 747-400 that overshot the sition of CIGNA Corp 's property/ca- "Clients wlll require higher limits losses their aviation book Into runoff In
runway aftgr landing at Bangkpk in sualty operations m 1999 and broader coverage for the new "We had an awfullot of losses last 1999, the AIOA became an affihate
a heavy rainstorm on Sept 23 illus- "In spite of the widely perceived generation of aircraft in the future, year,grobably about $750 milhon In member of the London-based Inter-
trated the increased cost of aircraft serious inadequacy of premium in- and we must meet their needs from a 1998 and 1999 combined, space loss- national Underwriting Association

Although the Qantas plane was de- come from airline insurance, the healthy market position | believe es totaled about $2 25 billion," she and functions as an IUA technical
clared only a partial loss, the damage market was unable to achieve the that 2000 unll be a make-or-break said "From an insurance perspec- committee
to the plane totaled $74 milhon necessary corrective action during

In fourth-quarter 1999, two major the fourth-quarter renewal season,
losses hit the aviation Insurance in- Mr Selby said = 2080s, the mean annual temperature Mr Mounsey stressed that the ABI
dustry On Oct 17, a Federal Express “In reality, the market remained C I m ate m southeast England wlll have nsen is not opposed to all development on
Corp MD-11 aircraft overshot a run- overcapacitated and severely ('jle- ) ) by between 1 2 and 3 4 degrees Cel- flood plains, because there is so httle
way |nlthe Phlllppmes and'ended up pressed throughout the year, he Qontlnued frqm previous page sius (2 2 and 6 1 degrees Fahrenheit) land available But, he said, there are
in Subic Ba¥, cogtlngn_ ull insurers said "The longer the corrective ac- lihood of claims from flooding, part- Inaddihon, winteriainfall unllhave ways of dealing withsuch develop-
shghtly morethan $90 million tion Is delayed, of course, the greater ly due to clirnate change and rising increased by 6% to 22%, summer ment that should be adopted Exam-

The worst accident in that period, the need for it becomes, as the aggre- sea levels, is forcing msurers to re- rainfall wlll have decreased by 3% to ples Mr Mounsey cited Included al-
in terms of passenger fatalities, oc- gation of exposure to underwriters view their risk position 4%, mean wind speed will have in- tering building construction to cope
curred Oct 21, when an Egyptkir marches ever onward Research on coastal flooding con- creased by up to 0 09 miles/second with the risk of flooding and intro-
Boeing 747 en route to Cairo plunged Mr Selby said he hoped that rates ducted by the ABI identified several and the mean sea level m the Enghst ducing flood contingency plans
into the Atlantic Ocean 30 minutes would merease by year end, after un- high-risk areas about which the ABI Channel will have increased by 54 Similarly, risk management tech-
after takeoff from New York's John derwriters feel the effects of a with- is in discussion with the Environ- centimeters (21 6 mches) niques can be adopted to reduce the
F Kennedy agport All 202 passen- drawal of retrocessional capacity and ment Agency, the government agen- Thele will be an increasing risk risk of windstorm and subsidence
gers and 15 crew members penshed the Increased cost of catastrophe cy responsible for flood relief The of extreme weather events Coastal damage, meluding using different

In addition to losses to aircraft reinsurance . . ] . .

ABI wants the Environment Agency features may be lost in the more- building techniques, Increasing

while in operation, hull Insurance "In the meantime, though, it is to to improve sea defenses m those ar- frequent coastal storms Without building maintenance, making peo-
losses were also hit by damage done be hoped that the hullloss experience eas identified by the ABI as high adaptation, there could be water ple more aware of the risk and con-
to several aircraft at Sydney Kmgs- m 1999, coupled with the airlme loss nsk, said Mr Mounsey shortages every summer and more sequences of windstorm and subsi-
ford Smith Alrport when a freak expenence m the first quarter of 2000 Meanwhile, the ABI has Just com- damage from flooding almost every dence, and monitoring the risk of
hailstorm struck Sydney, Austraha, to date, wall serve to strengthen un- missioned consultants to look at the winter Flood plains may become damage from downed trees and
on April 14 Related repair costs are derwnters' resolve to set out on the risk of loss due to | iver flooding in more hazardous places to live We limbs, said Mr Mounsey

estimated at $80 milhon long path to recovery before being the United Kingdom, said Mr wlll need to adapt to prevent new For many industries in the area,
Hull losses for the first quarter of forced to do so by the exigencies of Mounsey including farming and tourism
2000 have been estimated at $220 constructing a realistic business plan The ABI now is trying to alert 10- adaptation to the changes will be the

milhon, accorchng to Dave Matcham, for 2001," he said cal authonties to the mereasmg dan- .\n;c ather and climate key to survival, the report notes
gers of flooding . For example, increasing tempera-
It is also important to make the  change continues to tures will have a profound effect on
. . pubhc and pusinesses aware of the pose a real threat to the farming techniques and the crops
Products & Services Guide  “liz e | . . that can be grown said Jo Hossell
"The insurance industry can con- Insurance mdustry, says Wolverhampton, Midlands-based
tinue to offer a wide availability of 1 o AB|'s Chris Mounsey. semor research scientist for the Agn-
To place your ad, contact Irais Anileshi cover for flood, windstorm and sub- cultural Development Advisory Ser-

sidence risk if all the stakeholders viee

Phone: (31 2) 649-5340 Fax: (31 2) 649-7937 work together," said Mr Mounsey, The water industry also must be
o . . adding that future insurance avail- extremes becoming catastrophes,"” particularly alert to the changing
E-Mail: iamleshi@crain.com ability depends on "cooperation and the report warns rainfall patterns and the Increasing
coordination ™ "There is a high demand for land demand for water, noted conference

"Weather and climate change con- for housing and industrial uses Yet attendee Derek Giles, water re-
tmues to pose a real threat to the m- allowlng further development m the sources technical manager of South-

CPCU@ CIC and IIA O'BRIEN & HENNESSY
candidates SUBROGATION NATIONWIDE surance industry In particular, flood plain may place many people ern Water PLCm Worthing
| guarptee you'm m-orim less time with http://www.subrogation.net coastal flooding presents a catastro- at risk Developers and the public A survey of companies located in
The Bur.rhag-Z-noncy back: Telephone: 1-800-675-9808 phe risk which could cause billions need to be made aware of the nsks the southeast showed a wide range
Ray Burhham, GAel Ca,C:T222415Km Au Aal, Are ask for attorney Hennessy or Walker and bilhons of losses Dner summers There must be improvements m of awareness of the likely impact of
c 1? SEgeB[}gNEZS?IO : or fax 1-877-SUB-ATIY for information and wetter winters, rising sea levels flood contingency planning," the re- climate change on their businesses,
al - - ow: John J. O'Brien, D, CLU, CPCU and more-extreme weather events port states Colm Fenn, a director of WS Atkins
- will cause greater losses from flood, The economic consequences for Water chvision, told the conference

/t's Easy To MAKE AN IMPACT! windstorm and subsidenee," Mr the United Kingdom of global Heavy users of water, such as pa-

Mounsey told approximately 50 at- warming in the southeast of England per manufacturers, were among the

tendees at the conference on climate could be severe, because the south- most aware, he noted, although the

change, held at West Sussex County east region "has one of the fastest- consequences of climate change will

Council hall in Chichester, England growing and most economically ac- have an impact on all sorts of busi-
The conference, which was attend- tive populations in the U K," the re- nesses, he said

P I_AC E YO U R AD ’ ed by employees and elected officials port points out "The economy of the A rise in sea level is probably our

of local authorities, environmental southeast is critical to the perfor- greatest future threat from an oper-

Advertise in the Products & Services Guide
Call 312.649.5340

in Upcoming Issues groups and community representa- mance of the U K as a whole With ational viewpoint," said Robert

tives, was convened to discuss the an economic output approaching Mackenzie, a hydrographic technl-

