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Sen. Edward Kenn6dy, D-Mass., will introduce a bill to give
spouses more say over defined contribution plan distributions.

.Impact on DC plans

Kennedy crafting
spousal consent
pension measure

By JERRY GEISEL

WASHINGTON-Legisla-
tion to give spouses greater
say in how defined contribu-
tion plan distributions are
taken would complicate plan
administration and take from
married employees their cur-
rent right to automatically
receive lump sums.

The bipartisan legislation,
to be introduced next month
by Senate Health, Education,
Labor and Pensions Commit-

tee Chairman Edward

Kennedy, D-Mass., and co-

sponsored by Sen. Olympia
Snowe, R-Maine, would re-

Without such approval, an
account balance would have

to be distributed in the form
of a stream of periodic pay-
ments payable over the ex-
pected lives of the partici-
pant and spouse. Or, a de-
fined contribution plan could
purchase an annuity to pro-
vide lifetime monthly bene-
fits to the participant and
spouse.

The new spousal approval
requirement, which already
exists for defined benefit
plans under a 1984 federal
law, would mark a radical
change for defined contribu-
tion plans, such as 401 (k:

quire the written approval of plans. Currently, employees

a spouse before an employee
could take a lump-sum dis-

tribution from a defined con-

tribution plan.,

in such plans can take a lump
sum-without spousal ap-
proval-when they leave a

See Pension on page 23
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Medical malpractice losses
land PHICO in rehabilitation
HARRISBURG. Pa.-A Pennsylvania

state judge has ordered PHICO Insurance
Co. into rehabilitation after the medical

malpractice insurer reported that massive

first-half losses have nearly depleted its pol-
icyholders surplus.

The Pennsylvania Insurance Department
sought the rehabilitation order shortly after

Mechanicsburg, Pa.-based PHICO filed a
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Buyers grapple with

brokers' staff battles

By SALLY ROBERTS

When an insurance broker en-
ters into litigation with a rival
broker over the departure of a
key producer, it is the risk man-

ager who often gets caught in
the middle.

Nonsolicitation clauses-the
subject of the legal battles- can
disrupt the relationships that
risk managers have established,
because, in general, they pro-
hibit producers who leave their
original brokers from taking
their business with them to the
new, rival brokers.

Many risk managers resent
such interruptions; they argue
that they-and not the bro-
kers-should decide whom they
may conduct business with.

But that resentment may be

ternpered, depending on
whether the individual risk

manager regards his or her bro-
kerage relationship as existing
principally with the account ex-
ecutive or with the brokerage
firm as a whole

Lawsuits over such restrictive
covenants-while often con-
tentious and expensive-are
common in the brokerage indus-
try. In one recent case, London-
based Willis Group Holdings
Ltd. and Kansas City, Mo.-
based Lockton Cos. Inc. clashed
over the departure from Willis
of three key construction execu-
tives who took with them sever-
al accounts and other employees
when they joined Lockton (BI,
Aug. 13).

Today, most brokers require
their producers to adhere to
nonsolicitation clauses as part
of their employment agree-
ments. Typically, the clause re-
stricts the producer, for a speci-

fied period of time, from direct-
ly or indirectly soliciting-and,
in some cases, servicing-any of
that broker's previous accounts
should he or she leave the bro-
ker for a rival.

Historically, brokers such as
Marsh & MeLennan Cos. Inc.
and Aon Corp. did not require
their producers to sign nonsolic-
itation clauses as a condition of
employment. Both, however, ei-
ther assumed or instituted re-
stricted covenants as part of
their acquisitions in recent
years.

Several sources say that the
two brokers now require their
producers to enter into such
agreements. Neither Marsh nor
Aon would comment for this
story.

As brokers increasingly re-
quire their top producers to ad-

See Compete on page 22

Sue/labor sees new test

Defect case may influence Y2K litigation

By JOANNE WOJCIK

ATLANTA-A Florida bad-

faith lawsuit addressing the
dual hot topics of construction
defects and the sue-and-labor
clause in property insurance
policies has caught the attention
of the insurance industry.

The American Insurance Assn.
has filed an amicus brief in the
case, which is on appeal to the
11th U.S. Circuit Court of Ap-
peals in Atlanta. That's because
the case has broad public policy
implications, said Eric Gold-
berg, assistant general counsel
for the AIA in Washington.

"It has implications for con-
struction defect and other pend-
ing litigation, such as Y2K," Mr.
Goldberg said. "All the big-
money litigation pending now
over Y2K is over the sue-and-la-
bor clause.”

Indeed, attorneys involved in
Y2K coverage cases have been

Ward's 50

Benchmark

following Swire Pacific Hold-
ings Inc. vs. Zurich Insurance
Co. because it is one of the few
nonmarine cases involving the
sue-and-labor clause that has
reached the appellate level.

While researching the history
of sue-and-labor cases on behalf
of his policyholder clients, Lar-
ry Eisenstein. an attorney with
Swidler Berlin Shereff Fried-
man L.L.P. in Washington,
found that perhaps only 100
such cases have been litigated in
the United States, and most of
those were maritime cases.

"l do think the presence in the
Y2K context has raised some
awareness of it,"” Mr. Eisenstein
said.

"The insurance industry is
scared. They're concerned about
what it would do to Y2K claims
and other construction defect
cases," said Scott Greenspan, an
attorney with Greenberg Trau-
rig L.L.P. in New York who rep-
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resented Swire at the district
court level. "They are running
away from the policy language
they drafted.”

"It's significant because most
of the law relating to sue and la-
bor is old," concurred L.D. Sim-
mons, an attorney with Smith
Helms Mulliss & Moore in Char-
lotte, N.C., who defended Royal
& SunAlliance in a Y2K sue-
and-labor suit filed by Unisys
Corp. that was dismissed last
month (BI, July 23).

The half-dozen or so remain-
ing Y2K coverage suits all cite
the sue-and-labor clause that is
typically contained in commer-
cial property insurance policies.
The clause, originating in mar-
itime insurance contracts dating
back to the 1600s, is a condition
of coverage intended to reduce
the insurer's exposure. The
clause requires a policyholder to
take all reasonable steps to pre-

See Clat,Se on page 21
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- A new wave of asbestos claims Contznued from preu:ous page Court for the Northern District of lllinois search Institute. In contrast, benefit deliv-

s uarterly financial statement showing a in Chicago, of the first of what could be ery expenses in Texas and Wisconsin make
hreatens to swamp some U-S 3124.4 million net loss for the first ha?f and many lawsuits seeking class certificatiop( up 6% of claims costs, or roughly half the
a precipitous drop in surplus to $6.8 million Kenneth B. Moll, the president of the rate m California, the WCRI states m a re-
as of June 30 from $127.2 million at year- cent report, "Where the Workers' Com-

corporations that are already mired in
litigation over asbestos-related injuries,
a new RAND report warns. PAGE 4

end 2000 The June 30 surplus figure put r:ﬂensatli)on Ddous;g::ﬁs." The C.‘,an;brlid.ge,

PHICO within the "mandatory control lev- B IBAYERI gss.base S @is0 examined claims

el" in the state's risk-based capital require- aye r J/ :AOStS lnhCOHHGCtK;uL Florida, Georgia,
4 assachusetts an

A Colorad | th led ments. Regulators will seek to determine, o
olorado appeals court has rule among other things, what led to the sudden Pennsylvania Litiga-

that liability insurers needn't cover the tion and claims ad-

. T o increase in losses and decline in surplus, an ]
sometimes hL_Jge pollutlo_n investigation Insurance Department spokeswoman said. 1 u sting together ac- WC RI
costs that policyholders incur before PHICO has consented to the rehabilitation  Chicago law firm of Kenneth B. Moll & count for 7% of
environmental authorities determine that order. Insurer officials, including mterim  Associates Ltd., said he filed the action on claims costs in Cali-
third-party damage is insufficient to President and Chief Executive Off,cer Con- behalf of individuals who were prescribed fornia, compared
trigger cleanup orders. PAGE 6 stance B. Foster, could not be reached. Ms. and who took the drug, which is marketed with 3% to 4% in the other states, accord-

Foster, a former Pennsylvania insurance m the United States as Baycol and else- ing to the WCRI Benefit delivery expenses
commissioner, assumed her posts with PH- where as Lipobay. Mr. Moll estimates the also include cost-containment services,
ICO m April. PHICO, which writes mal. number of such consumers to be about 6 case management and bill review. "If the
- Congress must carefully assess the practice coverage for hospitals, physician milhon worldwide The action seeks corn- Califorma system could improve its effi-
tradeoffs associated with legislation that groups and individual physicians in all 50 pensation for those injured or killed by the ciency and reduce the share of costs ab-
would require a participant in a defined states, last year developed a restructuring drug, the creation a Bayer-funded medical sorbed by benefit dellverg expenses, several
contribution plan to obtain the written plan to boost its business The insurerpost- monitoring fund for the testing and treat- billion dollars could be saved,” WCRI Ex
ed net losses in each of the last two years, ment of consumers and the reimbursement ecutive Director Richard A. Victor said in
while its surplus eroded by more than & of consumers for the cost of the drug Lev- a statement. The WCRI's report will soon
lan. this week's editorial savs. PAGE 8 third between year-end 1999 and year-end erkusen, Germany-based Bakler had be available on the organization's Web
pan ve: 2000, In the first half of this year, PHICO Planned to join the Big Board Sept 26, but site, www.wermet org
reported direct written premiums of $122.6 the company voluntarily withdrew Baycol
million and a net underwriting loss of from all markets except Japan on Aug. 8 WORKPLACE [IEATHS DECREASE Workplace
$1445 million, a huge deterioration from because of what Bayer called increasing re- fatalities m the United States decreased
the $23 7 million underwriting loss it re-  ports of side-effects involving muscular 2,3% in 2000 compared with 1999, ac-
ported for the same period last year In weakness. On the same day, the federal cording to a report issued by the federal
2000, when PHICO wrote more than $242 Food and Drug Administration stated that Bureau of Labor Statistics last Tuesday.
million in direct premiums, the states with it "has received reports of 31 U.S. deaths" According to the BLS, 5,915 fatal work in-
the largest number of PHICO policyholders associated with the use of Baycol. In an juries were recorded last year, compared
included Florida, Indiana, New Jersey, English-language transcript of an Aug. 13 with 6,053 in 1999. Fatal work-related
men =MMA .« i F Pennsylvanta and Texas, according to the press statement, Bayer Management Board highway accidents remained the Ieading
IMMS,, BMi# 1 94}: Pennsylvania department. Chairman Manfred Schneider said the cause of death, accounting for 1,36
i company expected to prevail and saw "no deaths in 2000, down 8 9% from 1999.
COURT DOWNPLAYS RSI A career newspa_ reason" to make provisions in Bayer's bal- Other categories of workplace deaths that

. . . ance sheet to deal with the claims. i i iti
per reporter whose repetitive stress inluries saw decreases in 2000 include fatalities

permission of his or her spouse before
taking a lump-sum distribution from the

have significantly restricted her ability to caused by electrocution and those caused
type on a computer keyboard and to write. WATSON WYATT SELLS UNIT Benefit consul- ~ PY fires and explosions. The number of
- Marine insurers are expressing by hand is not considered substantially tant Watson Wyatt & Co. is selling its ~ Workplace homidides increased 4034,=
opposition to recommendations by the ""_“ted Lfnder_t.hfe federal Americans . U S -based public sector retirement prac- though, to 677 in 2000, and the_ number of
Australian government to remove the with Disabilities Act, the 9th US. tice to Gabriel, Roeder, Smith & Co.. a deaths from on-the-Job falls increased
Insurable interest requirement from its Circuit Court of Appeals All privately held Southﬁeld, Mich.-based firm 1 8%, to 734.
Marine Insurance Act, the first change to ruled 2-1 last week _--—- that specializes m public sector retirement
the act in more than 90 years. PAGE 17 in Thornton vs. -////- consulting. As part of the acquisition, BRIEFLY NOTED Bermuda reinsurer Max
McClatcby News-Ip-- GRS, which has about 500 clients, will Re Capital Ltd. launched its initial public
ipapers.  Jacalyn take over from Watson Wyatt about 120 offering Tuesday, issuing 12 million shares
Thornton, a 24-year public sector retirement clients within the at $16 per share. Max Re will receive

employee of the Fresno Bee in Fresno, next few months Those clients generate about $176 5 million from the offering af-
Calif, did not show she was limited in her about $6 million m revenues, less than 1 % tel expenses. The shares closed down 50
ability to work at other jobs, such as teach- of Watson Wyatt's total business. Watson cents from the offering price....Average
ing or performing manual labor, according Wyatt, though, will continue to provide re- property/casualty insurance rates rose

« The head of the Australian Prudential
Regulation Authority has vehemently
rejected criticism that Australia's

Insurance regulatory body failed to act to tothe court. "Thornton was able to per- Giremeont 14% at July renewals compared with last
prevent the collapse of HIH Insurance form a wide range of manual tasks, includ- consulting year, according to MarketScout.com, a
tid- in Mareh. PAGE 17 ing grocery shopping, driving, making / Watson Wyatt services to Web-based insurance portal that connects

beds, doing laundry and dressing herself," Woridmide a small agents with about 50 insurers... Herbert

wrote Judge Michael Daly Hawkins. Dis- number of W. Kaufman, who m 1969 founded man-

senting Judge Marsha Berzon said that the public sec- aging general agency Burns & Wilcox Ltd.
- The Regence Group and Health Care malority's decision ignores the significance tor clients, including federal government in Farmington Hills, Mich., died Monday
Service Corp. have canceled plans to of computers in everyday life. She noted entities; businesses, such as hospitals and after a brief illness He was 76... Helen
merge the management services of that nearly half of all Americans use com- airports, that are managed by public enti- Darling, a senior health care consultant in
Blues plans in several states. PAGE 23 puters at work. The appeals court remand- ties; and some Native American tribes and the Stamford, Conn., office of Warson Wy-

ed the case for further proceedings. Ms. nations The sale of the public sector retire- att Worldwide, will take over next month

Thornton's dispute with her employer be- ment practice is m line with the Washing- as president of the Washington Business

an m 1994, when she filed workers com- ton-based consultant's strategy of concen- ~ Group on Health. Ms. Darling, a former

BEPARIMENIS - gensation claims alleging repetitive stress trating on business lines ingv¥/hich it is a congressional committee staffer, succeeds
injuries. In following years, the company leading player, such as pension plan and Mary Jane England, who left the 165-em-

doctor imposed several work restrictions human resource technology consulting, ployer member health policy organization

and the company made numerous accorn- while shedding smaller and, m some cases, to become president of Regis College in

Advertiser Index . 20 modations, including adjusting worksta- unprofitable lines. Watson Wyatt and GRS Weston, Mass....Keith Fenwick has been
Class.fieds ...... 18 tions, modifying work schedules and her also have agreed to refer business to one named chief executive officer and regional
Commentary 21 with a gym membership Court papers in- another and will explore joint consulting manager of the U K. operations of Guy
Global Briefs.... .17 dicate that, after her condition worsened, assignments Terms were not disclosed Carpenter & Co, He replaces Mark Hard-
Insurance Services Guide . 16 Ms. Thornton was granted an extended Separately, Watson Wyatt reported net in- ing, who has left the reinsurance broker-
International 17 leave and subsequently terminated, though come of $46.7 million for the year ending age. Previously, Mr Fenwick was chief op-
Opinions. . .8 the Fresno Bee denies that she was termi- June 30, up 28% from last year. Revenues erations officer of the unit Aon Corp 's
Ticker 23 nated. climbed 12.1%, to $700 2 million. risk services group has named Angie Tegan

managing director of corporate communt-
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Cost runups cut into rate increase gains

By JUDY GREENWALD

The problem of rising medical
costs is one that refuses to go
away for the managed care in-
dustry.

Managed care companies are
pushing through rate increases,
but medical costs continue to
climb, which contributed to
lower first-half profitability for
many companies.

AnNnd, of course, there are other
that could hamper
profitability, including pro-

concerns

posed patient protection legisla-
tion in Congress and, to a lesser
extent, layoffs at corpo-
rate clients, which may
hold down managed
care revenue growth.

In addition, employ-
ers continue to seek
benefit buydowns-
ways to offer less-gen-
erous benefits-in an
effort to reduce the size

of cost increases.

Currently, rate increases are
outpacing health care costs, but

HMO
Results

those costs are continuing to
rise. Rate increases are exceed-
ing health care infla-

, tion, "so there should

be continued, very
strong trends in the
(health maintenance or-
ganization) business for
the foreseeable future,”
said Michael LeConey,

an analyst with Dirks &
Co. in New York.

"We expect to grow," said
John S. Penshorn, director of
capital markets, communica-

Rulings that expanded exposures prompt legislation

Ohio narrows auto liability

By NMEG FLE T CHER

coLuMBUS, Ohio-Most

Ohio businesses are hopeful that
recently passed legislation will
help the state's deteriorating
market for automobile insur-
ance regain its historic stability.

But real progress probably
won't be seen until the law goes
into effect Oct. 31, according to
several employer and insurer
representatives.

Re-establishment of Ohio's
competitive market for auto in-
surance-including commercial
trucks and car fleets-would be
the best possible outcome of two
years of turmoil that culminated
in an overwhelming number of
businesses and insurers sup-
porting legislative relief from
several problematic rulings by
the Ohio Supreme Court, they
say.

The court's most controversial
4-3 rulings on this topic sub-
stantially broadened employers'

liability for employees and oth-
ers hurt in collisions with unin-

sured motorists or underinsured

*AAOOAA

motorists.

UM insurance coverage is de-
signed to protect a business
or its employees from being in-
jured by a motorist who is unin-
sured or insolvent. UM cover-
age policyholders
from drivers who carry auto lia-
bility insurance but lack ade-
quate limits to fully compensate
an injured policyholder. Ohio
law historically required
that such coverage be offered
along with commercial and per-
sonal lines insurance, though

buyers are not required to pur-
chase it.

protects

The latest upheaval began
with the state high court's
Scott-Pontzer decision in July
1999. It "expanded UM cover-
age to apply to relatives of em-
ployees who can collect under

the employer's commercial auto
policy when they are driving a
personally owned vehicle, even
if they are not on company-re-
lated business at the time of the

crash,” according to the Ohio
Insurance Institute, a trade
and public information associa-
tion.

