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UPDATES-
Willis plans redomestication

to Bermuda, IPO in U.S.
LONDON-Willis Group Ltd. is planning

to redomesticate to Bermuda from the Unit-

ed Kingdom and launch an initial public of-
fering of a new holding company's stock in
the United States.

Willis has formed Willis Group Holdings
Ltd. in Bermuda to act as the ultimate par-
ent company of Willis' worldwide opera-
tions, the company announced last Thurs-

See Updates on nezt page

E-mail access rights expanded
By JUDY GREENWALD

A recent federal district court

ruling expands employers' abili-
ty to monitor workers' electron-
ic communications, attorneys
say.

But even some employer attor-
neys believe Judge Anita B.
Brody of the U.S. District Court
in Philadelphia may have pro-
posed too narrow an interpreta-
tion of federal law in her March
27 decision in Richard Fraser us.

Nationwide Mutual Insurance

CO.

Judge Brody, granting sum-
mary judgment, ruled that em-
ployers may retrieve employee
e-mails without incurring lia-
bility so long as the communica-
tion has already been read by
the addressee.

The decision is significant, if
only because it is one of the few
so far to deal with the issue of

electronic communication, at-
torneys say. Some attorneys be-
lieve it conflicts, though, with

01

the decision by the influential
9th U.S. Circuit Court of Ap-
peals in Konop vs. Hawaiian
Airtines.

Judge Brody's decision is
helpful to employers, said Ger-
ald L. Maatman Jr., a partner
and chairman of the global em-
ployment law practice group at
Baker & McKenzie in Chicago.
"The practical implications are
it gives a green light to employ-
ers to safeguard their workplace
and their property through
broad e-mail and Internet ac-

cess policies that virtually guar-
antee an employer can't be sued
over snooping or retrieval of e-
mails inside their computer sys-
tems after they've been sent," he
said.

"An employer, according to
this case, has the ability at all
times" to read e-mail messages,
"so it impacts very broadly on
an employer's ability to conduct
workplace investigations," he
said. This is particularly signifi-
cant in instances involving trade

secrets, policing noncompete
covenants and conducting inter-
nal investigations in sexual ha-
rassment cases, he said.

The decision involves Richard

Fraser, an agent who began
working as an independent con-
tractor for Nationwide in 1986.

He subsequently leased comput-
er hardware and software from
Nationwide for his office and

insurance business. In 1996, he
helped form the Pennsylvania
chapter of the Nationwide In-
surance Independent Contrac-
tors Assn., which opposed
the insurer on a number of is-

sues.

In July 1998, to express oppo-
sition to a Nationwide plan to
establish multiple distribution
channels, Mr. Fraser prepared a
letter to Nationwide competi-
tors to solicit interest in acquir-
ing the policyholders of the ap-
proximately 200 Pennsylvania
NICA members.

The following month, Nation-
See E-mail on page 22

Bill would extend

COBRA coverage
By JERRY GEISEL

WASHINGTON-Employers termi-
nating their retiree health care plans
would face new'liabilities under legis-
lation recently introduced in Congress.

The bills-sponsored by Sen. John
D. Rockefeller IV, D-W.Va., and Rep.

Sen. Rockefeller Rep. Stark

Fortney Stark, D-Calif.-would re-
quire employers terminating retiree
health plans or cutting benefits by at
least 50% to extend COBRA coverage
to retirees as young as 55. In addition,
the measures introduced in both the

Senate and House of Representatives
would allow retirees to continue CO-

BRA until age 65. COBRA, short for
Consolidated Omnibus Budget Recon-
ciliation Act, is a 1986 federal law that
allows an individual and his or her de-

pendents to continue coverage under a
former employer's group health care
plan for a limited time.

Under the proposals, employers
could charge retirees electing COBRA
coverage a premium equal to 125% of
the company's group health plan rate,

See COBRA on page 21
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Battle lines drawn in Michigan

RRG fights state fee
By JERRY GEISEL

LANSING, Mich.-Another legal bat-
tle over fees is unfolding between a risk
retention group and state insurance de-
partment regulators.

Attorneys' Liability Assurance Society
Inc; a Risk Retention Group, is asking a
U.S. District Court in Michigan to bar
the Michigan Office of Financial and In-
surance Services from imposing a regula-
tory fee that it charges the group. Michi-
gan charges ALAS, and other RRGs that
are licensed in other states and write

coverage for policyholders in Michigan, a
fee of 0.5% on premiums paid for cover-
age provided to policyholders in Michi-
gan.

In its lawsuit, ALAS, which is char-
tered in Vermont, says the federal Risk
Retention Act bars states from imposing
any requirements on nondomiciliary
RRGs not specified in the federal law.
Because the regulatory fee is neither
specified nor authorized by the Risk Re-

California legislation
addresses continuity
of care page 3

tention Act, it is pre-empted by the fed-
eral statute, according to the ALAS com-
plaint.

"We think the law is very clear and un-
ambiguous" on this point, said Donald
Breakstone, senior vp and general coun-
sel in the Chicago office of ALAS.

In its answer to the complaint, the
Michigan Department of the Attorney
General says the pre-emption provisions
in the Risk Retention Act were intended

to protect RRGs from state charges that
discriminate against the group. Accord-
ing to the reply, the regulatory fee set in
Michigan does not discriminate against
RRGs, because the same fee is imposed
on "sales of insurance by unauthorized
insurance companies."

The controversy in Michigan is only the
latest in a long-running series of tussles
involving fees and other points of dispute
between the groups and state insurance
regulators.

First passed in 1981 and later expand-
See RRGS on page 23
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they have more of a stake in
paying for health care than sim-
ply sharing the cost of premi-
ums, Mr. Benton said.

Converting to a defined con-
tribution plan may lower ad-
ministrative costs, but employ-
ers should not view it as a way
to eliminate their responsibility
to provide health care for their

California bill promotes continuity of care
By ROBERTO CENICEROS

SACRAMENTO, Calif.-Re-
cently introduced legislation in
California would protect health
plan members from treatment
disruptions caused by standoffs
in contract negotiations be-
tween health care providers and
insurers.

The measure would allow

health plan members to contin-
ue to receive care from a doctor

or hospital for a limited time af-
ter providers sever relations
with a health plan.

Health care purchasers in the
state say the legislation would

prevent plan members from be-
ing used as pawns in negotiation
battles between providers and
health plans, as has occurred in
some recent disputes.

The increasing number of con-
tract disputes between

providers and health plans is
driving the Sacramento-based
California Public Employees'
Retirement System to seek simi-
lar protections for plan mem-
bers in its health plan contracts
for 2002, said Allen Freezor,
CalPERS health plan adminis-
trator. CalPERS provides bene-
fits to 1.2 million public em-
ployees and their families, mak-

ing it the state's largest health
care purchaser.

The legislation and CalPERS'
efforts were spurred by a dis-
pute earlier this year between
Blue Cross of California and

Sutter Health, a Sacramento-

based provider organization
that owns physician groups and
26 hospitals in Northern Cali-
fornia. Medical care for tens of

thousands of Blue Cross plan
members was disrupted in Jan-
uary after negotiations between
the two organizations reached
an impasse.

Members in Blue Cross' health

maintenance organization were

Obstacles hinder headway
of new health plan approach

By MICHAEL PRINCE Furthermore, the change means
that employees must realize that

ATLANTA-Defined contri-

bution health care plans must
overcome numerous obstacles

before they can gain widespread
acceptance, two speakers told
attendees at the National Man-

aged Health Care Congress last
month in Atlanta.

Interest in a defined contribu-

tion health care system is grow-
ing as employers develop an in-
creasingly consumerist ap-
proach to their health care
plans, said Brad Benton, a part-
ner specializing in health care at
the consulting firm KPMG
L.L.P. in Atlanta. Under such a

system, the employee, and not
the employer, directs how
health care dollars are spent.

But that shift requires that
more health plan options be
made available to employees.

The
Nationa

Managec
Health Care

Congress

NMHCC

employees, he said. "Rather, it's
an opportunity for employers to
get control of key issues they are
struggling with today," Mr.
Benton said.

Getting control means reliev-
ing at least some of the adminis-
trative burden of providing
health care, holding down costs
and giving employees both more
choices and more responsibility,
he said.

A model defined contribution

plan would offer employees
more options. While not all de-
fined contribution plans are
alike, a typical setup consists of
a catastrophic care medical plan
and some variant of a medical

savings account that lets an em-
ployee determine where his or
her health care dollars are

spent. Ideally, such a plan
should permit the employee to

See Plan on page 12

Cat bond participants
anticipate market growth

By RODD ZOLKOS

THE
BOND

MARKET
AS FOCI ATION

AVENTURA, Fla.-While
the market for risk-linked se-

curities continues to develop,
and tightening reinsurance
markets suggest 2001 might
show significant
growth, the market
is still small in com-

parison with those
for other capital
markets asset class-

es, as well as with
the traditional insur-

ance and reinsurance

markets.

Still, a gathering last month
of the various players in the
market-investment bankers,
insurance and reinsurance ex-

ecutives, investors and various

other participants in the cat
bond process-demonstrated
that the market might be
poised to enter its next phase.

The first Risk-Linked Secu-

rities Conference-sponsored
by the New York-based Bond

Market Assn. and held March

21-23 in Aventura, Fla.-

showed interest among both
issuers and investors in in-

creasing the size of the mar-
ket.

Moderating a session exam-
ining case studies
from two major mar-
ket players-United
Services Automobile

Assn. and Munich Re

Group-Christopher
McGhee of Marsh &

MeLennan Securi-

ties Corp. noted that
since the first risk-

linked securities deal was

done in 1994, there have been

47 transactions by 31 different
issuers.

Those deals represent $6 bil-
lion in risk transferred to cap-
ital markets investors. "Most

of these have been insurance

and reinsurance companies,
but we've also seen a handful

of issues by insureds," said
Mr. McGhee, who is managing

director of Marsh & McLen-

nan Securities in New York.

It's notable that, in each of

the past three years, five new
issuers have entered the mar-

ket, Mr. McGhee said. In addi-
tion, he said, there has been

steady growth in the number
of investors in risk-linked se-

curities.

Yet "while we have seen

steady growth, this market is
still relatively small," Mr.
McGhee said.

The $6 billion in risk-linked
securities issued to date "is

still very marginal compared
with the insurance and rein-

surance industry," said Man-
fred Seitz, a member of the

executive management at Mu-

nich, Germany-based Munich
Reinsurance Co.

Although the risk-linked se-
curities market is growing, it's
doing so more slowly than
Munich Re had hoped, Mr.
Seitz said. He added that the

See RiSk on page 19

transferred en masse to non-

Sutter doctors, and many mem-
bers of Blue Cross' preferred
provider organization found
that their doctors were no

longer in the network.
One corporate benefits man-

ager said her San Francisco-
based company had just moved
employees to a Blue Cross plan
with Sutter providers when the
contract talks fell through. The
employer learned of the result-
ing problems when employees
called to complain that Sutter
providers would not accept their
Blue Cross coverage.

Blue Cross eventually im-

proved its communication with
the employer, according to the
benefits manager, who asked
not to be identified. The insurer

also helped employees move to
new providers in the Blues
plan's network and agreed to
pay a higher, nonnegotiated fee
with some nonnetwork pro-
viders so others could continue

to receive care from their chosen

physicians.
The legislation could help

avoid similar disruptions for
other employers and employees
in the state, the benefits manag-
er said.

See Health on page 21
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Cat model pioneer
honored as APIW's

Woman of the Year
By LEE FLETCHER

What makes Karen M. Clark worthy of the honor of being
named Woman of the Year for 2001 by the Assn. of Profession-
al Insurance Women?

It could be that she founded a business without any outside
financial backing after recognizing a need in the insurance in-
dustry for a catastrophe model to estimate losses.

Or perhaps it is that this business, Applied Insurance Re-
search Inc. of Boston, has grown from one staff member in
1987 to 100 in 2001, with technology that covers all major nat-
ural perils-including earthquakes, fires following earth-
quakes, floods, hurricanes, tornadoes and other severe wind-
storms-in more than 30 countries in North America, the

Caribbean, South America, Europe, Australasia and Asia.
AIR's models have become standard tools in the industry for
making pricing, underwriting and reinsurance decisions.

Or maybe it's because she is a strong proponent of profes-
sional education, for herself and for her employees, within the
company and outside its walls.

Perhaps for all these reasons, Ms. Clark will be the 25th re-
cipient of the prestigious industry award at a June 5 cocktail
reception at the Marriott World Trade Center in New York.

"One of the main reasons I think we chose Karen is because

we were looking for a quality that she certainly possesses-
she's an industry innovator," said Catherine A. Kalaydjian,
the president of the APIW and vp-claims for QBE Reinsurance
and QBE Insurance Corp. in New York.

Ms. Kalaydjian said that another important quality the
APIW looks for in those it honors with its Woman of the Year

award is "a commitment to supporting women and advancing
women's careers within the industry." Ms. Kalavdiian said that

See Cfark on page 20
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Cou rt to review federal litigation of arbitrated cases
By MARK A. HOFMANN

WASHINGTON-How the

Supreme Court decides an em-
ployment arbitration case that
the justices recently accepted for
review could mean that an em-

ployer might end up having to
both arbitrate and litigate the
same dispute.

In fact, both employers and the
federal government have a con-
siderable stake in the outcome of

Equal Employment Opportunity
Commission vs. Wame House
Inc., employment law experts
say. A decision allowing govern-
ment enforcement agencies to

collect monetary damages on be-
half of victims of discrimination,

regardless of any arbitration
provisions in an employment
agreement, could increase em-
ployer costs and discourage the
use of alternative dispute resolu-
tion mechanisms. But a decision

banning such damages could cut
into the EEOC's effectiveness in

enforcing anti-discrimination
law.

At issue is whether the EEOC

can seek monetary damages on
behalf of an individual who had

signed an employment agree-
ment requiring that job-related
disputes be settled through bind-

THINK

of that feeling

S

ing arbitration (Bf, April 2). The
justices decided to hear the case
in the aftermath of their split de-
cision in Circuit City Stores Inc.
us. Saint Clair Adams. In that

March 21 decision, the justices
ruled 5-4 that the Federal Arbi-

tration Act of 1925 could apply
to most forms of employment
and, thus, allow employers to re-
quire employees who had signed

-

41-0 -

Y-  -

'·t:.

We know how to get you there

without seeing red

when you hit

green lights

all the way

downtown

*RE
expect more

WWW.XLRE.COM

XL Re is the global brand of XL Capitars reinsurance operations

arbitration agreements to resolve
employment-related grievances
through arbitration rather than
litigation (BI, March 26).

Employers had feared the high
court would follow the lead of

the 9th U.S. Circuit Court of Ap-
peals and, for all practical intent,
ban the use of binding arbitra-
tion through a broad reading of
the arbitration act's exemption
from the arbitration require-
ments of workers involved in in-

terstate or international com-

merce. Following the March 21
decision, employers breathed a
collective sigh of relief and de-
clared victory.

But the Circuit City decision
left unanswered some questions
concerning the use of arbitration
agreements that the high court's
review of EEOC us. Waffle House

should help to answer.
The case began in 1994, when

Eric Scott Baker filled out an

employment application that in-
cluded an arbitration agreement
at a Waffle House restaurant in

Columbia, S.C.; Mr. Baker then
accepted a job at a restaurant in
neighboring West Columbia,
S.C., without filling out a new
application.

Mr. Baker suffered from

seizures and was eventually
fired. He did not seek arbitration

but filed a complaint with the
EEOC, holding that his dismissal
violated the Americans with Dis-
abilities Act.

A U.S. district court agreed
that the arbitration agreement
did not block the EEOC's pursuit
of monetary damages on Mr.
Baker's behalf. But a three-judge
panel of the 4th U.S. Circuit
Court of Appeals ruled 2-1 on
Oct. 6, 1999, that, while it could
seek injunctive relief for Mr.
Baker, the EEOC could not seek
monetary compensation, includ-
ing punitive damages. The EEOC
appealed to the Supreme Court,
which agreed late last month to
hear the case.

The high court's decision will
help determine exactly how
valuable employment arbitration
agreements are when the federal
government gets involved.

"I'm not surprised at all by the
decision of the appeals court in
Waffle House or the Supreme
Court taking the case. It's an
area that does need clarifica-

tion," said Chuck Freeman, a
partner in the Chicago law firm
of Gardner Carton & Douglas.

"There's a split in the circuits,
but the prevailing view is that
the employee waives his individ-
ual rights but the federal govern-
ment retains the right to bring
enforcement actions seeking ei-
ther classwide or other forms of

equitable relief," Mr. Freeman
said.

"The reality is arbitration,
both before or after this Wa.e
House decision, was never a
complete insulator from employ-
ment-related litigation. What
you have here is a situation
where an employee, by signing
an arbitration agreement, has
given up his or her claims
against an employer, but, clearly,
that employee was never in a po-
sition to effectively waive what-
ever other enforcement rights
that an agency like the EEOC or
National Labor Relations Board

or even the Department of Labor
enforcing the Fair Labor Stan-
dards Act might otherwise re-
tain," Mr. Freeman said.

"Can the EEOC do for the

charging party that which the
charging party cannot do for
him- or herself? A charging party
may be an employee, may be a
former employee, may be an ap-
plicant for employment," said
Charles Edwards, partner and
head of the labor and employ-
ment practice in the Raleigh.
N.C., office of the Winston-
Salem, N.C.-based law firm oj
Womble Carlyle Sandridge &

see Arbitration on page 23
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NAIC urged to keep focus on modernization
By MEG FLETCHER

NASHVILLE, Tenn.-State in-

surance regulators must "change
the dynamics" of their discussions

about mod-

fr - x*ibl- ernizing in-
surance

regulation
and em-

./---' I

phasize
- * playing of-

fense»-

Ih
rather than

defense-if

they are to
successfully

Ms. Sebelius advance

their agenda, urges Kathleen Se-
belius, president of the National
Assn. of Insurance Commissioners.

She made that recommendation

during the organization's recent
spring quarterly meeting in
Nashville, after using some Oscar-
nominated movie titles to describe

her personal view of the chal-
lenges that state insurance regula-
toI's face today.

"'Crouching Tiger, Hidden
Dragon' reminds me of some fed-
eral agency that is lying in wait for
us to make a false step," said Ms.
Sebelius, who serves as commis-

sioner of the Kansas Department
of Insurance. Also, "I think many
times as state regulators we can
identify with Tom Hanks in 'Cast-
away'...It often seems that we're
by ourselves on some desert is-
land," she said.

"But I think the real movie

theme that strikes a chord with me

is the role Russell Crowe played in
'Gladiator'...I know exactly how
he felt in the middle of that arena,
with his leg chained to the ground

and doors popping open with lions
behind every door," she said.