April 17 - RIMS Preview hndings of a recent report on the im- £58 bilhon ($87 81 billion), it is :he cian with the Dover Harbour Board,
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The report, "Rising to the Chal- Mr Mounsey and fellow speaker the period August to Apnl, especial-

May 1 - Captives/Risk Manager of the Year, Directory - Captive Managers
Bonus Distribution - Risk & Insurance Management Society
Closes April 25
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based engineering consultant W S area water resources manager for and wave activity, also pose serious
Atkins Consultants Ltd The report the Environment Agency, both problems, with disruptions of ferry

May 8 - RIMS REPORT: Employee Benefits & Workers Comp was sponsored by the county coun- pointed out the increased need for services to the Continent and quay-
Bonus Distribution - American Association of Managing General Agents cils of West Sussex, Surrey, Hamp- controlled development in flood side floodmg "
Closes May 2 s}lire and Kent, several government plain areas Business, manufacturing and ser-
May 15 - RIMS REPORVRisk Management agencie.s, including the M‘?teorO'OQi' It is extremely important for the vice industnes all are affected by
cal Office and the Environment planning process to identify new ar- severe weather events, such as
Closes May 9 s > " 7
Agency, Thames Water Utilities eas of risk," said Mr Burrow floods, windstorms, hot dry spells,
- Ltd, the Agricultural Development Permission is often granted by 10- frost and severe cold spells, accord-
CALL NOw! (|312)649'5340 B u g ness Advisory Service, the U K Chmate cal authonties to erect buildings de- ing to the report In addition, a rise
FAXYOUR AD! (312)649-7937 INsuronce Impacts Programme and several en- spite the Environment Agency's ad- in sea level is a concern to economic
E-MAIL famleshi@ecrain.com vironmental groups vice against development due to activity based on the coast, the re-

According to the report, by the flood nsks, said Mr Mounsey port said
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—I— stance for a class action they claun that manufacturers lob- claims is the most efficient, effective Mr Brech said the Exxon-Mobd
o ba CCO "We beheve an apphcation for bied governments to mmimlze health and appropriate in the circum- challenge was heard m Victoria's
leave to appeal has reasonable warnings and restrictions on adver- stances,” she saic "While there are court of appeal in February, and the
Continued from page 19 prospects to succeed, as does the ac- tising, that the companies were mlent many strong opin-ons concerning to- parties are awaiting a decision The

should not be heard as a class action tion itself,"” Mr Brech said, adding on health risks of which they were bacco, we beheve the community is Exxon-Mobil action has been sus-
"The court confirrned what Phillp that the claimants have not yet de- aware, and that they implemented better served by resolving our differ- pended, pending the decision

Morns has been saying all along- cided whether to appeal or pursue strategies to mduce smoking ences through constructive dialogue, Class actions were introduced into
that class actions are not appropnate some other approach The tobacco companies challenged consultation and cooperation, rather Australia's Federal Court Act (Part
where claims give nse to numerous The tobacco action initially was the claimants' right to proceed on the than confrontation and time-con- IVA) in 1991, following a Law Re-
issues that must be determined on an filed by Slater & Gordon in the fed- basis that the claims were not similar suming costly htigation" form Commission inquiry and re-
individual-by-individual basis," Ms eral court on April 16, 1999 The enough to be grouped together Mr Brech said she claimants could port

White said plaintiffs claim that they contracted Last August, Federal Court Justice now "apply for special leave to ap- Last month, state and federal gov-

"Every smoker IS unique, having a variety of ilinesses--cancer of the Murray Wilcox ruled that htigation peal to the High Court, abandon the ernment attorneys general met to
smoked different products, at diKer- lung, larynx, pharynx, tongue or could proceed The tobacco compa- process as a class action and contin- discuss filing a lawsuit against to-
ent times, m different quantities and esophagus, and/or emphysema, mes appealed that decision to the full ue to run the claims as individual ac- bacco companies While the federal
for different lengths of time Differ- chronic bronchitis, airflow obstruc- court of the federal court in Sydney, tions, or abandon the action alto- government opted out of htigation,
ent smokers also have chfferent ton, penpheral vascular disease and compnsmg Justices Jeff Spender, gether " state and terntory attorneys general
hfestyles," she said coronary (hsease-between April 16, Donald Hill and Ronald Sacklle Stlll another option is for the agreed to establlsh a working party

The claimants' attorney, Andrew 1996, and April 16,1999 The in- The judges issued an Interim order plaintiffs to file the claim m the to consider possible joint actions to
Brech of the Sydney-based plaintiff Juries, claimants charge, were a con- suspending the action On March 13, Supreme Court cf the state of Victo- seek reimbursement of government
law firm Slater & Gordon, criticized sequence of smoking, over a 40-year they upheld the appeal, setting aside na expenditures for smolang-related
the ruling period, cigarettes manufactured by Justice Wilcox's decision and order- However, Slater & Gordon is in- diseases

Mr Brech said that, although class the companies named m the suit ing the claimants to pay the tobacco volved in another class-action suit According to Queensland Attorney
actions are relatively new m Aus- The claimants say they did not companies' legal costs that is testing whether that court has General Matt Foley, if the attorneys
tralia and there is not a large body of stop smoking because manufacturers The Phillp Moms spokeswoman jurisdiction to hear such actions general decide to pursue htigation,
case law, clear principles neverthe- advertised, marketed and promoted said the tobacco companies' appeal Melbourne-based Exxon-Mobil Aus- their lawsuit could be based on the
less ex!st cigarettes as "enhancmg life ' and was not meant to "deny a person Ms traha Pty Ltd has challenged a class U S action that led to a $206 billion

He said the judges' opinion that made public statements denying or or her day in court " action seeking compensation for settlement between tobacco compa-
every class member is different could casting doubt on evidence hnking "It was to ensure that the mecha- contaminated anation fuel (BI, Feb nies and 46 attorneys general (Bl,
be apphed to every potential circum- smoking to health risks In addition, nism for the resolution of individual 21) Nov 23, 1998)
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crisis m Cahfomia," he said nenced problems with capitation Navigant Consultmg Inc m Tampa,
I I ut "the vision has not been real- A study showed that capitation In the past two years, the state's two Fla

ized," said Laurel Pickenng, execu- rates m Callfornia are 23% below the largest independent practice associa- Opinions vary on whether capita-
Continued from page 1 tive d]rector of the New York Bum- national average, he said The state's bon networks have failed, leaving un- bon can be considered a success
providers have gone bankrupt, entics ness Group on Health health care market is dominated by a paid doctor bills to be assumed by the Wilhs' Mr Lichman said that, m re-

of the arrangement contend This has In particular, capitation has fallen handful of HMOs that control virtual-1 health plans IPAs are provider sponse to shnnlang capitation rates,
served as a warning to other providers short of its goal because it overesti- ly all the patients, giving them the groups that negotiate on behalf of doctors have been forced to spend less

that the system needs to be changed mated the business acumen of doc- clout to push down the capitation providers and sign agreements with time with each patient Whde this
"If your capitatlon levels are set be- tors, said Jonathan Dopkeen, a con- rates paid to providers, he explamed HMOs and health msurers The IPAs helped reduce unnecessary treatment,

low your costs, you can't stay m busi- sultant with The Segal Co in Chicago Mr Dopkeen of Segal said that "to receive funds from the plans, usually It also bmited the doctor's personal m-

ness," said Dr David Fnend, manag- Because capitation arrangements some extent, the drive for market on a capitated basis, and then pay the volvement m the patients’ lives

mg director at Watson Wyatt World- pay the providers a fixed, per-patient share led doctors to accept capitation providers in the group Both networks "The unintended consequences of

wide in Boston In certam areas, such rate, the burden of health care cost in- rates they couldn't hve with" failed to take in enough money from capitation is the way doctors can

as the West Coast and the Northeast, creases falls largely on the providers To counter what they see as an un- health plans to cover ming costs, maximize proflts is to not see you or