The coverage was originally
intended to protect employees
driving company-insured vehi-
cles while on business.

In such situations, employees
in Ohio typically are eligible for
workers compensation benefits
to cover their medical care and
wage loss, said Paul C. Blume
Jr., vp for the American Insur-
ance Assn.'s Midwest region. An
employee may also seek com-
pensation for non-economic
losses, such as pain and suffer-
ing, from his or her employer's
UM/UIM insurer as well as from
a personal UM/UIM insurer, he
added.

"UM/UIM coverage was fur-
ther expanded by the court's
December 2000 Linko decision,

See Ohlo on page 22

Benefit funding through captives

Vermont captive director encourages application for exemptions

By RODD ZOLKOS
BURLINGTON, Vt.-While
placing employee benefit pro-
grams in a captive can offer an
employer considerable advan-
tages, doing so isn't necessarily
dramatically different from the
ways benefit programs are cur-
rently funded, a benefit funding
expert said.

"We're not doing something
revolutionary. Benefits have
been financed,"” said Markus
Mende, senior consultant at Aon
International Risk Management
Group U.K. in Weybridge, Eng-
land.

Speaking as part of a panel on
employee benefits in captives at

the annual conference of the

Vermont Captive Insurance
Assn. earlier this month in
Burlington, Mr. Mende noted
that benefit plans in both the
United States and overseas tra-
ditionally have been financed
through various methods.

Both domestically and abroad,
companies have used techniques
including full insurance, insur-

Nernmont=-
CAPTIVE INSURANCE

ASSOCIATION

Additional Vermont captive coverage
begins on page 19

ance with a profit-sharing com-
ponent, self-insurance with a
third-party administrator or in-
ternational pooling.

In the United States, employ-
ers also have used such vehicles
as voluntary employee benefi-
ciary associations, trust-owned
life insurance, trust-owned
health insurance and company-
owned life insurance.

"What we can say is that
many of these vehicles are a
type of onshore employee bene-
fit funding captive vehicle,” Mr.
Mende said.

The types of benefit plan ex-
posures that might lend them-
selves to being financed through

a captive include death or
longevity risks, disability, per-
sonal accident, health and medi-
cal and post-retirement bene-
fits.

In some European countries, a
portion of pension benefits can
be risk-financed in a captive,
Mr. Mende said. And in Ger-
many and Australia, exposures
associated with lifetime work-
hour accounts, which allow em-
ployees to save paid time off
over the lifetime of their em-
ployment and consequently
must be financed by the em-
ployer, might be an exposure
that can be addressed in a cap-
tive.

"The types of benefits that are
typically provided globally vary
by country and they vary dra-
matically,” Mr. Mende said.
"The reason for that is that em-
ployee benefits supplement
what is available under (local)
social security legislation.”

That wide variance is one of
the factors that makes it diffi-
cult to risk-finance benefit ex-

See Benefits on page 20

tions and strategy for Min-
neapolis-based UnitedHealth
Group Inc.

Despite higher rates, medical
costs continue to be a challenge
for managed care companies.

"Pricing looks to be very, very
strong, but we do have a health
care cost climate that is infla-
tionary, more inflationary than
it's been in recent years, and
that's going to be a challenge for
all of us to manage effectively,”
said David Olson, vp-investor
relations for Woodland Hills,

Calif.-based Health Net Inc.

"1 think we'll see continued
premium rate increases due to
medical cost trends,"” said Greg
Crawford, an analyst with Fox-
Pitt, Kelton Inc. in San Francis-
CcO.

Although there may be some
margin improvements on the
administrative cost side, "medi-
cal costs are still a big challenge
here," he said.

Mr. Crawford said many man-
aged care connpanies are nnerely

See HMOS on page 16

PHOTOS: KRT, INSET: CHICAGO TUNNEL TERMINAL CORP.

Businesses and insurers are still litigating property damage claims
from the 1992 flood that resulted from a leak in a Chicago River tunnel.

Review sought
on decision limiting
Chicago flood cover

By DAVE LENCKUS

CHICAGO-Scores of Chicago
businesses plan to ask a full fed-
eral appeals court to review an
appellate panel ruling that dra-
matically restricts the amount
of insurance that is available to
cover the cost of property dam-
age during the Great Chicago
Flood.

The city of Chicago also is
considering asking the full 7th
U.S. Circuit Court of Appeals to
review its three-judge panel's
Aug. 10 decision. The ruling ef-
fectively bars the city from re-
covering $29 million of insur-
ance proceeds to help cover the
city's settlements with flood
claimants.

Overturning a 1999 federal
district court's decision, the 7th
Circuit panel ruled that the lim-
its available under an original
and a replacement excess liabil-
ity insurance policy written for
the dredging contractor respon-
sible for the April 1992 flood

cannot be stacked to cover loss-

The appellate panel further
limited insurance recoveries by
ruling that flood claimants
could not tap a $60 million ex-
cess liability policy. The policy,
which was in force for the con-

tractor when it performed
bridge repairs that later trig-
gered the flood, had been can-
celed before the city flooded.

Under the appellate panel's
ruling, $51 million of liability
insurance limits would be avail-
able to cover losses-$100 mil-
lion less than would have been
available under the district
court's decision.

The city hired the dredging
contractor, Great Lakes Dredge
& Docking Co. of Oak Brook,
., in August 1991 to replace
pilings protecting a bridge that
spanned the Chicago River. The
work damaged the roof of an old
freight tunnel system that runs
beneath the river and links with
buildings in the city's down-
town "Loop" financial district.

City inspectors spotted the
damaged tunnel roof in Febru-
ary 1992. But although river
water already was leaking into
the tunnel, the city made no re-
pairs.

The tunnel roof collapsed in
April 1992 and flooded the
basements of many buildings.
Insured property damage to-
taled around $300 million.

In August 1991, Great Lakes
was covered by a $1 million pri-
mary liability insurance policy

See Flood on page 21
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Report sees more asbestos=related ban kru ptcies

By MICHAEL BRADFORD

A new wave of asbestos claims
threatens to swamp some U.S.
corporations, many of which al-
ready are mired in litigation
over asbestos-related injuries, a
recently released report warns.

The 500,000 individuals al-
ready have filed asbestos-relat-
ed claims may represent less
than half the ultimate number
of claimants, the RAND Insti-
tute for Civil Justice states in
the report, which was released
last week. As a result, "all of the
major asbestos defendants are
likely to be in bankruptcy in 24
months," the report declares.

RAND compiled the informa-
tion from published studies and
from interviews with attorneys,

insurers and other experts. The

Santa Calif.-based

Monica,
think tank calls the 59-page re-
port a "briefing"” on the first
part of its three-phase study on
asbestos litigation. The docu-
ment was prepared for meetings
with members of congressional
judiciary committees that were
held Aug. 13-14.

Asbestos litigation already
has driven 41 companies into
bankruptcy, the report states. In
addition, RAND notes that five
corporations-which it did not
name-each had more than

300,000 claims when they filed
for bankruptcy, with one of
them facing more than 500,000
claims. Furthermore, according
to the report, three bankruptcy
trusis have received a total of
nearly 1.3 million claims.

The report notes that any

analysis of the situation should
consider the nature of asbestos-

related claims. Because most

plaintiffs file claims against
multiple defendants, it says,
"the magnitude of asbestos liti-
gation is amplified beyond what
it would be in more-traditional
tort litigation, in which plain-
tiffs file lawsuits against one or
a few defendants.”

Responsive service. Regional expertise.

Lincoln

Financial Group

National resources. Pick any three.

has formed one talented

employer stop-loss affiliate.

What does a championship driver

Management Services, Inc.

need in a pit crew? Resourcefulness.

Experience. Responsiveness. In
other words, the same qualities
you would love to have in a
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The report does not identity
the "major asbestos defendants”
that it says are likely to file for
bankruptcy.

A polieyholder attorney said
the report may overstate the
number of future bankruptcies.

"That's such an overgeneral-
ization that | can't really agree
with that,"” said John Sylvester,
an attorney with Kirkpatrick &
Lockhart in Pittsburgh who
represents asbestos defendants.
"I'm not sure who they consider
major defendants."

Mr. Sylvester said insurance
coverage will play a part in de-

termining which companies sur-
vive. "Some of the defendants
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have decent coverage, and some
have thin coverage,” he said.

Studies show that there is dis-
agreement about how many
claims are still to come, the
RAND report notes. While one
analyst has predicted that
500,000 more claims will be
filed, another put the figure at
closer to 2.5 million, the study
says.

Insurers already have paid out
about $21.6 billion on asbestos -
claims, according to a figure by
A.M. Best Co. that the report
cites. Using court filings, RAND
calculated that bankrupt corpo-
rations have reported expendi-
tures related to asbestos litiga-
tion that range from $450 mil-
lion to $5 billion each. Those
figures include some costs that
were recovered from insurers.

The report also refers to a Till-
inghast-Towers Perrin analysis,
released in June, that pegged

the ultimate cost to insurers and

corporations of asbestos litiga-
tion at $200 billion.

The RAND report

notes that daims have

spread to businesses
that donY have direct

ties to asbestos, such
as retailers, textile

mills and re/ine,ies.

The types of companies affect-
ed by asbestos litigation contin-
ue to change, the report says.

The report notes that asbestos
claims have spread from "tradi-
tional” defendants-such as as-
bestos manufacturers, distribu-
tors and installers--to other
businesses that do not have di-
rect ties to the product, such as
retailers, textile mills and re-
fineries.

"As the litigation has contin-
ued, the number of companies
sued has grown dramatically,”
the report states. A list compiled
by RAND shows more than
1,000 defendants, and that num-
ber is expected grow signifi-
cantly, the report says.

The report also notes that as-
bestos litigation costs began to
fall in the 1990s as, among other
developments, insurance cover-
age issues were decided, plain-
tiff attorneys negotiated settle-
ments and defendants pursued
"cooperative strategies.”

The report warns, though, that
those costs may be on the rise
again. "New insurance coverage
battles are looming," it states.
In addition, the report notes, de-
fendants' agreements have dis-
solved, plaintiffs attorneys are
"pursuing more-aggressive liti-
gation strategies" and "non-
bankrupt defendants" are rep-
resenting their interests more
vigorously.

Copies of the report, "Asbestos
Litigation in the U.S.: A New

Look at an Old Issue," may be
either downloaded or ordered

through the RAND Web site at
www.rand.org.
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By DAVE LENCKUS

DENVER-Liability insurers
do not have to cover the huge
pollution investigation costs
that a policyholder incurred be-
fore environmental authorities
determined that third-party
property damage was insuffi-
cient to trigger a cleanup order,
the Colorado Appeals Court has
ruled.

Unanimously upholding a
lower court's summary judg-
ment, the state appellate court
on July 19 rejected the argu-

ment by policyholder Union Pa-
cific Railroad Co. that its inves-

professionals.
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Compensation
Professional

For more information:

tigative costs should be covered
because the railroad reasonably
anticipated it would be held li-
able for third-party property re-
mediation and performed some
cleanup work.

The appeals court did not cer-
tify its opinion for publication,
which means insurers may not
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cite it as precedent in future
coverage disputes in Colorado.
Attorneys outside of the state
may cite the case, but its influ-
ence on other courts would be
difficult to predict, attorneys
said.

The insurer defense attorney
in the case, however, is contem-
plating asking the appeals court
to publish the ruling.

Coverage disputes over inves-
tigative costs are beginning to
mount, but currently there are
only a handful of appellate-level
court decisions nationwide on
the issue, according to insurer
attorney Laura A. Foggan, who
represents the Insurance Envi-
ronmental Litigation Assn. And
most, if not all, of the earlier de-
cisions-many of which insurers
have won-did not turn on the
issue of third-party liability,
said Ms. Foggan, a partner with
Wiley, Rein & Fielding L.L.P. of
Washington.

The issue has not been litigat-
ed much because past pollution
coverage disputes largely fo-
cused on much-broader cover-
age issues, such as the compre-
hensiveness of pollution exclu-

sions.

The Colorado case involves
dozens of Lloyd's and London
market underwriters and Farm-
ington Hills,
Amerisure Mutual Insurance

Mich.-based

Co., which changed its name
last year from Michigan Mutual

Insurance Co.

All of the insurers wrote lia-
bility insurance for the former
Denver & Rio Grande Western
Railroad Co. during the 19605.
The insurers wrote coverage
above self-insured retentions
that began at $50,000 and later
exceeded $100,000.

Omaha, Neb.-based Union Pa-
cific acquired the Denver & Rio
Grande in 1998.

Years earlier, the U.S. Envi-
ronmental Protection Agency
had sued the Denver & Rio
Grande over its potential liabili-
ty for elevated levels of lead at

sites near the railroad's

Leadyville, Colo., property. The
EPA was concerned that lead
was leaching from the railroad's
mountainous piles of slag onto
other property. The railroad in-
tended to use the slag-a rock-
hard byproduct of smelting op-
erations in the area at the turn
of the 20th century-as ballast
for new track.

The Denver & Rio Grande set-
tled with the EPA in 1993 with-
out admitting liability.

The two railroads spent nearly
$6 million to reimburse the
EPA, investigate the claim
themselves and perform some
remediation work into the late
1990s, according to court pa-
pers.

The EPA never ordered either
railroad to clean up any third-
party property, though, because
the agency determined that the
lead contamination levels were
not high enough to warrant a
cleanup order, according to
Union Pacific.

But Union Pacific argued that
a settlement of potential liabili-
ty is covered even if the policy-
holder eventually is not held li-

Pollution probe cover rejected

Unpublished Colorado ruling lets CGL insurers off hook

able for third-party propertl
damage. It contended that thi
Denver & Rio Grande's policies
covered "liability through com-
promise"” and urged the lowei
district court and the appellate
court to apply a "reasonable an-
ticipation of liability"” standard
to its EPA settlement.

The lower court rejected thal
argument in 1999, and the ap-
pellate court last month af-
firmed that decision 3-0.

The appellate court ruled
"While the policies here provid-
ed coverage for expenses fol

through either adjudication oi
compromise, such expenses
were required to be 'on accouni
of...property damages.' Thus
the policies' plain language re-
quires a showing of property
damage" before the policies
must resp6nd, the court ex-
plained.

Terry R. Howell, the insurel
defense attorney in the case

characterized the decision as

"very important.”

'"The (CGL) policy is
not a slush /imd for
expenses incurred by
the polic)/holder in
response to govern-

ment inquiries.’

-Laura Foggan

Insurance Environmental

Litigation Assn.

"It confirms that excess insur-

ers do not have to pay losses
where there is merely an allega-
tion of property damage but the
facts show that no propertj
damage in fact occurred," said
Mr. Howell, a partner witt.
Lord, Bissell & Brook in At-
lanta.

Ms. Foggan applauded thE
ruling. The decision underscores
that "all environmental re-
sponse costs are not covered,’
she said. "The policy is not :
slush fund for expenses incurrec
by the policyholder in responst
to government inquiries aboul
potential environmental haz-
ards.”

Union Pacific attorney Brenl
D. Stratton, a partner with Jen-
ner & Block L.L.C. in Chicago
said he would not comment or
the case until the deadline foi
filing an appeal passes in earlb
September. Union Pacific has
not determined whether it will
appeal the case, he said.

But policyholder attorney
Robert M. Horkovich, a partnei
with Anderson Kill & Olick P.C,
in New York, said the ruling has
.zero value.” The court's deei-
sion not to publish its opinion
"shows its lack of confidence"

in the ruling, he said.

Union Pacific Railroad Co. vs.
Certain Underwriters at Lloyd's
et al., Colorado Court of Ap-
pe(tls, No. OOCAO095; Julu 19,

2001.
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OPINIONS

Weigh pension proposal

HOYLED ADEFINEDGONTRIBLAON

written permission of his or her spouse be-
fore taking a lump-sum distribution from the
plan?

That question likely will receive increased atten-
tion in the coming months, because Senate Health,
Education, Labor and Pensions Committee Chair-
man Edward Kennedy, D-Mass., plans to intro-
duce legislation that would impose just such a re-
quirement.

The issue is not a new one. Back in 1984,
Congress, after listening to compelling evidence
presented at numerous hearings, addressed a real
problem in the defined benefit pension area: indi-
viduals who were left without pension benefits af-
ter the death of their spouses.

As many witnesses told congressional panels
during the 1980s, employees-perhaps to save a
little money-sometimes failed to opt for a joint
and survivor benefit, which would have provided a
surviving spouse with about half of the worker's
promised benefit. As a result, the surviving spouse
would get nothing.

The results of such situations could be devastat-
ing, especially in cases in which a surviving spouse
never worked and had no pension benefit of his or
her own.

Congress remedied that problem when it passed
the Retirement Equity Act of 1984. That law re-
quires a defined benefit plan participant to select
a joint and survivor benefit unless his or her
spouse waives the right to receive it. The REA, as
we have said before, provided a good solution to a
real problem.

Now, the issue is whether REA protections
should be extended, as Sen. Kennedy will propose,
to defined contribution plans. Under his legisla-
tion, unless a spouse waived his or her right, ac-
count balances from an employee's defined contri-
bution plan would have to be paid either as a
steady stream of periodic payments-based on life
expectancies of the employee and spouse-from
the plan or as a joint and survivor annuity pur-

chased from insurers.

Business
Insurance®

Vice President/Publisher
Martin J. Ross 111 (New York)

Vice President/Publishing Director
Kathryn J. Mcintyre, ARM (Chicago)
Editor: Paul D. Winston (Chicago)

Jerry Geisel ( Washington)

Regis J. Coccia (Chicago)

Kathy L. Barnes (Chicago)

Gavin Souter (New Yom)

Meg Fletcher, A.R.M. (Chicago)
.udy Greenwald (San Jose)

. Mark A. Hofmann ( Washington)
Dave Lenckus ( Tucson)

Douglas McLeod (New York)
Joanne Woijcik (Denver)

Rodd Zolkos (Chicago)

Robero Ceniceros (Los Ange/es)
Edwin Unsworth (London)
Michael Bradford (New Or/eans)
Michael Prince (New York)

Sally Roberts (Denver)

Sarah Veysey (London)

Editor-at-Large:
Managing Editor:
Assistant Managing Editor - Graphics:

Assistant Managing Editor - News
Senior Editors:

Bureau Chiefs:

Associate Editors:

To be sure, Sen. Kennedy's proposal differs
greatly from the one advanced in 1997 by then-
Sen. Carol Moseley-Braun, D-Ill. That proposal
would have required spousal consent for any dis-
tribution, such as loans and hardship withdrawals.