" Often, the people who are ob-
serving or participating in the pro-
cess are really just curious about
what the outcome is going to be-
they're not terribly engaged in the
process. They're there for the
sport," she added.

State insurance regulators need
to dramatically change the focus
of discussions to emphasize the
positive steps they have made in
recognizing flaws in the state reg-
ulatory process and working to
overcome them, while preserving
consumer protections, she said.

During the past year, the NAIC
has made "absolutely remarkable"
progress in achieving or working
toward financial modernization

goals outlined in its "Statement of
Intent," she said. These include

developing a more market-based
approach to speed insurance prod-
ucts to market, as well as creating
a streamlined and uniform process
for licensing and overseeing insur-
ers and agents.

Supporters of state regulation
agree that there is more work to be
done by regulators.

Boston-based Liberty Mutual
Insurance Co. said in a recent

"white paper" that state insurance
regulators still must strive to elim-
inate the "significant weakness-
es" of the state regulatory sys-
tem-including unnecessary dis-
tinctions and inconsistencies

among states-that reduce pre-
dictability and increase costs. In
addition, the insurer stated, regu-
lators should eliminate outdated

rules and practices that mask the
strengths of a state-based sys-
tem-which Liberty Mutual cited

ar -v- i

as diversity, innovation and re-
sponsiveness-in a modern finan-
cial services environment.

At the meeting, NAIC regulators
themselves acknowledged the
need to scale back a pilot program
designed to help achieve a "na-
tional treatment" approach for
regulating insurers, reportedly due
to a lack of consensus among
states. The subgroup charged with
that project will now focus on
more modest goals, including de-
veloping uniform processes for
company admissions and corpo-
rate changes.

For state insurance regulators to
remain a viable part of the func-
tional regulatory system, some
state insurance departments also
must make a strategic change in
culture "that moves the process
toward greater responsiveness to
and support for the insurance in-
dustry, together with greater ad-
ministrative accountability," ac-
cording to a paper by the Alliance
of American Insurers.

That includes eliminating so-
called "desk drawer riles," which

are regulatory practices not autho-
rized by law, the Alliance Stated.

These and other suggestions for
state regulatory reform were made
in response to increasing calls for
optional federal chartering of in-
surers, which was promoted most
recently by the Washington-based
American Insurance Assn. (BI,
Feb. 19).

However, "if it ever comes, fed-

eral regulation will not be optional
for many companies," because
"few will want to be left holding
the bag in the state guaranty funds
and other residual market mecha-

nisms," said Lenore Marema, vp-
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legal and regulatory affairs for the
Alliance.

"What we still need to do is get
the whole NAIC modernization

agenda out of the NAIC task

forces, out of the NAIC quarterly
meeting schedules and into the
state insurance departments and
into the state legislatures for ac-
tion in real time," she said. m

Comp market sees
signs of firming
By MEG FLETCHER

NASHVILLE, Tenn.-Several

factors, particularly an increase
in business written in workers

compensation residual markets,
signal a firming in the workers
comp marketplace.

"There is definitely a market
tightening," especially in the
residual market, said Peter Bur-
ton, senior division executive-
state relations with the Boca Ra-

ton, Fla.-based National Council

on Compensation Insurance. His
comments were made during a
presentation at the recent spring
quarterly meeting of the Nation-
al Assn. of Insurance Commis-

sioners' Workers' Compensation
Task Force, held March 24-27 in
Nashville.

What remains uncertain is the

extent to which insurers-which

in many states have already in-
creased rates-will try to recoup
their higher costs by raising
rates further or by refusing risk-
prone or inexperienced business.
When such risks can't find cov-

erage in the voluntary market,
they must turn to state residual
markets, which generally charge
a higher premium.

Residual market activity dur-
ing 2000 compared with 1999
shows a 21.6% increase in the

number of business "assign-
ments" to insurers writing such
business, as well as a 112.7% in-
crease in assigned premium, Mr.
Burton said.

In addition, the NCCI is start-

ing to see residual market insur-
ers writing a lot of larger risks,
which Mr. Burton defines as

those paying at least $200,000
annually in premium. The NCCI
is particularly concerned, he
said, because those risks repre-
sent a broad mix of industries,
not just those traditionally con-
sidered to be risk-prone, such as
mining or construction.

Additional evidence of firming
in the workers comp market is
NCCI data indicating that many
states need to take into consider-

ation increases in loss costs in

setting advisory rates. The NCCI
factors the cost of prior losses
into the rate requests it files with
state regulators.

There has been "a notable

shift" over the last few years to-
ward state Slings that reflect the
increases in loss costs, Mr. Bur-
ton said. Most recently, changes
in loss costs ranged from an in-
crease of 10.2% in Vermont to a

decrease of 15.3% in Georgia.
Also, 20 of 30 states had filings
that ranged between an increase
of 4% and a decrease of 4%, he
said.

Some of the loss-cost increases

are due to what the NCCI de-

scribes as "law filings," which
typically stem from legal man-
dates by state or federal law-
makers. Such mandates include

increasing benefits for injured
workers and the fees paid to
medical providers.

In other action at the meeting,
NAIC regulators:

• Changed the site of the
NAIC's summer national meet-

ing to New Orleans from San
Francisco because of a labor dis-

pute at the San Francisco Mar-
riott Hotel. Plans now call for

the meeting to be held at the
New Orleans Marriott on the

same dates, June 9-12.
• Advanced the NAIC's Spe-

cial Purpose Reinsurance Vehi-
cle Model Act. The Insurance

Securitization Working Group
adopted the measure and sent it
on to the Financial Condition

Committee, which received it
and plans to study it further.

The model allows the creation

of an SPRV to facilitate the se-

curitization of one or more ced-

ing insurers' risk within the
boundaries of the United States.

Currently, such vehicles typical-
ly are available only offshore.

Major insurer trade associa-
tions generally support the mea-
sure, but the Reinsurance Assn.

of America opposes the creation
of such vehicles except for use
with catastrophic risks.

• Hosted the first meeting of a
new Consumer Protections

Working Group, which was es-
tablished to focus on consumer

concerns.

"Our ultimate goal with this
new working group is protecting
consumens while keeping insur-
ance companies accountable,"
said NAIC President Kathleen

Sebelius, the insurance commis-
sioner from Kansas.

The group discussed several
matters, including the possible
use of the NAIC's Web site as a

"consumer portal" to provide
both consumer complaint and
insurer financial information.

Working group members are
working on other consumer-fo-
cused projects, including the de-
velopment of a list of the best
consumer guides available on
state insurance departments'
Web sites.

• Recognized the North Car-
olina, Utah and Wyoming insur-
ance departments for successful
implementation of all 11 tech-
nology-based initiatives in the
Uniform Regulation Through
Technology program, formerly
known as State Regulation 2000.

Currently, 26 jurisdictions
have completed these initiatives,
which are designed to stream-
line and strngthen state regula-
tic)n.
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I'm always around. Whether it's a hurricane,

fire or any other catastrophic event, I'm
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understand what it takes to keep them

running when something goes wrong. I

help prepare for storms. I arrange for
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OPINIONS

A proposal worth retiring
L

IKE MANY RECYCLED IDEAS, a proposal by
a group of congressional Democrats to give ear-
ly retirees more health care coverage options

isn't much better the second time around.

As we report on page 1, the proposed measure is
geared to individuals between 55 and 64 who are too
young to be eligible for Medicare but, depending on
their health, may find health coverage too costly in the
personal lines market.

While this proposal is well intentioned, we fear it
could have a host of unintended consequences, not
least of which would be eliminating much of the flexi-
bility that employers now have in offering benefits
voluntarily to early retirees.

The legislation would allow laid-off employees as
young as age 55 to purchase Medicare coverage for a
monthly premium of about $460. Individuals who
choose to retire at age 62 could purchase Medicare
coverage for about $325 a month, plus an additional
small surcharge when they turn 65.

In addition, in cases where an employer has termi-
nated health care coverage for retirees 55 and older,
the employer would have to extend COBRA coverage
to those retirees until they turn 65. The employer could
charge retirees a premium of up to 125% of the group
rate to cover the extra administrative burdens such a

provision would impose. For some early retirees,
though, that could create a 10-year commitment by
their former employers to provide COBRA coverage.

The legislation draws heavily on a proposal first ad-
vanced by the Clinton administration but not acted
upon by Congress. The most significant difference be-
tween that proposal and the latest bill, which was in-

troduced by Sen. John D. Rockefeller IV, D-W.Va.,
and Rep. Fortney Stark, D-Calif., is the proposed tax
credit.

To be sure, the measure would provide some finan-
cial relief to employers with retiree health care plans.
An employer, at least in the case of retirees 62 through
64, could cut costs by terminating its retiree health
care plan and then reimbursing retirees-such as
through higher pension benefits-for at least a portion
of their Medicare premiums. That would be a lot less
costly, in many cases, than paying for those early re-
tirees to be covered under a retiree health care plan.
And retirees, through employer payments and the fed-
eral tax credits, could end up paying less for health
care coverage than they currently do. That is because
regardless of the coverage purchased-Medicare or
COBRA-retirees would be eligible under the propos-
al for a federal tax credit equal to 50% of their premi-
lim costs.

That said, however, would it really be in the public
interest to encourage workers to retire at 62? With life
spans growing, we don't believe it makes much sense
to encourage-through tax breaks-retirement at ear-
lier and earlier ages. We also question whether it
would be a good use of federal tax dollars to subsidize
the health care premiums of those early retirees who,
because of financial wealth, are able to retire early.

We also have questions about how COBRA continu-
ation coverage would be applied.

Sen. Rockefeller justifies.what could be a 10-year
employer commitment to provide COBRA-far longer
than the 18-month duration of typical COBRA cover-
age--as only fair if an employer "reneges" on its com-

6*RAGE

5*u*npos <
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mitment to provide retiree health care coverage. We
don't think-and courts across the country have con-
curred on this point-that an employer is reneging if it
terminates a plan that it not only voluntarily agreed to
provide but also reserved the right to amend or termi-
nate.

By requiring employers that cancel coverage for ear-
ly retirees to offer COBRA coverage for such a poten-
tially lengthy period, the measure could discourage
many employers from choosing to offer such health
coverage in the first place.

Certainly, good health policy dictates that as many
people as possible be covered in group or public plans.
But we believe that this measure, while well inten-

tioned, does not achieve that goal in a way that is cost-
effective.

Business /nsurance creates new look for magazine
T

his week's issue of Business Insurance introduces

several changes in the design and layout of the
magazine to make it easier to read, better orga-

nized and-we hope-more attractive.
One of the main changes you'll notice is an increase in

the size of the type we use.
Another big change is a redesign of page 2 to contain

an expanded index of each issue's contents, as well as
an expanded Updates column. Updates also now en-
compasses the For the Record column.
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PERSPECTIVES

Get used to, and prepare for, power outages
By Charles S. Macaulay

t appears that rolling blackouts and brownouts in

California-and perhaps other states-will be with
us for years to come.

And, as power shortages continue, there also is an
increased risk of first-party and third-party losses for
businesses in affected areas. As a result, risk managers
should make sure their organizations' contingency and
recovery plans are current and as effective as possible.

The primary reason that power shortages are likely to
continue is because there is no immediately available
supply of new power to supplement existing demand,

much less meet the

projected growth in
demand over the next

several years.
While power

conservation efforts may
slightly reduce the extent of
outages in the short term,
they are unlikely to have a
significant long-term effect.
Indeed, it is unreasonable

to expect that overall usage
reductions can be achieved

over a protracted period
with a growing economy

and population base.
New sources of power will take years to come on line.

Even without the environmental and land use

regulations currently in place throughout the Western
United States, it simply takes several years to design and
build a large-scale power generating facility.

There also is a possibility that the outages California
now is experiencing will spread to other Western states
as a result of a federally mandated cap on most
wholesale power pricing. This step by the government
could have the effect of increasing demand, though there
are plans to offset this potential effect with new power
usage legislation that would limit consumption at the
retail level.

As long as the gap between supply and demand
continues, the risk of outages will remain. With this risk
comes an increased potential for casualty and property
losses throughout the region. Several types of losses can
be expected, but there are ways to mitigate the effects of
the outages.

The greatest impact obviously will be business
interruption. While for most office-type facilities, these
impacts will be relatively light-in part because most of
the blackouts are controlled to last only about one
hour-manufacturing facilities are exposed to more
significant losses. These losses may or may not be
insured. A one-hour outage in an office may mean
nothing more than an extended lunch break or early
quitting time for some employees, but it often takes
hours for production operations to recover from a
power outage.

Here are some steps that should be considered by all
organizations that are exposed to blackouts:

• Test the information technology contingency plans
to ensure they are up to date and effective. An effective
test includes actually restoring data from back-up media
to active media.

• Ensure a plant's restart plan is up to date, including
lists of critical personnel and contact information.

• Maintain a good testing program for emergency
power equipment. Generators should be tested weekly,
including the automatic start feature. Generators should
be run under load at least monthly, and a generator's
automatic transfer switch should be included in the load

test. In addition, top off fuel tanks for emergency
generators whenever the level drops below three-
quarters of a tank. Be sure to check emergency lighting
at least quarterly.

• Develop procedures to minimize the impact on a
company's operations when warned by utilities of an
imminent power outage. Most large electric power
consumers are warned at least several hours before an

outage.

The procedures to follow after receiving such
warnings should at least address the following:

+ Facilities that are subject to significant damage to
work in process in a power outage may find it
advantageous to take the precaution of shutting down in
a controlled manner before there is an actual outage.

80' When the power does go out, assign personnel to
shut off the main power switches on all equipment. This
will ensure the equipment is not damaged during power
fluctuations that are likely during the period initially
following power restoration. It will also minimize the
chance of employee injury should equipment start
suddenly, surprising someone nearby.

+ Immediately back up all electronic data.
v Check fuel levels for emergency equipment, such as

generators and fire pumps.

Perspective articles accepted from
commercial insurance, benefits experts
B usiness Insurance accepts articles fromexperts in commercial insurance, risk

management and employee benefits
management for publication in its Perspectives
section.

The section is intended to be a forum for readers'

opinions and a forum for the discussion of technical
topics that do not lend themselves to a news story.
Therefore, Perspectives articles should take a point
of view, offer advice and/or explain a technical
subject. They should not present case studies or
promotional information.

All articles for the Perspectives page should
address the concerns of the corporate buyer of
insurance; i.e., the risk manager or employee
benefits manager. Material written for only the
concerns of brokers or underwriters is not

appropriate.
Anyone interested in submitting an article for the

Perspective section should:
• Send us a letter describing the topic you would

like to address. You might want to suggest
alternative topics.

• For each topic, briefly describe what you want
to say and accomplish in the article.

• You will receive from us an acceptance or
declination of your article idea.

• If accepted, we will respond with comments and
request the full article, which generally should be
1,200 to 1,500 words in length.

• All articles are to be accompanied by a black-
and-white photograph of the author and a brief
biography.

• We will notify you of any questions we have
about your article or any substantial editing we
think is necessary.

All authors must assign the copyright on the
article to Business Insurance.

Because of the volume of Perspective submissions
we receive, we cannot guarantee a date on which an
article will appear. For the same reason, we will not
run more than one article in a calendar year from
the same author.

To submit a Perspective article query or for more
information, send a note to biweb@crain. com, or call
312-649-5398. m

+ Check air-pressure levels in dry pipe fire sprinkler
systems to prevent false trips during the outage. There is
a potential risk, for example, that dry pipe sprinklers
could be triggered in the event of a fire if they don't
have compressor power for a couple of hours.

+ Consider whether to send employees home for the
day. Having employees wandering around in a darkened
facility could result in avoidable injuries.

* Review security precautions. Test the electronic
access system on back-up power-if provided-to
ensure it will work properly in a power outage. Could
critical security breaches result if the system is out of
service? Can personnel be trapped in secure areas during
an outage? Some older systems are designed to fail
"shut."

Power outages during summer months-when
demand and the risk of shortages are at their peak-can
result in overheating of sensitive equipment if emergency
cooling is not available. This is especially true of
equipment that must be heated to function properly.
When it is shut down normally, a cooling circuit
continues to operate to prevent a build-up of residual
heat. Special considerations may be appropriate to
provide emergency cooling for these machines.

While power outages now last approximately one
hour, consideration should be given to the possible
effects of much longer outages in the future. Issues to be
considered in the event of longer outages include:

4 Procurement of more emergency generating
capability.

,•0 Fuel supplies for emergency generators.
4 Alternative operating hours, such as transferring

maintenance to day shifts and peak production to
graveyard shifts.

,•0 Transferring critical functions to facilities outside
the area.

+ Mirroring/duplicating critical functions at widely
separatec facilities.

These actions will not be appropriate at all facilities,
and addi:ional precautions not mentioned may be
prudent. It is clear that those who don't consider the
long-term ramifications of repeated power outages in
the Western United States over the next several years
will probably experience avoidable losses.

Charles S. Macaulay is the managing consultant for the
West Region of North America for Global Risk Consultants
in Issaquab, Wash.