capitation rates are generally lower This benefited HMOs, which had wlll- even bargainmg posillon, the Cahfor- leading to their demise, explained a hmit the time spent with you," he
than those in the rest of the country, mgly transferred such nsk But the ma Medical Assn iS lobbying the state spokeswoman for the Colorado Divi- said This has hurt patients' percep-

and this disparity has spurred burden landed on doctors not always Legislature to pass legislation that mon of Insurance in Denver tion of the quality of the care, he said
provlders in those areas to confront equipped to accurately calculate the would exempt doctor groups from an- These failures have prompted the "Marcus Welby doesn't exist any
HMOs over the capitation system amount of financial nsk they were as- titrust laws Similar legislation passed Colorado insurance commissioner to more," he added "He can't exist He
Because of this growmg resistance surmng, experts said, noting that in Texas m 1999, and another compa- establish a task force, scheduled to be- wouldn't be able to stay m business"
by providers, some HMOs have decid- when the HMOs lowered the capita- rable measure is pending at the feder- gin meeting in June, to look at the use In addition, doctors have generally
ed that the negative response to capi- tion rates, the nsk became even al level The Cahfornia measure of capitation arrangements (see relat- not thl'lved under the system, ob-
tation outweighs its benefits m con- greater would permit doctor groups to band ed story) servers note Capitation "wasn't the
trolling costs Some are raising their "They're set up to be doctors and together and bargain as a unit, gam- CIGNA HealthCare of Colorado boon a lot of providers thought it was
capitation rates, while others are not risk bearers, not insurers," Mr mg more leverage to negotiate higher announced that it wlll end all capita- going to be," noted Mr Abernathy
abandonmg the approach altogether Dopkeen said capitatton rates (Bl, March 13) tion agreements with physicians in On the positive side, more doctors
When capitation first took hold m Compounding this situation is the The need for an antitrust exemption the state, instead switching to a fee- have become aware of how their
the early 1990s, providers welcomed it fact that the many providers lacked and the notion that capitation rates for-service arrangement treatment decisions affect the bottom
as a way of regalmng control of their the capital to withstand successive are too low are disputed by the Cah- CIGNA's decision also reflects a line, Mr Gasparro said
practices from utihzation review and bad years, Mr Hagen said fornia Assn of Health Plans, the trade larger concern of HMOs Colorado Mr Lichman said that capitation's

stopping health plans from scrutinlz- Another factor was that HMOs group for the state's HMOs The group law, hke that of many other states, re- attempt to control costs was still bet-
1ng every treatment decision Doctors made access to doctors easier by asserts that the study cited by the quires HMOs to assume the unpaid ter than not trymg at all

thought that "If they took the middle- chargmg low copayments This in- CMA showmg below-average capita- debts when IPAs become msolvent If Not everyone even agrees that capi-
man out, they could do it better and creased utilization beyond what doc- bon rates is flawed and that rates are capitation agreements are too low and tation is m dechne Segal's Mr Dop-

cheaper," said Gary Hagen, president tom had expected, said Michael Lich- actually much higher bankrupt the IPAs, the health plans keen said that, m areas where the cap-
and chief executive officer of San man, semor vp with Wilhs North Provider groups in Cabfornia lost could be loolang at double pay- itation rate is high, such as the Mid-
Francisco-based Western Health Amenca Inc in New York money because they took on prescrip- ments-first paymg an IPA under the west, there isn't the resistance by
Guaranty Fund, a financial guarantee Perhaps the best illustration of thls tion drug risks, whose costs have sky- agreement, and then paying the IPA's providers seen in California or the
insurer for health care providers is the situation m Cahfornia rocketed, asserted Sally Pmkham, vp unpaid bdls if it goes under Northeast And CIGNA's Ms

In addition, health care pohcy ex- The rates paid to providers m Cali- of network operations for CIGNA Also of concern to HMOs is a wave Pinkham said the HMO has not re-

perts touted capitation as the antidote fornia have dropped continually in re- HealthCare of Callfornia m Glendale of class-action suits targeting the duced its number of cal?itation agree-
to a fee-for-service model that caused cent years, sald Steven Thompson, vp She acknowledged that capitation plans' business practices Many of the ments, except in rural areas

high uttlization of services, leading to for government relabons for the Cah- rates declined for a period in the SUItS allege that the HMOs put profits No clear alternative yet emerged to
rising premiums At the outset, "ev- forma Medical Assn in Sacramento 1990s, but said they have increased in ahead of care, and capitabon could be replace capitation asa payment sys-
eryone thought it was going to hold Low rates have caused 133 medical recent years She also noted that low one of the practices targeted in that tem Shaping the alternatives is em-

doctors and hospitals accountable for groups to declare bankruptcy from reimbursement rates from the state charge ployers' increasing wish to improve
their services," said Don Gasparro, 1997 through 1999 and have pushed and federal governments have cut into As aresult, capitation is "becoming plan quallty while keeping costs un-
president of Apex Management many others to the brmk of insolven- the providers' revenues not very attractive to (HMOs) as well," der control In addition, employee

Group, a consulting firm m Princeton, cy, he said Health care "is in senous Colorado providers have also expe- said Mark Abernathy, director at complaints about managed care m
general have forced many employers
to take a second look at its practices,
Ms Pickermg said

Colorado to study capitation practices .o

holds (plans) accountable but doesn't

By SALLY ROBERTS But in the declaratory order, Mr next two weeks, Mr Kirven said ver, saidthat it is "too bad" that self- have the incentive to skimp on care
Kirven disagreed with CGLIC He "Generally, I'd hke to work out msured Colorado employers no that some think capitation has done,"
DENVER-The Colorado Divi- ruled that, within CGLIC's arrange- the problems ourselves," he said "l longer can use capitation said Sally Coberly, director of pubhc
sion of Insurance is forrmng a task ment, self-funded plans are pooling would like to see some decent con- "Capitation is the nght way to pay pohcy for the Washmgton Business
force to @xllore a vanety of issues nsks and then transfemng them to tracting standards .and more coop- providers,"he said Fee-for-service Group on Health
surrounding health care capitation the provider network, arranged eration between parties" If that arrangements, he said, come with Although employers generally leave
arrangements, possibly including through CGLIC and CIGNA, in ex- doesn't work, "well try the mgulato- the notion of "the more | do, the the payment methods up to the health
whether self-insured employers can change for capitabon payments ry process," Mr Kirven said more Imake” plans, "it doesn't help the employer to
use capitated contracts That arrangement, he said, "pos- He said that although the original Mr Kirven agrees that capitation, have angry doctors treatmg their em-
Currently, health care providers sess the hallmarks of a clasmc msur- mtention of the task force was to if properly managed, "is a good ployees,"” Ms Pickertng said
or provider networks such as inde- ance arrangement " look at the relationship between in- thing " The commissioner's concern, But with capitation dechnmg or
pendent practice associations are In February, CIGNA HealthCare surers and IPAs, he also wall "prob- however, IS employers and health rates rising, these lughermedical costs
prohibited from entermg into capi- of Colorado abandoned capitation ably" mclude discussion of self- plans that shift all of their health fall on HMOs more than in the past
tated contracts with health plans, and began paying pnmary care funded plans and how they can par- care nsks to physician groups, And with no place left to turn, the
including self-insured health plans, physicians on a fee-for-service basis ticipate m capitatton arrangements which, he said, are not equipped to health plans might look to make up
unless a hcensed insurer is ultimate- Capitation-specifically, the shift- Pnor to the 1999 bulletm, large manage utilization or bear the rtsk the difference by charging higher pre-
ly responmble for the rtsk mg of risk from insurers to physician Colorado employers most common- Under Colorado's "double-pay miums, Dr Friend warned

In a January 1999 bulletin issued groups-is of increasmg concern to ly bought seM-funded products statute," HMOs and other health
by former Colorado Insurance Com- the Colorado insurance department through HMOs and paid physician plans are hable to pay physicians
missioner Jack Ehnes, the division Within the past two years, 13 IPAs groups that subcontracted with whose contracting organization has
said that, when an IPA or other un- have folded in Denver, according to HMOs on a capitated basis Those gone bankrupt, even though the
hcensed provider directly accepts Denver-based Healthcare Computer self-funded plans now contract on a plans have already paid their IPAs