While the Moseley-Braun proposal was painted
by its backers as supporting women's interests,
that was hardly the case. It would be quite easy to
think of situations, if spousal consent were re-
quired, in which a working woman who needed
money from a 401 (k) plan might have been
blocked by an estranged husband who was unwill-
ing to give the necessary approval. Mindful of that,
Congress wisely killed the Moseley-Braun propos-
al.

Sen. Kennedy's proposal, to his credit, does not
go as far as the earlier measure did. Under the new
proposal,
cluded from the spousal consent requirements.

loans and hardship withdrawals are ex-

Furthermore, Sen. Kennedy's staff has gone out
of its way to share drafts of the proposal with em-
ployer groups to solicit their comments and sug-
gestions. That open-door approach-which is the
only way to produce well-drafted, carefully
thought-out legislation-contrasts sharply with
the approach Sen. Moseley-Braun took. She got
her proposal attached-without any hearings or

discussion-to a Senate tax bill. No substantive

evidence was produced to establish that the legis-
lation was needed, and congressional conferees,
responding to the wave of criticism directed at the
proposal, killed it.

While Sen. Kennedy is to be commended for his
openness in developing his proposal, that isn't to
say that Congress should rush to approve it. Un-
questionably: adoption of the proposal would
make it a little more expensive and complex to ad-
minister a defined contribution plan.

More substantively, it could discourage some em-
ployees, such as those in troubled marriages, from
contributing to their defined contribution plans.
Such employees may be less likely to contribute
out of a concern that they could not take the funds
as full lump-sum distributions upon retirement.

Still, the proposal would increase the likelihood
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that more spouses would receive shares of defined
contribution plan benefits.

Given such possibilities, it is Congress' duty to
assess the tradeoffs associated with this legislation
carefully and deliberately.

In doing so, we would expect legislators to con-
duet hearings on the proposal to obtain as much
information as possible from participants, spous-
es, employers and plan administrators.

If, at the end of the day, Congress decides that
the benefits of spousal consent significantly ex-
ceed the costs, we would hope that legislators set
the effective date far enough in the future-one
year after enactment seems about right-to give '
employers time to communicate the change and to
make the necessary modifications to their benefit

plan administrative systems.
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Ward identifies insurance industry best practices

By DOUGLAS McLEOD

o company operates with per

feet efficiency, especially in the

insurance industry, but insurers

that come closest have done so

by building centralized operat-

ing structures, avoiding multi-
ple layers of management, relying on
field underwriting and weighing careful-
ly investments in new technology.

Those practices are among the hall-
marks of the best-performing
property/casualty and life/health insur-
ers in an annual study of insurance in-
dustry best practices by Ward Financial
Group, a Cincinnati-based insurance
management consulting and investment
banking firm.

One indicator of an insurer's efficien-
cy, for example, is its hit ratio, the ratio
of insurance quotes accepted to the total
number issued. Top performers consis-
tently produce higher hit ratios in given
lines of coverage than do average per-
formers, and in one line-commercial
package business-the top performers
win more than twice as much business as
do their competitors, the study found.

"It highlights how much wasted effort
is going on in the processing units of
these companies,” said John L. Ward,
president and chairman of Ward Finan-
cial. "If you are a company and half of

How Ward conducts its anal¥sis

your effort is in things that don't result in
any business, that tends to elevate your
expense ratio."

The Ward study begins with an analy-
sis of publicly available statutory finan-
cial data of 2,700 property/casualty in-
surers and 1,300 life/health insurers ob-
tained from the National Assn. of Insur-

ance Commissioners.

While the analysis identifies the top
performers, it does not reveal much
about what those insurers are doing to
achieve their superior results. For this,
Ward employs a proprietary benchmark-
ing program using databases built over
several years to identify the best prac-
tices of top-performing companies. More
than 250 insurers in the United States.
and Canada participate in the bench-
marking program, according to Ward.

Each year, the study focuses on differ-
ent areas of insurer operations, from dis-
tribution systems to claims management.
This year, Ward's analysis concentrates
on operating structure and technology,
identifying several best practices within
those broad categories among the prop-
erty/casualty insurers in its benchmark-
ing group. The study also includes a

breakdown of the functions insurers are

outsourcing to third-party vendors.
Operating structure

Ward's analysis shows that even

among the best-performing companies,
those employing what Ward considers
the best practices are in the minority.

For example, while the management
consultant views a centralized operating
structure as the most cost efficient, only
33% of the insurers in the benchmarking
universe employ such a model.

"The trend is to more centralization,
because there is a lot of consolidation go-
ing on,"” Mr. Ward said, citing not only
increased merger and acquisition activity
but also consolidation of regional offices
and office closings aimed at improving
expense ratios.

"Most companies that are decentral-
ized don't do a very good job of making
certain that they get a good return on
their investment,"” he observed. "By defi-
nition, a decentralized structure tends to
require more layers of management,”
which increases insurers' costs.

Still, 19% of the insurers in Ward's
group have decentralized structures.
These insurers, Ward found, continually
weigh the benefits of being "close to the
customer”-which should include better
underwriting results-against the higher
costs of decentralization.

A successful company with a decen-
tralized structure typically has gained
enough premium volume from a particu-
lar region-generally more than $ 100
million-to justify maintaining branch

page 14 Best practices in underwriting

Ward's 50 property/casualty
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Automobile Club

of Southern California

Kentucky Farm Bureau Mutual
Insurance Co.

Markel Corp. Group

New Jersey Manufacturers Group

New York Central Mutual Fire

Insurance Co.

Philadelphia Insurance Cos.
Protective Insurance Group
Quincy Mutual Fire Insurance Co.
RLI Insurance Group

The SCPIE Cos.

Shelter Insurance Group
Southern Farm Bureau Casualty

Insurance Co.

St. Paul Cos.

State Auto Group

Tennessee Farmers Mutual
Insurance Co.

Travelers Insurance Group
United Fire & Casualty Group
USAA Group

Virginia Surety Co.

West Bend Mutual

Western World Group
Winterthur U.S. Holding Group

offices. These insurers expect superior
underwriting performance from their
branches, hold the executive in charge of
a branch responsible for its results and
give that executive a high degree of con-
trol over the branch's operations, Ward
found.

Meanwhile, 21% of the benchmarking
participants have implemented flat orga-
nizational structures, cutting unneces-
sary layers of management and maximiz-
ing the number of workers per supervi-
sor, the study concludes.

Overall, Ward found that the optimal
"span of control” for top-performing
companies was in the range of six to
eight nonsupervisory employees for each
supervisor. Insurers with fewer than six
employees per supervisor may be saddled
with a heavy cost structure, while those
with more than eight employees per su-
pervisor may suffer from understaffing,
the study notes.

Avoiding unnecessary payroll expenses
is a key benefit of maintaining a proper
span of control, Ward notes. Among the
benchmarking participants, the differ-
ence in average compensation between a
supervisor and a nonsupervisor ranged
from $45,000 to $55,000, creating the po-
tential for heavy payroll costs for those
companies with too many supervisors.

"The ripple effect through your salary cost

See Ward on page 13

—

page 14

Ward's 50 life/health

Alla Life Insurance Corp.
American Life Insurance Co.

American National Insurance Co.

American Republic Insurance Co.
American United Life Insurance Co.

Ameritas Life Insurance Corp.
Beneficial Life Insurance Co.
Central States Health & Life Co.
CGU Life Insurance Co. of America
Cincinnati Life Insurance Co.
Combined Insurance Co.

of America

Country Life Insurance Co.

Farm Bureau Life Insurance Co.
Farm Bureau Life Insurance

Co. of Michigan

Federated Life Insurance Co.
Golden Rule Insurance Co.
Great American Life Insurance Co.
Guardian Life Insurance Co.

of America

Hartford Life Insurance Co.
Horace Mann Life Insurance Co.
IDS Life Insurance Co.

Jackson National Life Insurance Co.

Jefferson-Pilot Life Insurance Co.

Latayette Life Insurance Co.

Liberty National Life Insurance Co.
Massachusetts Mutual Life

Insurance Co.

Source: Ward's Results, 2001 Life/Health edition

Merrill Lynch Life Insurance Co.
Minnesota Life Insurance Co.

Mutual of America Life
Insurance Co.

Mutual of Omaha Insurance Co.
National Life Insurance Co.
National Western Life Insurance Co.
Nationwide Life Insurance Co.
Northwestern Mutual Life
Insurance Co.

Ohio National Life Insurance Co.
Pacific Life Insurance Co.

Penn Mutual Life Insurance Co.
Physicians Mutual

Insurance Co.

Principal Life Insurance Co.
Protective Life Insurance Co.
Provident Mutual Life Insurance Co.
SAFECO Life Insurance Co.
Security Benefit Life Insurance Co.
Shenandoah Life Insurance Co.
Southern Farm Bureau Life
Insurance Co.

State Farm Life Insurance Co.

Teachers Insurance & Annuity
Assn. of America

Travelers Life & Annuity
USAA Life Insurance Co.
Western & Southern Life

Insurance Co.
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largest insurance organizations and the agility to
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with one of the most expansive networks in the
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ocean cargo in the U.S. and intent on being the
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By MARK A. HOFMANN property/casualty underwriters. respect to an insurer's state of mcor- The NAII also believes that state
The AIA proposal would create a poration, which would be consid- regulation needs to be modernized,
hen it comes to in- system of optional federal chartermg ered the state of domicile for premi- he said. The fact that state regula-
surance regulatory for property/casualty msurers, over- urn tax and retallatory tax purposes. tors have admitted that regulation
reform, it's all a seen b¥ a federal insurance charter- Insurers that chose to remaln needs to be improved is slgmficant, ICE, 6927IL.i-
matter of timing ing director based in the Treasury state-chartered would retain all cur- he said
For supporters of Department. That director would rent protections under the McCar- "We thlnk Congress needs to give
the American In- serve a six-year term and would ran-Ferguson Act of 1945. ample time for the states to do that.
surance Assn.'s recent proposal for have the power to establtsh charter- The Kansas City, Mo.-based Na- What is ample time? That's debat- llli [bl1e- 11 I'ALI
optional federal chartermg of prop- mg standards, including capital and tional Assn. of Insurance Commis- able. It's a matter of years, not
erty/casualty Insurers, "too httle, too surplus requirements based on a sioners responded calmly but firmly months,"” Mr.Ramirez said. "We | bbl, i rt-1
late" describes the efforts of state in- risk-based capital formula. He or to the AlA proposal. "NAIC mem- thmk the emphasis should be togive
surance regulators to modernize the she would have financial examma- bers recognize that change is needed them adequate time.
system of state oversight. Advocates tion authority and could establish and have embarked on a national Mr. Ramirez noted that the Volved m the business of insurance.
of an expanded federal insurance investment limitations and holding drive to bring greater uniformity, Gramm-Leach-Bliley Act gave the or congressional ratification of trade
regulatory role maintain that the company requirements. The direc- uniform application, efficiency and states three years to adopt producer agreements that pre-empt state in-
states have had more than enough tor also could promulgate rules on effectiveness to state insurance regu- licensing reciprocity laws to avoid surance regulation.”
time to standardize the patchwork unfair claims and marketing prac- lation This is the process we began the imposition of a federally man- “NCOIL adopted a commercia
of state regulations, now, they say, tices consistent with Internet devel- in March 2000, following unant- dated National Assn of Registered line deregulation bill three years
it.S up to Congress to act opments, conduct market examina- mous NAIC adoption of the State- Agents and Brokers. ago; it has been passed by 21 states

But supporters of continued state- tions and levy fines. ment of Intent” on complying with As far as Ken Crerar, the president The idea that states don't dc the lot
only regulation of msurance say that An insurer that operates under a the f.nancial modernization law, the of the Counctl of Insurance Agents is simply not accurate," Mr Mackin
the AIA proposal calls for "too federal charter could wnte allimes NAIC said m a statement last & Brokers, is concerned, states have said.
much, too soon." While they ac- of property/casualty business m any mon*. had ample time "Let's look at our An AIA spokeswoman said that
knowledge that state regulation has state without state rate and form «Despite the AlA's actions, our fo- best example of regulatory reform, no one expects the issue to be re-
its shortcommgs, they say that regu- regulation, and it would not have to cus will not change, nor will we which we know well, which is li solved overnight. "We have said all
lators have made great stndes m im- file rates and forms with the federal yield our mission of safeguarding censing. The NAIC set out in their along that optional federal charter-
proving the process and Congress regulator to get prior approval. Such consumers across the country, first year that uniformity and re- mg is a multlyear effort. And m that
must give them time to hnish the insurers would not enjoy antitrust knowmg that they are and will con- ciprocity are important issues. How nme period, we will continue to
Job. protection for rates, though, except ttnue to be well served by the states. long has that organization been work actifely at the state le"el The

Supporters of an enhanced federal for those set for participation m Our goal is creatmg a 2Ist-century around? About 130 years," he said. states control their own destiny with
role freely admit that change won't residual markets. Antitrust protec- regulatory system that not only «They don't have the power or respect to what their system will
come overnight. AlA President tion would remain in place for the makes it easier for companies to get control to change it. The control look like in the future, They have all
Robert E. Vagley said at a press development, dissemination and use products to market and gives con- and power rests with the legisla- the time in the world Having said
bnefing late last month that he ex- of standard policy forms. In addi- sumers more choices but also en- tures, and there's no reason for state that, we would like to see rreaning-
pected the process to take at least tion, not all msurers withm a smgle hances the protection of the very legislatures to respond. Why did ful progress at the state level soon,
three to five years. holding company would have to policyholders we are charged with they respond on NARAB> Because she said.

But the House Financial Services choose the same type of chartermg. looking out for," said the NAIC. there was a threat-the federal gov- Meanwhile, a semor CIAB official
Committee has already commenced States would not be allowed to Nor does the Alexandria, Va.- ernment had a huge club over their said that NARAB can serve as a
hearmgs on various aspects of msur- discriminate against federally char- based Independent Insurance head," Mr. Crerar said. model for reform.
ance regulation. In fact, the chair- tered insurers. The proposal would Agents of America Inc. support the The executive director of the Al- «Broader insurance regula=ory re-
man of the committee's subcommit- pre-empt state laws that pertain to AlA's federal charter proposal. bany, N.Y.-based National Confer- firm is No. 1 m the context of
tee on capital markets, insurance rate and form regulation, msurer 11- "Whtle we recognize that there are ence of Insurance Legislators dis- NARAB" on the CIAB's list of leg-
and government-sponsored enter- censing, solvency and market con- legltimate (msurance) company con- agrees. In fact, Bob Maclan polnted islative issues, said Joel Wood, se-
prises said months ago that he duct. State law would also be pre- cerns that need to be addressed, we to the states' gmck response m pass- mor vp-government affairs for the
would like to start discussing op- empted to the extent that it permit- strongly believe that those concerns ing reciprocity legislation as proof CIAB. "We believe that NARAB
tional federal insurer chartering as ted a private right of action based on can be fixed through the state-based that the states can do the job. provides a good model for an
early as thts fall. The chairman, Rep. mari<eting activities regulated by the regulatory system," said Maria "l thmk the states did one hell of a achievable political solution to im-
Richard Baker, R-La., also made federal government. Berthoud, senior vp-federal affairs iob to get that done; that speaks for proved msurance regulation without
clear that he has drafted no legisla- State laws regarding residual mar- for the IMA m Washington. The itself We won that one-NARAB necessarily havmg to go the full dis-
tion and wants only to talk about ket participation, mandatory repa- IIAA wants to "*find a middle was an outstanding success for the tance of the federal charter. | say
the issue, at least for the time betng. ration requirements, fees, taxes and ground to help fix the state-based states. It will continue to be," Mr. that as a supporter of a federal char-

But the AIA proposal is the third guaranty funds would otherwise re- system, not dismantle it," she said. Mackin said. ter "
such proposal to emerge in recent mam intact. State law would also re- Jack Ramirez, the president of the He noted that the group passed a NARAB is "neither fully federal
months. Both the American Bankers main unchanged with respect to Des Plames, lll.-based National resolution at its July 13 Chicago nor fully state but is havmg: galva-
Insurance Assn. and the American agent licensing and the National Assn. of Independent Insurers, said meeting that read, m part, "NCOIL nizing impact on moving toward a
Council of Life Insurers have re- Assn. of Registered Agents and Bro- his group remains committed to will oppose any proposal to estab- more uniform regulatory environ-
leased proposals that apply to their kers provision of the 1999 Gramm- state regulation-which he said he lish either a federal or bifurcated ment," Mr. Wood said
segments of the msurance mdustry Leach-Bliley Financial Services believes is best for consumers and system of msurance regulation, cede
The AlA proposal is the first aimed Modernization Act. Finally, state for a competitive marketplace-and any authority to federal agencies to Sally Roberts contrlbuted to this
specifically at the regulation of law would remain unchanged with opposes "federal encroachment." regulate financial institutions in-  report

Producer group looks to add benefits shops to ranks

By MARK A. HOFMANN ty/casualty msurance business Thts Robert Munao, who is the health care delivery bustness, for ex- shops have always been the
includes advocacy on Capitol Hill, CEBE's chairman said that the ample, more efficient" With regard stepchildren of that agency." said

he Council of Insurance continuing education, networking CEBE's Greenbrier meeting likely to such issues as handling claims Air. Munao, who is presicent of

Agents & Brokers hopes opportunities and a national indus- would follow the same format as and delivermg data to employers m Kaye Benefits Consulting, a HUB

to involve insurers m the try forum. that of the CIAB gathering. a common format He described the International Ltd company in
Council's new effort to In fact, the CEBE plans to hold its "We willmvite the major national current system as "totally archaic." Woodbury, N,Y. But in recent

draw employee benéefits first Employee Benefits Leadership camers, as well as the major region- Mr. Munao said the creation of years, he said, as property/casualty
producers mto its ranks Forum at the Greenbrier resort in al carriers, to a national meetmg to the group acknowledges the impor- earnings have Battened. there's been