Commentaries
available online
at B/% Web site
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Winston and Kathryn Mcintyre, as well as Myron
Picoult's Ticker column.
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Plan boost quallty, Mr Benton said does for an employer-sponsored
With a widespread defined plan But Mr Benton said that

contribution system, though, while the current tax system
Managed care's

Continued from page 3 there would be lots of competi- does not promote switching, con-
customize the health plan, such tion among plans, Mr Montreuil version is still economically fea-
as adding coverage for so-called said Such a system would result sible under current tax laws value debated
lifestyle drugs or alternative in "a consumer that has competi- What may prove more impor-
medical care Furthermore, the tion for his health care dollars, tant than the current tax code, By MICHAEL PRINCE prefers a nationalized health care

plan should make an employee and competition w111 dmve quall- however, is the potential hability system that would cover every-

financially accountable for his or ty," he said that may be created by the en- ATLANTA-Two health care one, such as the system used m
her health care, leading to the In addition, health plans would actment of a patients' bill of experts offered sharply divergent Canada But, he said, such a sys-
adoption of healthier habits have to make themselves stand rights, Mr Montreuil said If a views of the value of managed tem would require a greater level

"There is the opportunity to out from the crowd, Mr Mon- new law imposes liability on em- health care during a lively ses- of government funding than cur-
reinvigorate the debate around treull said One way to do so, he ployers, it could spur employers mon of the National Managed rently exists in Canada He con-
health behavior," Mr Benton said, would be to offer higher- to adopt a defined contribution Health Care Congress last month tended that many of the prob-
said quality care system, he said lems with the Canadian system,

Despite their advantages, Other barners also exist It is Yet another problem with a de- such as long waits to see

though, not many employers wlll widely believed that employees fined contribution system is that The providers or have tests conduct-

soon switch to defined contribu- would be reluctant to switch to a plan that offers quality care for Nationa ed, result from sharp funding

tion health care plans, said defined contribution health a particular illness may dispro- Managed cuts made by the Canadian gov-

Charles Montreull, vp of corpo- plans But Mr Benton noted that portionately attract patients Health Care ernment He added that in the

rate human resources for Carlson a recent survey by his company with that illness This may flood Umted States, the wealthy pay a

Cos Inc in Minneapolls shows that employees may be that plan with sick patients To smaller percentage of their in-

Employees have come to view more wilhng to change than had avoid this problem, Mr Mon- i4H CC come for health care than do the

health care as an entitlement previously been thought treull recommends that patients poor-a disparity that a Canadi-

provided by employers, not as a An employee's openness to in poorer-than-average health an-style system would correct

valued and optional benefit, Mr change depends on his or her receive risk-adlusted health care Managed care's record is not Dr Himmelstein was quick to
Montreuil said "We, as an em- current level of satisfaction, the premiums from their employers one that should make health pomt out, however, that he's stlll
ployer, get absolutely no credit survey found An employee who That way, health plans whose plans proud, said Dr David open to a system that does not in-
with employees for providing is satisfied with his or her cur- patients tend to require more Himmelstein, professor of volve the government "I have no
health care coverage," he said rent health care plan is less hkely care will also receive more mon- medicine at Harvard Medical love of government-it's just the

And with continuing tight la- to accept a defmed contribution ey to treat them, he said School in Cambridge, Mass The alternatives I hke less," he said
bor markets, employers are dis- plan Conversely, an individual Mr Benton anticipates that, in number of umnsured individuals
couraged from passing rising who is unhappy with the current three to five years, many em- is at its highest level m 30 years
health care costs on to their em- system wnll more readily agree to ployers will have switched to and has continued to nse dunng Managed care has
ployees And employees become a change, Mr Benton said some sort of a defined contribu- the past decade, despite the
upset when their employers Any conversion will require a tion system booming economy, Dr Himmel- put on the national
switch health plans, which often significant education effort on While Mr Montreuil would stein noted Health care costs are
forces workers to change doe- the part of the employer, in the make no forecasts about conver- also increasing, and there is a agenda' mat resoures
tors same way that education was sions to the new system, he did surplus of medical resources,

One obstacle to the Increased needed when employees were say that once a few employers Including an excess number of me limited.'
adoption of defined contribution switched to defined contribution make the switch, many others doctors and hospital beds, he
plans is concern about their po- pension plans that are now reluctant will said

- Dr. David Nash

tential to improve the quality of Still another barrier is the cur- quickly follow suit "We have done a poor job of Thomas Je#erson
health care Currently, with httle rent tax system, which does not Sally Whitney, managing edi- matching those resources to Universit)/ Hospital
competition among health plans, provide the same tax benefits for tor of Best's Review in Oldwick, needs," Dr Hinimelstem told at-
there is not much incentive to a defined contribution plan as it NJ, moderated the session m tendees at the NMHCC in At-

lanta

Cost tops list of concerns
In addition, he said, the num- On the other hand, managed

ber of administrators with man- care has not done such a bad job,
aged care companies is growing counters Dr David Nash, profes-
sx times faster than the number sor of health policy at Thomas

for U.S. health care syste m of doctors Jefferson University Hospital in
Dr Himmelstein said that Philadelphia

studies have found that although Managed care has made a com-
managed care provides good care mitment to measure clinical

By MICHAEL PRINCE health care, Mr Reinhardt said panies " to health plan members who are quality and hold physicians ac-
For example, he said, in Canada, Mr Reinhardt described three generally healthy, sick patients countable for the care they pro-

ATLANTA-The U S health health care is regarded as a so- principles that he said govern generally get better care in fee- vide, he said
care system faces a number of cial good to be made available to health care around the world for-service plans In addition, "It's certainly not perfect, but
crises that must be addressed in all people First, everyone complains about managed care orgamzations seek we have seen the growth of a sys-
the near future, three health the health care system in his or out healthy patients and try to tem to promote quality that we
care experts say The her country Second, these com- squeeze out sicker members, he had not seen before," he said

While all three generally agree Nationa plaints lead to health care re- said In addition, managed care has

on what the problems are, they Managed form Third, he said, such re- The past decade has also seen a changed the debate over health
differ about how to fix them Health Care form will always fall sharp movement away from non- care by introducing the notion

Uwe Remhardt, a professor of Con es Nevertheless, Mr. Reinhardt profit managed care organiza- that health care resources are
economics at Princeton Univer- recommended that some imme- tions toward for-profit, publicly limited " Managed care has put
sity in Princeton, NJ, said that NHCC diate improvements be made m held companies He added that on the national agenda that we
three crises afflict the U S the current U S system by using for-profit organizations, despite cannot do everything for every-
health care system The first is a portion of the federal budget generally providing worse care one all the time," he said
the return of sharp cost mcreas- Another approach, commonly surplus to cover those who are than nonprofits, "are coming to Dr Nash also maintains that
es found in Europe, holds that now uninsured, simultaneously, dominate the market managed care has promoted pub-

Second, Mr Reinhardt said, a while health care is a social he said, the government should Furthermore, Dr Himmelstein llc health, created the disease-
huge sector of the U S popula- good, individuals have the op- require every individual to pur- said, managed care plans are not management industry and
tion-perhaps 42 million peo- tion to purchase their own care, chase at least a basic package of lean orgamzations Managed helped encourage preventive
ple-lack any health care cover- which, presumably, would be of health insurance Furthermore, care companies, he explained, care
age whatsoever And the prob- higher quality he said, the government should consume about 20% of their pre- In addition, Dr Nash dis-
lem of the uninsured, he said, The approach in the United spend at least an additional $1 miums in administrative costs missed Dr Himmelstein's call for
has not improved with the States regards health care as a billion on medical research to and profits In contrast, in the a nationalized health care sys-
strong economy service like any other that lS determine which medical treat- Medicare system, that figure lS tem, calling such an approach

A booming economy is no available for private consump- ments produce the best out- closer to 2%, he said contrary to the nature of Ameri-,

cure to the uninsured," Mr tion, that perspective assumes comes Dr Himmelstem favors a shift cans, who prefer choice to a sin-
Reinhardt told attendees at the that the rich will be able to af- Dr David Eddy, senior advis- to another approach to health gle system
National Managed Health Care ford more and better care than er for health policy and manage- care m the Umted States "There The two doctors were able to
Congress last month in Atlanta the poor, Mr Reinhardt said ment at Kaiser Permanente in are better alternatives," he said reach cornmon ground on one

The third crisis, he said, is the Mr Reinhardt said that much Aspen, Colo, said that three He noted that surveys support item Both acknowledged that
lack of quality and the large of the entlelsm dlrected at man- main problems plague the U S his view, showing a growing dis- the U S system is full of waste
amount of waste in the health aged care in recent years has health care system cost, quality enchantment with managed care that must be eliminated "There
care systenn been unwarranted and access on the part of patients and physi- lS no evidence that the USis

Mr Reinhardt said the crisis Current health care spending Dr Eddy said that problems in cians alike "The popularity of more efficient than any other
could be attributed to the lack is $350 billion less than was pro- regard to costs have developed our system has gone through the country," Dr Hiinmelstein said
of a guiding social ethic in the lected a few years ago, he said because patients want medical floor," he said "On that we can agree," Dr

United States concermng health Those savings stem from the services but want someone else "We are headed to health care Nash replied
care ability of managed care to save to pay for them "Everyone reform by a system that is dys- Ian Morrison, an author and

A society can adopt any of a money, he said, yet "no one wants to have their cake and eat functional," he added speaker on health care topics,

number of perspectives on thanked the managed care com- See COSt on page 14 Dr Himmelstein said he moderated the discussion m
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Cost lem of some bad-apple physi- age care," he said costs, she said Instead, they typ- "Of course it's about money,"
clans," he said As a first step, Dr Eddy pro- ically say that they are not medi- Ms Morreim said

The first step toward a solution posed publicizing the message cally necessary The solution, she said, is to re-
Contenued from page 12 of all these problems, Dr Eddy "that it's important to take cost "We're not willing to say it's move medical-necessity lan-
it too," he said said, is determination "First, we into account when making medi- great but it's not worth the mon- guage from health plan con-

For this, Dr Eddy said, blame need to decide that we want to cal decisions " Such a message, ey," Ms Morreim said tracts In its place, health plans
falls on all participants in the solve the problem," he said he said, would Inform the public Many people beheve that mon- should delineate exactly which
health care system-patients, Costs must be held in check so that cost iS part of the U S ey is no oblect when it comes to treatments are covered Then,
employers, health plans and even that they increase only at the health care system health care, consequently, when she said, the contract language
healthy people But he reserves same rate as overall inflation, he A drfferent concern was voiced coverage for a treatment lS de- would be "if you buy this health
his most severe rebuke for phym- said Also, everyone has to accept by E Haavi Morrelm, a professor nied, they tend to believe that plan, here is what you get "
cians and politicians While the that health care resources have of ethics at the University of the denial must be for reasons The session was moderated by
other groups are merely being limits Furthermore, he said, Tennessee College of Medicine in other than cost But when some- Barry Scheur, president of the
selfish, Dr Eddy said, physicians clinical waste has to be cut Memphis, Tenn She said that a one says it's not about the mon- Scheur Management Group Inc
and politicians bear special re- As for quality, Dr Eddy said, major problem with the health ey, that's a ruse, she said of Newton, Mass

sponsibility for the health care better research iS needed that care system is the current ar-
system Doctors could take cost lies clinical decisions to out- rangement between health plans I
into account when they make comes, and clinical care has to be and patients
medical decisions, but they more effectively managed Health plans have promised NMHCC draws 7,500
don't, he said He acknowledged that, under patients they will receive what-

Dr Eddy also places much of such a plan, physicians would ever care is
44

medically neces- ATLANTA-More hibitors and nearly
The

the blame for low-quality medi- have to give up some autonomy, sary," Ms Morreim said As a re- than 7,500 attendees 100
National

educational

cal treatment on physicians but that's preferable to the cur- sult, she said, patients have come and exhibitors Jour- Man. ged sessions Next

We, as a profession, don't know rent system in which doctors are to believe that all care will be neyed to Atlanta for Hea fh Care year's conferenceCon ss
what we're dorng," he said allowed to do whatever they covered by their health plans the 13th annual Na-

Too often, he said, doctors do want "They expect the sun, the tional Managed
NKIHCC will be held April

15 through 17 in
the wrong things or they do the Dr Eddy said managed care moon and the stars," Ms Mor- Health Care Baltimore

right things in the wrong ways companies should be given more reim said 1 Congress For more infor- 1

And the problem is prevalent authority to raise quality and In reality, health plans don't i This year's conference fea- mation, call the NMHCC at
throughout the profession, he rein in costs tell patients that treatments are 1 tured more than 400 ex- 888-882-2500
said "It's not just a small prob- "Let managed care really man- not covered because of their - --1- - -Ill.I

First draft possible in six months

Data standard seen Kelly takes post at Willis
William J. Kelly has Joined

By DAVE LENCKUS lows those who want to exchange Willis North America Inc as COMINGS & GOINGS: BUYERS
Web-based data over the Internet executive vp and practice lead-

CHICAGO-Recent agreements to tag data and define it in specific er of financial institutions Mr Mr Mandel will oversee all surance, claims, loss prevention,

reached by the Risk & Insurance ways Kelly wlll be responsible for de- property/casualty and opera- health and safety compliance
Management Society Inc, a stan- At year-end 2000, the effort by veloping business with finan- tional nsks for the financial ser- and environmental conserva-
dards-making organization and RIMS, ACORD, the Insurance cial services entities for the bro- vices company He reports to tion
insurance industry officials have Data Management Assn and the kerage from his New York base Joe Robles, executive vp and He reports to Bruce McKin-
accelerated the development of a Insurance Services Office Inc had Mr Kelly left J P Morgan & chief financial officer ney, treasurer of Kansas City,
risk management data standard, resulted in a draft standard for Co late last year after its acqui- Mr Mandel has assumed the Mo -based Hallmark
according to risk management of- how Ilsk managers seekmg pollcy sition by Chase Manhattan newly created position after Mr DiGiacinto lomed Hall-
ficials involved in the project quotes would submit information Corp He spent 15 years at the serving as director-global risk mark in 1993 as an environ-

As a result of the agreements, about their exposures to msurers investment bank and estab- management at Tricon Global mental issues administrator and
reached late last month, the insur- over the Internet lished himself as a leading fig- Restaurants Inc in Louisville, has held positions that include
ance and financial Industry stan- At a meeting of 38 representa- ure in risk management (BI, Ky His replacement at Tricon senior environmental, health

* dards developer tives from those groups in Chicago Dec 18, 2000) He held the posi- has not been announced and safety admimstrator, prin-
,#a/ may have the March 27-28, risk managers tion of managing director at the Mr Mandel earned a bachelor cipal rtsk control administrator,

first draft of a agreed to accept ACORD's east- time of of science degree in business and risk control services man-

Vmextensible ly trickier loss-run standard, ac-

standard ing first-notice-of-loss XlVIL data his resig- admims- ager
for trans- stream standard and move on to nation tration e He earned a bachelor of sci-

I -

mitting an the more important and potential- Mr from Vir- ence degree in chemistry from
Kelly's ginia Tech 1 the Umversity of Nebraska and

markup cording to Ms Morrell, the risk responsi- in Blacks- | a master in business adminis-

language-or management information systems bilities at burg, Va, 1 ' 111,1, f tration degree from the Umver-
XML-data administrator at Atlanta-based J P Mor- and a mas- 1 \ *.14 , A I sity of Kansas
stream for Southern Co, an electric utillty gan in- ter of bum- Mr DiGiacmto is a registered

monthly loss runs holding company cluded ness ad- \ environmental engineer
over the Internet To that end, the group agreed to global Inlmstra- ***

within six months, largely adopt a data dictionary risk and tion de-
Mr. Kelly Alison Gregg has been named

said El»zabeth M Morrell, who that the IDMA has written and to Insurance gree from executive director of human re-

chairs the Data Standard Task incorporate the XML tags that management with respect to all George Mr. Mandel sources at HNC Insurance Solu-

Force of the RIMS Technology ACORD has developed for that corporate property/casualty ex- Mason tions, an Irvme, Callf -based di-

Advisory Council subcommittee data The dictionary provides a posures, as well as $8 bilhon m Umversity in Fairfax, Va vision of HNC Software Inc

The subcomrmttee put the data standard data definition that all real estate investment assets He holds the Chartered Prop- Ms Gregg replaces Marlene
standard development project on risk managers, brokers, TPAs and and all trust and estate assets erty Casualty Underwriter, As- Maher, who was promoted to
the fast track last year by bringing insurers would use in developing He has held a number of m- sociate in Risk Management senior vp of human resources
in the standards developer, the and exchanging various insurance dustry leadership positions, in- and Associate in Claims desig- for HNC Software
Assn for Cooperative Operations and loss reports cluding chairman of the Inter- nations Mr Mandel serves as In her new position, Ms
Research & Development of Pearl In addition, the group agreed to national Federation of Risk & vp, member and chapter ser- Gregg lS responsible for HNC
River, N Y (BI, Dec 4,2000) harmomze dictionary definitions Insurance Management Assns vices, on the executive council Insurance Solutions' recruiting,

The lack of a claims data stan- that are inconsistent with several and president of the Risk & In- of the Risk & Insurance Man- retent:ion, employee relations
dard presents many problems for other sources Those sources in- surance Management Society agement Society Inc and other hunnan resources

Ask managers Insurers and third- clude some data defimtions that Inc He also has served as a di- He has been nominated to functions

party administrators define data risk managers developed at the rector of the Spencer Educa- serve as first vp of RIMS, the She reports to Sean Downs,
In various ways in their propri- meeting and a RIMS glossary of tional Foundation and chair- traditional steppingstone to the president of the parent compa-
etary claims-handling systems As nsk management terms man of the American Bankers society's presidency ny

a result, rlsk managers face a dif- " Considerable progress was Assn 's Insurance committee *** Before joining HNC, Ms
ficult, time-consuming and ex- made explonng the semantics and He holds a bachelor of arts Steve DiGiacinto has been Gregg was vp of human re-
pensive task of converting sup- definitional bamers that mlght degree in English hterature promoted to director-nsk man- sources at Embion Inc in
posedly identical data elements otherwise separate the parties," from Fordham College and a agement services at Hallmark Irvine
that they receive from various said Christopher Mandel, RIMS master of business administra- Cards Inc Ms Gregg has a bachelor of
claims-handhng sources Into data vp-member and chapter services tion degree from Fordham Unt- Mr DiGiacinto replaces arts degree m psychology from
that truly match up on an apples- and assistant vp-enterprise risk versity Graduate School of Richard Heydinger, who retired the University of Redlands and
to-apples basis management at USAA Group in Business at the end of last year a master's degree in counseling

A data standard that is avail- San Antonio *** In hls new role, Mr DiGiacin- psychology from Loyola Mary-
able in the XML format would A draft loss-run standard would Christopher E. Mandel has to will be responsible for the mount Umversity She holds a
both eliminate those headaches be developed for one or two lmes joined USAA Group in San An- corporate rlsk management ser- certificate m business manage-
for risk managers and facilitate of coverage initially, but loss-run tonio as assistant vp-enterpnse vices team that works with op- ment from the Umversity of
the transmission of the data over standards for other lmes would risk management eratmg unit management on in- Callfornia at Los Angeles
the Internet The XML format al- follow, Ms Morrell said m
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The Polish state treasury has granted
approval for pan-European financial
group Eureko to take contml of Polish in-
surer PZU. The tleasury announced that
Eureko would increase its stake in War-

saw-based PZU to 51% from 30% during
a public offering expected to take place
this year.-.Sydney, Australia-based QBE
Insurance Group has announced a man-
agement restructuring for its European
operations. Under the change, Paul Glen,
currently deputy general manager of Eu-
ropean operations, will become general
manager of the group's European opera-
tions. This move will bring all of QBE's
European operations under Mr. Glen's di-
rection, except for the group's Lloyd's op-
eration, which will continue to be man-

aged by Steven Burns....New York-based
Ambac Financial Group Inc. has appoint-
ed Nancy Fox to head the group's new of-
fice in Sydney, Australia. Ms. Fox was
previously managing director and head of
asset securitization in the structured fi-

nance division of Dutch bank ABN

AMRO in Sydney. In her new role, Ms.
Fox will report to Douglas Renfield-
Miller, managing director of Amback op-
erations in Asia, Australia and the emeq-
ing markets....The Salvage Assn., the
London-based marine casualty surveying
organization, has been purchased by Mid-
dlesex, England-based British Maritime
Technology Ltd. BMT is a technology
consultant that specializes in design, de-
sign support and risk manage-
ment....Moodis Investors Service Ltd. in

London has downgraded the perfor-
mance rating of Lloyd's of london syndi-
cate 227, managed by St. Paul Syndicate
Management Ltd., to B- below-average
from B average. Moody's said the down-
grade was based on the short-term out-
look for the non-marine property-casual-
ty syndicate, which recently announced
that it ecpected to post a loss for the 2000
year of account. ...Moody's has placed its
B+ above-average performance rating of
Lloyd's of London syndicate 1009, man-
aged by Markel Syndicate Management
Ltd., under review for a possible down-
grade. The move follows the announce-
ment that the energy and aviation syndi-
cate's underwriter, David Hope, has re-
signed....Moody's has assigned an Al in-
surance financial strength rating to
Tokyo-based Aioi Insurance Co. Ltd., the
product of the merger earlier this month
of Dai-Tokyo Fire & Marine Insurance
Co. Ltd. and Chiyoda Fire & Marine In-
surance Co. Ltd. Moody's said the rating
action reflected the improved competitive
position of the company, which now has a
12% share of the Japanese
market....Moody's has also assigned an
Al rating to another recently merged
Japanese insurer. Nipponkoa Insurance
Co. Ltd was created by the April 1 merg-
er of Nippon Fire & Marine Bsurance Co.
and Koa Fire & Marine Insurance Co.