ADV ERTISE R

nsk for health cam services from an- Corp of Amenca, which pubhshes fee-for-service basis in advance for services I N D E X
other unlicensed entity on a capitat- the Colorado Managed Care "Those employers who beheve in On the other hand, if a self-in-

ed basis, it is engaging in the bum- Newsletter capitation as a reasonable relm- sured plan were to contract with an

ness of insurance without an insur- Three of those IPAs, representing bursement methodology and are IPA, whether directly or through an Issue of April 10
ance heense and is, therefore, m vio- 865 physicians, were part of the large enough would prefer to self- administrative contract, and if that

latton of state insurance laws Paramount Physician Network, fund," said Chns Watts, a prmcipal IPA were to go banlaupt, the self-m- ADVERTISER PAGE #
Last month, current Commission- which folded m 1998 Three other in the Denver office of Wilham M sured employer would not be hable

Amencan Equity Underwriters 12
er Wilham J Kirven m issued a IPAs, representmg 755 physicians, Mercer Inc "Smce this bulletin has to pay the providers or any out-
declaratory order in response to a were part of allenmal Colorado's come out, (HMOs) have had to undo standing claims, because 11 is not Burnham Systems =
petition filed by Connecticut Gener- Physician Alhance, which dissolved their capitabon arrangements for sublect to the state double-pay law, Carvill Amenca Inc a
al Life Insurance Co, a unit of last year In most cases, Paramount self-Insured plans and go back to fee Mr Kirven ecplamed Gonoral Reinsurance was
CIGNA Health Care of Colorado In and Mllenmal Included, the IPAs for service. In most cases, that is a "I'd hke to see self-msureds par-
its petition, CGLIC had disagreed failed due to issues involving capita- more-expensive arrangement for ticipate m some way In capitation, General Reinsurance 13
with the division's apphcation of the tion, according to HCCA employers to offer employees " but they need to remain on the General Star Management 16
law, as stated m the 1999 bulletm "The health care dehvery system Mr Watts, noted, however, that hook," he said Although self-fund-

CGLIC had entered mto adminis- m Colorado, especially the relation- most Colorado employers are am not ed plans are sub]ect to federal and Kemper Insurance Companies °
trative-service-only agreements ship between camers and IPAs, is in affected by the insurance law not state law, they stlll "cannot act Liberty Mutual °
with certain self-funded employers, a senous state of disairay," Mr Kir- Consultants say that PacihCare of m any way that violates state insur- NoR roma
providing them with access to ven said "I'm going to try to form a Colorado has most of the state's self- ance laws," Mr Kliven said
provider networks through CIGNA task force that wlll bring together funded contracts A spokeswoman Whether Mr Kirven can enforce Reliance National v
CGLIC, among other things, argued representatives from camers and for the HMO said that it has con- somethmg of that nature and not be Royal & Sunalliance .
that provider networks providing physician groups, with the goal to verted all of its self-funded capitat- pre-empted by ERISA remainstobe
limited health care services on a pre- have them agree on a fair way to set ed products to fee for service seen Pre-emption under the Em- Standard & Poor's Corp e
paid, capitated basis through ASO physician compensation" Tom Boldt, Western region group ployee Retirement Income Secunties Trumbull Services, LLC 12
agreements are not engaged in the Letters seekmg participation in and health care practice leader for Act does not apply to state msurance

business of msurance the group wlll be mailed within the Watson Wyatt Worldwide m Den- laws UNIPRISE e
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throughout the year.
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Commentary

Readers speak out
on Bermuda, ads

As much as | would like to ignore the e-mails | just received
taking issue with two of my recent commentaries, | can't. My
conscience requires me to share the viewpoints of readers who
disagree with me as well as those who concur.

The commentades at issue are my criticism of the efforts of
some U.S. insurance companies to impose a new U.S. tax on
Bermuda-based companies that reinsure the business of their
,U.S. subsidiaries and my expression of distaste for "cheesy
lawyer ads."

One reader wrote, "l missed the original commentary but read
the March 27 column on the Bermuda tax issue. | would like to
comment. While cycles of the insurance industry seem to be bent
on creating new competition, why should the new competition be
tax-protected? The companies that went offshore went more for
the lack of regulation than for the tax advantage. In my opinion,
if the offshore havens cannot survive without tax protection, they
shouldn't Survive.”

I would strongly argue that the Bermuda-based companies
went offshore more to establish themselves quickly and to offer
new products under manageable regulation than for the lack of
regulation.

And | don't think for a moment that their tax advantage in
Bermuda guarantees survival. Many a Bermuda-based company
has proven, unfortunately, that it is just as easy to go broke from

bad underwriting in Bermuda as it is any-
where else in the world.

And rather than advocating tax protec-
tion for the "new competition," in my
March 13 column | was expressing skepti-
cism that it really amounts to as much as
some allege.

The reader also said that my point "seems
to be that, since this competition was creat-
ed by the foolishness of the (U.S.) insurance
industry, they should continue to suffer un-
equal competition without complaint.”

But that was not my point at all. | was just
commenting on the irony of it all.

Anotherreader wrote: "In fairness to the U.S. insurers, you
might have pointed out that the long memories of the U.S. man-
agers weren't long enough to recall the soft market prior, when
the same risk managers marketed their glorious accounts to ev-
ery Tom, Dick & Harry insurance broker and company they
could find in order to save a few cents on their renewal premium.
This made them look good to their managers and earned them
salary bonuses. As usual with Business Insurance and its colum-
nists, the truth lies elsewhere than as presented in this publica-
tion."”

To the extent that risk managers chose price over service and
financial security, | can say with a fair degree of confidence that
those risk managers whose insurers did not pay claims lost their
jobs. To the edent that risk managers did business with well-
capitalized insurers that were willing to give away their surplus,
| guess it's seller beware.

As forrep6rting thetruth, we do ourbest inournews reports.
And in my commentaries and in the columns of others that we
publish, we are simply presenting honest statements of our opin-
ions. Being mere mortals, we may hold our opinions strongly, but

| doubt that any of us would ever contend that our opinions are
"the truth.”

Regarding my earlier commentary on cheesy lawyer ads, an at-

torney who also is an intermediary wrote: "Put simply, your
commentary was unb1Anced and inflammatory. Although |
readily aclmowledge that you are indeed correct in a number of
your observations regarding inappropriate lawyer advertising,
the fact remains that there are American Bar Assn. guidelines
addressing this concern. Furthermore, many jurisdictions have
adopted these guidelines (in toto or otherwise modified) as bind-
ing rules, in an attempt to Amift both advertising lawyers and the
public.

"Your empirical conclusion that alllawyer ads 'are unprofes-
sional and demean the judicial system' is rather shallow. As with
many ads in the insurance profession. there are many high-quali-
ty, educational ads produced by and on behalf of legal profes-
sionals.”

| believe that is true in print journalism, but I've yet to see an
ad promoting a lawyer or law firm on television or hear one on
the radio that fits this description. | was writing about electronic
media advertising.

This attorney also challenges insurance professionals to stack
up their pro bono,work against that of lawyers. Now that's an in-
teresting challenge.

Publisher and Editorial Director Kathn/n J. Mcintyre's com-
mentary appears fortnightly. She can be reached at kmcintyre@

cmin.com.

Loophole

Continued from page 1
located in the United States.

Specifically, "the investment in-
come of the domestic person shall be
increased each year by an amount
equal to the product of (i) the aver-
age of the applicable federal mid-
term rates...and (ii) the sum of the
reserves and/or liabilities related to
the United States risks ceded to the
foreign reinsurer," the bill says.

The extra tax would not be im-
posed on companies that elect to pay
U.S. taxes or on companies that cede
risks to affiliates in countries that
impose a tax of more than 20% of
the maximum U.S. corporate tax
rate of 35%.