Last month, the CIAB chartered a White Sulphur Springs, W.Va.,on accomplish the same thing as tance that employee benefits-related a "spike-up" in the importence of
new group, the Council of Employ- May 29-31, 2002 The CIAB has Greenbrier," he said. It Will provide revenues have assumed for insur- benefits business And in tie last
ee Benefits Executives, that seeks to held its annual Insurance Leader- a chance for top people to discuss ance agencies and brokerages that three or four years, "P/C shops
provide employee benefits produc- ship Forum-which brings together issues and products. he said, traditionally have focused on the have realized if they don't iave a
ers with many of the same services property/casualty producers and "There's a reluctance among car- property/casualty side of the busi- strong benefits shop, there's money
that the CIAB furnishes to agencies underwriters-at the Greenbrier ev- riers," Mr. Munao said, "to talk to ness. being left on the table, because it's a
and brokerages engaged in proper- ery fall for nearly 90 years. each other about how to make the "Benefit operations as part of P/C See Benefits on page 121)
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Benefits many CIAB members, reaching, m than 80% of all commercial do- "Another main focus is to offer mined whether to form a parallel
some’cases, as high as 50%. mestic property/casualty premi- top-quality education and a train- organization to the Council of In-
Continued from page 128 ums, said CIAB President Ken G ing program for employee benefits surance Company Executives, an
itical rr;tg d out erar. As the CIAB builds the CEBE, agents-producers and account underwriter organization that
Y e oy Oh@  77ieretareluctance "we also will reach out to those managers. There really is nothing meets with the CIAB at the Green-
P, ' . firms that atref\ not qpmcil embers ouit.in the Ind stré/ that forraauws brier therir] , Mr. F%ﬁd Il said
In some cases, Mr Munao sate!, among caniers to talk but are dominant firms,” Mr. Gr- your continuing-education cred- e wourd cieany give that some
Cll'tents havf "I;O\t’ekd ptrt?]p?rtglcaii" to each other about erar said. Continuing the premium its," Ms Tripoli said. The CEBE serious consideration," he said.
afty accounts bu KEpL thelr Henetits requirement provides 'a delineator will be putting together a pro- "Whether we need to do this, I'm
progtLar?s gwth |ncu[nbe'nt prodgc- how to make the of who the players are," he said gram-"like a benefits universt- not sure," Mr Crerar said. "We
er.s’h ae ‘;C.ause holy dealing health care deli The concerns of larger intermedi- ty"-to provide the continuing-ed- want to maintain and develop
wit lsﬁmet F')r/'g m‘IJ,C "mhore %er' eailth care deliveg aries differ from those of smaller ucation opportunities, she said. strong relations with the markets
SongtBagsairmga";y(’)meRS:('je'” business...more e/ti- producers, Mr Crerar noted. Fur- Both Ms. Tripoli and Mr. Mu- that provide benefits products.”
manadina director of Aon’Risk cient thermore, he explained, the lines nao stressed the importance of the Mr. Crerar noted, though, that
c |g g chi id th dividing commercial propertykasu- CEBE's role m Voiclng the concerns regional players tend to have a
fonsy tants md 'lc(l:l\atio, ;alt‘ t a} alty and benefits and life business of benefits producers laraer role m the benefits market-
after it merged with the Mational - Robert Munao are blurring, as producers seek to "We want to have an advocate place than they do m the proper-
1998. the CIAB b . Council ofEmpIo%{ee meet all of the needs of their com- on Capitol Hill that will streamline ty/casualty arena. Furthermore, he
how K Cguld ..moigafr;:jasfj?r':;g Benefits Executives mercial customers. the mformation," Ms. Tripolt said. said, the benefits market has three
the new decade with a recommitted "I would like to encourage bene- "We don't have a real lobbying distinct segments: pensions, health
fit-only organizations to Join the source m Washington to hear our care and group life/disability..

focus." Mr. Rodell said the CIAB Mr Rodell said there would be council, sinCe they are an impor- concerns," Mr. Munao said. He "Each one of those markets is dif-
found that, "while there were nu- no change m the criteria for mem- tant group of companies that we cited privacy legislation as one of ferent," Mr. Crerar said. Conse-
merous org%r;]lczjatlons re rese,ntlneqmbéersmp CEE%E memt?ers, I&e %él% néeed input from," Mr. Munao the most préssing of those con- quentin he said, the CEBE would

consumer underwriters, m, ?rs’ must have at least i i . . cerns, particularly the privacy pro- continue to have regional me.etin%s,
none represented employee benefits million m annual revenues, which "The main Igoal is to create the visions of_pthe 1999 Gramm-Leach- as a well as a national meeting, he
producers. The CIAB thien held could come from combined bene- professional networkmg for em- Bliley Financial Services Modern- said
meetings across the country to de- fits and property/casualty busmess. ployee benefits executives, like ization Act. The CIAB held a series of region-
termine how to reach this con- Thd short-term focus will be to there is on the commercial side," Mr. Crerar said the CEBE will al meetings over the past, ... w ==
stituency,.and..in March, its board identify all current CIAB members said Kathi Tripoh, director-em- choose carefully the issues it tar- certain the needs and concerns of
_that could participate and then ployee benefits for Pasadena, gets, seeking to concentrate "where benefits executives. Two more
Mr. Rodell noted that benefits reach. é)ut to non-CIAB members, Calif.-based Bolton & Co. Insur- we can truly have an impact, m- meetings are scheduled tO take

business already generates a signift- he said. ance BrEokers and the vice chair of stead of bemg a 'me-too player. place in Miami and Los Angeles m

cant portion of the revenues of CIAB members produce more the CEBE. The CEBE has not yet deter- November

Politics, insurance not strange bedfellows for lawmaker

By CURTIS M. WONG the authority of the state's Insur- Like many of his colleagues, Sen. the state Senate, decided not to run measure had its critics, Sen. Bates
ance Department to oversee the Bates entered politics gradually and again. When Ms Hanson suggest- said that the entire bustness world
hen he began work business activities of all providers experienced some setbacks along ed that he take her place on the "saw the bill commg
atage 22 &5 an ad- of insurance, includtng banks the way. He began his career with ticket m the 1992 race, Sen Bates "The fact that so many states
Juster for Provi- Since its passage, 28 other states the A N. Nunes Agency in 1966. jumped at the chance, he said "| used Rhode Island as a model for
dence, R.l.-based have used the Rhode Island law as By 1972, he had lomed Barring- guess it seemed like the next logical their own laws ,retty much speaks

Liberty MutHaI In- aSprotBot pe m é:raftlng similar laws, ton's planning and zoning commit- step in my career." for itself," Sen. Bates said.
surance m the win- en mates saic , tee. Twelve years later, a town Mr. Bissett said Sen. Bates' dect- Sen. Bates offers advice for other
ter of 1963, David Bates had no "It was really a blending of two council seat opened up, and he de- sion is not unusual. insurance professionals seeking to
idea how committed he would distinct businesses," he said. "At cided To run for the office. "Once people get involved with get involved it politics. Being a state
eventually become both to the in- the time, it was very Important for the political process, they realize senator, he said, has both allowed
stutrance industry and to his home tf;)e stka‘fe to seF upa gyhstemthwnh / that they can take that next step him to contribute to his communi-
e : anks agencies and how they were and be elected themselves," Mr. ty and helped his business
A':F Eas bezn preS|dfeEr;t O.f thte m\I/oIved W't: ms_urat?ﬁt?'. It's a real- we a(_:tua”y hz_ave a Bissett said. "It's a lot of work to As for his future political goals,
RI ) z?ssssee;?(i;es f::ri';gsg; ﬁﬁﬁ:&éﬁ Sgﬁ;\i/(?s allnd insurance Iong hIStOFy ofinsur- convince 25 colleagues that a spe- Sen Bates said that he'd like to
W - el . . .
” . . o ) : cific issue is prevalent But most work to preserve state regulation of
ty/casualty insurance, since 1982 may seem to be two distinct fields, ance agents running state Iegislatcl;)rs don't have experi the |n35rance industry 9
and has been 3 Republican member Sen Bates said his insurance back- fOT_-und winning- ence when it comes to selling Sen Bates said he has been sur-
o1 e ~hode 1san 'ena € SINce ground nas served im well m the . things-things that an insurance prised by the way that his political
1993 And Sen. Bates' hard work Senate. As a small-bustness owner, elected positions: agent does all of the time. The status has advanced his career as an
and dedication on the polltlcal. he uqqerstands the everydf’:ly needs world of politics really takes ad- Independent insurance agent. "Not
scene have recently gamnered him of citizens and he makes himself ac- - Wesley Bissett  yantage of their assets as agents " only does it help the Legislature,
m?,tlon.al recognition. ceeerible, he said . . Independent Insurance When Sen. Bates first came to of- but it also helps the agency," he
Being an insurance agent, you "You already get so involved in Agents of America  fice, he said that he and many of said. "If an agent has the extra
get into a specific rhythm that can local and national issues by just be- his colleagues found the state's pro- time, energy and ability to devote
trar:sla?e well into th? poI!tlcaI are-ing an msurgnc"e agent_ anyway, hibition of cooperation between themselves to politics, | would deft-
na," said Sen Bates "You're defi- Sen. Bates said. "I think it provides banks and unsurers to be outdated. nitelv encourage it "
nitely going to be criticized a lot. a perspective that's useful in de-' "Up until that pomt, I'd swore I'd The legal bar to coordination be- Sen. Bates saic? he advises insur-

It's certainly a lot of work, and it'S bates tﬁat many other senators can never run for an elected office," he tween the two financial services, he ance professionals Iooklnq for a
not _somethlné; U¥QU can do without lack. People feel comfortable ap- said "It was really a last-minute said, failed to take into considera- political break to start smail and
a thick skin. it has very many proaching someone that tfl?ey al- type of thing. tion the problems mherent in pro- gradually take on larger issues. An
rewards that make it all worth it." ready know with their issues _ Despite what he describes as an viding quality insurance coverage mdividual can't get to the state lev-
At the 2000 convention of the In- Wesley Bissett, vp of state rela- "interesting" door-to-door cam- to the residents of towns with pop- el, he said, Without first q_e_ttln his
dependent Insurance Agents of tions and state government affairs paign, Sen. Bates lost the 1980 elec- ulations of fewer than 5,000 peo- or her feet wet m local politics. Fur-
America, Sen Bates was honored at the IIAA m Alexandria, Va., not- tion. In 1982-the same year he ple, he said. thermore, he said, political activity
with the Sidney O. Smith Award ed that the combination of insur- purchased the A.N. Nunes Agency After the U.S. Supreme Court's isn't for everyone; an agent must be
for advancing the 1997 passage m ance and politics is hardly a new from founder Al Nunés-Sen 1996 ruling in Barnett Bank of  sure he or she has sufficient time to
Rhode Island of a groundbreaking one Bates ran again and won. Justone  Marion County, N.A. vs. Nelson,  devote to campaigning.and to the ,

law. Although state-regulated "We actually have along hmtory year later, Sen. Bates was elected vp Flor,da Insurance Commissioner, responsibilities political work en-
banks and insurers were tradition- of insurance agents running for- of the Barrington town council; which allowed federally regulated talls, he said. .

ally barred from formin[g business and winning-elected positions," four years after that, he was elected banks to sell insurance policies in "Obviously, the business has to
alliances m Rhode Island, the law Mr. Bissett said "The fact that president of the council, a position towns with 5,000 or fewer rest- come first You really have
permitted state-regulated banks to they are natural leaders and trusted he held until 1988. dents, Sen. Bates began a focused to weigh your time commitments
sell insurance in towns with fewer advisors makes them a shoo-in But Sen. Bates didn't consider ex- campaign to grant state-re?ulated carefully and weigh the situation in

than 5,000 residents Furthermore, when it comes to running for an pending his political role until Ann banks m Rhode Island the same the job you alréady have," Sen
Sen. Bates said, the law established elected office. Hanson. a decade-long veteran of privilege, he said Although the Bates said.
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NAIC license fees

In an effort to speed insurance prod-
ucts to market, the ffiliate of the Na-
tional Assn. of Insurance Commis-
sioners that oversees its System for
Electronic Rate and Form Filing an-
nounced it has ceased charging insur-
ers license fees to use the system.

The 225 insurers and insurer groups
that currently file rate and form infor-
mation electronically to the 28 state
insurance departments that accept
such filings must pay filing fees in
those states that require them, an
NAIC spokeswoman said. Some
states require fees when, for example,
insurers introduce new products.

The number of state insurance de-
partments that participate in SERFF is
expected to increase by the end of this
year, to 41 from the current 28, the
NAIC spokeswoman said. SERFF re-
duces the time and cost of regulatory
filings, helping to speed products to
the marketplace.

Fire reimbursement

SANTA FE, N.M.-The federal
government is moving to reimburse
insurers for all claims stemming from
the Cerro Grande fires in New Med-
co, officials of the Federal Emergency
Management Agency recently told in-
surer representatives.

So far, the federal government has
closed about 12,000 claims stemming
from the May 2000 Eres, thus obligat-
ing about $200 million of the $455
million Congress had appropriated for
individual fire victims and their insur-
ers, FEMA representatives told insur-
ers at a meeting in Santa Fe, N.M. late
last month.

The blazes began when fires deliber-
ately set by the National Park Service
burned out of control and spread
across 50,000 acres. At one point, the
fires threatened to destroy the Los
Alamos National Laboratory-the
birthplace of the atomic bomb. While
the nuclear facility sustained damage
short of destruction, more than 220
structures were consumed, leaving
hundreds of people homeless.

Congress reacted by approving spe-
cial legislation to compensate the vic-
tims of the fires and their insurers. The
payments to insurers are expected to
begin in January.

"We are very pleased that FEMA is
progressing in a systematic manner to
compensate the fire victims and their
insurers," said Carl Parks, senior vp-
government relations in the National
Assn. of Independent Insurers' Wash-
ington office, in a statement released
earlier this month. "Prompt enact-
ment of this special legislation and
quick implementation by FEMA are
prime examples of government work-
ing for the benefit of its people."

Auto insurance examined

WASHINGTON-The House Fi-
nancial Services Committee's continu-
ing examination of the impact of state
insurance regulation has turned to au-

tomobile insurance.
The committee's Subcommittee on

Oversight and Investigations tackled
state regulation of automobile insur-

ance at an Aug. 1 hearing. In a state-
ment prepared for that hearing, Finan-
cial Services Committee Chairman
Michael Oxtey, R-Ohio, pointed to
the recent decisions by State Farm
Mutual Insurance Cos. and American
International Group Inc. to withdraw
from the New Jersey market due to
regulation and politicization as symp-

tomatic of what he called "overregula-
tion." The withdrawal of the two in-

surers from the state will affect more
thari 1 million New Jersey policyhold-
ers, Rep. Oxley said.

"Regulation becomes a real prob-
lem when it goes from protecting con-
sumers to harming consumers," Rep.
Oxley said in his statement. "How
can you rationalize to the 1 million
New Jersey consumers losing their au-
tomobile insurance that price controls
are intended to help them? Pushing in-
surance companies out of the state un-
dermines competitive pricing and
eliminates the right of consumers to
take advantage of the benefits of a
strong and.. .competitive industry."

NAIl appointments

AUSTIN, Texas-Don Hanson has
been named manager of the National
Assn. of Independent Insurers' new
Southwest regional office in Austin,
Texas. The Southwest regional office
will serve the states of New Mexico,
Oklahoma and Texas.

Prior to joining NAI[, Mr. Hanson
served as staff attorney for the Texas
Department of Insurance and has sev-
eral years of insurance industry experi-
ence in the private sector. At the Texas
Department of Insurance, Mr. Han-
son dealt with high-priority concerns
in the department, including financial
services modernization, agent licensing
reform and electronic commerce.

The new office is at 816 Congress
Ave., Suite 1100, Austin, Texas
78701. Mr. Hanson can be reached at
512-473-3686.

Also, Anne Sittmann, whose gov-
ernment public affairs and media rela-
tions expertise includes positions with
the administration of George H.W.
Bush and the private sector, has joined
the NAI[ as the director of public af-
fairs in the organization's Washington
office.

Most recently, Ms. Sittmann served
as an account supervisor for technolo-
gy marketing with Edelman Public
Relations Worldwide, where she was
responsible for the creation of public
relations strategies for high-tech com-
panies.

Before joining Edelman, she was di-
rector of Strategic Alliance Manage-
ment Inc., a communications consult-
ing firm in Washington, where she de-
veloped and ran national public affairs
campaigns for clients.

While with the Bush administration,
Ms. Sittmann was the director of pub-
tic affairs for the Bureau of Export Ad-
ministration at the U.S. Department of

Commerce.
Mold seminars

Several seminars on mold are sched-
uled in coming months, including one
Oct. 29-30 that is sponsored by the
Property Loss Research Bureau and
the Liability Insurance Research Bu-

reau and another scheduled for Nov.

8-9 that is sponsored by the American

Insurance Assn.

The PLRB/LIRB National Mold
Symposium, titled "The Truth About
Mold," will be held in Charlotte, N.C.
Participants are to include some of the
nation's foremost mold experts, who
will examine concerns in the industry-
wide mold crisis.

Among the topics for discussion are
the science of mold, including a de-
scription of what it is, its health effects,
its life cycles and remediation; practi-
cal experiences; air quality and the re-
mediation processes; rapid-drying
technologies; and the latest trends in
case law.

Registration for the Mold Sympo-
sium is $325, with the fee waived for

PLRB/LIRB members. To register or
find out more about the symposium,

visit www.plirb. org or call Valerie
Berka at 630-724-2227.

The PLRB and LIRB are affiliates of
the Downers Grove, lll.-based Al-
liance of American Insurers, answer-
ing coverage-related questions for
more than 600 member companies.

November's AIA seminar will be

held at the Omni Shoreham Hotel in

Washington and will feature experts

covering topics that range from the
health effects of mold to insurance

concerns to the politics of mold.