Moody's said the rating action reflected
the company's "more defensible market
position."...Daniel Schante has been ap-
pointed secretary general and chief exec-
utive of the Comite Europeen des Assur-
ances. Mr. Schante was formerly a board
member of Winterthur Europe and senior
adviser to the chief executive officer of

Winterthur Swiss Insurance Co. in

Switzerland....Standard & Poor's Corp.
has ffirmed its AAA rating of Munich
Reinsurance Co. S&P said the rating af-
firmation was made in response to Mu-
nich Re's April 1 announcement that it
will continue to sell off its shareholding in
Allianz AG. Holding. By the end of 2003,
Allianz and Munich Re's cross-holdings
will have been reduced to about 20%,

S&P said (see related story).
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Bank deal would boost Allianz in Germany
MUNICH, Germany-Allianz A.G.

Holding is on its way to becoming Ger-
many's first bancassurance group and
the world's fourth-largest insurance
group, following the agreement of Dresd-
ner Bank A.G. late last month to a 23.4

billion euro ($20.9 billion) takeover.
In an April 1 statement, Munich, Ger-

many-based Allianz said the new entity
would concentrate "on the three core

business activities of insurance, asset
management and banking."

With its combined sales and consulting
capacities and expansive product range,
the new group also expects to participate
in the anticipated high growth rates in
German private and corporate pensions,
the Allianz statement said.

According to the statement, Allianz has

approximately 2 million corporate cus-
tomers, while Dresdner Bank has about
165,000 corporate clients.

Allianz @
Allianz's offer is worth 53.13 euros

($47.48) per share of Dresdner, repre-
senting a 15% increase over the bank's
closing share price of 45.99 euros ($41.10)
on March 27, the day before the proposed
takeover was first reported.

Allianz already holds 21.4% of Dresd-
ner's shares, and Dresdner has a 10%

Claims may face fund shortfall

Asset adequacy
in question at HIH
By DAMIEN TOMLINSON

and KATE TILLEY

SYDNEY, Australia-The

provisional liquidator who has
taken charge of the financial
affairs of HIH Insurance Ltd.

SURANCE-

says it will be at least nine
months before there is any dis-
tribution of assets.

The liquidation covers Syd-
ney, Australia-based HIH and
17 of its subsidiaries, including
FAI Insurances Ltd., World
Marine & General Ltd., and
CIC Insurance Ltd., all based in

Sydney.

"There is a very real possibil-
ity, in relation to some classes
of insurance for which the H[H

Group is responsible, there will
not be sufficient available

funds to meet the full amount,

or even a significant portion, of
any claim that may be made,"
said Tony MeGrath, corporate
recovery partner with the Syd-
ney-based liquidator KPMG
Australia.

Reinsurers would not com-

ment on their potential liabili-
ties. Bruce Ford, senior vp of
Sydney-based St. Paul Re, a
unit of the St. Paul Cos. Inc. of

St. Paul, Minn., said his com-

pany had reinsured some HIH
treaties. Mr. Ford would not

comment on the possibility of
the liquidator seeking funds
from reinsurers, saying that

see Hill on next page

Lloyd's agency
Beazley Furlonge
undergoes MBO

By SARAH VEYSEY

LONDON-Lloyd's of London managing agency Beazley
Furlonge Ltd. has been purchased by its management.

Under the new structure, the directors and staff of Beazley
nowown 100% of the Lloyd's managing agency, while a variety
of sources will continue to provide capacity for syndicate 623,

the group announced last
week.

LLOYD'S dicate's underwriter and
Andrew Beazley, the syn-

one of its founders, ex-

plained that the group opted
for the buyout after its

strategic partner hesitated to boost the syndicate's risk capital.
He declined to identify the partner.

Syndicate 623, a composite, or multiline, syndicate, has a
2061 underwriting capacity of £216 million ($322.5 million),
and Mr. Beazley said the syndicate intends to increase its ca-
pacity for 2002.

In 1997, Beazley Furlonge joined forces with a strategic part-
ner that was granted a 49% share in the managing agency on
the condition that the partner contribute risk capital to the

See Beazley on net page

stake in Allianz.

The deal is also linked to Allianz's ac-

quisition of Munich Reinsurance Co.'s
40.6% stake in Allianz Lebensver-

sicherungs A.G., Allianz's main German
life insurance unit. Munich Re will ac-

quire from Allianz and Dresdner Bank
all of their shares in HypoVereinsbank
Group next year.

Allianz Chairman Henning Schulte-
Noelle said: "By reducing cross-holdings,
Allianz and Munich Re are laying the
foundation for a crucial realignment of
the structures within the German finan-

cial services sector. This entails strength-
ening the competitive position of the
companies and, thus, Germany's position
as a financial center."

-By Edwin Unsworth

A recent conference in Dublin on changes in risk manage-
ment attracted attendees from around the world.

E-commerce

risks abound

for companies
By SARAH VEYSEY

DUBLIN, Ireland-The
Internet and e-commerce

are Still a "work in

progress," said Joe Wojdu-
la, manager of corporate
insurance at Motorola Inc.

in Chicago. But the risks
faced by a company with
an Internet presence are
manifold.

"Ninety percent of large
corporations and govern-
ment agencies reported
(Internet) security breach-
es in 2000," Mr. Wojdula
said. Such breaches can

lead to a loss of data in-

tegrity, sabotage, intellec-
tual property damage, rep-
utational risk, denial of

service, confidentiality
problems, extortion, libel
and slander, data avail-

ability litigation, copyright
violation and financial

loss, Mr. Woj(lula said.
"Even Microsoft lost

(some) core source code to

hackers," he pointed out,
speaking at the "New
World, Old World: Risks

Have Changed" confer-
ence, held last nnonth

Dublin, Ireland.

"Managing e-risk is part-
ly about people's percep-
tion of where risks are go-
ing to be," said Andrew
Horrocks, a partner in the
professional litigation and
commercial litigation team
at the London-based law

firm of Barlow Lyde &
Gilbert. Mr. Horrocks out-

lined several liability risks
faced by any company with
a Web presence.

Mr. Horrocks pointed out
that, when doing business
online, a company may be
entering into transactions
with other organizations
with which it has no track

record. This can create

contractual risks involving
the terms and conditions of

the deal, as well as its legal
jurisdiction, Mr. Horrocks
said. Companies "need to
try to take control of this
process," he said.

Doing business online
also involves regulatory

See Internet on page 17
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HIH 1VIr Ford warned that some could about other classes of business are director of NRMA, said the cash kers to use the full 90-day maxi-
be hit witn lawsuits "If a clever known component had been reduced to mum perlod allowed for passmg
plaintdf attorney knows the per- Sydney-based QBE Insurance $90 milhon Australian ($43 1 mil- on premium to attempt to deter-

Contmued frompremouspage son they are gomg to act agamst 15 Group Ltd has abandoned a joint hon) NRMA would assume re- mine whether coverage would be
relnsurers were awaiting a meet- msured by HIH, they wlll not take venture announced with HIH on sponsibihty for claims under HIH provided
ing with Mr MeGrath and repre- action until a solvent msurer is policies meurred on or after March David Kearney, a partner m m-
sentatives of the regulator, the found," he said 15 m the total of four states and surance and financial services at

Austrahan Prudential Regulatory Mr Ford said that while insur- temtories in Australia in which the Sydney-based law hrm of
Authority ers were marketing new policies at "Itmay take two Insurers can underwnte workers Philhps Fox, warned brokers and

The meeting was held in Sydney rates higher than HIH had compensation HIH would assign pohcyholders to check for pollcieson March 30, but served only to charged, the markup would yems before the/inat all unpaid premium and premiums in which H[H may have had a per-
discuss the hquidator's course of "hardly" cove potential claims
Investigation mto HIH. Ross Mld- Mr. McGrath said policyholders position of HIH's unse- payable after March 15 to NRMA centage of coverage, because hold-

But Mr Dodd said NRMA would ers of such policies may be left ex-
dleton, the Sydney-based Aus- with corporate coverages that in- cuied crediors can be not assume hability for casting posed in the event of claims
tralian agent for several remsur- clude profesmonal Indemnity di- claims or claims Incurred before Mr. Kearney said poheyholders
ers, mcludmg Hannover Ruckver- rectors and officers; public and established. March 15. Those would be dealt might not be aware that HIH is a
sich-erungs AG, Le Mans Re, products hability, marine, group with by the hquidator, he said. comsurer on their policies. "In ex-
NRG London Remsurance Co. salary continuance, and property - Ruth McColl HIH's domestic insurance poll- isting contracts, it may not be ob-
Ltd., NRG Victory Australia Ltd, and special nsks--such as lewel- cies wlll be covered by Sydney- vious that HIH is comsuring a

NSW Bar Assn.and Swiss Re Italia SPA, said no ers' block, group personal acci- based Alhanz Australla Insurance risk," he said Other coinsurers are
indication of likely Increased ex- » dent, contmgencies, trade credit Group, which bought HIH's retail
posures for reinsurers was dis- and builders' warranty-should

"highly unlikely" to take on the
operations last year rest of the risk themselves, Mr

cussed seek altematve coverage March 6, mne days before HIH's Alhanz is also covermg small Kearney said
"This isa disappointingissuefor He said that some lines, such as collapse The deal was, effectively, business, rural and small commer- The Australian Prudential Reg-

all mvolved, but lt lS something personal, domestic and sometrav- a purchase of HIH's corporate m- cial policies, mcludmg for those ulation Authority has been criti-
that we Just have to deal with," el pohcies, would be covered un- surance hnes in exchange for a for motor fleets of fewer than 150 clzed by insurance brokers and
Mr. Middleton said. der deals entered mtc by HIH be- 40% stake m a new company, vehicles, property with assets up risk managens for not acting soon-

While msurers have been offer- fore it went into hquidation QBE Corporate Insurance Ltd to $20 milhon Austrahan ($96 er to take control of the company
1ng to replace H[H coverages upon A spokesman for KPMG said it The new company was to have milhon), publle and products ha- (BI, March 26) But APRA has de-
payment of additional premium, could be 12 months before details written the Australlan and New bility pollcies for companies with fended its actions in the leadup to

Zealand corporate lines for QBE less than $5 milhon Australlan HIH's collapse
and HIH ($24 million) m revenues and Graeme Thompson, the CEO of

Beazley purchasers, management decided Frank O'Halloran, QBE Insur- small manne pollcies APRA, said, "It is a big step for a
on a buyout ance Group Ltd managmg diree- HIH was a major player m the prudential supervisor to appomt

Under the new structure, syndi- tor and chief executive officer, professional indemnity market, an mspector to a public company,
Contznued from preutous page cate capacity wl-1 continue to said that QBE would underwrite and insurance brokers are scram- and it needs to have solld grounds
group, Mr Beazley said come from traditional names, cor- all corporate and travel insurance bling to place alternative cover- to take such a step

But as Beazley Furlonge upped porate names and Beazley's capi- for H[H poheyholders m Australia age Some professional associa- "In APRA's judgment, it did not
syndicate capacity to take advan- tal investment vehicles, Beazley and New Zealand and all profes- tions have had difficulty placing have those grounds untll very re-
tage of the upturn m the msurance Dedicated and Beazley Dedicated sional hability lines for HIH Asia their risks, though cently," Mr Thompson said
cycle, it became clear that the n pohcyholders Pollcyholders The Sydney-based New South APRA appointed an Inspector to
strategic partner would be unwill- "Our structure is almost unique would be required to pay addi- Wales Bar Assn, which represents investigate HIH only hours before
ing to increase risk capital, he m the current Lloyd's market, and tional premium for the coverage New South Wales attorneys, has the company went to the New
said it is our strongly neld behef that Sydney-based NRMA Insurance met the hquidator to determine South Wales Supreme Court to

The strategic partner agreed this unll ensure we are able to re- Group Ltd had announced March whether outstanding claims seek the appomtment of a hquida-
amicably to sphtting with Beazley tain and attract underwnting tal- 14, a day before the hquidator was agamst attorneys with HIH m- tor
Furlonge and rehnquishing its ent to helf expand Beazley and appomted, that it would take over demnity coverage wlll be honored Con Abbott, an msurance spe-
stake in the managing agency, he secure our future as a fleable and HIH's workers compensation bum- But Ruth McColl, president of ciallst with the Sydney-based In-
said profitable underwriter-driven ness the NSW Bar Assn, said the meet- stitute of Chartered Accountants

Beazley Furlonge examined business," Mr Beazley said NRMA and HIH onginally ing "provided httle comfort" for of Australia, one of the profession-
other options, including sellmg "The mdependent structure also agreed to a purchase pnce of $130 attorneys with outstanding claims al bodies seeking alternative cov-
the managing agency or attractmg enhances our abihty to dehver on milhon Austrahan ($62 2 milhon), and law firms waiting for fee pay- erages, said "Insurance regulators
venture capital, said Nick Fur- the promise of building long-term which comprised $100 million ments for work performed for play a vital role in protectmg the
longe, the syndicate's deputy un- relationships wish brokers and Austrahan ($47 9 million) in cash HIH One msurer, who requested publle mterest To say they could
derwriter and another of ltS clients," he said 'Buyers hke the and two other payments of $15 anonynuty, estimated outstanding do nothing begs the question'why
founders owner-operator concept where milhon Austrahan each ($7 2 mil- fees payable to attorneys at $30 are they there?"' he said "This is

But, after talks with potential business is direct " IM hon), based on renewal rates on milhon Austrahan ($14 4 milhon) very serious Insurers are there to
the portfohos to $50 milhon Australlan ($23 9 protect financial rlsks "

Eric Dodd, CEO and managing milhon) Mr Abbott said that APRA

"It may take two years before should to "be more proactive" and

Prodlcts & Services Guide the final position of HIH's unse- interventionist "The legislation

Business cured creditors can be estab- must be changed, and as a matter
hshed," Ms McColl said Pohcy- of urgency," he said

ro place vouit ad, contact Iial»Kmle:hz holders unll be considered unse- The plaintiff law firm of Mau-
=TU Insurance ® cured creditors rice Blackburn Cashman, of Mel-

4Phone: (3121«64925340 ' Faxf (312) 649-7937
• SERVICES • The Sydney-based Institute of bourne, Victoria, may launch a

Chartered Accountants of Aus- class-action suit against HIH onE-MailSiamleshi@crain.com
1

REPRINT SERVICES tralla has advised its members to behalf of its shareholders and m-

assume that claims w11 not be surance poheyholders, dependingBrs Reprint Department can
provide repnnts, in quantities of paid and urged members to seek on the outcome of the hquidation,

Where Benefit Buyers alternative coverage immediately said Stephen Walsh, a major pro-
Make 100 or more, of any article that

has appeared in the magazine But Lesley Simmons, ICAA con- lects partner at MBC He said
sultant-professional standards, "hundreds" of shareholders andmeet Benefit Sellers Legal permission complying
said some members were havmg poheyholders had contacted thewith U S copyright laws also
trouble obtaining coverage due to firm HIH had 33,000 sharehold-

www.employee·benefits.com 1 an can be provided to companies
that seek to reprint, on their outstanding claims that had been ers

Impact! own, materials that have ap- forwarded to HIH While many He said MBC was explonng po-

peared in the magazine For in- had obtained retrospective cover- tential claims for misleading and
age, "some are still negotiating deceptive conduct under Aus-

CPCU® CIC and IIA formation, please call or fax
Phone: 312-649-5319 with insurers" tralia's Trade Practices Act and

candidates
Advertise In Bl's Fax: 312-280-3174 Brokers withholding HIH pre- neghgence claims against direc-

1 guarBfeyou'llienore„tn less time with miums until the announcement of tors
The Burnham System -or yo@•TY:y back'

Ray Burnham, Cpeu, Cla, Cic, Al¢,Mm,Arm. Au. AA Are Products & ARTICLE FAX SERVICE the outcome of the provisional hq- Hong Kong's Commissioner of
19 Everett[St,»th»!M)*LA55O uidator's report have been warned Insurance has ordered HIH'sServices Guide For article photocopies sent by

Call 1-8887BURNHAM Now! fax on the same day, please tele- not to Ilsk contravening the Insur- Asian subsidiaries-HIH Insur-
312-649-5340 phone and provide the 8/ issue ance (Brokers & Agents) Act 1984 ance (Asia) Ltd, HIH Casualty &

date, the article headline and David Muir, the head of Deacons General Insurance (Asia) Ltd,

Need Dental Care? credit card Information The Lawyers' Bnsbane-based national Asian Area Reinsurance Co Ltd
chargets $7 50 per copy, per ar- insurance business unit, said that and FAI First Pacific Insurance

while the "moralincentive" was to Co Ltd -to cease writing new
Check Out Our Dental Plans Business ticle In-publication directories

are not available by fax For ar- withhold premiums, brokers were contracts and renewing existing
Ins, id· I i €e ticle photocopies, please call legally required to do so, despite business until the companies re-

www.conceptdr.com ®

Phone: 312-649-5398 the fact that full refunds might not ceive written authorization to do
. be possible But Mr Muir told bro- so m
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Internet
Continued from page 15
risks, Mr. Horrocks said. He
pointed out that European
Union legislation and insurance
and computer industry legisla-
tion must be taken into account.
Tension exists between the in-
ternational regulation of the In-
ternet and the national nature
of much e-commerce law.