By including that provision, the
legislation effectively is restricted to
tax havens. Thus, it is unlikely to af-
feet U.S. tax treaties with countries
such as Switzerland or Germany,
where other substantial insurance
and reinsurance companies with
U.S. operations are located, accord-
ing to the insurers that lobbied for
thebill.

The bill would eliminate an exist-
ing 1% excise tax on premiums ced-
ed to foreign affiliates in tax havens.

Supporters of the measure urged
Congress to move quickly to close
the alleged loophole.

"Wemust actina swift, bipartisan
manner to shut down this blatant
abuse of the tax code," said Rep.
Johnson in a statement to the House.
"If not," she added, "the result will
be a significant erosion of the U.S.
tax base, a continued unfair compet-
itive advantage for foreign reinsur-
ers over U.S. insurers in our own
market, and a policy that encour-
ages U.S. insurers to move offshore."

ACE immediately blasted the pro-
posed legislation.

"The Johnson/Neal legislation is
pork barrel politics at its worst,"” an
ACE statement said. "It would favor
a few Northeastern U.S. insurance
companies but jeopardize the ability
of the industry to meet the capacity
needs of the domestic market, par-
ticularly with respect to coverage for

hurricanes, floods and other natural
disastens.”

The U.S. insurers that lobbied for
the legislation, however, present a
starkly different viewpoint.

They say action is needed to
counter a movement that became
apparent last year, when ACE and
XL bought substantial U.S. opera-
tions.

Before then, the Bermuda-based
insurers covered U.S. risks but were
restricted by U.S. law from market-
ing their programs directly in the
United States. Also, when the
Bermuda insurance companies were
established in the mid-1980s, they
primarily offered high4ayer casual-
ty coverage for risks that U.S. insur-
ers shunned, so they were not seen as
a competitive threat.

Now that ACE and XL are com-
peting directly with insurers in the
U.S. market, without marketing re-
strictions, the U.S. insurers say, the

Bermuda-based insurers have an

unfair advantage due to the tax-free

Frontier

Continued from page 2

of Lyndon Insurance Group Inc.-
Frontier will emerge as a much
smaller company.

"It will take a while for them to
build up the franchise,” Mr.
Paisan observed. "Do | think they
will go out of business? No.
Do | think they're in dire straits?
Yes.

"They do have a solid franchise
in specialty program business," he
added. "Itt will be a much smaller

franchise, but it will be a fran-
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accumulation of loss reserves, which
amounts to about a 10% pricing ad-
vantage (BIl, March 13).

The situation has been exacerbat-
ed by .the redomestication or
planned redomestication to Bermu-
da by several U.S.-based insurers
and reinsurers to, among other
things, take advantage of the tax sit-
uation. Those companies are Everest
Reinsurance Holdings Inc., PXRE
Corp., White Mountains Insurance
Group and Trenwick Group Inc.

Their companies operating in the
United States reinsure, or will likely
reinsure, much of their risks to their
Bermuda affiliates, the bill's sup-
porters contend.

An XL spokesman said the insur-
er is reviewing the bill and "will re-
spond in due course.”

Berrnuda-based

ACE Ltd. blasted the

measure, calling it
'pork barrel politics at

its worst."'

Officials at PXRE would not com-
ment on the bill. Officials at Everest
and Trenwick could not be reached
last week.

Other Berrnuda

companies
counter that any intercompany rein-
surance they do conduct is, by law,
conducted at market rates and that
the ceding commissions paid to the
U.S. affiliates are taxed in the Unit-
ed States. And the current 1 % excise
tax may seem small, but it is im-
posed on all the premiums ceded,
not just profits, they note.

Rep. Neal, in his statement to the
House, said the intercompany rein-
surance is just a tax dodge. "In these
cases, reinsurance is written be-
tween related parties-a U.S. sub-
sidiary cedes U.S. business to its for-
eign-based parent-simply to obtain
a tax benefit. No risk has been
spread in this transaction; the com-
pany is simply moving money from
one pocket to another pocket within
the same corporate entity. The pri-
mary purpose is to escape U.S. in-
come tax," he said.

In a joint letter to other represen-
tatives, Reps. Johnson and Neal
quote news reports saying that if all
property and casualty insurers in the
United States move offshore, the
Treasury could lose $7 billion a year.

The bill's detractors, however, say
that it would hinder companies with
affiliates offshore from legitimately
reinsuring business to those affili-
ates.

The proposal ignores existing tax
legislation that governs intercompa-
ny reinsurance by imposing addi-
tional taxes on U.S. companies car-
rying out legitimate transactions,
said Raymond Barrette, president of
White Mountains Insurance Group
in Hanover, N.H.

"This would be an additional tax
because, if | want to reinsure with
ACE in Bermuda, that would be
fine, but if | want to reinsure under
exactly the same terms with White

chise.”

One of the expenses Frontier
now faces as a result of its finan-
cial difficulties is the cost of using
fronting insurers-including
Clarendon National Insurance
Co.-for policyholders who re-
quire coverage from A-rated com-
panies, analysts note. A.M. Best
Co. last month downgraded Fron-
tier to B from B++, and Standard
& Poor's Corp. withdrew its BB+
rating of Frontier's insurance
units.

Mr. Seyffarth acknowledged the
additional cost, but he said the
majority of Frontier's core busi-

Mountains in Bermuda, I'd have to
pay an additional tax. That's silly,"
he said.

ACE labeled the legislation "pro-
tectionist.”

"At a time when the United States
is rightly trying to open the insur-
ance markets of China and Japan for
U.S. insurers, the Johnson/Neal bill
can only be seen as a protectionist
measure and a contradictory mes-
sage to allies and competitors
abroad,” the ACE statement said.

Also, it is unrealistic of the bill's
supporters to suggest that the entire
U.S. insurance industry could move
offshore, because Bermuda does not
have the space or the infrastructure
to support it, an ACE spokeswoman
added.

Efforts to target tax havens aside,
the bill would violate existing tax
treaties the United States has with
other countries, said Francis
Bouchard, vp and director of federal
affairs at Zurich Financial Services
in Washington.

Swiss companies with U.S. opera-
tions that reinsure to an affiliate in
Bermuda would be affected by the
tax increase, and that would be a vi-
olation of the U.S.-Swiss tax treaty,
he said.

"While we are still analyzing the
proposal, it is safe to say that the bill
violates not only the U.S.-Swiss tax
treaty but the very fundamentals of
international tax law,” Mr. Bou-
chard said.

Zurich will urge members of
Congress to reject the bill, he said.

The bill also would set a danger-
ous precedent that may lead to in-
creased taxes on U.S. companies
with international operations, said
Todd Malan, executive director of
the Organization for International
Investment, a Washington-based
body that represents the U.S. sub-
sidiaries of foreign-based compa-

nies.

The United States has a lower tax
rate than some other countries, and
those countries may use the bill as
an excuse to raise taxes on U.S.
companies overseas, he said. "ltis
very dangerous to use the tax code to
address competitive issues,” Mr.
Malan said.

The bill is a protectionist move
that could ultimately disadvantage
U.S. companies, he said.

But supporters argue that the leg-
islation is not protectionist because
it doesn't exclude or prevent foreign
business on U.S. soil.

The bill is intended to put Bermu-
da-owned companies on the same
competitive level as U.S. rivals and
is not protectionist, said Daniel Con-
way, senior vp-external affairs at
Chubb Corp. in Washington. "All we
are seeking is to have people treated
equally, and that is the linchpin of
international trade agreements,"” he

said.

The bill would not limit the
amount of reinsurance capacity
available to U.S. insurers as ACE as-
serts, said William Malchodi, senior
vp and director of taxes at The Hart-
ford. "That objection doesn't ad-
dress the proposal at all, because the

bill is only addressing related-party
reinsurance," he said. iN

ness does not require A-rated pa-
per.

Meanwhile, analysts and in-
vestors are awaiting Frontier's
1999 10-K filing with the Securi-
ties and Exchange Commission.
Frontier notified the SEC that the
filing would be delayed while the
company decides whether it needs
additional or modified disclosures
"as a result of the potential effects
of recent downgrades by certain
rating agencies."