The seminar will provide an oppor-
tunity to learn about the challenges
that mold presents for the property/ca-
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sualty industry.

For members of the AIA, the Coun-
cil of Insurance Agents & Brokers and
the Reinsurance Assn. of America, the
conference fee is $495. For nonmem-
bers, the cost is $795.

There is a 10% discount for addi-
tional registrants after the registration
of the first full-price attendee from the
same company. The conference hotel
is the Omni Shoreham, with a pre-
ferred rate for conference attendees of
$179 per room per night, single or
double.

Anyone interested in attending or
sponsoring the conference should con-
tact Stephanie Hennesy of the AIA, at
202-828-7139, for information. IM

RETURN,ON#IN¥*STMENTI.v

Whether you work on Wall Street or
Main Street, return on investment is
vital. One of the best investments in the
industry is the American Institute for
CPCU's Chartered Property Casualty
Underwriter (CPCU®) professional
designation program.

When you invest in CPCU, you gain
practical knowledge you can use on the
job. And the flexibility of CPCU study
allows you to build your career while
you earn the highly visible and widely
respected designation.

One of the dividends of investing in
the CPCU designation is membership

AlCPCU

E_01"_ —
AMERICAN INSTITUTE FOR CPCU
INSURANCE INSTITUTE OF AMERICA

Phone: (800) 644-2101
Fax: (6io) 640-9576
E-mail: cserv@cpcuiia.org
Web site: www.aicpcu.org

in the prestigious CPCU Society. Soci-
ety membership provides unparalleled
networking and continuing education
opportunities.

Employers who invest in employees
with the CPCU designation gain high-
achieving performers committed to
their organization's success and to high
ethical standards.

Investing in the stock market doesn't
guarantee a high return on investment.
Investing in education, ethics, and expe-
rience does. Contact theAmerican Insti-
tute for CPCU today to learn more about
the value of investing in CPCU.

SOCIETY

Phone: (800) 932-2728
Fax: (610) 251-2761
E-mail: membercenter@cpcusociety.org
Web site: www.cpcusociety.org

02000 AICPCU/MA
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Business process outsourcing can save time, money

By Dennis P. Mulligan

s companies deal with
such monumental issues
as mergers,
reorganizations,
technological

advancements and

globalimtion, their need to maintain
focus on their core businesses has
never been greater.

While management seeks to
concentrate on strategy and
profitability, it cannot overlook the
day-to-day operations of its
organization. This challenge leaves
the resources of many businesses
stretched to the limit.

In the insurance realm,
companies often elect to outsource
the noncore processes of their
operations as one solution to this
problem. Having discovered the
savings of time and costs that can be
achieved by hiring outside providers
for noncore functions-and
becoming increasingly comfortable
with that concept-insurers are
seeking even greater value in their
outsourcing paimerships.

That search is leading many
companies to tap into the benefits of
business process outsourcing.

The origin of BPO

BPO is a relatively recent concept
that has evolved out of a time-
honored practice.

For years, companies in many
industries have contracted with
outside service providers to perfoon
certain functions. Manufacturers
contract with small firms to
produce vital components for their
products. Agribusinesses rely on
independent growers for elements
of their crop programs. Retailers use
independent agents to serve as or to
augment their sales forces. And
insurers outsource functions that
include underwriting, billing and
claims processing.

Advancements in information
technology also prompted
companies to outsource certain
technical functions. One of the
earliest examples of this was the
outsourcing of payroll processing,
which relieved companies from
handling a time-consuming, but
essential, function. As technology
has continued to evolve, more
sophisticated functions are now
being outsourced, such as data
management document storage
and technology platform
maintenance.

Today, because technology
intertwines numerous processes
within a business, the outsourcing
of an entire chain of noncore
operations--a process--is not only
feasible, but is also of great value to
a growing number of companies.

BPO is the next step in the
outsourcing evolution. Whereas IT
outsourcing typically involves
managing a specific application or
function for relatively short periods,
the outsource vendor in a BPO

arrangement functions as a long-
term ally for the organization,
assuming responsibility for an entire
process. BPO also introduces the
fundamental component of service,
which further expands the
provider's role as the manager of a
complete business unit rather than
of a solitary function.

Multiple advantages

Companies that implement BPO
do so to maintain a focus on their
core business. By outsourcing
noncore processes, the companies
can expand their opportunities as
well as their choices in the business
environment improve their
efficiency and, ultimately, increase
shareholder value.

BPO enables a company to
improve service levels to customers,
employees and vendors, as well as
helping it reduce general and
administrative costs. It also allows a
company to enhance technical
capabilities without expanding
capital investments, to preserve its
focus on core competencies, and to
improve competitive positioning.

BPO also can helpa company
gain knowledge and expenise in
specific areas. In addition, it can
redirect management personnel
from maintenance to strategic
issues, build shareholder value as
operational costs are lowered, avoid
internal bureaucracies to improve
organizational efficiencies, and
enhance the flexibility of the
organtzatton's resources.

Multiple p,ocesses

BPO is typically used for the

noncore processes of a business,
such as administrative or human

resource activities. And because
BPO is used for activities that are
common to every business, the
concept is not industry-specific,
although many BPO providers in

the United States have become

specialists in certain industries, such
as health care or insurance.

Some of the processes commonly
outsourced in BPO include:

*Finance and accounting,
including billing, collection, reports,
payment processing and
commissions tracking.

Customer service, such as call
centers, enroliment,
communications and self-serve
technology.

*Sales and marketing, including
sales staff management
telemarketing, direct marketing and
communications.

BPO can help insurers and health
plans reduce operating costs while
making service more efficient.

A host of services are available in
outsourced insurance program
management. These services may
include: consulting, including needs
assessment and process analysis;
underwriting; eligibility
management; database marketing;
client communications;

development and production of
enroliment materials; quality
control for compliance, program
utilization and reporting; customer
service; claims processing; and
billing and collection.

A relative newcomer to the list of
services, database marketing is
becoming an increasingly sought-

after and vital tool for insurance

companies.

With advances in database
technologies, highly effective,
personalized marketing stntegies
can be developed. Such strategies
deliver the right marketing message
to the right customer at the right
dme--on a one-to-one basis-using
the customer's preferred medium.
Integrated communications are
delivered through a variety of
media, including direct mail,
advertising, Internet/e-mail,
telephone, radio and television.

By cross-referencing extensive
data sets, insurers can identify

specific products to address the
individual needs of the customer.

Customers are differentiated
through a variety of demographic
characteristics, financial activity and
purchase behavior. Through mass
customization and personalized,
direct-response communications,
outsourced database marketing can

establish new customer

relationships and strengthen existing

ones.

Desired partner t,aits

When companies decide to enter
into a BPO relationship, they are
essentially bringing another
company on board to work within
the organization's operations. While
individual companies may have
different motives for adopting BPO,
they often hold their BPO providers

to similar standards.

Desirable attributes of BPO

partners include:

*Expertise in the process being
outsourced.

Extensive project management
skills.

«An understanding of the client's
business.

*The ability to integrate best-in-
class service providers into the
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process.

*The willingness to establish
performance measures.

«Similarities in corporate culture
and philosophy.

*Theexperience and capabilities
to integrate all aspects of a process.

*Knowledge or expertise that the
company lacks internally.

Candidates for BPO

While considerable emphasis is
placed on BPO parmer and its
involvement in the relationship, the
organization itself also has certain
responsibilities. Companies that are
good candidates for BPO share
several characteristics. These
companies:

*Have established clear goals for
what they want from the BPO
relationship.

«Are already familiar with
outsourcing certain functions and
are comfortable with their
outsourcing relationships.

*Understand that BPO is a long-
term strategic relationship and not a
short-term, quick change effort.

Have established operational
benchmarks for processes within
their business so that BPO result:s
can be verified andmeasured.

Have delineated logical

parameters for the process that will
be outsourced.

*Possess the basic drivers for
establishing a BPO relationship,
such as the need to refocus on core
businesses, reduce overhead,
improve customer service and
increase competitiveness.

Partnerships with potential

The practice of business process
outsourcing has the potential to
alter conventional ways of doing
business. As more insurance
companies embrace the concept of
contracting sections of their business
to outside providers, the traditional
lines of business operations will
become blurred. Companies and
their BPO pattners will be viewed as
cohesive units in the marketplace,
based on their shared philosophies,
their joint efforts to build and
maintain businesses and their
mutual goals.

The BPO providers themselves
are evolving. Large BPO providers
are already offering end-to-end
services for their clients' businesses,
assuming responsibility for every
step of a particular business process.

New trends show that the most
technologically sophisticated BPO
providers are moving beyond
marketing their expertise in one
specific process to bundling their
offerings--packaging high levels of
service with expertise in several key
business processes to produce even
greater efficiencies. In this way, one
BPO firm can service a host of
needs for a single client.

BPO produces dynamic strategic
partnerships that are reshaping the
marketplace. It creates efficiencies
that are surpiming traditional
business models and presents
appealing opportunities for
companies stbving to succeed in the
NnNew century .

Dennis P. Mulligan is senior vp-
business development at Seabury
& Smith Inc., a division of Marsh
Inc. in Fort Washington, Pa.
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Continued from page 10
structure is phenomenal," Mr. Ward
observed.

Along with cost control, the bene-
fits of having fewer supervisors in-
clude allowing insurers to spend
more time providing service to
agents and policyholders and pro-
moting better communication
throughout the organization, Ward
Nnotes.

While the optimal overall span of
control may be six to eight workers
per supervisor, Ward found wide
differences in the span of control in
the various areas of insurers' opera-
tions.

Tne commercial policy processing
units of top performers, for exam-
ple, averaged 21 workers per super-
visor while the other companies in
the study averaged only 11.2 work-
ers per supervisor.

Premium audi8

o/Br'a signiticant

revenue enhancement

opportunity,' but their

costs must be taken

into consideration.

- John L. ward
Ward Financial Group

By contrast, the commercial un-
derwriting units of top performers
had fewer workers per supervisor,
averaging 4.9, compared with the
5.8 workers per supervisor for the
remaining companies in the study.
Likewise, the top insurers had only
5.5 information systems workers per
supervisor, while the remaining
companies had 6.2 workers per su-
pervisor.

This suggests that the best-run
companies impose more supervision
on high-value tasks, such as under-
writing, and less supervision on
lowe-value clerical tasks.

"It's good to be wide and flat but
more in the less important func-
tions," Mr. Ward said.

About 30% of the commercial in-
surers in the benchmarking group
also relied heavily on the best prac-
tice of field undermiting, with com-
mercial underwriters working with
agents and potential policyholders
in the field to inspect and under-
write specific risks. While the prac-
tice gives rise to added costs, it more
than makes up for these with im-

proved underwriting results, Ward
results show.

Insurers whose underwriters
work in the field with agents gener-
ally benefit from increased produc-
tion from those agents, the study
adds.

Having a centralized quote facili-
ty to speed responses to policy appli-
cations is another Ward best prac-
tice. While only 19% of commercial
benchmarking participants have
such facilities, those that do find the
cost more than justified by in-
emased business, the study shows.

Owing partly to these rapid-re-
sponse units, top-performing insur-
ens averaged a four-day turnaround
time for commercial quotes, a huge
advantage over the other compa-

nies, which took, on average, 25
days. Top performers also averaged
a 15-day turnaround time for pro-
cessing commercial policies, com-
pared with a 40-day turnaround
time for the remaining companies,
the study found.

The vastly improved efficiency is
reflected in the hit ratios reported by
participating insurers. Ward reports
that top performers, for example,
recorded a 42.5% hit ratio on com-
mercial package policies, while the
other companies recorded a hit ratio
of just 17.5%. On workers compen-
sation business, the top performers'
hit ratio was 52.5%, compared with
37.5% for the other companies; on
business owners policies, 85.0% vs.

Now, more than ever, you need a reinsurer
that knows what it takes to be successful.

72.5% for the remaining companies;
and on commercial umbrella risks,
12.5% vs. 7.5% for the remaining
companies.

"People are paying a lot of atten-
tion to" hit ratios, Mr. Ward said.
"As companies are focusing on top-
line growth, this is a key part of that
story."

The long turnaround times re-
ported by many insurers "give you
some insight into why the hit ratios
are so low for some of these compa-
nies," he added.

Cost-effective premiurn auditing
is another Ward best practice, fol-
lowed by 30% of the commercial
benchmarking participants.

Top-performing insurers typical-
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ly vary the form of premium audits
based on the size of the policyholder.
Most conduct mail audits for small
accounts-those with less than
$2,500 in annual premiums-and
use telephone audits for medium-
sized accounts, or those with up to
$15,000 in premiums. For large or
high-risk accounts generating more
than $15,000 in premiums, insurers
often visit policyholders to conduct
audits, the study says.

Premium audits offer "a signifi-

cant revenue enhancement opportu-
nity,"” though insurers must balance
the benefit of auditing against its
costs, Ward notes.

As rnight be expected, the top-

performing insurers in Ward's

benchmarking group showed higher
employee productivity and lower
underwriting and policy processing
expenses than did their competitors.
The top companies among the
benchmarking participants aver-
aged $537,000 in written premium
per full-time equivalent employee,
compared with $487,000 for the oth-
er companies. Top performers also
averaged 550 policies in force per
employee vs. 423 policies for the re-

maining companies in the study.
Underwriting expenses, mean-
while, amounted to 2.1% of com-
mercial premiums for the top-per-
fomiing group, compared with 2.6%
for the rest of the group studied,
See Ward on next page

It's no secret that this has been a challenging time
for both the insurance and reinsurance industries.

So, it's imperative that you find a reinsurer with
the same priorities as you. Someone dedicated to

employing the best people and finding innovative
underwriting solutions for your ultimate long-term

success. That reinsurer is CNA Re.
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Ward

Continued from previous page

while premiums written per full-time un-
derwriting employee averaged $3.4 million
for top performers vs. $3.0 million for the
other companies.

Policy processing expenses averaged
1.7% of commercial premiums for top per-
formers vs. 2.1% for the remaining compa-
nies, Ward found.

Information technology

Analyzing the best practices in informa-
tion technology, Ward concludes that the
best-run companies are not typically those
that spend the most on new information
systems, a result Mr. Ward called "coun-
terintuitive.”

Top performers "are smarter about
where they will invest" in technology, he
said. "The advantage of being smart about
technology investment is huge.”

Information systems expenses as a per-
centage of gross written premium aver-
aged 2.6% among the high performers in
Ward's benchmarking group, compared
with 3.6% for the rest of the group studied.
Those expenses also equated to $25 per
policy in force for top performers, com-
pared with $55 per policy for the other
companies.

Likewise, information systems expense
per full-time equivalent companywide em-
ployee averaged $13,800 for the best-run
insurers vs. $18,300 per employee for the
rest of the group studied.

One key best practice in the technology
field, followed by 20% of the benchmark-
ing group, requires insurers to link their
information systems strategy to a carefully
considered business strategy, Ward says. A
successful company first outlines a busi-
ness plan and then uses it to tailor the de-
velopment of its information systems. It
also masters the difficult job of forging
"working partnerships" between the sys-
tems' users and data processing personnel,

Ward found.
Insurers that ease into information sys-
tems development with pilot programs

tems in noncritical areas of their compa-
nies before making big investments in
technology.

Comparing the best with the rest

Selected benchmarks

Employee productivity

Premiums written

High performers

Average performers

per full-time employee $537,000 $487,000
Policies in force
per full-time employee 550 423
Span of control
Average number of front-line
workers per supervisor
- companywide 6.7 5.9
- claims 7.2 5.1
- policy processing 21.0 11.2
- information systems 5.5 6.2
- underwriting 4.9 5.8
Policy processing and underwriting
Policy processing expense
as a % of commercial premiums 1.7% 2.1%
Policy processing expense
per policy in force $37 $59
Underwriting expense
as a % of commercial premiums 2.1% 2.6%
Underwriting expense
per policy in force $46 $73

Service standards
Turnaround time for quotes

Turnaround time to process
new business

Source: Ward Financial Group annual benchmarking programs

and Electronic Best Practices software databases

also tend to achieve better returns on their
technology investments, Ward found.
These companies, which make up only
17 % of the benchmarking group, test sys-

4 calendar days

15 calendar days

25 calendar days

40 calendar days

"The cost of making a mistake in this re-
gard can be significant in terms of finan-
cial resources, employee effort and general
corporate morale," Ward concludes.

Ward's analysis shows that the compa-
nies with the lowest information systems
expense also tend to be the most effective
in linking their business and technology
strategies, while those that spend the most
on technology are not necessarily the most;
automated.

Insurers in the benchnnarking universe
cover a wide range of information systems
expenditures, ranging from a low of 0.6%
of premiums to a high of more than 8% off
premiums, Mr. Ward explained.

"For those that are spending, say, 6% of
gross written premiums, it's usually a sign
of a failed system,” Mr. Ward said, noting,
that costs that high may indicate problems
with implementing a system.

"It's very unusual for a company spend-
ing that much on technology to be getting

a good return on their investment," he
said.

Outsourcing

The outsourcing of various functions by
insurers continues to grow, the Ward study
finds.

"The breadth of things within a compa-
ny that can be outsourced continues to in-
crease," Mr. Ward observed, noting that
the percentage of benchmarking partici-
pants that use outsourcing is rising, as is
the number of functions being outsourced.

Within the benchmarking group, corpo-
rate administrative functions are common-
ly outsourced, with employee benefit ad-
ministration outsourced by 91% of the
companies and payroll processing by 57%.
Many also outsource elements of proper-
ty/casualty operations, including after-
hours loss reporting work, by 71% of the
participants; regular-hours loss reporting,
by 7%; claims adjusting, by 29%; claims
litigation defense and glass claims han-
dling, by 87%; and claims fraud investiga- i
ticorm. b 1 S <o o =

Outsourcing "is a tool that many compa-
nies are using to make sure that their in- %
ternal operations are working efficiently," '
NMr. VWard said. mm

How Ward selects its lists, analyzes top performers

he Ward's 50 Bench
mark Group lists com-
prise the property/casu-
alty and life/health in-
surers that have provid-
ed superior financial
safety, consistency and perfor-
mance over the past five years,
as determined by a Ward Finan-
cial Group analysis.
In the course of its evaluation,
Ward reviews publicly available

statutory financial data ob-
tained from the National Assn.

of Insurance Commissioners on

about 2,700 property/casualty
and 1,300 life/health insurers in

the United States and Canada.
Analyzing this financial data,
Cincinnati-based Ward arrives
at its lists of the 50 top-perform-
ing companies in each industry
segnnent.