There are also a host of third-

party liability risks faced by
companies doing business on the
Internet, Mr. Horrocks said.
Computer viruses can be passed
on during the transfer of files or
data between companies, leav-
ing the company from which the
virus came open to claims, he
said. There is also a potential for
intellectual property infringe-
ments to arise over such matters
as domain name disputes, he
added. And defamation is a po-
tential problem for companies
that allow third parties to put
content or links on their Web
sites, Mr. Horrocks said. "You
need to control what third par-

ties are putting on your site," he
warned delegates.

Care must also be taken to
protect confidential informa-
tion, Mr. Horrocks added. "If
you are putting it on the Inter-
net, you are broadcasting to the
world," he said.

Furthermore, a company with
a Web presence can also suffer
first-party losses, Mr. Horrocks
said. "This is not just about
claims exposure," he said. Other
potential costs include those for
the cleanup of corrupted data,
replacement of data, and for
revenues lost through business
interruption, he said.

Mr. Horrocks cited reputa-
tional dannage as yet another
first-party loss; it is a loss, he
said, that is extremely difficult
to quantify. He gave the exam-
ple of a U.K.-based supermarket
that found itself the target of a
hacker. The hacker sent an e-
mail to all of the supermarket's
Internet customers, informing
them, falsely, that the super-
market was about to raise all its
prices; the e-mail said that if the
customers did not like the price

hikes, they could shop at other
stores. The reputational cost of
such an incident is very difficult
to put a price on, Mr. Horrocks
said.

'771ele is no

substitute for looking

ve,ycare/Wl,/ at the
individual wordings Of

key coverages.'
- Andrew Horrocks

Barlow Lyde & Gilbert

Some traditional insurance
coverages do apply to cyber
risks, he said. Business inter-
ruption coverage, property all-
risk coverage and fidelity insur-
ance can all be used for first-
party risks, he said. Errors and
omissions, general liability and
legal expenses coverage are
among those that are appropri-

Companies should evaluate
potential risks to brands

By SARAH VEYSEY

DUBLIN, Ireland-Companies
need more help evaluating the
potential financial impact of
brand risk, according to
Matthew Frost, head of risk fi-
nancing at London-based Diageo
P.L.C.

Food and beverage manufac-
turer Diageo, which owns per-
haps Ireland's best-known brand
in Guinness, last year undertook
a brand-damage project to iden-
tify risks the company faced.

Mr. Frost said that a series of
internal workshops revealed that
Diageo employees had radically
differing views about the compa-
ny's potential brand risks. Fol-
lowing a workshop, one business
unit concluded that the company
faced many potential brand risks
but that those risks were neither
serious nor capable of develop-
ing in that particular unit, he
said. But another business unit
concluded that there were many
risks, some of which were seri-
ous, though not catastrophic,
and quite likely to occur. Yet an-
other business unit concluded
that there were many risks, all
serious and all likely to develop
within that particular unit. "In-
ternally within the company,
there are people with diverse
ideas of brand risks," Mr. Frost
said.

Diageo's brand-damage exer-
cise identified some 139 poten-
tial risks to brand, Mr. Frost.
But, he said, "we discovered that
traditional insurance solutions
were invalid for more than 60%
Df these risks."

Mr. Frost bemoaned the fact
:hat traditional insurance re-

sponses to brand risk are still
'silo-driven," In regard to this
ack of coordination, he said that
'nothing yet approaches all risks
,f loss of value to brand cover"

Mr. Frost said that one reason

'or the lack of comprehensive in-

surance coverage for brand risk
is that it is so difficult to place a
value on a brand. "Valuations
are usually only made when a
merger or acquisition looms.
Consequently, risk financing re-
mains within traditional bound-
aries," he said.

Does the insumnce

industly have
enough capacity?
Perhaps the answer
is capital market
securitization.'

- Matthew Frost
Diageo P.L.C.

Mr. Frost added that he is not
sure if insurers have sufficient
resources to offer coverage for
brand risks. "My challenge to the
insurance industry is-does the
insurance industry have enough
capacity? Perhaps the answer is
capital market securitization,"
he said.

Gus Reyes, director of risk
management at Bacardi-Martini
Inc. in Miami, said that, for com-
panies such as his, their brands
are their greatest assets. "If our
brands were damaged in any
way, we could be very quickly in
trouble," Mr. Reyes said.

A manufacturer of alcoholic

beverages, Bacardi-Martini has
established a product recall pro-
tocol that classifies recalls into
three categories, he said. The
categories are brand integrity re-
call, health issues recall and ma-
licious product tampering recall.

Brand integrity concerns in-
clude such developments as poor
presentation of products; slight
impairments in product quality
that are not harmful to health,

such as abnormalities in the den-
sity of the drink; and, most seri-
ously, improper tastes or odors
that, while not harmful to hu-
man health, prompt consumer
complaints.

Health concerns include the
presence of glass, molds, bacteria
or other contaminants and the
use of improper ingredients in
the products.

The third, and most serious,
category of recall for a beverage
company is malicious product
tampering, Mr. Reyes said. This
category covers the threat of ex-
tortion-tampering with prod-
ucts for financial reward, for po-
litical or religious reasons, or for
revenge by a disgruntled em-
ployee.

The key players in a product
recall are the plant manager, the
marketing director, the produc-
tion director and the quality con-
trol director, Mr. Reyes said. He
explained that while recalls are
often completed before the prod-
ucts reach consumers, Bacardi-
Martini has a crisis management
strategy to handle a recall should
the product already have
reached store shelves. In such a
case, Mr. Reyes said, the risk
management director becomes
heavily involved, as does a local-
ly based crisis management team
and the company's public rela-
tions director. He said that his
company uses the services of
both a crisis management con-
sulting team and a communica-
tions and public relations spe-
cialist.

Mr. Reyes pointed out that not
many insurers offer brand-risk
coverages. He said that while
Bacardi-Martini is very willing
to retain a portion of its brand
risk exposure, it would like to
find a way to finance a little
more of the risk than it currently
does. "This is an area of our
business that is pretty much on a
trial basis," he said. m

ate for third-party risks.
"There is no substitute for

looking very carefully at the in-
dividual wordings of key cover-
ages," Mr. Horrocks said. For
example, he pointed out that
while the Internet is a global
medium, many insurance cover-
ages are limited to certain geo-
graphic areas. It is also often
difficult to determine where
an event or act actually oc-
curred.

Another important aspect of
policy wording that insurance
buyers should examine carefully
concerns the definition of "com-
puter software," Mr. Horrocks
said. It is vital to determine
whether software is defined in a
policy as a product or a service.
"This is very important in defi-
nition terms," he said. "Insur-
ance often talks about services
(not being covered)."

Another important definition
is that of "property," Mr. Hor-
rocks said. "Does information
held on a computer amount to
property? If it doesn't, you may
not be covered for the loss," he
said. While the cases that have

been heard to date seem to sug-
gest that the courts do consider
such information to be property,
Mr. Horrocks said, the legal po-
sition on this may well change.

Mr. Horrocks also noted that,
just as damage to a reputation is
very difficult to define and
quantify, it is also very difficult
to insure.

Insurance buyers should look
carefully at their existing insur-
ance coverages to determine
their applicability to cyber risks
and determine what gaps in
coverage exist, Mr. Horrocks
advised.

"Does traditional insurance
necessarily respond?" he asked.

The conference, which took
place March 15-16 at the Berke-
ley Court Hotel in Dublin, at-
tracted more than 120 attendees
from all over the world. The
conference Was organized
by Tillinghast-Towers Perrin,
sponsored by Aon Corp. and XL
Europe, and supported by the
Dublin International Insurance
& Management Assn. and IDA
Ireland, the country's industrial
development agency. Im

Cyber coverage
is found lacking

in conference poll
By SARAH VEYSEY

DUBLIN, Ireland-Insurance
e-commerce willoffer significant
benefits to risk managers as buy-
ers of insurance, but clmrent in-
surance coverage for cyber risks
needs improvement, according to
a recent poll.

- 11 fli

The survey of attendees during
the "New World, Old World:
Risks Have Changed" confer-
ence, held March 15-16 in
Dublin, Ireland, found that 68%
of attendees, who included
agents, brokers, consultants and
risk managers, agreed or strongly
agreed that insurance e-com-
merce would significantly benefit
risk managers.

While 12% said they neither
agreed nor disagreed with that
statement, 9% said they dis-
agreed and 2 % said they strongly
disagreed. The remaining 9% did
notrespond.

The same question was then
asked only of risk manager atten-
dees. About 55% said they agreed
with the statement, and 15% said
they strongly agreed. While 15%
of risk managers said they neither
agreed nor disagreed with the
statement, 15% said they dis-
agreed with it. No risk manager
said they strongly disagreed.

At the end of the conference's

first day, attendees were allowed
to respond to the same statement
again. This time, 52% of respon-
dents said they agreed that insur-
ance e-commerce would offer

significant benefits to risk man-
agers and 18% strongly agreed.
Another 18% said they neither
agreed nor disagreed, 10% said
they disagreed, and 2% said they
strongly disagreed.

Responding to the statement
that insurance currently avail-
able offers good protection
against cyber risks, only 8%
agreed. Forty-four percent dis-
agreed w>ith the statement, and
17% strongly disagreed. The re-
maining 30% said they neither
agreed nor disagreed.

Attendees were asked whether
they believed e-commerce would
bring significant cost reductions
for insurers. More than one-thiId
of the attendees-37%-said

they agreed with the statement,
and 16% strongly agreed. Only
1% of respondents strongly dis-
agreed, while the remaining 20%
said they neither agreed nor dis-
agmed with the statement.

Conference attendees were also

asked if they thought that bro-
kers were strongly positioned to
meet the future strategic and
transactional needs arising from
e-business. Almost half of the re-

spondents-46%-said they dis-
agreed with the statement, while
20% agreed with it. Just 7% said
they strongly agreed, and 9% that
they strongly disagreed, with the
remaining 18% of respondents
saying they neither agreed nor
diegreed with the statement.

The survey was conducted by
Hugh Rosenbaum, principal at
Tillinghast-Towers Perrin and
conference chairman.
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IN THE CIRCUIT COURT OF COOK COUNTY, ILLINOIS UNITED STATES BANKRUPTCY COURT THE CIRCUIT COURT OF COOK COUNTY, ILLINOIS
COUNTY DEPARTMENT, CHANCERY DIVISION SOUTHERN DISTRICT OF NEW YORK COUNTY DEPARTMENT, CHANCERY DIVISION

IN THE MATTER OF THE LIQUIDATION )
OF AGORA SYNDICATE, INC IN RE PETITION OF [IAN YORAM SCHWARZMANN AND IN THE MATTER OF THE LIQUIDATION

) NO 00 CH 13471
COLIN GRAHAM BIRD, AS JOINT PROVISIONAL LIQUIDATORS OF OF BACK OF THE YARDS NEIGHBORHOOD

NOTICE OF CLAIM FILING DEADLINE AND PROCEDURES BLACK SEA AND BALTIC GENERAL INSURANCE COMPANY LIMITED, COUNCIL RISK MANAGEMENT ASSOCIATION, INC

CASE NO. 98-8-46759 (CB) 99 CH 06024
PLEASE TAKE NOTICE, that on November 15, 2000, the Circuit Court of

Cook County, Illinois, entered an Order of Liquidation With a Finding of Insolvency
NOTICE IS HEREBY GIVEN THAT ON MARCH 21, 2001, THE BANKRUPTCY COURT

NOTICE OF CLAIM FILING DEADLINE AND PROCEDURES
against Agora Syndicate, Inc ("Agora Syndicate") Nathaniel S Shapo, Director ol
Insurance of the State of Illinois, Is the statutory and court affirmed Liquidator of ENTERED AN ORDER (THE "ORDER") CONTINUING THE PRELIMINARY PLEASE TAKE NOTICE, that on January 22, 2001, the Circuit Court of
Agora Syndicate (»Liquidator") INJUNCTION ORDER PURSUANT TO 11 USC § 304 ORIGINALLY ENTERED IN 4 Cook County, Illino s, entered an Agreed Order of Liquidation With a Finding of

TAKE FURTHER NOTICE, that on March 20, 2001 the Circuit Court of THIS CASE ON OCTOBER 5, 1998 THE ORDER SHALL REMAIN IN EFFECT ' Insolvency and Injunctive Relief against Back of the Yards Neighborhood Council
Cook County, Illinois, entered an Order Fixing Rights and Liabilities and Prowding UNTIL SEPTEMBER 21, 2001 A HEARING TO CONSIDER WHETHER THE ORDER Risk Management Association, Inc ("BYRMA') Nathaniel S Shapo, Director of
for the Filing of Claims and the Settlng of Claim Filing Deadlines ("Fixing Order') SHALL BE CONTINUED IS SCHEDULED TO BE HELD ON SEPTEMBER 20, 2001 AT Insurance of the State of Illinois, is the statutory and court affirmed Liquidator of
Pursuant to the Fixing Order, all rights and liabilities of Agora Syndicate and its 2 00 P M (THE "RETURN DATE') BEFORE THE HONORABLE CORNELIUS BYRMA ("Liquidatof)
policyholders, creditors and stockholders, and all other persons Interested tri its BLACKSHEAR, IN ROOM 601 OF THE ALEXANDER HAMILTON CUSTOM HOUSE,
property or assets, are fixed as of November 15,2000, unless otherwise provided in ONE BOWLING GREEN, NEW YORK, NEW YORK AL_ PAPERS SUBMITTED FOR TAKE FURTHER NOTICE, that on March 7, 2001, the Circuit Court of

prior or subsequent orders of the Court THE PURPOSE OF OPPOSING CONTINUATION OF THE ORDER AFTER THE Cook County, Illinois, entered an Order Fixing Rights and LIabilities and Providing

TAKE FURTHER NOTICE, that all persons, companies or entities who RETURN DATE SHALL BE FILED WITH THE COUFT, WITH A COPY TO THE for the Filing of Claims and the Setting of Claim Filing Deadlines (Fixing Order)
have, or may have claims, against Agora Syndicate, its propetty or assets, or against CHAMBERS OF THE HONORABLE CORNELIUS BLACKSHEAR AND SERVED ON Pursuant to the Fixing Order. all rights and liabilities of BYRMA and its
an Agora Syndicate Insured or pollcyholder, shall have the nght to present and file COUNSEL FOR THE PETITIONERS LISTED BELOW, SO AS TO BE RECEIVED AT policyholders, members, creditors and all other personsinterested in its property or

with the Liquidator proper proofs of claim on or before November 15, 2001 at 430 LEAST FOURTEEN (14) DAYS PRIOR TO THE RETURN DATE ANY PERSON assets, are fixed as of January 22, 2001, unless otherwise provided m prior or
pm(CST) WISHING TO OBTAIN A COPY OF THE ORDER SHOULD CONTACT COUNSEL TO subsequent orders of the Court

TAKE FURTHER NOTICE, that any insured under an insurance policy THE PETITIONERS TAKE FURTHER NOTICE, that all persons, companies or entities who
issued by Agora Syndicate shall have the right to present and file with the Liquidator
a proper proof of claim setting forth a contingent claim on or before November 15, CHADBOURNE & PARKE LLP

have, or may have claims against BYRMA, its properly or assets, or against a

2001 at 430pm (C ST) No contingent claim shall be allowed for purposes of ATTORNEYS FOR THE PETITIONERS
BYRMA policyholder or membef, shall have the right to present and file with the
Liquidator proper proofs of claim on or before January 22,2002 at 430pm,participating in any distnbution of estate assets that may be made at the fourth 30 ROCKEFELLER PLAZA

priority level [215 ILCS 5/205(1)(d)] unless such claim has been liquidated and the NEW YORK, NEW YORK 10112
Central Standard Time ("C ST 7

insured claimant has presented and filed evidence of payment of such claim to the (212) 408-5100 TAKE FURTHER NOTICE, thal pursuant to Section 209(4) of the Illinois
Liquidator on or before November 15, 2002 at 430pm (C ST) Any contingent
claim tor which a proper proof of claim is filed on or before November 15, 2001 at Al-rN HOWARD SEIFE, ESQ

Insurance Code, 215 ILCS 5/209(4), any insured under an insurance policy issued

4 30 p m (C S T), but which is not liquidated on or before November 15, 2002 at FRANCISCO VAZQUEZ, ESQ by BYRMA shall have the right to present the Liquidator with a proof of claim setting
forth a contingent claim, subject to the claim filing deadhne of January 22,2002 at430 p m (C S T ), may be estimated pursuant to 215 ILCS 5/209(4)(b) for purposes

of participating m any dIStftbution of estate assets that may be made at the fifth 430 pm (C ST) The final date by which evidence supporting the liquidation of any

priority level [215 ILCS 5/205(1)(e)] unless otherwise directed by the court lifiiij'*illi· urintikfjita TiilmimAY'jifffFiN?im suchcontingent claim may be received bythe Liquidatorshallbe January 22,2003 at
TAKE FURTHER NOTICE, that the form and required content of all . ----- 430 pm (C ST) No such contingent claim shall be allowed for purposes of pattic-

proofs of claim are descnbed m 215 ILCS 5/209 Proofs of claim, along with ipating in any distnbution ol estate assets that may be made at the class"d" prionty
supporting documents, if any, are to be filed with, and may be obtained from, the liq- LOS ANGELES COUNTY LOS ANGELES COUNTY level, 215 ILCS 5/205(1)(d), unless such claim has been liquidated and the insured
uidator of Agora Syndicate, c/o the Office of the Special Deputy Receiver, located at

METROPOLITAN METROPOLITAN claimant has presented evidence of payment of such claim to the Liquidator on or be-
222 Merchandise Mart Plaza, Suite 1450, Chicago, Illinois 60654 A proof of claim fore January 22,2003 at 430pm (C ST)
shall be deemed "med" with the Liquidator upon the Liquidator's receipt thereof The TRANSPORTATION TRANSPORTATION

Liquidator reserves the right to require Such additional information with respect to AUTHORITY (MTA) AUTHORITY (MTA) TAKE FURTHER NOTICE, that the form and required contents of all

any claim filed with him as he may deem necessary The Liquidator fUfther reserves REQUEST FOR PROPOSALS proofs of claim are described in 215 ILCS 5/209 Proofs of claim, along with
any and all defenses available to Agora Syndicate relating to all filed claims All REQUEST FOR PROPOSALS supporting documents, if any, are to be filed with, and may be obtained from, the Liq-
proofs of claim must be duly sworn to before an officer authorized to take oaths

The Los Angeles County Metropolitan
uidator of BYRMA, ch the Office of the Special Deputy Receiver, located at 222 Mer-The Los Angeles County Metrcpolitan Transportation Authority (MTA) will