Frontier's stock fell below $1
per share on Friday, far below the
52-week high of $17.25 per share
reached in May 1999. iN
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aged to amend all of their insurance laws and regu-
lations to incorporate the law's requirements, said
the analysis If any state fails to come into compli-
ance or subsequently fails to enforce the law, then
bills that earlier passed the Senate (S 1344) and the HIPAA requires the federal government to enforce
House (H R 2990) the law directly, primarily through HCFA

These opponents of dual regulation face a tight Although states may bring some of their laws Into
timetable, because both Senate and House Republl- compliance, it is "extremely unlikely" they will con-
can leaders have announced they would like to have form all laws and regulations to the new federal base,
the reconciliation completed by April 23, according which will result in dual regulation, stated the Blues
to Kathleen Sebelius, vp of the National Assn of In- analysis In addition, there likely will be lengthy dis-
surance Commissioners in Kansas City, Mo, and cussions about interpretations of regulations
chaii of ItS Health Insurance and Managed Care The Blues cite a provision regarding emergency
Committee care as an example of the problems dual regulation

The NAIC IS seeking the support of other state of- can cause H R 2990 would require health plans to
ficials to lobby the conferees, because "there are sev- cover emergency care provided by non-network
eral aspects of the patient protection bills that, if not providers under a "prudent layperson” standard,
corrected, will have serious ramifications for en- more than 40 states have a similar standard The
forcement of state consumer-protection provisions," House bill, however, also would require coverage for
said Ms Sebelius, who IS also the Kansas insurance maintenance and post-stabilization care rendered at
the non-participating institution Virtuall> no states

"States have focused on consumer protection and have such a requirement
access to health insurance for well over a decade, and "So many emergency room patients will oe treated
the legislation that is pending before Congress in hospitals where the state enforces the prudent
threatens to undermine and undo access to afford- layperson standard but the federal government
able health insurance as well as to pre-empt the ef- (HCFA) enforces the maintenance/post-stabilization
fective and user-friendly consumer complaint and standard,” the Blues analysis stated Patients with
appeals networks in place around the country,” ac- questions about an overlapping stay mak have to call
cording to a statement by the NAIC both state and federal regulators

The degree of state involvement in mandating con- In the eyes of NAM's Mr Trautwein, "l think the
sumer protections for managed care programs was worst possible outcome for us would be a system in
demonstrated in a recent NAIC survey of leading which there would be a federal floor and in which
mandates (see chart, page 12) For example, 48 Juris- states would be able to enact mandates that go be-
dictions reported that their laws have at least a par- yond that "
tial prohibition on gag clauses for health care The NAIC, however, emphasizes other concerns
providers It wants to reinforce state authority to regulate in-

Meanwhile, a 1999 survey by the Blue Cross & Blue sured health plans, clarify how state laws will be
Shield Assn found that at least seven states had compared for compliance with new fedei al standards

more than 40 man-

NMandates

Continued fl om page 1

commissioner

and allow more than
dated health benefit
laws (BI, Feb 21)

Under the current

30 states to continue

to provide external

Top managed care mandates

From a self-reported survey of NAIC junsdictions

grievance processes
regulatory systern for The Senate bill
health plans, large clearly would pre-

empt al- state exter-

Rank by Total number

employers often can
ploy popularity Provision

of states

legally skirt such nal grievance pro-

cesses, while the

mandates by forming 1 Prohibits gag clauses 48
self-funded group House bill would al-
health plans, which 2 Protects privacy 01 medical records 47 low states' existing

are federally regulat- consumer protec-

ed Self-funded Requires plans to disseminate tions to continue, ac-
group health plans information to consumers 47 cor(ling to the NAIC
assume the financial INn addition, state
risk associated with 3 Establishes internal appeals process 44 regulators are urging
health insurance by Congress to provide
paying employees’ 4 Establishes rules for coverage resources and en-
medical bills so they determinations 43 forcement authority
can be regulated so that the Depart-
solely under the Em- 5 Prohibits genetic discrimination 42 ment of Labor can
ployee Retirement respond to con-
Income Security Act 6 Requires access to emergency care 41 sumers complaints
Employees enrolled 1 Requires quality improvement 39 The state regulators
in such plans typi- also want conferees
cally call the U S 8 Requires access to OB/GYN care 36 te delete "access”
Department of Labor provisions that
for resolution of 9 Prohibits discrimination against would pre-empt

their questions states' efforts to aid
Smaller employers

and individual con-

providers 32
small group pur-
) o h , h -
10 Requires continuity of care 29 chasers, such as pro

sumers that typically grarns that provide

purchase health in- 11 Establishes external appeals processes 28 cost-effective cover-
surance directly age for small risks
from insurers are 12 Requires access to specialists 27 The problems of
subject to states' re- dual regulation sur-
quirements and are 13 Requires point of service option 23 faced relatively re-
regulated by state . cently, said Alissa
agencies, usually the 14 Requires access to non-formulary drugs 21 Fox, executive direc-
state's insurance de- ) tor of legislative pol-
15 Mandates length of hospital | i A
partment icy in Washington
However the stay for breast cancer care 19 for the Blue Cross &
House version of the ° Blue Shield Assn
. . 16 Requires access to clinical trials -
patients’ bill of q We were all so fo-
ights ™ Id dra- PRI . cused on the big is-
rights “wou ra 17 Grants individuals the right i X .g_
matically complicate ) sues like liability,
R N to sue their HMOs 8 .
this environment be- external review and
cause of 'dual regu- . L all the details that
Requires access to pediatric care 8

lation ' Consumers we forgot to step

who want a straight ) o back and really
Source National Assn 01 Insurance Commissioners, March 2,2000

answer to a question
about their health

think through how is
this going to work,
plan coverage will have to wade through a regulato- who's going to do what, who's going to be in charge,
ry quagmire of state and federal agencies," accord- who's going to regulate and what would be the roles
ing to a BC/BS analysis and responsibilities,"” she said

Specifically, consumers might have to call their "Embarrassingly, we didn't really start thinking
state department of insurance or the Health Care Fi- about it until a few months ago, and, once we did, we
nancing Administration or both, according to the uncovered this nightmare," Ms Fox said A workable
analysis That IS because the House bill "depends on regulatory scheme "is the most important protection
the regulatory structule created by the 'Health Insur- for everybody-employers and consumers," she said
ance Portability and Accountability Act of 1996 "This is the classic articulation of the old saying
(HIPAA)," a law with extremely complicated rules that the devil is in the details,"” said Bill Pierce, the
governing the interaction of state and federal Blues' director of public affairs "Once you moved
statutes," according to the Blues beyond the big picture and started to look down

As with HIPAA, H R 2990's hundreds of provisions deep, the devil appeared in the details and that is
form "a federal policy floor," and states are encour- what we have got "

Updates

NAIC seeks chartering comments

KANSAS CITY, Mo -State insurance commissioners are asking inter-
ested parties to comment by Apnl 21 about how they should develop a
national system for chartering insurers

Specifically, the National Assn of Insurance Commissioners' national
treatment workmg group is seeking suggestions about the concept and
several matters related to its implementation, Including the legal struc-
tures needed to achieve national treatment for Insurer hcensing, regula-
tion by extratemtorial jurisdictions, company ellgibility and benehts to
consumers The work, ng group prefers that rnterested parties file e-mall

comments to Jeff Johnston at liohnsto@nale org Mr Johnston can also be
reached at 816-842-3600

Australia insurance reforms

SYDNEY, Australla-The Austrahan government is preparing Insur-
ance regulatory reforms that could toughen minimum capital require-
ments, 1Tmlong them to the nsks assumed by property/casualty insurers

As part of a proposed overhaul of the nation's financial regulatory
regime, the Australian Prudential Regulatory Authonty last week re-
leased a policy mformation paper outlming the aims of the reform effort