In the next stage of its review,
Ward tries to identify what the
best-run insurers are doing to
achieve their superior results
and to describe the best prac-
tices followed by the top per-
formers. In this stage, Ward uses
information from 250 participat-
ing insurers in the United States
and Canada, including about
175 property/casualty and 75

life/health insurers.

The best practices analysis
also employs proprietary data-
bases that Ward has built over
several years covering all areas
of insurer operations, according

to the insurance management

consultant and investment

banking firm.

All 250 participants in the
best-practices analysis are Ward
clients, said John L. Ward, the
firm's chairman and president.
Within the top 50 lists, 15 prop-
erty/casualty insurers are Ward
clients, while 14 life/health in-
surers are clients, Mr. Ward said.

This year's top 5) lists include
eight property/casualty and two
life/health insurers that have
appeared in all 11 years that
Ward has conducted its evalua-
tion.

Those property/casualty com-
panies are Alfa Insurance
Group, Auto-Owners Insurance
Group, Canal Insurance Group,
Cincinnati Insurance Group,
GEICO, RLI Insurance Group,
Tennessee Farmers Mutual In-
surance Co. and USAA Group.
The life/health insurers are Jef-

ferson-Pilot Life [Nnsurance Co.

and Physicians Mutual Insur-

Use of underwriting teams seen as best

aintaining top
flight underwriting
operations is one
way the best-run
property/casualty

insurers attract and
retain larger shares of business
and achieve superior financial re-
sults, an annual study by Ward
Financial Group suggests.
Analyzing a group of top-per-
forming insurers, Cincinnati-
based Ward found that the most-

effective underwriting organiza-
tion structure is one that uses un-
derwriting teams that focus on
geographical areas or particular
groups of agents.

Companies that use underwrit-

ing teams retain business at a rate
that is 10% to 15% higher than
those that do not, Ward found.
Premium production per full-
time employee is also 20% to 25%
higher at insurers that use such
teams, according to Ward, an in-
surer management consulting and
investment banking firm.

Overall, 45% of the commercial
property/casualty insurers partic-
ipating in Ward's benchmarking
analysis use underwriting teams.

For commercial lines, an insur-
er's method of producing quotes
on new business can have a big
impact on its hit ratio, the pro-

portion of quotes accepted to
those issued.

Some insurers require agents or
field representatives to mail sub-
missions to a central office for
quotes, a process that can take 30
to 45 days before a quote is pro-
duced, according to Ward. Other
companies, though, set up central
quote units that can respond to
faxed or express mail submis-
sions within 24 hours.

Insurers that have rapid-re-
sponse, centralized quote units
typically win more new business
than do those that don't have
such units, Ward's results show.
On commercial package business,
for example, top-performing
companies bind, on average,
42.5% of the risks for which they

provide quotes, while the hit ratio
for the rest of the companies in
the study for commercial package
business averages just 17.5%.

On commercial auto risks, top
performers have a hit ratio of
32.5%, compared with 27.5% for
the other companies studied. On
business ow=>ners policies, the top
performers bind 85% of the risks
they quote, compared with 72.5%
for the rest of the group.

Overall, only 19% of the com-
mercial benchmarking partici-
pants have centralized quote

units.

Methods that insurers use to
speed up the quotation process
include expediting service for key

ance Co.

Ward publishes the results of
its analysis annually in two vol-
umes. Copies of the current

property/casualty and life/
health volumes of Ward's Re-

sults are available from Ward
Financial Group for $545 each.
They can be obtained by con-
tacting Ward Financial Group, 3
8040 Hosbrook Road, Suite 100, 5
Cincinnati, Ohio 45236-2908.
Orders may also be placed by |
telephone, at 513-791-0303; by
fax, at 513-985-3442; or online, 3

at www.wardinc. com.

-By Douglas MclLeod

approach

agents and-in the case of those
with independent agents-mov-
ing automated quote systems into
top agents' offices to allow them L
to generate quotes. A growing J
number of insurers are also using,

Internet-based quote engines that
allow the insurers’' home-office 1

underwriters to review and ap-
prove accepted quotes before
binding, said John L. Ward, the
president and chairman of Ward
Financial.

"This ensures that the company
is only spending its time on the
business that's being accepted,”
thus improving the insurer's effi-
ciency, Mr. Ward said.

-By Douglas MclLeod
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Continued from page 3

keeping up with rising costs with
their rate hikes, "which suggests
more premium rate increases are
on the horizon.”

Results of some major compa-
nies for the first half of 2001,
compared to the same period last
year, are:

- St. Louis-based Right-
CHOICE Managed Care Inc. re-
ported $28.2 million in net in-
come, up 72.8%.

» Trumbull, Conn.-based Ox-
ford Health Plans Inc. reported a
65.3% increase in net income, to
$142.4 million.

* Louisville, Ky.-based Humana
Inc. reported $52 million in net
income, up 30%.

» UnitedHealth Group posted
$435 million in net income, a
26.5% increase.

« CIGNA Corp. of Philadelphia
reported $528 million in net in-
come, up 22.2%.

» Thousand Oaks, Calif.-based
WellPoint Health Networks Inc.
recorded net income of $132.1
million, a 20.3% increase.

- Kaiser Permanente of Oak-
land, Calif., had $296 million in
first-half net income, a 1% de-
cline. For the second quarter,
Kaiser posted a 10.8% decrease,
to $140 million.

- Health Net posted $28.2 mil-
lion in first-half net income, down
61.2 %. For the second quarter,
Health Net reported a $14.2 mil-
lion loss vs. $38.7 million in net
income for the year-earlier peri-

od. The company cited the effects
of charges and operating losses
posted in the quarter in connec-
tion with the sale of its Florida
health plan.

- Santa Ana, Calif.-based Paci-
fiCare Health Systems Inc. re-
ported $28.4 million in net in-
come, down 80.3%. The company
attributed the decline to rising
costs.

- Hartford, Conn.-based Aetna
Inc. reported a $37.6 million net
loss for the first half, compared
with $356.6 million in net income
for the comparable period a year
earlier.

"Finally, we've seen a period
where pricing is exceeding costs
and margins are beginning to rise,
and earnings pretty much across
the board have been quite good,"
said Mr. LeConey of Dirks & Co.,
pointing to Humana and Oxford
in particular.

"l would say, overall, the sec-
ond-quarter results were in line
with expectations,"” said Douglas
L. Meyer, senior director at Fitch
IBCA in Chicago. The general
theme has been rising medical
costs, "and this has impacted ev-
eryone in the sector," he said, cit-
ing Aetna as an example. Aetna
blamed its loss on higher medical
costs, resulting primarily from
higher utilization..

Mr. Meyer said the strong per-
formers, including UnitedHealth
and WellPoint, continue to do
quite well, while Humana "con-
tinues to be on track in terms of
their turnaround,” and Health
Net, as expected, reported a one-
time charge in connection with its

Florida health plan.

"The results were, by and large,
OK," said Mr. Crawford of Fox-
Pitt, Kelton. "Different compa-
nies are struggling to different de-
grees with the continuing escala-
tion of medical costs. Some com-
panies recognized the cost trends
a bit earEer than others and have
priced for it effectively,"” he said,
noting that that was the case with
UnitedHealth and WellPoint in

particular.

'Most employers
can't a/Tord the kind
of increases the
industry's been
putting forward.'

- Todd Richter

Bank of America
Securities L.L.C.

"Other companies are still pay-
ing catch-up," said Mr. Crawford,
citing PacifiCare, Aerna and, to a
much lesser degree, CIGNA.

Even though second-quarter re-
sults were, on balance, mixed,
looking at the results "relative to
what people expected them to do
six months ago, when the talk was
all about the price increases, the
results were pretty disappoint-
ing," said Todd Richter, manag-

ing director at Banc of America
Securities L.L.C. in New York.
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For the fifth or sixth year in a
row, "once again, health care cost
trends have accelerated way be-
yond what people have thought,”
said Mr. Richter.

As premium rates continue to
rise, employers are looking for
ways to minimize hikes. "Most
employers can't afford the kind of
increases the industry's been
putting forward,” Mr. Richter

said.

With the labor market less

tight, there is much greater inter-
est in benefit buydowns, because
employees "don't have quite the
leverage" they had before, Mr.
Crawford said. Those measures
include increased cost sharing
and attention to cost-sensitive
benefit designs, he noted.
Meanwhile, the efforts to enact
a patients’' bill of rights remain a
The issue of patient protection
is a "huge wild card," said Rob
Mains, an analyst with Advest
Inc. in Albany, N.Y. The House-
passed bill is "pretty benign," but
the Senate version "could be a
disaster,” he said. A House-Sen-
ate conference committee still
must work out differences be-
tween the two chambers' bills.
UnitedHealth's Mr. Penshorn
said that though his company
prefers the House bill because it
puts some caps on punitive dam-
ages and reduces its own liability
insurance costs, the Senate ver-
sion is "fine, too. It'11 just cost a
little bit more.”
There is a "high likelihood that
there will be a bill this year and
that it is going to add cost," said

Guide
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Health Net's Mr. Olson, who
added he will withhold further
judgment "until we see a bill that
gets sent to the president.”

"The issue of the patients’ bill of
rights has been like a cloud hang-
ing over the industry for the last
four years or more," said Fitch's
Mr. Meyer. "It looks like it's get-
ting close to being resolved, and it

looks like the results could be

something that the industry could
work with.”

A less-urgent issue is the effect
of layoffs at managed care com-
panies' clients.

The thousands of layoffs al-
ready instituted by employers
have not had a significant impact
to date, observers say.

"l haven't heard a lot of com-
plaints about layoffs yet," said
Mr. Mains, "It doesn't appear that
there have been massive losses of
membership yet due to layoffs
among the publicly traded com-
panies."

The impact has been negligible,
said Mr. Meyer. "It doesn't impact
loss experience to a great degree,"
he said, although "it may have
some impact on individual com-
panies in terms of their ability to
grow the book of business.”

Most of these companies were
not seeking "tremendous" enroll-
ment gains anyway, said Mr.
Crawford. "They were still trying
to improve their own books of
business, so enrollment expecta-
tions may have been brought
down by a percentage point here
or there, depending on the com-
pany," he said.

Although unemployment has
risen slightly, it has not jumped,
"so it hasn't been a large, mean-
ingful kind of trend," said Mr.
Crawford. Nor is it likely to be-
come one, he said. "Unless you see
a real strong economic slowdown,
| don't think, on the pure enroll-
ment side, you'll see an issue," he
said.

Mr. Olson of Health Net said,
"Historically, for our company,
the unemployment rate has to ex-
ceed 7 % for us to see it at the
margins, and what it has histori-
cally done is reduce our growth
rate.”

But Mr. Richter said the layoffs
might potentially have a signifi-
cant negative impact. The con-
cern, he said, relates not to a de-
cline in enrollment but to the risk
of pool deterioration, if the people
who stay behind turn out to be
poorer risks.

HMO stocks have not done as
well this year as they did in 2000.
Through Aug. 10, the nine man-
aged care organizations included
in the Bl Stock Index declined
1.9% this year. The sector "has
been beaten down so far this year
compared to last year, when they
had a very large run up,"” said Mr.
Meyer. "Part of the correction this
year was associated with the con-
cern over the medical cost
trends,"” he said.

Companies that have done w611
this year will continue to do well
in the stock market, said Mr.
Meyer. However, "l think year-
over-year comparisons are going
to be somewhat challenging for
the sector as a whole," said Mr.
Meyer.

The group "has some real solid
companies and some companies
that are on shaky ground,” said
Mr. Crawford. Overall, though, "I
think the group is pretty well po-
sitioned,” he said. m
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AM. Best Co. has affirmed its A rating
of Lloyd's of London and has removed its
negative outlook on the Lloyd's market.
The Oldwick, N.J.-based rating agency
said that the negative outlook, assigned
June 28, reflected Best's concerns about
the accelerating rate of asbestos-related
claims. Best in June said such claims
could lead to a significant shortfall in the
reserves of Equitas Ltd., the runoff rein-
surer for Lloyd's pre-1993 long-tail lia-
bilities. Last week, though, Best removed
its negative outlook, stating that its as-
sessment of Equitas' results led it to be-
lieve that "Lloyd's is unlikely to be ad-
versely affected by Equitas in the fore-

seeable future."...Standard & Poor's

Corp. said it has a negative outlook for
the European reinsurance market and
announced that ratings are more likely to
be downgraded than to mmain the same.
S&P said that, despite an estimated 9%
premium growth in 2000, rate increases
at the January 2000 renewal period were
patchy. S&P added that there was almost
no improvement in the operating perfor-
mance of the European reinsurance mar-
ket in 2000 compared with 1999....Insur-
ers' ability to retain AAA financial
strength ratings could diminish over the
long term, according to S&P. With the
growing pressure on insurers to improve
their use of capital and to deliver share-
holder value, it is becoming increasingly
difficult for companies to justify the large
reserves needed to maintain an AAA rat-
ing, the rating agency said. S&P cited as
an example its downgrade of Allianz A.G
Holding to AA+ from AAA after the in-
surer's acquisition of Dresdner Bank last
month (BIl, July 30)....The Assn. of
British Insurers has announced details of
a compensation package for creditors of
the collapsed insurer Chester Street
Holdings Ltd., which went bankrupt ear-
lie this year because of asbestos claims.
The London-based ABI and the U.K.
government agreed to the £5 million ($7.1
million) package, which covers claimants
whose claims date from before employers

liability insurance became compulsory in
Great Britain in 1972 and in Northern

Ireland in 1975....Net income at German

insurance giant Allianz A.G. Holding
dropped 7.8%, to 1.4 billion euros ($1.25
billion), for the first half of 2001, the
group announced this week. Allianz said
the drop in profits stemmmed from re-
duced investment gains. The group's pre-
mium volume from property/casualty in-
surance rose 9.7%, to 22.3 billion euros
($19.93 billion), for the first half of 2001.
Property/casualty insurance represents
59% of the insurer's premium vol-
ume...London-based loss adjuster Cun-
ningham Lindsey International Ltd. has
opened an office in Vietnam. CLI said it
had been performing claims work and
risk surveys in Vietnam for the last six
years....Keith Fenwick has been named
chief executive oicer and regional man-
ager of the U.K. operations of reinsur-
ance broker Guy Carpenter & Co. Inc.
Mr. Fenwick was previously chief oper-
ating officer of Guy Carpenter's U.K.
arm.... The London-based Assn. of Local
Authority Risk Managers has teamed up
with Marsh Public Risk Services, a U.K.
arm of New York-based Marsh &
MeLennan Cos. Inc.,to issue guidelines
to help public entities manage workplace
stress. Stress in the workplace was the
No. 1 risk concern within the public sec-
tor, according to an ALARM survey re-
leased last year. The guidelines will be
distributed free to ALARM members and
can be purchased from the ALARM ad-
ministration office. For more informa-
tion, call 44-13-922-3399 or e-mail ad-

min@alarm-uk.com.

Australia considers
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U.K. plans

marine law changes broadening

Insurers oppose removal of insurable interest rule

By DAMIEN TOMLINSON

CANBERRA, Australia-Marine in-
surers are opposing federal government
recommendations to remove the insur-
able interest requirement from Aus-
tralia's Marine
Insurance Act
1909.

The act has re-
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the ALRC.
lan Davis, ALRC commissioner in
charge of the review, and a marine in-
surance law expert, said the recommen-
dations would "soften the sometimes
harsh and disproportionate impact" on
policyholders
making claims.
Ric Clarke, ex-
ecutive director of

Perth-based ma-

rine-
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to give Australia's
marine Iinsurance
market "a com-
petitive edge”

and provide more fairness to marine in-
surance buyers: said ALRC President
David Weisbrot.

"Adstralian insurers cover ships and
cargo from all over the world. They are
competing with international marine in-
surance companies, but they are operat-
ing under legislation that hasn't been
updated in almost a century,” he said.

Australia’'s marine insurance market is
the world's 10th largest, with annual to-
tal premium volume of $400 million
Australian ($205.8 million), according to

Defends response in

By DAMIEN TOMLINSON

BRISBANE, Australia-The head of
the Australian Prudential Regulation
Authority has strongly rejected criticism
that Australia's insurance regulatory

body failed to act to prevent the collapse
of HIH Insurance Ltd. in March.

APRA Chief Executive Officer Graeme
Thompson told attendees at the recent
annual conference of the Investment &
Financial Services Assn. in Brisbane that
"the speed with which some people be-
came experts in prudential supervision
and related matters after HIH's failure
has been breathtaking.”

"It has been truly humbling to observe
some commentators becoming experts in
two or three months, without one day's
hands-on experience,” Mr. Thompson
said. "Apart from the fact that this lack
of understanding from gifted amateurs is
seriously annoying, there is a more sub-
stantive concern for us all if it leads to
knee-jerk regulatory overreactions.”

Mr. Thompson said there was little ap-
preciation of the judgments APRA super-
visors make "about when to use a sledge-

prac!
workable solu-
tions," he said.

"IN our capacity
as brokers repre-
senting the inter-
ests of policyhold-
ers, we are of the
opinion that the recommendations made
by the ALRC are equitable, represent
modern commercial practices, and
should be adopted.”

Mr. Williams, who directed the ALRC
to review the Marine Insurance Act in
January 2000, has invited comments on
the review before the end of this month.
A spokesman for Mr. Williams said the
attorney general's office so far has re-
ceived "a handful” of comments.

Robert Drummond, executive manager

See Marine on page 19

HIH collapse
Aussie insurance regulator

hammer" and when more subtle regula-
tory approaches would produce better
results for a company's creditors. "There
has also been little understanding of the
complexity of valuing insurance liabili-
ties," he said.

Mr. Thompson predicted that the find-
ings of a royal commission, whose estab-
lishment was announced in May to look
into the collapse of HIH (BIl, May 28),
will show that "not only did APRA in-
herit a flawed regulatory system, we in-
herited a deeply flawed company in
HIH."