THE LAST DATE FOR FILING OF PROOFS OF CLAIM WITH THE Transpoflation Authority (MTA) will receive receive proposals for PS-5310-1057, chandise Mad Plaza, Suite 1450, Chicago, Illinois 60654 A proof of claim shall be
LIQUIDATOR IS SET FORTH ABOVE NO PERSONS, COMPANIES OR ENTITIES

proposals for PS-5312-1052, Workers' Public Liability/Property Damage deemed "filed" with the Liquidator upon the Liquidator's receipt thereof The
HAVING OR CLAIMING TO HAVE ANY CLAIMS AGAINST AGORA SYNDICATE, ITS Third-Pam Claims Administration per Liquidator reserves the right to require such additional mformation with respect to
PROPERTY OR ASSETS, OR AGAINST AN AGORA SYNDICATE POLICYHOLDER, Compensation Claims Administration per specifications on file at the LACMTA any claim filed with him as he may deem necessary The Liquidator further reserves
SHALL PARTICIPATE IN ANY DISTRIBUTION OF THE ASSETS OF THE COMPANY specifications on file at the LACMTA Office of Procurement, One GatewaY any and all defenses available to BYRMA upon all filed claims All proofs of claim
UNLESS SUCH CLAIMS ARE PROPERLY FILED WITH THE UQUIDATOR ON OR Oilice of Procurement, One Gate#ay Plaza, Plaza, Los Angeles, CA 90012 (12" must be duly swomto beforean officer authorized to take oaths
BEFORE NOVEMBER 15, 2001 AT 430PM (C ST) Los Angeles, CA 90012 (12' Floot Floor)

THE LAST DATE FOR THE FILING OF PROOFS OF CLAIM WITH THE LIQUIDATOR
Cathleen Travis All proposals must be received on or befom All proposals must be received on or

IS SET FORTH ABOVE NO PERSONS, COMPANIES OR ENTITIES HAVING OR
Special Deputy Receiver 4 00 pm, Fnday, Apil 20, 2001, at the

before 4 00 p m., Friday, April 20,
2001, at the address listed above, sent CLAIMING TO HAVE ANY CLAIM AGAINST BYRMA, ITS PROPERTY OR ASSETS,

address listed above, sent to the attention of JO to the altertion of Deborah Spottsville, OR AGAINST A BYRMA POLICYHOLDER OR MEMBER, SHALL PARTICIPATE IN

(ED[joi58 GIEPmmuni Ann Johnson, Senior Contract Admmistrator Senior Contract Admmistrator ANY DISTRIBUTION OF THE ASSETS OF THE COMPANY UNLESS SUCH CLAIMS
Proposals received later than the above date Proposals received later than the above ARE PROPERLY FILED WITH THE LIQUIDATOR ON OR BEFORE JANUARY 22,2002
and time will be releded anc feturned date and time will be rejected and AT 430PM (C ST)

returned to the proposer unopened
Office Space For Lease Sales/Marketing VP to the proposer unopened A Pre-Ploposal A Pre-Proposal conference will be Cathleen M Travis

1,150 sf - 3,685 sf of first class office N che conference will be held on Tuesdav, April 10, held Please contact Deborah Special Deputy Receiver3 Insurance/Reinsurance Company
space in Bloomingdale, Illinois Premier located in Upstate New York Is in search 2001 at 1000 am, Imperial Con-erence Spottsville at soottsville@mta net for
building Located on Army Trail Road of an individual to assume responsibility Room, 12" Floor located at the addr.ss above more information
minutes from 355 Call (847) 864-6321 for the sales/marketing functions of two
to seet year old company The opportunity for You may oblam a copy of the RFP, or lufther You may obtain a copy of the

RFP, or further mformation, by taxing
, the right candidate is enormous The information, by taxing Jo Ann Johnson at Deborah Sponsville at (213) 922-1005,

Advertise in our next issue!
-eMB company's products are well positioned to (213) 922-1005, or by visiting the MTA or by visiting the MTA website atcapitalize on our customers need for our

niche expertise and industry trend to
website at www mla net. www mta net April 16

outsource

Insurance/Reinsurance The candidate with a strong matching skill
Professionals set will be offered a robust wage, 1:111411®.Smrriv El!fi[Ei811;i;ij*3incentive and benefits package along RIMS CONFERENCE/ Atlanta

Well known indep consulting firm with the opportunity to earn an equity
seeking talented professionals with stake in the company commensurate with Tourism Preview
commercial insurance / reinsurance premium growth The position is resident NJ MGA seeks home for $15 Mil NY MGA seeks home for $17 Mil
exp. for Central Bucks. PA at the company's headquarters in Elmira, NY/NJ/PA Real Estate GL Property book of business. Brick
location Experience managing own New York business Pnced $100-$150 per Unit or better constr Profitable book
portfolio of CGL Claims, OR analysts/ All Inquiries will be kept confidential and Closing April 10

with excellent Loss Ratio NY/NJ/PA
audit bkg of insurance. reinsurance will be answered Please forward resume Reply to Business Insurance, Box Please respond to Business insurance,and MGA entities with strong and letter of introduction to
acctg, financial statement & AIC 1120 Magee Street, Elmira, New #3158, 740 North Rush Street, Box 3157 740 North Rush Street, Call (312) 649-5340
internal controls exp This 2nd york 14901 Chicago, Ilhnois 60611-2590 Chicago, Illinois 60611-2590
position entails significant travel to place your ad!
in US and internationally Attractive
compensation/benefits package I
Please submit resume/salary reg to
slovenguth@psipersonnel.com
or fax to 215-345-9191

Business
'f131 Insurame®

r I . P* . . & I
14-6 www.businessinsurance.com

lamlesh,@crain.com
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Risk basis, and tax consideration and then, losses from 11 natural dis- that serving members who live dedicated team that is growingthe deals' present offshore fo- asters have exceeded that in catastrophe-prone areas re- as the risk-linked securitiescus, he said amount
Cont:nued from page 3 quires maintaining high levels market developsBut, as was the case at Munich "Traditionally, hedging had of capitalization and liquidity Munich Re Capital Marketsmarket needs to expand both m Re, USAA's examination of the been done in a somewhat closed "If such exposures could be mit- participates in the risk-linkedsupply and demand "We real- exposures it faces and the ways society of global reinsurers," igated, then transferred or sepa- securities market in three ways,ize, from Munich Re's perspec- lt might address them convinced Mr Goldberg said But, faced rately securitized, USAA could Mr Seitz noted The companytive, that the market has not de- the company of a need for in- with the loss potential of a large more efficiently deploy its cam- can serve as a facilitator ofveloped enough," he said creased risk-transfer capacity hurricane, it'S apparent that tal resources," Mr Goldberg third-party transactions, as aAt present, about 100 in- That led USAA, like Mumch Re, traditional reinsurance mecha- said
vestors are active in the cat to seek to help develop a market nisms are limited in capacity, sponsor of its own transactions
bond market, of which about 30 for risk-linked securities Mr Goldberg said "We looked at a variety Of op- or as an investor in risk-linked
are core investors, Mr Seitz USAA made its first foray into tions for us to address this prob- securities through a fund it es-

lem," Mr Goldberg said Among tablished in London in 1996, thesaid "That number of core in- the risk-linked securities mar-
them were expanded use of tra- Munich London Insurance Se-vestors is still too small to sup- ket in 1997, and lt has come

port large transactions " back to the market each year TmditionallB hedg- ditional reinsurance, catastro- curitization Fund
phe bonds, catastrophe options, Mr Seitz discussed his com-Steven F Goldberg, senior vp- since to secure coverage for its ing had been done inproperty and casualty under- humcane exposure surplus notes and contingent pany's own recent PRIME Capi-
surplus notes, contingent equity tal Hurricane Ltd and PRIMEwriting and pricing at San An- "The question we had to ask a somewhat dosed and catastrophe swapstonio-based USAA, suggested ourselves after Hurricane An- Capital CalQuake & EuroWind

"Ultimately, what we selected Ltd deals, which together pro-the risk-linked securities mar- drew was, how would USAA society ofglobal rein- was to expand our traditional vided $300 million in reinsur-ket would grow in 2001 due to insulate itself from the next
tighter reinsurance capacity, mega-hurricane?" Mr Goldberg surers.' reinsurance program, as well as ance capacity for U S hurri-
particularly for retrocessional said participating in the develop- canes, California earthquakes
coverage Growth also would be For USAA, 1992's Hurncane - Stephen Goldberg ment of the catastrophe bond and European windstorms (BI,

fueled by increased interest in Andrew rdpresented a $600 mil- USAA market," the USAA senior vp Jan 29)
said

the asset class by a variety of in- lion loss "But there are other He said Munich Re saw sever-
Mr Goldberg noted that the al reasons for tapping the capi-vestors around the world and areas of the U S that are ex-

catastrophe bonds serve as tal markets for risk transfer ca-the gradual maturation of the posed to major disaster from In light of that, he said, the in- a supplement to traditional ' pacity The capital market dealsmarket, he suggested mega-hurricanes," Mr Gold- surance industry has reconsid- reinsurance and are a comple- diversify Munich Re's sources ofThere are issues that are limit- berg said ered its approach to addressing ment to, rather than a replace- retrocessional capacity, Mring the market that must be ad- He noted that, since 1989, a low-frequency/high-severity oc- ment for, traditional markets, a Seitz said, while providing fullydressed, however, Mr Goldberg series of natural disasters has currences, with the questions view Munich Re's Mr Seitz collateralized protection againstsaid They include the need for resulted in variability in insur- asked focusing on how to reduce shared significant low-frequency/high-investor information, the high ance losses Before Hurricane losses from future disasters and Discussing his company's ex- severity events In addition, thecost of risk-linked securities Hugo in 1989, the industry had how to reduce variability in in- perience, Mr Seitz noted that, amount of coverage is largetransactions, particularly when never suffered losses of more surer results from disasters to date, Munich Re has not built enough to provide meaningfulthe deals are structured on an than $1 billion from a single dis- From USAA's perspective, the a large capital markets group protection for Mumch Re And,indemnity rather than an index aster, Mr Goldberg said Since challenge centered on the notion but has a small, highly skilled See Risk on next page
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THE CIRCUIT COURT OF COOK COUNTY, ILLINOIS THE CIRCUIT COURT OF COOK COUNTY, ILLINOISCOUNTY DEPARTMENT, CHANCERY DIVISION THE CIRCUIT COURT OF COOK COUNTY, ILLINOIS

COUNTY DEPARTMENT, CHANCERY DIVISION COUNTY DEPARTMENT, CHANCERY DIVISION
IN THE MATTER OF THE LIQUIDATION

OF ILLINOIS HEALTH CARE INSURANCE COMPANY IN THE MATTER OF THE LIQUIDATION OF IN THE MATTER OF THE LIQUIDATION
00 CH 09775 AMERICAN UNIFIED LIFE AND HEALTH INSURANCE COMPANY OF AMERICAN HEALTH CARE PROVIDERS, INC.

00 CH 01689 00 CH 01689
NOTICE OF EXTENSION OF CLAIM FILING DEADLINE

NOTICE OF EXTENSION OF CLAIM FILING DEADLINE NOTICE OF EXTENSION OF CLAIM FILING DEADLINE
PLEASE TAKE NOTICE, thal on June 30,2000, the Circuit Court of

Cook County, Illinois, entered an Agreed Order of Liquidation With a Finding of PLEASE TAKE NOTICE, that on June 27,2000, the Circuit Court of PLEASE TAKE NOTICE, that on May, 11, 2000, the Circuit Court of
Insolvency and Injunctive Rehel against illinois Health Care Insurance Company Cook County, Illinois, entered an Agreed Order ol Liquidation With a Finding of Cook County, Ilimols, entered an Order of Liquidation With a Finding of Insolvency
("ILLINOIS HEALTH") Nathaniel S Shapo, Director of Insurance of the Slate ol Insolvency and Injunctive Relief agatnst American Unified Life and Health Insurance and Injunctive Relief against American Health Care Providers, Inc ("AHCP")
Illinois, is the statutory and court affirmed Liquidator of ILLINOIS HEALTH Company ("AMERICAN UNIFIED") Nathaniel S Shapo, Director of Insurance Nathaniel S Shapo, Director of Insurance of Ihe State of Illinois, is the statutory and
("Liquidator) of the State of Illinols, is the statutory and :ourt affirmed Liquidator of courlaffirmed Liquidatorof AHCP ("Liquidator")

AMERICAN UNIFIED ('Liquidator")
TAKE FURTHER NOTICE, that on March 8, 2001, the Circuit Court of TAKE FURTHER NOTICE, that on March 8,2001, the Circuit Court of

Cook County, Illinols, entered an Order Extending the Claim Filing Deadline TAKE FURTHER NOTICE, that on March 8,2001, the Circuit Court of Cook County, Illinois, entered an Order Extending the Claim Filing Deadline
Cook County, Illinois, entered an Order Extending the Claim Filing Deadline ('Extension Order) Pursuant to the Extension Order, all persons, companies or("Extension Order) Pursuant to the Extension Order, all persons, companies or CExtension Order) Pursuant to the Extensicn Omer, all persons, compames or ent,ttes who have, or may have claims agamst AHCP, Its properly or assets, orentities who have, or may have claims against ILLINOIS HEALTH, IlS property or

assets, or againsta policyholder of ILLINOIS HEALTH, shall have the nght to present entities who have, or may have claims against AMERICAN UNIFIED, its properly oi
and file with the Liquidator proper proofs of claim on or before December 28, 2001 at assets, or against any pollcyholder, shall have the fight to present and file with the against an enrollee or policyholder, shall have the right to present and file with the
430pm, Central Time Liquidator proper proofs of claim on or before December 27, 2001 at 430pm, Liquidator proper proofs of claim on or before November 12, 2001 at

Central Time 430pm, Central Time

TAKE FURTHER NOTICE, that the form and required contents of all TAKE FURTHER NOTICE, that the form and required contents of all TAKE FURTHER NOTICE, that the form and required contents of all
proofs of claim are described in 215 ILCS 5/209 Proofs of claim, along with proofs ol claim are described m 215 ILCS 5/209 Proofs of claim, along with proofs of claim are described in 215 ILCS 5/209 Proofs of claim, along withsupporting documents, if any, arelo be hled with, and may be obtained from, the Liq- supporting documents, ilany, are m be ftled with, and may be obtained from, the liq- supporting documents, 11 any, are to be file d with, and may be obtaine d from, the I lq-uldator of ILLINOIS HEALTH, c/o the Off,ce of the Special Deputy Receiver, undator of AMERICAN UNIFIED, c/o the Office of -he Special Deputy Receiver, uidator of AHCP, c/o the Office of the Special Deputy Receiver, located at 222 Mer-located at 222 Merchandise Mart Plaza. Suite 1450, Chicago, Illinois 60654 A Wool located at 222 Metchandise Mart Plaza, Suite 1450, Chicago, Illinois 60654 A proof chandise Mart Plaza, Suite 1450, Chicago, Illinois 60654 A proof of claim shall beof claim shall be deemed 'filed" with the LIquidator upon the Liquidators receipt of claim shall be deemed "filed" with the Liquidator upon the Liquidators receipt deemed "filed" with the Liquidator upon the Liquidator's receipt thereof Thethereof The L,quidator reserves the right to require such additional Information with thereof The Liquitator reserves the right lo require slch addilional Information with Liquidator reserves the right to require such additional Information with respect to
respect ioany clalm hled withhimas he may deemnecessary The Liquidatorturther respect toanyclaimfiled with himas he may de:mne:essary The Liquidatoffurther any claim filed with him ashe may deem necessary The Liquidatorfurther reserves
reserves any and all defenses available to ILLINOIS HEALTH upon all filed cia,ms All reserves any and all defenses available to AMERICAN UNIFIED upon all filed claims anyandall defenses avallableto AHCP upon all hled claims All pfOOfS of claim mustproofs of claim must be duly sworn to before an officer authorized to take oaths All proofs of claim must be duly sworn to before an officer authorized to take oaths beduly sworn to before an officer authorized to take oaths

THE LAST DATE FOR THE FILING OF PROOFS OF CLAIM WITH THE THE LAST DATE FOR THE FILING OF PROOFS OF CLAIM WITH THE LIQUIDATOR THE LAST DATE FOR THE FILING OF PROOFS OF CLAIM WITH THE LIQUIDATOR
LIQUIDATOR IS SET FORTH ABOVE NO PERSONS, COMPANIES OR ENTITIES IS SET FORTH ABOVE NO PERSONS, COMPANIES OR ENTITIES HAVING OR IS SET FORTH ABOVE NO PERSONS, COMPANIES OR ENTITIES HAVING ORHAVING OR CLAIMING TO HAVE ANY CLAIM AGAINST ILLINOIS HEALTH, ITS
PROPERTY OR ASSETS, OR AGAINST AN ILLINOIS HEALTH POLICYHOLDER, CLAIMING TO HAVE ANY CLAIM AGAINST AMERICAN UNIFIED, ITS PROPERTY CLAIMING TO HAVE ANY CLAIM AGAINST AHCP, ITS PROPERTY OR ASSETS, OR
SHALL PARTICIPATE IN ANY DISTRIBUTION OF THE ASSETS OF THE COMPANY OR ASSETS, OR AGAINST AN AMERICAN UNIFIED POLICYHOLDER, SHALL AGAINST AN AHCP ENROLLEE OR POLICYHOLDER, SHALL PARTICIPATE IN ANYPARTICIPATE IN ANY DISTRIBUTION OF THE ASSETS OF THE COMPANY UNLESS
UNLESS SUCH CLAIMS ARE PROPERLY FILED WITH THE LIQUIDATION ON OR SUCH CLAIMS ARE PROPERLY FILED WITH THE LIQUIDATOR ON OR BEFORE DISTRIBUTION OF THE ASSETS OF THE COMPANY UNLESS SUCH CLAIMS ARE
BEFORE DECEMBER 28, 2001 AT 430PM, CENTRAL TIME DECEMBER 27, 2001 AT 430PM, CENTRAL TIME PROPERLY FILED WITH THE LIQUIDATION ON OR BEFORE NOVEMBER 12, 2001

AT 430PM, CENTRAL TIME
Cathleen M Travis Cam'een M Travis
Special Deputy Receiver Special Deouty Receive, Cathleen M Travis

Special Deputy Receiver
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Risk "Due to the significant expo- remains limited, though the sues have included life insurers, would have been applied to
sure we have in all these cate- marke: into which Munich Re pension funds, reinsurers, hedge catastrophe protection through
gories, it is important for Mu- Issued-year's end with little funds, banks and investment either investment in primary in-