One aim is to "make regulation as risk-responsive as possible," the
APRA paper says The authority is analyzmg msurer comments on a dis-
cussion paper circulated last September outhning the reform agenda, it is
also preparing a new discussion paper for release mid-year that wlll set
out "new standards on hability valuation and solvency," the authonty
said

APRA expects to finish analyttcal work on proposed reforms by the end
of thils year

The Insurance regulatory overhaul, the first since Australia adopted its
insurance act in 1973, has been under way forseveral months It comes,
however, as several Australian insurers have been hurt by heavy catas-
trophe losses, includmg GIO Austraha Holdmgs Ltd and Remsurance
Australia Corp Ltd, which halted underwnting earher thls year

APRA reforms affecting property/casualty insurers are part of a larger

regulatory overhaul covenng banks and other financial services compa-
mes and 11fe msurers

Associations discuss cooperation

ALEXANDRIA, Va -Leaders from the Amencan Assn of Managing
General Agents, the National Assn of Profesmonal Sui-plus Lines Offlces
and the Independent Insurance Agents of Amenca Inc recently met m
Alexandna, Va, to discuss opportunities for cooperation among the three
organizatlons

Among the topics discussed was the IIAA's soon-to-be launched"Big |
Markets," a program that gives member agents access to specialty and
niche Insurance coverages for their chents via the Internet IIAA ex-
pressed a strong desire to AAMGA and NAPSLO to have wholesale
agents and brokers participate in the interactive Internet program

Other matters discussed included legislative and regulatory develop-
ments, marketplace concerns, technology's impact on insurance dellvery,
and education

"If we, as an mdustry, are gomg to succeed in the integrated financial
services marketplace that woll be prevalent rn the not-too-distant future,
we must work together," said Timothy Pedersen, NAPSLO's president, m
a statement

"It's imperative that we keep each other informed and work together,
not agamst each other, so that we ultimately get msurance coverages and

products to the consumer market m the most-effective manner possible,'
Mr Pedersen said

Briefly noted

MetLife Inc., the holding company for New York-based
Metropolitan Life Insurance Co , raised $4 43 billion in its initial
public offermg, which closed on Friday The shares were priced at
$14 25 when they were issued on Wednesday and closed at $15 31
on Friday Susan M. Donatelli, risk manager for the town of
West Hartford, Conn , has been awarded the 2000 Matthew Lenz
Jr Award for Risk Management Achievement by the New York
chapter of the CPCU Society She will be presented with the
award at a luncheon m New York on Tuesday California In-
surance Commissioner Chuck Quackenbush announced Friday
that a "cut through" agreement has been reached for Kemper In-
surance Cos to provide reinsurance for new and renewal policies
written by Superior National Insurance Cos., which is in conser-
val;ion Kemper reinsurance will cover any policies issued on or
after Apr-il 5 The agreement with Kemper replaces a prior agree-
ment reached with Centre Insurance Co immediately after the
March 6 conservation of Superior National Citigroup said it is
increasing the purchase price being offered in its cash tender of-
fer for all of Travelers Property Casualty's publicly held shares to
$41 95 from $41 50 a share in cash Citigroup announced last
month that it intended to make a cash tender offer for the 15%of
Travelers Property Casualty stock it does not already own The
company said also that it and Travelers Property Casualty Corp
have reached a preliminary settlement of the purported stock-
holder class actions opposing Citigroup's cash tender offer, which
are now pending before Delaware Chancery Court A spokeswom-
an could not be reached for comment as to the preliminary settle-

ment's details
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a civillawsuit against two jailed former exec- Munich Re results Cittng a spate of natu. Zurich Financial Services Group unit pro-
- utives of bankrupt broker Underwriters Fi- ral catastrophes, Munich Re reported a 1999 vides integrated risk financmg to large global
nancial Group Inc. Under the settlement, proht of 1 1 billion euros ($1.05 billion) ear- companies. Since 1997, ZCS' U.S operation

Donald Ferrarint and Bruno Rumignam are her this month, down from 1.2 billion euros has handled more than 40

i 4 barred from servmg as officers or directors of ($1 15 billion) in 1998 In its provisional transactions. With the
-+ a pubhc company and are enjomed from vio- earmngs report, Munich Re said that last year expansion, the global

~ lating securities laws. Mr. Ferrarim was chief was its worst ever in terms of claims costs. 7 business unit will be
. executive officer and Mr Rumignam was ex- Among other provisional results, the reinsur- based m Zurich. Ran-
ecutive vp of New York-based UFG, which er said its gross premium income rose 7.5%, dall Clouser is presi-

P. collapsed m 1995. They were convicted last to 27.4 billion euros ($26 20 billion). Munich ~ Z U RICH dent of zcs Americ-

year on separate criminal charges of using Re said it had to deal with an exceptional ac- as, Australia and

embezzled client premiums and fraudulently cumulation of small and medium-size losses Japan, Terle Lovik is president of ZCS Eu-
obtamed premium finance loans to inflate from natural catastrophes m 1999 Munich rope and Asia; and Tim Atkin is president of
h Hurricane forecast Colorado State Unt. UFG's income Mr. Ferrarini is servrnrg a 12 Re said it expects resdlts to be "considerably ZCS London. Ig mas Kaiser js chief execu-
versity's hurricane forecast team is sticking to year prison sentence; Mr. Rumigfiant, a 10 better” this year. tive 0 Icer of Zurich Corporate utions.
its original 2000 prediction, which calls for a Klear term The SEC's action also named . . . . .
dergte” Atlantic hyrricane se anette Miller, an accountant with Chad- SeCUrlty SU,Vey Accordlng to a survey on Brielly noted Commercial Risk Partners
\filfam @ray, a nationally recognlzeashurrr- bourne & Miler, 2 \Yashington-based firm secur urity issues conducted by security and m- Lid, the Berrgg:dgiggsed alternative rtsk trans-
Cane expert, and his colleagues are predictm hat audite in cra statements. M stigation service company Pinkerton, ér unit of increased its profits
nams storms, seven hgrr P 9 Mrller agreed to an order finding that she en- workplace violence ranks as the No 1 securt- 12% to $29 million m 1999. Gross premlums
nterise hdrcanes during the 2000 huicane Igagﬁ:d In improper grofessronaj conduct my problem among Fo@ 000 pmpanies. mereased by 377 to $438 9 miillon GE Fi-
season, which lasts from June 1 through Nov. e YUFG audits and barring her from audit- The survey by base erton nancial Assurance has bought the group hfe
30 Altnough the number of storms forecast M9 Pubhcly traded companies reported that, aIthough workplace vrolence and health operations of Phoenix Home Life
s higher than average. it calls for fewer also ranked No. 1 in 1999, respondents indi- Mutual Insurance Co. for an undisclosed sum.
Stom?s than have occu?reé m four of the | Online facultative cover SCOR U.S. and cated that violence is of even greater concern The purchase will triple GE Financial Assur-
past G
five » ear e U s Hlantic Coa incl eneral Re Corp. have developed separate this >ear Addltlonally, about one -third of the ance's existing premiums, a spokeswoman
peninsuiar Flonda, hias the greatest chance-- Intemet-based systems for handlrng faculta- survey's respondents said they had observed said. . TeresaL_Paf has been named Insur-

39%-of one or more major storms making crease m the number 0 VI incidents ance WWoman of the Year by ssn. of Pro-