"There will, no doubt, be some valuable
lessons for us from the HIH episode, and
we will, as a result, be a stronger, wiser
regulator,” he said.

Mr. Thompson said he is confident that
the commission, headed by Neville Owen,
a state Supreme Court judge in Western
Australia, will confirm that APRA could
not have done anything to prevent HIH's
collapse. "In fact, there were things that
we could have done that might have pro-
duced a worse outcome,” Mr. Thompson

said.

"We look forward to participating in

eligibility,
study says

By SARAH VEYSEY

Among the findings of a wide-ranging
study of U.K. employer-sponsored health
plans are that employers have expanded
eligibility to their plans and that health
plans tend to favor married couples over
unmarried partners.

The survey, conducted by London-
based consultant William M. Mercer
Ltd., drew responses from 527 U.K. em-
ployers. Respondent companies ranged in
size from 10 to 150,000 employees, with
an average size of 3,453 employees.

According to the survey, 70% of the re-
spondents said they had operated a medi-
cal plan for more than five years, and
52% said they had operated such a plan
for more than 10 years.

Because the survey was the first of its
kind that Mercer has conducted, data
from prior years is not available.

VWhereas most U.K. companies tradi-
tionally have provided health coverage
only to their senior employees, 40% of re-
spondents stated that they now provide
coverage to all of their workers. Mercer
found that, over the past three years,
12% of respondents had broadened
health plan eligibility.

"The trend, in recent years, has been to
extend private health care down the or-
ganization,"” said Steve Clements, Euro-
pean partner at Mercer, in a statement.
"In extending coverage to all employees,
organizations appreciate the productivi-
ty benefits of accelerating medical treat-
ment and of returning employees to work
much more promptly."

Mr. Clements noted that the figures
may also reflect an acknowledgement by
employers of ongoing problems within
the National Health Service, Britain's

See Plans on page 19

slams critics

the royal commission, as it will produce a
full account of events in a way that trial
by media cannot,” he said.

APRA has been criticized by industry
bodies and media commentators over the
demise of HIH (BI, March 26).

Shortly after HIH's March 15 collapse,
Bruce Ferguson, the president of the
Sydney-based Assn. of Risk & Insurance
Managers of Australasia, said APRA
should have stepped in last year,
the alarm bells were ringing.”

Mr. Ferguson said that, despite APRA's

assertions that there were insufficient

"when

triggers to take action, the sharp decline
in HIH's share price and market specula-
tion that HIH's loss for the half-year
ending June 30,2000, would be more
than $500 million Australian ($249.5 mil-
lion) constituted sufficient warning
signs.

Angus Maciver, the executive director
of Sydney-based broker Willis Australia
Ltd., said in March that "it is worrying
that the regulator did not do anything,
especially in light of speculation sur-
rounding HIH since it posted a disastrous
result last year.”
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Health

Continued from page 17
state-run medical program.

The survey also examined the
extent to which employers pay
for health coverage.

Half the survey respondents
reported that they fully subsi-
dize their employees' health in-
surance but do not fund cover-
age for dependents. Another
46 % pay for full family cover-
age, 3% pay only for employees
and their spouses, and the rest
share the cost of family cover-
age with employees.

Many plans favor married
couples over unmarried part-
ners, Mercer found. Only 48% of
plans cover common-law spous-
es, and just 44% cover same-sex
partners.

"Surprisingly, a significant
number of plans appear to be
out of tune with current social
trends,” Mr. Clements said. "As
things stand, many employers
could be accused of acting un-
justly, as a large proportion of
partners are not allowed mem-
bership. However, with the in-
creasing emphasis on equal
treatment and inclusiveness,
there are signs that more com-

Marine

Continued from page 17

of the Sydney-based Insurance
Council of Australia and a
member of the ICA's marine
standing committee, said the in-
dustry was generally pleased
with the ALRC's review, except
for the proposal to remove the
insurable interest requirement.
"The only weakness is that the
ALRC has oversimplified the in-
surable interest provisions of
the legislation, and the ICA will

suggest that more careful con-
sideration be afforded to that

recommendation.”

The ALRC recommends abol-
ishing the requirement that ma-
rine policyholders have an in-
surable interest in the insured
property at the time of a loss.
This requirement creates two
problems, the ALRC said.

VWhen goods are purchased on
a "free on board™ or .cost
and freight" basis, where risk is
consigned to the cargo owner
once it is loaded aboard a ship,

Some RRGs prospered during soft

By RODD ZOLKOS
BURLINGTON, Vt.-VWWhile
many risk retention groups were
formed because of hard market
conditions, those that survived
and even thrived during soft
market times have done so by
making good business decisions,
serving members well and
stressing the differences be-
tween themselves and tradition-
al market competitors.

"We prospered despite the soft
market,” said Michael Bemi,
president and chief executive of-
ficer of National Catholic Risk
Retention Group Inc. in Lisle,
11

The Vermont-domiciled RRG

owes its success to strict adher-

panies are looking to address
this issue.”

In terms of plan enrollment,
the survey found that while 75%
of full-time employees partici-
pate in their companies' plans,

Health care subsidies

A survey of U.K. employers identifies benefit trends

timers may face additional
costs, because employers' con-
tributions often are prorated
based on the number of hours
the part-time employee has
worked. "This means they must

still restricting cover-

50% fully subsidize employees' health insurance

but do not fund coverage for dependents

46% pay for full family coverage

ing incidence of

stress-related illness.’

3% pay only for employees and their spouses

1% share the cost of family coverage with employees

Source: William M. Mercer Ltd.

just 57% of part-time employees
elect to enroll.

Mr. Clements said some em-
ployees may opt not to join be-
cause participation in such
plans is taxed as compensation,
or because employees have
health care coverage through
plans in which spouses are en-

rolled.

Mr. Clements noted that part-

the policyholder has no insur-
able interest before goods are

loaded, unless the policy in-
cludes warehouse-to-warehouse

coverage.

'Tlze only weakness
is that the ALRC

has oversimplitied

the insumble inter-

est provisions of the
legislation.’

Robert Dmmmond

Insumnce Council

ofAustralia

"Secondly, the assignment of
a policy of marine insurance can
be ineffective if it is assigned
when the insured has already
parted with or lost its insurable
interest," the review said.

Insurers consider the require-

d-

Vermont-,-
CAPTIVE INSURANCE

ASsScoc I AT ICS M

ence to a set of business strate-
gies and practices, said Mr.
Bemi, a participant in a panel
discussing RRG soft market sur-
vival stories during the Vermont
Captive Insurance Assn.'s annu-
al conference earlier this month
in Burlington, Vt.

Among them are adhering to
core competencies, good claims

and litigation management, ef-
fective risk control standards

make up the balance, typically
from an already below-average
salary,"” he said.

The survey also found that,
despite the rising rate of stress-
related illness and absence, 13%

of plans exclude coverage for
the treatment of mental disor-

ders and substance abuse.

In addition, 88% of plans that

do cover mental disorders im-

ment integral to marine insur-
ance law, but the ALRC said it
was "not convinced the require-
ment for an insurable interest is
necessary to preserve marine in-
surers' legitimate rights.”

Long-held principles of in-
demnity in insurance contract
law make the marine law's in-
surable interest rule unneces-
sary, the ALRC said.

The ALRC review focused on
four areas of the Marine Insur-
ance Act: coverage of the act;
warranties and similar provi-
sions; non-disclosure, misrepre-
sentation and obligations of ut-
most good faith; and insurable
interest.

During its review process, the
commission considered repeal-
ing the act and incorporating it
into the existing Insurance Con-
tracts Act 1984 but decided
against that because of the "fa-

miliarity of practitioners both
within Australia and overseas

with the MIA," the review said.
Ron Salter, a marine insur-

ance law specialist at Sydney-

based law firm Phillips Fox,

and measures, a well planned in-
vestment program and an effec-
tive board governance protocol,
the group's president and CEO
said. The risk retention group
writes various liability cover-
ages for Roman Catholic dioce-
ses around the country.

"Next, we always make sure
we demonstrate our differentia-
tion,"” Mr. Bemi said. "We take
nothing for granted.”

It's critical to discern the
needs of your clients, attend to
those needs and make sure those
clients are aware of how well
you've attended to their needs,
Mr. Bemi added.

Bringing added value to the
membership on a regular basis
also is important. National

'We were surprised

that employers are

age, given the grow-

- Steve Clements

pose limits on that coverage.
Seventy-six percent of such
plans limit coverage to a speci-
fied number of inpatient days
per year-the average being 50
days-and 10% impose annual
cost caps, with
the most com-
£25,000
($35,628). Some
44% of those

being

plans that offer

mental health

coverage also

limit outpatient
psychiatric cov-
erage to an aver-
age annual cap
of approximate-
ly£800 ($1,140).

Mercer The

survey

found that just

12% of plans

that cover men-

tal disorders impose no limits on
such coverage.

"We were surprised that em-
ployers are still restricting cov-
er, given the growing incidence
of stress-related illness and the
increase in employer liabilities
in this area,” Mr. Clements said.

Other survey findings include:

- More than two-thirds-

68%-of the employer-spon-

said the Australian marine in-
surance legislation was intro-
duced just three years after the
United Kingdom's Marine In-
surance Act 1906, and was

"largely a copy" of that law.
Mr. Salter said the ALRC's re-

view and recommendations

tried to "bring marine into line"
with other non-life classes and

likely "will be passed largely in-
tact.”

The ALRC's Mr. Davis said
the commission hoped to remove
confusion over the difference
between contracts covered by
the Marine Insurance Act and
those covered by the Insurance
Contracts Act 1984.

The review recommends abol-
ishing implied and other war-
ranties in marine policies. Mr.
Salter said warranties apply
from the date of a breach and,
regardless of whether the
breach and the loss are related,
allow insurers to avoid claims.

For example, an insurer with
a warranty in the policy requir-
ing a vessel never to go more
than 20 miles beyond the coast

Catholic RRG has always looked
to increase its array of member
services and the quality of those

services.

Communication with member-
ship also is important. "Commu-
nicate regularly, communicate
in a variety of formats," Mr.
Bemi said.

W. Hamilton Smythe Ill, pres-
ident of Paratransit Insurance
Co., a Mutual Risk Retention
Group, and chairman of South-
ern Transportation Co. in Mem-
phis, said it's important to pick
the right partners and the right

risks for the group to cover. The

Tennessee-domiciled RRG
writes lively business risks.
"Pick the right partners,” Mr.

Smythe said. "If your members
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sored plans offer coverage for
pre-existing medical conditions,
subject to the terms of the plan.
* Thirty-eight percent of em-
ployers offer dental coverage. Of
these, half provide access to dis-
counted insurance plans that
employees can pay to join, while
41% pay for the coverage. The
remainder offer dental coverage
through extensions to their ex-

isting health plans.

- JdJust over two-thirds-

67 %-offer some form of group
disability or income replace-
ment insurance.

* While 65 % of respondents
offer health screening to em-
ployees, 55% of these provide
the benefit only to senior staff.
Just 18% offer such screening to
all members of the workforce.

= Thirty-two percent of re-
spondents have introduced pre-
vention programs for back in-
juries, and 22% have estab-
lished stress-management pro-

grams.

Copies Of the report are avail-
able, at £225 ($321) each, by
contacting Monica Charles-Bat-
son by telephone at 44-137-238-
5368, or by e-mait at
monica. charles-batson@u.k..wm

mercer. com.

could avoid an unrelated claim
on the basis that it became
aware that the vessel had, at
some stage, traveled beyond the
20-mile limit, Mr. Salter said.
However, he said many insurers
did not use the warranties be-
cause of the potential unfairness
for claimants.

The ALRC also recommends
insurers be relieved of liability
if an insured voyage is for illegal
purposes. In such cases, premi-
um.would not be returnable, "as
the breach can be regarded as
seriously as fraud," the review
said.

The ALRC advised repealing
the concept of "utmost good
faith™ in marine contracts. The
concept means if one party does
not observe utmost good faith to
the other, the injured party may
void the contract. "This remedy
is of almost no value to insureds
who, in most cases, want the
contract to remain on foot if
there has been a breach by the
insurer, so that the insured gets
the benefit of indemnity if there
is any loss," the review said. 1

market

aren't qualified self-insurers,
work with them so they become
that."

Good underwriting also is im-
portant, he said. "It's really im-
portant to ask all the questions,
Leave nothing unanswered,"” Mr.
Smythe said.

Another panelist, Donald
Breakstone, senior vp and gener-
al counsel in Chicago at Attor-
neys' Liability Assurance Soci-
ety, A Risk Retention Group
said the three key factors to suc-
cess in a soft market are differ-
entiation, mutuality or a "feel-
ing of clubbiness” and consis-
tency.

Mr. Breakstone noted thal

when ALAS started in 1978 as a
See RRG on next page
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Benefits

Continued from page 3
posures, the consultant said.

Looking at such benefits as life,
disability, medical and pensions or
endowments, Mr. Mende said,
"There is substantial underwriting
profit in a lot of these schemes. And
if it's not risk-financed (through a
captive), it falls to the insurer."”

Different approaches to funding
benefits can provide various ad-
vantages to the employer, Mr.
Mende noted, including providing a
risk management platform, result-
ing in premium deductibility from
taxes, tax sheltering of income, tax-
efficient reserving and global ca-
pacity.

"To make choices, you have to
understand what your require-
ments are for funding benefits," he
said.

As no single risk financing mech-
anism scores highest across all the
possible advantages to the employ-
er, a captive can be an attractive
approach because it "gives you an

Captives

By RODD ZOLKOS

BURLINGTON, Vt.-In addi-
tion to addressing traditional in-
surance exposures, captive insur-
ance companies could benefit their
parent companies through various
creative uses, according to one
group of industry experts.

During a panel discussion at the
annual conference of the Vermont
Captive Insurance Assn. earlier
this month in Burlington, Vt.,
speakers outlined various innova-
tive captive uses that address
problems ranging from insuring
"uninsurable” exposures to
achieving favorable accounting
treatment for hedging activities.

Outlining one possible alterna-
tive use, Robert Curtis, senior vp
at AIG Risk Finance in New York,
described an enterprise risk man-
agement approach that involves
using the captive to insure "unin-
surable" exposures. "We're start-
ing to see a lot more activity in
that area," he said.

Mr. Curtis cited the example of a
transportation company that
sought to use its captive to prefund
property catastrophe risk to its in-
frastructure, as well as to address
global risks to cash flow the com-

pany faced from strikes and truck
blockades.

Continued from previous page
Bermuda mutual company, it
was a response to hard market
conditions.

"We thought we were starting
up in a hard market," he said.
"But we found out that, the day
after we started, suddenly rates
were half what they were the
day before.”

As it turned out, large law
firms soon found available limits
drying up over a short period of
time, and the only place they
could buy those large limits was
ALAS.

For ALAS, initial success was
a matter of being in the right
place at the right time with the
right structure in place, Mr.
Breakstone said.

extra bit of flexibility and it pro-

vides the insurance wrapper," Mr.
Mende said.

Outside the United States, there
are no significant regulatory obsta-
cles to using a captive to fund em-
ployee benefit programs, noted Mr.
Mende, who suggested that there
are numerous benefits to placing
international benefits in captives.
"A key advantage is the extra flexi-
bility in underwriting and possibil-
ity of product design,” he said.

In the United States, however,
the federal Employee Retirement
Income Security Act prohibits
transactions between benefit plans
and their sponsors' captives with-
out an exemption.

Jim Ostertag, who recently re-
tired as a risk management special-
ist for Columbia Energy Group and
Nnow serves as a consultant to
NiSource Inc., the Merrillville,
Ind.-based company that acquired
Columbia Energy last year, dis-
cussed his company's experience
winning such an exemption from
the U.S. Department of Labor.

The exemption, granted last year,

use goes

The captive issued a policy that
blended property catastrophe cov-
erage with the social disruption
coverage. The captive then rein-
sured the social disruption expo-
sure into a blended finite insur-
ance policy, in which the compa-
ny's retention was adjusted based
on its loss experience.

Because the captive stood to
benefit from positive loss experi-
ence, the program's structure of-
fered the possibility of expanding
the coverage in later years.

Another situation Mr. Curtis
discussed involved a company that
sought to buy out liabilities to im-
prove its standing in the capital
markets. He described a situation
in which a company's credit rating
was threatened by asbestos liabili-
ties it had inherited through an ac-
quisition made decades earlier.

The company's goal was to
"ringfence" the asbestos exposure
in order to regain the confidence of
rating agencies and improve the
market's view of the company's fi-
nancial strength, Mr. Curtis said.

The company used its captive to
cover underinsured periods or
gaps in historical policy periods,
and it then reinsured that expo-

Ultimately, the solution in-
volved obtaining a retrospective

During that time, the group
started a major loss prevention
program and started to develop
its own claims management ca-
pabilities.

Faced with competition in a
soft market, his group's thinking
was "a little behind the curve”™
in terms of market development,
Mr. Breakstone said, but ALAS
was able to hold membership on
the basis of loyalty.

Mr. Breakstone said it's im-
portant that a group differenti-
ate itself from traditional mar-
ket competitors, saying that no
captive can go head to head with
a traditional insurer on price,
Mr. Breakstone said.

And, he suggested, "The time
to plan for the next soft market
is in a time when you're in a bet-
ter position to control your cur-
rent business.” m

allows the company to reinsure its
employee long-term disability pro-
gram through a Vermont branch of
its Bermuda-domiciled captive.

Discussing the Labor Depart-
ment's requirements in considering
an exemption application, Mr. Os-
tertag said that a requirement that
the program pay no more than ade-
quate consideration for insurance
contracts in the captive is an effort
"to protect the individual premium
payers from getting gouged.”

He also suggested that a Labor
Department requirement that the
program written through the cap-
tive provide an immediate and ob-
jectively determined benefit to the
plan's participants was easily met
in his company's case. Columbia
Energy sought approval to use its
captive for long-term disability
benefits, "and it turns out the LTD
program we were considering was
going to be a quantum leap for ben-
eficiaries," he said.