Contenued from preutous page nich Re to get a sizable amount market liquidity for BB rated is- advisers surers or reinsurers, he said

he said, the deals balance the of cover," Mr Seitz said "An- sues-was particularly chal- As an investor in risk-linked "From our perspective, this

impact of appreciation of the other very important element to lenging securities through ltS London provides contingent capital that
dollar for Munich Re's U S ex- us, aside from size, was to create "Would Munich Re be coming fund, Munich Re has achieved we wouldn't have had any other
posures, and they establish a the best possible environment to the market again for other average returns in excess of way," Mr Goldberg said
platform for capital markets from an investor perspective transactions? Yes, absolutely," 12%, Mr Seitz said Mr Seitz attributed the rela-

hedging Ultimately, Munich Re placed Mr Seitz said, though he added "We are very successful over- tively high cost of risk-linked
"We wanted to see to what ex- ltS $300 million in securities that the reinsurer has no deals all in investing terms," he said securitizations to the lack of a

tent can we use the capital mar- with 31 investors Seven of planned at present "As with everybody who has m- mature market and to investors
kets as a capacity provider," Mr those investors are participating Discussing the investor at- vested so far in insurance- not giving enough credit for the
Seitz said in the risk-linked securities tractions of risk-linked securi- backed securities, we haven't Seculities' value as portfolio di-

Munich Re's expectations in market for the first time, which ties, Mr Goldberg noted that seen any losses versification tools in the prices
looking to the capital markets Mr Seitz called "a very positive such securities can offer the Of the investors in catastrophe they are willing to accept
with its PRIME Capital deals sign " dual benefits of increased yield bonds, 90%-95% of the money "We still have a problem with
were to achieve total coverage In the process of structuring with recuced portfoho varlabil- they bring to the risk transfer overall economics The risk
of $400 million or more, to the deals, the reinsurer learned 1ty "From the standpoint that market lS money that is new to transfer cost has to be set in
broaden the investor base and to that capital markets capacity we look at it, it's a win-win " he the property/casualty industry, such a way that it lS a fair deal
develop new parametne triggers for "BB" rated securities like said Mr Goldberg said Without the to both partners," Mr Seitz
as benchmarks the PRIME Capital instruments The investors in cat bond is- bond market, that money never said

Cat bond buyers see risks as part of landscape
By RODD ZOLKOS particular ouers very attractive in California earthquake bonds market," Mr Mtllette said, noting D Nichols Jr, senior vp-structured

nsk/reward characteristics," Mr As with corporate high-yield that often with a new asset class all products at RenaissanceRe Holdings
AVENTURA, Fla -A group of Sterge said bonds. m mvestlng m nsk-linked se- the mvestors wlll come from a single Ltd m Hamilton, Bermuda "When

catastrophe bond investors who re- Asked how investors wlll react CUrltleS "You're hoping to get into area we pnce a cat bond, we do the exact
cently offered their views on risk- when a loss hits a cat bond deal, Mr that nice, fat coupon, ' the PIMCO "This is a market where many m- same thing we do when we pnce a
11nked secunties seem firmly com- Sterge said, "In buying these things executive vp said "Obviously, the vestors have started out taking very reinsurance transaction, except we
mitted to that asset class, you have to understand reason they're giving you that modest positions and growing theE have to reverse-engineer a synthetc
seeing the securities offer that there is a nsk, so coupon is partially the actuanal positions over tune," he said portfolio of exposures "
relatively high yields there's not much you risk, but also you're deahng with a Keith Ashton, an associate at As an mvestor in risk-linked secu-

while providing the ad- THE do " lot of volatihty" Teachers Insurance & Annuity Assn nbes, Mr Nichols said he would hke
vantage of portfoho diver- "Obviously there is a "Catbonds arealso quite diferent in New York, said that TIAA man- toseemorethan onemodelmg frrm's
sificatton BOND negative side, and that's from high-yieldbonds,"Mr Bryn- ages a $120 bilhon fixed-income opinionsonthe exposure underlying

The panel of investors MARKET what I would call 'head- Jolfsson said "The differences portfollo, "and at any given time the transaction presented m the is-
offered opinions on the Imensk ' These are called land of favor the cat bonds " we've got about 1% of that Invested sues' offering documents, a view
developing market for ASS I] 1] IA lili 2 catastrophe bonds," He noted that cat bond risds re- in catastrophe bonds," Mr Ashton shared by some of the other in-
transfemng Insurance PIMCO's Mr Benjolfs- volve around scientific modeling said vestors

rlsk Into the capital markets last son said rather than financial reporting as in TIAA made its first cat bond in- Gegge Hagood, managing prmci-
month at the first Risk-Lmked Se- "There's business risk associated corporate bonds, and "geographi- vestment in 1996, and since that pal at Wilhs Asset Management m
curities Conference of the New with buying these bonds " cal/ meteorological events vs eco- tinie has participated in 14 transac- Hamilton, Bermuda, said he thinks
York-based Bond Market Assn in "Our clients are fairly sensitive to nomic/managenal'acadents - tions "We think the risk profile for there might be ment to havmg two
Aventura, Fla the idea of holding cat bonds, and And, perhaps most importantly, cat bonds is complementary to our or even three firms model each deal

"These bonds seem to be a huge we have to besensitlve to ourchents' catbonds bring diversity toaportfo- overall Investment strategy," Mr Domg so might be cumbersome and
complement to a bond portfolio," needs," Mr Brynlolfsson said His ho as an uncorrelated asset In cat Ashton said add to the deals' cost, but the higher
said John B Brymolfsson, executive company does not Include cat bonds bonds, "thensk that's embedded m Speaking on a separate panel, sev- comfort level provided to investors
vp at Pacific Investment Manage- in allits investmentfunds, hesald them is really adiversrfylng nsk," eral reinsurers also spoke of cat might allow larger deals, hesuggest-
ment Co m Newport Beach, Cahf "The best way to avoid any trou- Mr Brynjolfsson said bonds' appeal as an investment ed

Noting that his frrn seeksto avoid ble in this area is full disclosure," he Nfichaelallette, a vpat Goldman "In general, we're a buyer," said That wouldbea factor that would
long-term positions In equity invest- said Sachs & Co m New York, noted George F Rivaz, chef operattng of- potenttally encourage his fund to m-
ments, Andrew Sterge, presidentof In the funds m which PIMCO does that Investments m Cat bonds are ficer at Tempest Remsurance Co crease the size of its mvestments,
Cooper Neff Advisors Inc in King of use cat bonds, "We really pepper spread among a vanety of institu- Ltd m Hamilton, Bermuda "These TIAA's Mr Ashton said
Prussia, Pa,said, "If youhateequity them m the portfohomvery small tions, Including mutual funds and prices are much better than where "Internally we are comfortable
nsk hke I do, you look for places to quantities," 1VIr Brynjolfsson said investment advisers, propnetary or cat Insk trades m the reinsurance with this Insk, and I think our capac-
get equity-like returns with low For example, a $100 milhon portfo- hedge funds, remsurers and inter- market " ity to take a bigger bite would ln-
risk" ho might include $1 milhon in Flort- medianes, insu rers and banks "Our view has been all along we crease If the structures were more tc

"I beheve that this asset class in da humcane bonds and $1 milhon "This is really stnking for a young are a buyer of cat bonds," sald John our llkmg,"he sald m

Clark the needs of clients," Ms Ryan technical, and it's difficult for the worst-case scenario, without "I've probably made many mor€
said scientists and engir.eers to com- working through the theoretical than my fair share of mistakes go-

Women are a maior force at municate with underwnters and effect of applicable variables ing from A to wherever I am now
Contlnued from page 3 AIR, Ms Ryan said, but she noted others about how they take the When AIR came along, she said, but don't let them get you down
Ms Clark possesses this quallty m that Ms Clark has shown, science and build it into the appll- "our models provided them with a because that's part of growing anc
spades through her example, that "gen- cations that our insurance chents full range of probabilities that learning," she said "If you're no

"Among the officers of her com- der is no issue whatsoever " use on a day-to-day basis," she they could use for estimating ex- making mistakes, you're probabb
pany, over half of them are wom- Ms Ryan said Ms Clark pro- said pected losses for pricing or for un- not learnmg or growmg "
en, which we were very impressed vides inspiration to those unth derwriting or for insurance deci- Ms Clark said being namec
with And, also, just in the last whom she works mon making" APIW's Woman of the Year is ar

couple of years, she's hired three "I think that there's Just such an 'I've probably made It took a real event, Ms Clark unexpected honor, especially be
very semor women from the rein- energy and a dynamic to Karen in said, "to convince people that this cause she was selected from a poo
surance industry to Join her orga- creating and leading the company many more than mr very unusual computer simulation of such deserving women in thi
nization," the APIW president that, Just by what she does, she's model could really be giving them Industry
said such a fabulous role model for fair share ofmis- mformation that was much more Some tenets that Ms Clark saic

Ms Kalaydlian said the nomi- women who might be thinking realistic than what they were us- she tries to live by include "al
nating committee was pleased to that they could never attempt takes...but thafs part ing" ways conducting yourself with th
see that Ms Clark was reaching such a thing," Ms Ryan said In 1992, within four hours of utmost integrity and professional
out to women to fill these roles Ms Clark explained that AIR ofgrowing and learn- Humcane Andrew making land- ism, always trymg to do your best

Louise A Ryan, a past APIW nurtures its staff and encourages ing.' fall, Ms Clark said, AIR issued an not givmg up and don't be a quit
president and a vp at AIR, is one people to grow in terms of their estimate that losses could reach as ter "

of the women whom Ms Clark own slnlls and talents -Karen Clark high as $13 bilhon Ms Clark said, "It's hard worb
asked to jom her at her company "Most of the internal training "Nobody believed that for and hard work is important It
Ms Ryan lS also responsible for programs educate employees Applied Insurance Research months after the event unt1, final- never easy, especially for womer
nominating Ms Clark for the about insurance, while most of the ly, the actual losses ended up be- there's a lot of iuggling, an,
award external courses teach on the ing $15 billion in Florida, and you've got to keep a very positiv

"I thlnk (AIR) is an organization technical level or m management Although AIR's products are to- then everybody started believing and'can do' attitude"
that generates such excitement and leadership," Ms Clark said day used by virtually every global our models," she said Ms Clark lives in Westor

and has such additional potential, Furthermore, Ms Clark said, remsurer m the world, there was a But despite the fact that her Mass, with her husband, PankE
really due to Karen's vision about she feels much hke a coach, espe- time when others did not share products are considered the in- Tandon, an economies professc
the needs of reinsurers and insur- cially when lt comes to public Ms Clark's vision dustry standard, Ms Clark con- at Boston University, and he
ance companies She has great vi- speaking Ms Clark explained that under- tinues seeking to improve her three daughters, Olivia, 1:
mon and mtultion on how to meet "A lot of what we do is very writers used to simply construct a business practices Alexandra, 11, and Liliana, 9 E



COMMENTARY 

What were these

people thinking?
In its ongoing quest to find unusual information about

the lifestyles of its policyholders, Progressive Insurance
has conducted a new survey.

You may recall some of the insurer's past scientific
studies, including the favorite movies of motorcycle
owners and the underwear shopping habits of
policyholders.

The survey tracks another lifestyle quirk, but one that is
a very real safety hazard for anyone traveling by car-
talking on the cell phone while driving.

The findings are fairly alarming. In fact, I'm not sure
some of those policyholders will be happy they were so
candid with the insurer when their policies come up for
renewal. I sure hope my car insurer does not start
considering cell phone ownership as part of underwriting
my policy.

More than 90% of the respondents to Progressive's
survey reported using the cell phone while driving alone in
their vehicles.

The survey does not appear to have asked about usage
when driving with others. I assume that the percentage

shoots up to 100% when driving with
others, since a passenger can steer the
car while the driver is chatting. Or
maybe it's the opposite, and people get
lonely when in their cars alone and have
to reach out and touch someone.

The problem, though, is that the risk
of truly "touching" someone in another
car jumps when on the phone.
Progressive cited a New England
Journal of Medicine study that found
the use of cell phones while driving
quadruples the risk of a vehicle

collision.

Indeed, of those who talk on the phone while driving:
• 45% have swerved into another lane.

• 41% have sped up.
• 23% have tailgated.
• 21% have cut someone off.

• 18% have nearly hit another car.
• 10% have run a red light.
I think all these percentages should be much, much

higher. That's because most cell phone talkers are
oblivious to who or what is around them on the road, being
cut off, run off the road or hit. They aren't keeping count
of how many people they cut off or nearly clipped.

The thing that amazes me about this survey is not the
unsafe behavior-heck, I own a cell phone and a driver's
license. Rather, it's how candid these people were with a
car insurance company.

It would be like volunteering on a life or car insurance
application that one never wears a seatbelt, or never drives
at or below the speed limit or never comes to a complete
stop at intersections. What were these people thinking?

The survey contained some insights for employers. Of
those who talk while driving, 50% do so while going to and
from work. However, the majority-78%-of drivers are
talking to friends or family, and not to their co-workers. I
am surprised by the latter statistic, because I always
figured that most people on the cell phones were captains
of industry, brokering important deals, issuing buy/sell
orders, etc.

The bad news for employers who share my
misconception is that very little work is getting done on
those phones. The good news is that half of the phone-
induced accidents probably won't wind up as a workers
comp claim.

So keep your phones turned off and your eyes open when
on the road. Be safe like me and 43% of respondents to
Progressive's survey who speed up to get past people who
are chatting on their phones and driving erratically.

If you happen to run them off the road in the process,
you might be doing yourself, other drivers and insurers a
favor.

Editor Patti D. Winston's Commentary appears
fortnightly. He can be reached at pwinston@crain.com.

For a copy of the Progressive survey, visit:
www.progressive. com/media_relations/cell_phones. htm.

COBRA
Continued from page 1
and retirees' premium costs would
be partially offset by a 50% federal
tax credit also proposed in the leg-
islation. In contrast to the new pro-
posal, an employer currently must
extend COBRA coverage only for
18 rnonths to a fornner employee
and can charge a premium equal to
102% of the group rate. No tax
credits currently are provided for
COBRA premiums.

In addition t6 expanding CO-
BRA, the Democratic tax package
would allow an employee age 55
and older who was laid off to pur-
chase Medicare coverage for a
monthly premium of about $460.
In addition, an employees who re-
tires at age 62 could purchase
Medicare coverage for a monthly
premium of about $325, plus an
additional small monthly sur-
charge when he or she turns 65, the
current normal eligibility age for
Medicare. Beneficiaries would be

eligible to receive a 50% tax credit
for the pre-65 Medicare premium
payments.

That latter provision could actu-
ally give employers an incentive to
terminate health care coverage for
pre-Medicare eligible retirees. An
employer, especially one with a
rich plan, would likely find it much
less costly to subsidize an early re-
tiree's pre-Medicare premium than
to continue providing benefits un-
der a private retiree health care
program. Some experts doubt,
though, that Congress intended
such an outcome and would allow

such a scenario to develop.
"Iwould bevery surprised if that

were to be permitted," said Mary
Case, a principal in New York with

Health
Continued from page 3

In late February, Blue Cross
and Sutter reached an agree-
ment and issued a joint state-
ment expressing regret for the
disruption. But by then, their
mudslinging had spilled into the
media, creating fears and confu-
sion among some plan partici-
pants.

"Sutter and Blue Cross, unfor-
tunately, went to the newspa-
pers, which caused a lot of un-
due angst and a lot of telephone
calls (from plan members), ask-
ing 'What does this mean to me,
Mr. Employer?"' according to
CalPERS' Mr. Freezor. "Sutter
was the straw that broke the

camel's back, in terms of our
tolerance for that."

Employers have become con-
cerned, because allowing medi-
cal group and health plan nego-
tiations to go to the brink of col-
lapse is a growing trend, said
Peter V. Lee, president and chief
executive officer of the Pacific

Business Group on Health, a
San Francisco-based employer
purchasing coalition.

Hospitals and insurers, in gen-
eral, are using the discomfort of
plan members as a bargaining
chip in attempting to gain nego-
tiating leverage, Mr. Lee said.

Medical groups do so, he said,
by threatening that a plan's
members will lose access if they
break off negotiations with
health plans. Meanwhile, the
health plans publicly blame
hospitals and provider groups

Unifi Network, a unit of Pricewa-
terhouseCoopers L.L.P.

It is the proposed expansion of
COBRA, though, that is causing
the most concern for employers.
Their chief worry is that the 125%
premium paid by beneficiaries
wouldn't come close to covering
their actual costs, especially for a
long period of coverage. That is be-
cause individuals who opt for CO-
BRA coverage typically are those
most likely to use health care ser-
vices.

'Should Medicare be

expanded to cover
younger retirees when
it is already under
/inancial stress
providing coverage for
those over 65?'

- Paul Dennett

American Benefits Council

Indeed, for every $1 of premium
paid by COBRA beneficiaries, their
health plans pay out roughly $1.50
to $1.60 in claims, said Frank
McArdle, a consultant in the
Washington office of Hewitt Asso-
ciates LLC. And for older benefi-

ciaries, the ratio of claims paid to
premiums collected could be even
greater.

"The premium would not reflect
the cost of the group of beneficia-
ries as a whole," said Paul Dennett,
vp-health policy with the Ameri-
can Benefits Council, a Washing-
ton-based lobbying group.

for holding them hostage and
driving up costs.

Similarly contentious negotia-
tions are on the rise nationwide

for several reasons, including
hospital attempts to make up
for government revenue losses
and the waning use of some
managed care practices (BI,
April 2).

So far, though, California
leads the country in attempts to
mandate related continuity-of-
care provisions. Several nation-
al organizations that track
health care legislation said they
know of no other states with

legislation similar to that re-
cently introduced in California.

State legislators who inter-
vened to help Blue Cross and
Sutter reach an agreement re-
cently introduced the legislation
aimed at protecting plan mem-
bers from service disruptions.

Assembly Bill 1522-intro-
duced by Assemblywoman He-
len Thomson, D-Davis, in
February-would allow plan
enrollees to receive continuity of
care fronn a provider for 180
days or until an employer's next
open enrollment, even if the
provider and health plan part. It
also would require that con-
tracts specify terms for provider
reimbursement for patient care
after a contract expires.

Existing law merely requires
health plans to notify enrollees
in writing 30 days before a con-
tract with a medical group ex-
pires. The proposed legislation
also would require that letters
sent to plan members, either by
health plans or providers, be
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In addition, keeping track of CO-
BRA beneficiaries for what could

be as long as 10 years would create
a significant administrative bur-
den for employers, Mr. Dennett
said.

Given the new COBRA liability
and administrative hassles, the
Democratic proposal would be a
powerful disincentive for employ-
ers to even consider offering retiree
health care coverage, said Mark
Ugoretz, president of the Washing-
ton-based ERISA Industry Com-
mittee, a benefits lobbying group
representing large employers.

In addition, employer benefit
lobbyists question whether broad-
ening Medicare would be good
health care policy.