PHOTO NOAA

landfall this year, accordmg to Mr. Gray's re- at their companies. Surve respondents rep- fessi(mal Insurance Women. Ms. Pahl is an ex-
search team. The Gulf Coast faces a 34% - resent approximately 28% of all Fortune ecutive vp of Aon Corp . .Supenor National
probability of one or more major hurricanes — ~ 1000 companies, according to Pinkerton Insurance Group Inc. has voluntarily with-
coming ashore. Mr. Gray predicts that, com- . 'Ranking second m the Pinkerton study of se- drawn its stock from listmg on the NASDAQ
pared with the 1998 and 1999 seasons, the mviTes Lielvon/.1 1 Curity issues iS concern over Internet and net- National Stock Market California regulators
2000 season will see hurricane formation ear oot zone work security, which rose from seventh place seized the company's insurance units last
B pert last year month, charging they are severely underre-
tier in the season served and insolvent . Between Feb 25 and
# CIONA sued Three retired FBI agents are - 1’ j 4 CitiStreethom Two huge financial services March 31, the Bus;ness Insurance Index, an
seeking class-action status for a lawsuit alleg- ,4". . * organjzations-Boston-based State Street index of industry stocks, shot up 22% to
ing that CIGNA Corp. failed to keep a Corp. and New York-based Citigroup--are 2,079. Ths advance was mdre than double the
promise that retired agen;s would continue to 4 , Gen forming a joint venture, known as CitiStreet, 10.7% rise of the Dow Jones Industrials for
pay the same rate as active agents for group to provide employee benefit plan administra-  the same period Gains were fueled in part by

tive remsurance business. Under SCOR's 1-fac tive and outsourcing services. Both compa- improved results for some companies, said
istrict Co ampa. F system, brokers and cedants can submit nsks mes currently have units that provide a wide Ronald W Frank, managing director of Sa-
fees a6 alge thaf clges CIGA Tiade yia a Web site, wiw.scor.comh-fac. An un- range.of employee benefit adminisrafive ser. lomon Smith Bamey m New York, .The
to their group life policy significantly reduced derwriter reviews the risk and then, ustng the vic ganizations estimat isk & Insurance Management Society 'Inc. is
their benefits. despite assurances by the insur-  SYStEM, requests any needed information and CitiStreet will administer plans with about partnering with the University of Georgia to
’ P Y offers a quote General Re's system, Fac- $200 bilion in assets. Cit,Street wil be based develop a standard data delivery format for

World, accepts online facultative reinsurance in Quincy, Mass. exchanging workers compensation and auto
submissions at www.facworld com The rest liability loss data between risk managers and
of the underwriting process takes place 4 Zurich Corporate Solutions-Zurich Cor- insurance providers ING Reinsurance In-
through traditional channels, though SCOR porate Solutions is expanding its operations ternational, the international arm of ING
« UFS suit settled NEW YORK-The Secu- plans to expa.nd the system to allow the en- beyono the Unrted_ Statee, launching a.global Remsurance m Denver, has opened a life rem-
tire underwriting process to be conducted on- business unit with regional centers in New surance office m Dublm, Ireland, to expand its
tme. York, London and Zurich, Switzerland. The business m Europe. ial

Iife insurance. The lawsuit was filed April 5,

er that the changes would enhance them.
CIGNA is looking into the suit's allegations,
but would not comment on pending htiga-
tion, a spokesman said

rities and Exchange Commission has settled
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Aetna Lili & Casualty NYS se7s 191 168 ooss  38.50 soza NYMagic Inc NYS 1313 411 a7 1950 1200 40 ALL COMPANIES AVERAGE 0.4z s.80
AFLAC Inc NYS 45.50 -01a ss8 5675 33 56 3435 Oh,0 Casualty Corp NDQ 1638 a0 105 2025 10.75 2255
Allmerica Financial Corp NYS 4975 245 10.58 sas1 3s.06 790 Old Republic Int | NYS 1319 4.09 a.21 2069 10.63 1020
Alistate Corp NYS 2263 a99 5.97 4075 1719 15852 Panner Re Ltd NYS 38.13 3.57 1753 41 69 28.38
Ambac Financial Group NYs 5100 124 228 6300 3888 1759 Penn America Group 1.c NYS 7.38 351 484 1106 se3
American Financial Group NYS 2694 5.90 213 37.38 18.38 292 PMA Capital Corporat,in NDO 1775 143 1069 2113 1550
American General Nvs saae o1z 2834  s2ie 45633409  ppiadelphia Gons Holding NDO 1631 tose 1250 2880 1081 O/Insurance Index
American Intl Group NYS 108.785 aes oss 11888 7ese 19716 PXRE Corp NYS 1550 882 1023 2125 ooa
American Safety Insurance NYS seo 100 1280 10.00 550 so Reliance Group Holdings NYS 306 1250 5377 1088 281 1522
Argonaut Group ~NDO 1950 2.80 189 2794 1688 156 ReliaStar Financial Corp NYS 2081 1199 2302 aoa1 2375 2213
AXA UAP Group NYs 7194 035 == 7Baq 5375 ass RenaissanceRe Holdings Ltd NYS 39.06 4.a3 4.43 43.19 3000 197
Baldwin & Lyons Inc Noo 1903 177 1298 2405 18.25 19 Risk Capital Holdings NDO 1650 o7e 30.69 1738 11.00 372 2.150
Berkley W R Corp NDO 2228 3.39 674 29.13 1400 778 ALI Corp NYS 33.75 0.75 074 38.81 2625 ES) 2.100 2,058.08 -
Berkshire Hathaway Inc NYs 56800 00 -o7o 1.25 78600 00 40800 00 4 St Paul Cos NYS 31.88 659 s.38 37.06 21 31 5535 - —
Capitol Transamenca Corp NAs 1138 s.19 1304 1538 938 102 Scor NYs 45.75 5.7 3.39 s675  40.00 13 2.050
Chubb Corp NYS 64.06 5.8 1376 76.38  a3.25 5920 SAFECO Corp NDO 25.06 s65 o.7s 675 1800 4126 2.000
CIGNA Corp NYS 7718 1s0 <19 es.63 60 75 3598 NYS 30.75 0.a1 4.28 3694 2369 NA
Gincinnat, Fi 40.00 4zs0 =615 3o Ess'r:snegnuct oo tea  aco 714 eze  1ar 0o 1.950
incinnat, Financial Corp NYS 6.31 2549
Cmgroup NYS 5900 -osa s95 6319  40.13 52494 Selective Ins Group NDO 1688 110 182 2250 1463 219 1.900
CNA Financial Corp NYS 3113 s.68 2006 4531 2456 313 Terra Nova Ins Co Ltd nNvs 2275 ooo pr szea 2031 1.850
CNA Surety NYs 1a.aa a.59 1106 1556 075 246 Tokio Marine & Fire Noo 52.63 036 1099 6700  4s5.00 o7
EMC Insurance Group Ir ¢ NDo 7.06 887 2260 1338 7.06 ss Torchmark Corp NYS 2ase 189 1802 2800 1875 2376 1.800
ESG Re limited NDo a.aa 1004 36 04 2006 218 778 Transatlantic Holdings NYS 8425 146 703 a7.00 6875
Enhance Financial Services NYs 11.4a 1903 20.62 2288 1075 1409 Travelers Property Casualty NYS 4175 121 21 90 4200  27.69 8062
Everest Reinsurance NYS 3013 7.66 as.01 3569 20.50 1128 Trenwick Group Inc NYS 14.00 oss -1734 32.00 1200 158 1.700
Fremont General Corp NYS 625 196 1525 21.75 .69 o84 Unico American Corp NDQ 5.25 1053 -25.00 1075 a.50 26 1.650
, Frontier Insurance Group NYS 100 0.00 7091 1725 oss 2150 United Fire & Casualty NDO 19.13 oes 1547 27.25 1738 31 S/18 225 3/3 IAO 3In7 3/24 3/31 A/7
Gainsco Inc NYS 575 3.16 c.08 604 3.4 189 Unitrin NDO a7.03 684 158 4238 3080 746

Base=100 on Dec 29,1978

Top advancing issues Meadowbrook Insurance Group, Humana Inc , ESG Re Ltd Leading dectiners Enhance Financial Services, Accel International Corp, Sierra Health Services Most active issue Citigroup. The m Index fell 1 0%; the Dow Jones 30
Industrials increased 1 794; the S&P 500 went up 1.296, and the NYSE Composite gained 1 8% Average P/E Brokers,18 6; Insurers/reinsurers,18 9; HMOs,11 1

Source CNET /nvesfor(Investor cnet com) Boulder, Colo.
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