"Should Medicare be expanded
to cover younger retirees when it is
already under financial stress pro-
viding coverage for those over 65?
Shouldn't the priority be to meet
the needs of those who are already
eligible for coverage?" 1VIr. Dennett
asked.

How seriously Congress will
consider the proposal remains to
be seen. Indeed, with the economy
cooling, predictions of huge federal
budget surpluses may prove inac-
curate. And with the prospects of
surpluses fading, congressional in-
terest in expanding federal health
care programs may be dissipating,
Mr. Dennett said.

In fact, one of last year's hottest
issues-the addition of a prescrip-
tion drug benefit to the Medicare
program-has received little atten-
tion during the current legislative
session, lobbyists say.

With a significantly weaker
economy, Mr. Dennett said, it is a
"sobering reality" that health care
proposals no longer are high-pro-
file items. imu

signed by both parties.
CalPERS, in its 2002 con-

tracts, wants continuity-of-care
provisions similar to those pro-
posed in the legislation. Having
both sides sign letters mailed to
plan members reduces the possi-
bility that either party can use
such letters to place blame on
the other, Mr. Freezor said. "It
cuts out the 'He hit me first,'
'No, he hit me first' game."

In general, CalPERS supports
Assemblywoman Thomson's

bill, but it advocates some revi-
sions. The 180-day continuity-
of-care provision may not be
sufficient, Mr. Freezor said.

CalPERS had about 40,000
members who nearly were
forced to change providers when
the Blue Cross/Sutter dispute
arose. Some had already done
so, and concessions from Blue
Cross and Sutter helped others
remain with their doctors, Mr.
Freezor said.

Meanwhile, Senate Bill 103-
also introduced earlier this

year-would mandate that, if a
health plan and provider fail to
agree on a contract renewal,
then their existing contract
would be extended until an em-

ployer's next open enrollment.
S.B. 103 is sponsored by Sen.
Jackie Spier, D-San Francisco.

Both bills remain in their re-

spective chambers.
Blue Cross of California and

other health insurers endorse the

legislation. "Anything that gets
the patient out of the way of the
commercial dispute," said Bob
Scarlet, vp of state affairs in
Sacramento for Blue Cross. e
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E-mail
Continued from page 1
wide's director of electronic com-
munications searched Nation-

wide's electronic file server for e-

mail indicating whether the letter
had been sent. One such e-mail,
from another agent's file of al-
ready-received and discarded
messages, was retrieved. Nation-
wide subsequently terminated
Mr. Fraser's agent's agreement.

Mr. Fraser sued, alleging viola-
tion of the Wiretap Act and the
Stored Communications Act,
which were both enacted as part
of the Electronic Communica-

tions Privacy Act of 1986.
Judge Brody ruled Nationwide

did not v>iolate either the Wiretap
Act or the Stored Communica-

tions Act. The Wiretap Act pro-
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tects against unauthorized inter-
ception of electronic communica-
tions, she said. The Stored Com-
munications Act prohibits unau-
thorized access to an electronic

communication while it is in elec-

tronic storage, which she defined
as occurring after it is sent but
before transmission is complete
or it is retrieved. Both provide
protection only during the course
of transmission, she ruled. Mr.
Fraser's e-mail was retrieved,
however, after it had been re-
ceived by the recipient.

"Neither the Wiretap Act nor
the Stored Communications Act

cover Nationwide's alleged con-
duet," said Judge Brody. "Na-
tionwide's retrieval of Fraser's e-
mail from the Nationwide file

server may in fact be ethically
'questionable'...but it is not legal-
ly actionable under the ECPA.
Future legislation may delineate
the extent of an employer's au-
thorization to access e-mail

stored for a period of time after
transmission is complete."

Judge Brody also dismissed sev-
eral other charges in Mr. Fraser's
suit, including violation of the
rights of free speech and assem-
bly; wrongful discharge; breach
of the implied covenant of good
will and fair dealing; and breach
of contract.

Mr. Fraser's attorney, James G.
Wiles, of Blank Rome Comisky &
McCauley in Philadelphia, said he
plans to ask the court to amend
the complaint to include the
charge of invasion of privacy, and
to permit the case to proceed to
trial on those grounds. If that re-
quest is refused, he said Mr. Fras-
er may appeal.

Some attorneys say Judge
Brody may have proposed too
narrow an interpretation of the
Stored Communications Act in

suggesting it is applicable only
during the period between when
an e-mail is sent and it is read,
but not subsequently.

"The judge seems to say that if
an e-mail is in longer-term stor-
age in the system that unau:ho-
rized access to that e-mail does

not violate the act," said Charles

Kennedy, an attorney with Morri-
son & Foerster in Washington
who represents Internet service
providers. "It seems to me that
creates an enormous exception to
the Act. I think most of us believe
that if an e-mail is in the server of

our e-mail provider, in longer-
term storage, and someone gets
unauthorized access to it, that,we
should have a remedy for that.

"This judge seems to say once
the e-mail has been retrieved by

cations Act does not cover the

post-transmission period, said
Gregory Porter, an attorney with
O'Melveny & Myers in Washing-
ton. He added however, it is an
important decision because it is
one of the few on this issue. "It
will be one of the two or three de-

cisions that courts looking at
closely when ruling on this issue,"
so in that sense it will be influen-

tial, though whether or not they
will follow it is another question,

Detbidanbare going to start arguing this case
and holdings now in all sons ofcontexts /6r the
proposition that emplorers have broaddiscretion
and broad power when dealing with the context
oftheircomputers:

- Gerald L. Maatman Jr.
Baker & McKenzie

the addressee that the stored ver-

sion of the e-mail is no longer
protected. and that is troubling,
because if this is accepted by oth-
er courts, it would substantially
reduce the protection that people
have under the privacy act." he
said. "I suspect that if it is ap-
pealed, it may very well be over-
turned."

Michael Overly, an attorney
with Foley & Lardner in Los An-
geles who represents employers,
agreed that "if this went up on
appeal, it would probably not be
upheld," at least on this issue.
While the court correctly believes
Nationwide should not held li-

able, the problem is that conclu-
sion was not reached "in a well-

reasoned way."
Mr. Overly said, "This opinion

will probably have greater weight
as showing the inclination of the
court as to what types of decision
they want to reach in this area as
opposed to having a significant
legal precedent, if you will."

"I think she may indeed have
read the statute a little narrowly"
by stating the Stored Communi-

he said.

"This decision goes further than
any other decision that I'm aware
of" in stating e-mail that has been
opened is unprotected under the
Stored Communications Act, said
Robert Corn-Revere, an attorney
with Hogan & Hartson in Wash-
ington, who often represents In-
ternet service providers.

He said it is hard to say how in-
fluential the decision will be. "Be-

cause there aren't a great deal of
decisions out there on these spe-
cific issues, any one decision may
be very influential, but it is hard
to tell to what extent other courts

might be persuaded by the rea-
soning."

Some applaud Judge Brody's
interpretation.

"I think this is a credible deci-

sion," said Jonathan A. Segal, an
attorney with Wolf Block Schorr
& Solis-Cohen in Philadelphia. "I
think it is likely to have signifi-
cant persuasive value, and I do
believe it's consistent with the

statute."

"I do not believe when Congress
passed the law their intent was to

preclude employers from moni-
toi'ing e-mail messages," Mr. Se-
gal said. "I think it's good news
for employers, because if they
own the technology they should
be able to search it."

He added however, that be-
cause this is a district court deci-

sion, it is applicable only within
its jurisdiction, "so other courts
could come out the other way."

"Two different courts may
come to different conclusions,"
agreed Mr. Maatman, who be-
lieves the decision will be influen-

tial. "Defendants are going to
start arguing this case and hold-
ings now in all sorts of contexts
for the proposition that employ-
ers have broad discretion and

broad power when dealing with
the context of their computers,"
he said.

Some observers believe the
court contradicts the 9th Circuit's

ruling in Robert C. Konop vs.
Hawaiian Airlines Inc., which
held that an employer violated
the federal wiretap law by al-
legedly gaining unauthorized ac-
cess to an employee's personal
Web site (BI, Jan. 22).

The case is discussed in the de-

cision by Judge Brody, who con-
cludes the facts of the Konop case
are different from those in the
Fraser case.

"I think if the 9th Circuit were

to look at the same facts, they
would find a violation," said Bri-
an T. Ashe, an attorney with Sey-
farth Shaw in San Francisco. "As

far as potency of the legal opin-
ions, there's no doubt the 9th Cir-
cuit reigns supreme over the opin-
ion of a single judge in the eastern
district of Pennsylvania," he said.

But Mr. Maatman said, "I'm not
sure it is contrary" to Konop be-
cause of the different facts sur-

rounding the decision. "Both cas-
es can stand on their own and in-

ternally aren't inconsistent at
all," he said.

Richard Fraser et at. vs. Nation-

wide Mutual Insurance Co. et at.,
U.S. District Court for the East-
ern District Of Pennsylvania; No.
98-CV-6726.

Bill would ease restrictions on MSAs
By JERRY GEISEL

WASHINGTON-All employ-
ers would be allowed to offer

tax-favored medical savings ac-
counts under bipartisan legisla-
tion introduced last week in the

House of Representatives.
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The legislation, sponsored by
Ways and Means Committee
Chairman William Thomas, R-
Calif., and Rep. William Lipins-
ki, D-Ill., would remove provi-
sions in a 1996 law that limit

MSAs to employers with 50 or
fewer employees and put a
750,000 limit on the number of
MSAs that can be established.

The measure also would make

MSAs a permanent health care
delivery option. Under current
law, no new MSAs can be estab-
lished after Dec. 31, 2002,
though existing ones could con-
tinue.

In addition, the measure would
allow employers and employees
to contribute to an MSA. Cur-
rent law mandates that an em-

ployer or employee, but not both,
can fund an MSA.

Also, the measure would lower
the minimum deductible for in-

dividual coverage in an indemni-
ty plan, through which MSAs are
linked, to $1,000 from $1,550,
while the minimum deductible

for family coverage would be
lowered to $2,000 from $3,100.

Under an MSA, funds can be

withdrawn tax-free to pay for
uncovered health care expenses.
Amounts withdrawn for other

purposes are taxed as ordinary
income but with an additional

15% surcharge. The 15% sur-
charge, though, is not assessed

MSAs are not the

magic bullet that will
solve allof our na-
tion's health care

problems.'
- Nona Wegner

Council for A#ordable
Health Insurance

on funds withdrawn by individ-
uals after they turn 65.

Only about 60,000 MSAs have
been established so far-a much
smaller number than backers

predicted when the law autho-
rizing them was enacted. That
low acceptance, backers say, is

due at least in part to restric-
tions Congress imposed.

Backers say that interest in the
arrangements likely will rise in
the wake of double-digit health
care cost increases. They say ij
employees are responsible.

through MSAs, for paying a
greater share of the cost 01
health care services, rather than
small copayments, they are like-
ly to be more careful consumers.

"MSAs are not the magic bul-
let that will solve all of our na-

tion's health care problems, bul
they will have a significant im-
pact on reducing health car
costs," said Nona Wegner, presi·
dent of the Council for Afford·
able Health Insurance, ar
Alexandria, Va.-based grouI
representing small insurers anc
agents.

Benefit consultants, though
are skeptical about MSAs' cost
saving potential. They doubt, fo
example, that individuals woul(
have the same purchasing clou
commercial insurers and HMO

use to win big price discount
frorn providers on costly proce
dures.



RROs
Continued from page 1

ed in 1986, the Risk Retention Act
allows employers, professionals
and others to form special, multi-
ple-owner captives called risk re-
tention groups. After meeting the
licensing requirements of one state,
an RRG can issue policies for mem-
bers in any state. RRGs can write
policies to cover all of their mem-
bers' commercial liability risks ex-
cept workers compensation. About
65 RRGs, roughly half chartered in
Vermont, are now in operation. Of
these, ALAS is the largest, with
gross written premiums of more
than $300 million in 1999.

RRG backers maintain that the
federal law limits the rules and re-
quirements of nondomicilary
states. Among other permitted re-
quirements, nondomicilary states
can impose premium taxes on the
group-provided the taxes are im-
posed on a nondiscriminatory ba-
sis-and they can require RRGs to
file certain financial reports.

But, according to the act, non-
chartering states cannot regulate
the groups. And that includes the
imposition of regulatory fees such
as Michigan's, said Phil 01sson,
Washington general counsel for the
National Risk Retention Assn.

"Fees, clearly, are verboten,"
said Jon Harkavy, a NRRA mem-
ber and vp and general counsel in
the Arlington, Va., office of Risk

Continued from page 4
Rice.

"The principle would apply with
equal force to Title VII of the Civil

Lo the Age Discrimination in Em-
oloyment Act," Mr. Edwards said.

"The principle is quite impor-
:ant, because employers enter into
irbitration agreements with an
aye toward eliminating or, at least,
;ubstantially reducing their costs
)f litigation," Mr. Edwards said.
'But if they have to both arbitrate
with the employee and litigate

iot reduced their costs-they've
nultiplied them. Then what hap-
)ens if the arbitrator comes out
me way for the charging party
md the court comes out the other
vay in the EEOC suit? Which re-
ult trumps the other?" Mr. Ed-
vards asked.

Services L.L.C., a manager of
RRGs and captives.

RRGs that have taken that posi-
tion have butted heads on numer-
ous occasions with state insurance
regulators, who have argued, at
least initially, that nothing in the
federal law pre-empts their impo-
sition of fees.

For example, in 1997, the Mary-
land Insurance Administration de-
manded that RRGs operating in

Tees, dear44 are ver-
boten' under the Bder-
at Risk Retention Act.

- jon Harkavy
Risk Services L.L.C.

the state pay a $1,000 anti-fraud
fee. The NRRA protested the fee,
saying that the Risk Retention Act
pre-empts states from imposing
any financial assessment other
than premium and other taxes.
Maryland regulators backed off,
though they did not directly con-
cede the pre-emption issue; in-
stead, they noted that the state
statute establishing the anti-fraud
fee did not cite RRGs as being sub-
ject to the fee.

In 1999, RRGs protested a $406
fee the Hawaii Insurance Division
imposed on each group. The assess-

"A lot of complaints relating to
employment discrimination have
that dual-remedy possibility," said
Quentin Riegel, deputy general
counsel of the National Assn. of
Manufacturers in Washington.
"Any company that has an arbi-
tration provision will want some
assurance that the arbitration pro-
vision is effective and is exclusive.

If the EEOC can go on a separate
track, that reduces the benefit of
the arbitration agreement. So it
makes extra work to resolve dis-
putes, it's not efficient and it pro-
vides remedies that the employer
and employee may not have
agreed upon," he said.

The government has quite a lot
riding on the outcome of the case,
said Gerald L. Maatman Jr., senior
partner and chairman-global em-
ployment law practice at the
Chicago law firm of Baker &
McKenzie.

"I think a lot is at stake when
the decision will be made, and it's

ment was to have been used to help
defray the division's administrative
costs. Later, though, the division
dropped the fee. At the time, Insur-
ance Commissioner Wayne Metcalf
said the division did not intend to
act out of variance with federal
law.

While they have scored some vic-
tories, RRGs acknowledge they
lack the resources to fight fees. in
every state. Indeed, many states
impose registration fees that RRG
advocates say are pre-empted by
the federal law.

"It, generally, may be easier to
pay than to fight. The legal fees to
fight can be huge, while the fees of-
ten are small," said Mr. Harkavy,
who strongly lobbied for enact-
ment of the Risk Retention Act
when he served as general counsel
of the Risk & Insurance Manage-
ment Society Inc.

ALAS' Mr. Breakstone said the
group is challenging the Michigan
fee on principle. "We think the pre-
emption provision of the Risk Re-
tention Act is important and that
this is a very clear situation where
a fee is not permitted," he said.

"We would hope that this issue
can finally be resolved," Mr.
Harkavy said.

While he said he did not have an
exact figure, Mr. Breakstone esti-
mated that, so far, the Michigan fee
may have added $100,000 to the
cost of coverage for ALAS' Michi-
gan policyholders over several
years.

coupled with the recent holding in
Circuit City. It could twin cases
that make or break the EEOC's
enforcement plan, because a deci-
sion adverse to the commission
could significantly impact its abil-
ity to obtain wide-ranging mone-
tary settlements and verdicts in
class-action situations," Mr. Maat-
man said.

An additional factor in the case
is the nature of the EEOC itself,
Mr. Edwards said.

"Another reason this is signifi-
cant is (that) unlike the National
Labor Relations Board, the EEOC
is totally resistant to ADR proce-
dures that would keep them from
going to court," he said. 'EEOC,
as a government agency with, at
least theoretically, unlimited re-
sources, can, in effect, force a set-
tlement by virtue of their power,
which means that an employer
may very well cave in rather than
asserting its rights in multiple fo-
rums."

Louisiana fraud probe nabs 22
BATON ROUGE, La.-A

claims examiner and other em-

ployees of the Louisiana Office of
Risk Management have been ar-
rested and charged with cheating
the state's self-insurance fund out
of more than $1 million.

In arrests last week, 22 individ-
uals were charged with partici-
pating in a scheme to defraud the
state by filing false claims for au-
tomobile damage they said was
caused by hazards on state roads.
The risk management office oper-
ates a self-insurance fund to pay
such claims filed against the state.

Carry A Emerson, a claims ex-
aminer with the risk management
office, was charged with orches-
trating the scheme. Also arrested

were sheriff's deputies in two
Louisiana parishes and other al-
leged participants, some of whom
were state workers. A

spokeswoman for the Baton
Rouge Police Department said the
continuing investigation could
lead to as many as 400 arrests.

The four-month investigation
by police, the district attorney's
office of the East Baton Rouge
Parish and the office of the state's

legislative auditor uncovered the
operation that investigators say
began in November 1997 and re-
sulted in 349 fraudulent insurance
claims that total just over $1 mil-
lion.

A report by Dan Kyle, the
state's legislative auditor, was

critical of the management of the
Office of Risk Management In the
report, Mr. Kyle said that al-
though a system of internal con-
trols to detect fraud is in place,
"management was negligent in its
duties in ensuring that the con-
trols were actually followed, ren-
dering the system ineffective."

The report included a response
by Seth Keener, the director of the
state's risk management office, in
which Mr. Keener agreed that
some of the controls were by-
passed and explained that proce-
dures have been revised. Mr.
Keener wrote that his department
is hampered in its operations by
budget cuts.

-BY MICHAEL BRADFORD
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There are so mar.y things out there that can cause your business to go up in flames. That's why you
want an insurancz partner who knows your needs inside and out. One who has walked a mile in your
shoes. And one who can provide the ber possible coverage, in 130 countries worldwide, for matters
you may never see coming.

Providing Commer=ial, Personal ard Specialty Insurance Solutions.
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