The Department of Labor has the
authority to grant such exemptions,
Mr. Ostertag said, if it finds the ex-
emption is administratively feasi-

ble, in the interest of the plan and
of its participants and beneficia-
ries, protective of the lights of the
participants and beneficial to the
plan.

He noted the approval process
took about a year. "I have no rea-
son to tell you as to why it took
about a year except that the wheels
of federal government move fairly
slowly," he said.

And he advised employers seek-
ing such an exemption to "have a
business plan that will convince
people. They really looked long and
hardatourbusinessplan.”

For Columbia Energy, putting
employee benefits in its Columbia
Energy Insurance Corp. Ltd. cap-
tive helped diversify the captive's
book of business, provides the cap-
tive substantial third-party premi-
um and allows Columbia to enjoy
earnings on premiums paid for
long-tail business.

"l would encourage you, if you're
thinking about this at all, to really
go back and review it, because
we're talking about a large amount
of premium dollars," he said.

Leonard D. Crouse, director of
captive insurance in the Vermont

Department of Banking, Insurance,
Securities and Health Care Admin-

istration, said that while

widespread acceptance of placing
U.S. employee benefits in captives
hasn't developed as quickly as
hoped, "l truly believe employee
benefits will be a driving force in
the area of captives in the next two-
and-a-halforthreeyears."

"It's true that there's not yet been
another applicant for the exemp-
tion, and it's annoying to me that
that's the case," Mr. Ostertag said.
"It's crucial that a second player
getsinandgets the exemption." If a
second exemption is granted, the
Department of Labor is required to
handle subsequent applications on
an expedited basis, Mr. Ostertag
said. "That's when the floodgate
opens," he said.

Asked whether Vermont would
be ready if those floodgates open,
Mr. Crouse, who moderated the
session, said, "We think we are. If
we have to get geared up, we'll get
geared up in a hulTy."

beyond trad itional insurance

reinsurance policy for asbestos lia-
bilities with annual caps on
amounts paid. The program re-
turns funds to the captive if as-
bestos claims do not develop as ex-
pected.

304-
Vermont
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William S. Troy, director-alter-
native risk services at Safety Na-
tional Casualty Corp. in St. Louis,
offered several other possible uses
for captives, including converting
a qualified self-insured program
to a captive or fronted loss portfo-
lio transfers.

One possible captive use he sug-
gested involved the captive parent
fully funding the aggregate policy
limits. "This is a case where you
really just need the paper,” Mr.
Troy said. "You're basically fully
funding your aggregate limit on
the front end, but the benefit is,
you have that paper."

In addition to providing the
proof of insurance that might be
requjred in certain situations, fully
funding an exposure in the captive

More than

can offer benefits by providing ac-
cess to reinsurance markets, Mr.
Troy said.

A captive also could be used to
avoid undesirable aspects of Fed-
eral Accounting Standards Board
rules for derivative instruments,
said Carl Groth, managing diree-
tor-enterprise risk strategies at
Willis Risk Solutions in New York.

Noting that FAS 133 defines
derivatives broadly, and suggest-
ing that the rule's requirements for
accounting a derivative contract's
value can negate the quarterly
earnings protection the derivative-
user is seeking, Mr. Groth said
FAS 133 presents "a huge stum-
bling block" to hedging exposures
efficiently.

The trick, he said, is to structure
hedging vehicles that do not have
the characteristics of derivatives
as defined in the accounting rule.
In such a case, a captive could be
used to assume risk that would
otherwise be hedged in a deriva-
tive contract, such as commodity

price risk, foreign exchange risk or
interest rate risk.

"We believe that this situation
could be solved using a captive
and essentially having the captive

write what's equivalent to a
derivative contract,” said Mr.

Groth, who moderated the session.

800 attend

captive conference

BURLINGTON, Vt.-The
16th Annual Vermont Captive

Insurance Assn.

consultant at The Stratevest

Group NA in Burlington. The

association’'s oth-

conference drew */ er annual award,

841 attendees and
70 exhibitors to

7-10. Among

those at the con-

ference were approximately

150 first-time attendees.
During the conference, the

VCIA presented its annual

Captive Crusader Award for

exceptional service to the as-

sociation to Tina Truax Mc-

Cuin, vp/captive insurance

Verrmonti———

Burlington Aug.CAPTIVE INS URANCE

-,211 the Industry Ser-

vice Award, was
given to John L.
Primmer of the
Primmer & Piper
P.C. law firm in St. Johnsbury,
Vit

Next year's VCIA conference
is scheduled for Aug. 13-16,
2002, at the Sheraton Hotel &
Conference Center in Burling-
ton. For more information, call
the VCIA at 802-658-8242.

While noting that such a captive
application is "untested,” Mr.
Groth said that the approach
would involve using the captive to
create a contract under which the
captive records a premium for as-
suming the risk and accounts for
losses as insurance losses. The cap-
tive's exposure then would be
reinsured using a "loss ratio" cov-

In such a structure, the coverage
trigger would be expressed as a
loss ratio rather than an underly-

ing index, strike price and notion-
al amount as it would in a deriva-

tive contract. Under a strict inter-
pretation of FAS 133, the loss ratio
coverage would not fall under the
definition of a derivative contract,
Mr. Groth said.

"So that's maybe something
we'll see over the next couple of
years," he said.
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COMMENTARY

Speaking
anonymously

The issue of when and why we protect the identity of our
sources at Business Insurance arose last week in the most
innocent of questions.

| got a calllast week from a lawyer askingmeif there was any
way to determine the name of a person identified in a Business
Insurance article simply as a company spokesman.

Of counse, | said. When we identify someone as a company
spokesman it is a person designated by the company to speak to
the press but is not an officer of the company. The person usually
has the title of public relations manager or representative.

We aren't trying to hide anyone's identity when we attribute
information or a quote to a company spokesman, | explained.
Just call the company and ask for the public relations department
and you will find the person who gave us the information, | said.

After | hung up the phone, | was troubled that a reader would
think that we were hiding the identity of a company spokesman
by not providing his or her name. We don't quote people
anonymously lightly; it is a very serious issue at Business
Insurance.

Then it hit me. The term "company spokesman" is journalism
jargon and | shouldn't expect our readers to
know that it is shorthand for a public
relations staffer.

Why don't we quote public relations
person by name? Few public relations
people expect to be quoted by name because
they know the glory of a quote should go to
their bosses. A few would love to see their
names in print, but we don't oblige them
because we don't want to encourage public
relations people to give interviews.

Don't get me wrong. Good public relations
staffers are very valuable to us for providing
background information and setting up

interviews with company executives. But when it comes to the
interview, we pmfer to interview officers of the company-the
people who are setting the policy and making the decisions.

As | thought about the term "company spokesman," however, |
could imagine why many readers might think we are indeed
protecting a source. After all, we regularly hear information on
television news reports and in the national newspapers
attributed, for example, to "a White House spokesman." And
very often that is information that no one would want attributed
to him or her by name.

While the term "company spokesman" is not intended within
these pages to signal protecting the identity of a source, there are
times that we do use information in articles in Business Insurance

that our sources ask us not to attribute to them. We try to keep
these instances to a minimum because we believe that our readers
should 1mow where we are getting our information so that they
can judge the credibility of our sources.

There are instances, however, when we trust the credibility of
our sources and understand why they don't want to be quoted by
name on information we think our readers should know.

Orie simple example is when underwriters, brokers or
reinsurers tell us which insers and brokers were involved in the
insurance covering a major loss. Nearly everyone in the insurance
marketplace knows and is talking about who is on the loss, but
no one wants to be the one tagged in Business Insu7ance with
spilling the beans. To give this information to our readers who
are not so plugged in to the market requires that we do indeed
protect our soumes.

There are, of course, even more serious circumstances under
which we protect sources. Often, for example, officials
investigating allegations of fraud and those cooperating with
them will talk to us before official action can be taken against
any suspects. If we need to protect sources' identity to alert our
readers to potentially fraudulent companies, well do it to protect
them from losing their money to crooks.

We do not, however, protect the identity of those who want to
trash their competitors but retain anonymity. If we were to
protect the identity of the source of any derogatory quote that
comes our way in the course of reporting almost any story, the
quantity of juicy quotes in Business Insurance would go way up.
But our credibility, | believe, would plummet in direct
proportion.

Publishing Director Kathlyn J. Mcin*e's commentaTy
appean fortnightly and on www.businessinsurance.com. She can
be reached at lancintyre@crain.com.

Clause

Continued from page 1

vent or mitigate losses that the
insurer would be liable to pay if
they occurred. The clause is be-
ing used in the Y2K cases in an
attempt to recover expenses in-
curred for upgrading computer
systems to avoid their potential
failure on Jan. 1, 2000.

In the Florida case, Swire is
using the sue-and-labor clause
in its builders risk policy to
force its insurer to pay for cor-
recting design defects discov-
ered in the plans for a Miami
condominium project under
construction in 1998.

At the time, Swire's insurance
broker, Sedgwick of Florida
Inc., wrote to Zurich to inquire
"what, if any, coverage will be
available to them under the
builders risk to assist in paying
for the cost of the damage re-
pairs." Swire incurred approxi-
mately $4.5 million in costs in
the course of correcting the
structural deficiencies, accord-
ing to court papers.

Zurich said, though, that there

was no coverage for two rea-
sons: because there was an ex-

Flood

Continued from page 3

and two excess policies that its
corporate parent, Itel Corp.,
purchased from about 50

Lloyd's and London market un-
derwriters. Itel named Great

Lakes as an additional insured
under the excess policies, which
provided $40 million of cover-
age excess of $1 million and $60
million of coverage excess of
$41 million.

But on Oct. 15, 1991, Itel sold
Great Lakes to Blackstone
Dredging Partnership L.P. The
underwriters canceled all of the
excess coverage and rewrote
only the $40 million excess layer
for Blackstone, naming Great
Lakes as an additional insured.
The insurers charged the same
amount of premium they had re-
funded to Itel for the original
first-layer excess policy they
had canceled mid-term.

Great Lakes did not replace
the $60 million excess layer. In-
stead, it purchased a $10 million
layer excess of $41 million from
Continental Insurance Co., now
a subsidiary of CNA Financial
Corp. of Chicago.

The city and more than 100
damaged businesses, which
eventually were assigned Great
Lakes' insurance rights, argued
that all of the policies should re-
spond, including both $40 mil-
lion first-layer excess policies.

The district court agreed.

The district court's ruling also
triggered an insurance-recovery
provision in the 1997 $3 million
cash settlement the city reached
with Great Lakes, said a
spokeswoman in the city's law
department.

Under that provision, if the
plaintiffs succeeded in stacking
policy limits, the city would re-
cover $29 million of the insur-
ance proceeds to help cover its
own settlements with flood
claimants. In 1995 and 2000
deals, the city settled its flood
claims for $54 million, though

clusion for design defects in the
builders risk policy, and be-
cause the sue-and-labor "clause
applies only to expenses in-
curred by an insured to mitigate
an actualloss, rather than to
prevent a threatened loss."

The district court agreed with
the insurer, denying Swire's
plea for coverage in its April 16
ruling.

"Swire's actions...were made
directly and primarily to correct
design defects in the building,
expenses which are excluded
under the terms of the policy,"
the district court ruled.

Swire appealed the case in
June. The deadline for briefs
was last week, and a mandatory
mediation conference has been
scheduled for Sept. 20, accord-
ing to Thomas Brunner, an at-
torney with Wiley, Rein &
Fielding in Washington who is
representing Zurich.

"We were gratified by the trial
court ruling, and we are confi-
dent it will be affirmed,” Mr.
Brunner said.

Insurer attorneys maintain
that Zurich will prevail. They
say that in order for the sue-
and-labor clause to be invoked,
the expenses must have been in-

that amount would increase by
about $11 million if limits
stacking is eventually allowed,
the spokeswoman explained.

But the 7th Circuit panel
ruled 3-0 that the district court
erred in allowing stacking. The
panel's unanimity, though,
largely ended there.

'In lllinois, as
elsewhere, an
occurrence policy is

not triggered unless

loss to the claimant

happened while that

policy was in force.

- 7th U.S. Circuit

Court of Appeals

The panel ruled 2-1 that the
lllinois Supreme Court still was
wrestling with the stacking is-
sue but that the panel predicted
the state's high court eventually
would bar stacking. The panel's
majority ruled that the language
in Great Lakes' policies and the
premium that the contractor
paid for its coverage demon-
strate that both $40 million first
excess layers should not respond
to the loss.

"There ain't no such thing as a
free lunch, even in the insurance
business," the majority wrote.

The court then determined
that only the $1 million primary
policy, the second $40 million
excess policy and Continental's
$10 million excess policy should
respond, because they were in
force when the city flooded.

The majority ruled that "in
Illinois, as elsewhere, an occur-
renee policy is not triggered un-
less loss to the claimant hap-

pened while that policy was in
force.”
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curred to prevent what would
have been a covered loss, and
the discovered design defect was

not covered, they say, because of
the exclusion.

"The sue-and-labor clause is

to provide reimbursement for
the insured to prevent a covered
loss," Mr. Simmons pointed out.

Mr. Eisenstein said, though,
that the design defect exclusion
would not necessarily apply to

all Y2K coverage cases that cite
the sue-and-labor clause.
"There are a number of Y2K
cases with no design defect ex-
clusion,” he said.

Furthermore, Mr. Eisenstein
said, "this case already defines
design defect,"” while in the Y2K
cases, he noted, the courts have
not yet decided whether the in-
ability of old computer software
to acknowledge the change from
1900 to 2000 is a design defect.

The AlA's Mr. Goldberg dis-
agreed.

"This is an analogous situa-
tion," he said. "There was a con-
scious decision made to design
the chip a certain way. It was
a design flaw, the same as
the design flaw in the condo-
minium project.”

See Sue on next page

That ruling "is not inconsis-
tent” with rulings by courts-
including the lllinois Supreme
Court-that have adopted the
triple-trigger theory of coverage
in asbestosis bodily injury cases,
said insurer attorney Richard M.
Kuntz of Bollinger Ruberry &
Garvey in Chicago. Bollinger
represented the insurers on ap-
peal.

Under the triple-trigger theo-
ry, all coverage on a risk from
the time a claimant was exposed
to asbestos until the claimant's

illness manifested can be

stacked to respond to the claim.
Both the triple-trigger theory
and the 7th Circuit panel con-
sider the occurrence of a loss as
the point when someone was in-
jured-even unknowingly-or
property actually was damaged,
Mr. Kuntz said.
Chicago-based plaintiffs at-
torney William J. Harte, co-
counsel for the businesses, said
he plans to ask the full 7th Cir-
cuit to adopt the opinion by the
appeals panel's dissenting jus-
tice on what constitutes an oc-
currence. If the full appeals
court agrees that an occurrence
is the action that ultimately
causes a loss, then the $60 mil-
lion excess layer as well as the
original $40 million excess layer
and the $1 million primary poli-

cy should respond, he said.
Mr. Harte said he would not

ask the court to stack the limits
of the two $40 million excess

policies but was not sure how he
would ask the court to treat

Continental's $10 million excess
policy.

Whether the city can recover
any insurance proceeds if the
business group succeeds in tap-
ping the $60 million excess poli-
cy but not all $151 million of

limits is unclear, the spokes-
woman said.

Co. us. City of Chicago et at., 7th
U.S. Circuit Court Of Appeals,
Nos. 99-3844,99-3877 and 00-
4295; Aug. 10, 2001.
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seems to depend on the nature of Mr Hardy said that risk man- a whole, and | focus on a succes-
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viewed-whether or not there's with such situations sociate director of risk manage- "If the brokerage industry has m a heartbeat these days," he said
EDP coverage-contained some "In a lot of cases, when the bro- ment for the U S Olympic Com- to rely on the restrictive covenants One attorney who is famihar
exclusions that would apply," kers do go to litigation, the inno- mittee m Colorado Springs, Colo to maintain their business, then | with litigation over nonsolicita-
Mr Simmeons said cent party, the insured, does get "l don't think they affect risk beheve we are dealing with the tion agreements said that clients
He noted, for example, that caught m the middle," said Bobby managers in a tremendously ad- wrong broker," Mr Hardy said remain a key focus for the brokers
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there is a lawsuit within a law- precluded from doing what they
suit,"” he explained "First, the want to do," Mr Reagan said "If

ker and the chent mg the services,"said Michael P

right to choose its broket; i ! X
"In my view, even though a bro- Zweig, a partnerm thelawfirm of

policyholder has to prove there they want to continue to conduct or the sandi ofa ker that has lost one of its sales- Loeb & Loeb LLP m New York
was a loss, and, second, that the business with the producer, that's people can try to enforce the con- who represented Wilhs in its Suit
loss would have been covered " the challenge--and it is a problem brokers book of tractual agreement the two parties agamst Lockton "I have not seen
The 11th Circuit also will de- for them " f
tered into, I;? 't be im- clie services aterl IIy is-
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rate coverage designed to pro- tion, said Timothy J Cunning- to that agreement, and the insur- people, knowing that if they don't,
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put forth in most of these cases Management Group Inc m Chica- - Timothy J. Cunningham chase insurance or consultative Still, it appears hkely that risk
"There is a line of case law go "What is more important-the INSIGHT Management services from any broker they managers w111 continue to have to
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pendent grant of coverage," Mr or the sanctity and integrity of a "l have openly told certain bro- and contention among brokers
Eisenstein explained "This broker's book of business?" Mr kers that my relationship is with a "I've seen an increase in htiga-
means it has to be looked at sep- Cunningham asked "l don't know "l think a lot of this has to do certain account executive, and so tion regardmg these restrictive
arately, like 'Coverage A' and what the answer is " with how risk managers view long as that certain account exec- covenant issues, there is generally
'‘Coverage B ™ "Brokers are very protective of their relationship with their bro- utive continues to have a relation- more fighting about it these days,"

"We have seen arguments their turf," said Richard Meyers, ker," Mr Mair said Risk man- ship with that broker, we're fine said Marc Jacobs, a partner with
from policyholders that the the president and CEO of Richard agers are more troubled by re- But I've very openly said that if the law firm of D'Ancona &
clause is a separate insur- Meyers & Associates Inc, a stnctive covenants, he said, if they the account executive leaves, we Pflaum LLC in Chicago More
ing agreement," Mr Simmons Florham Park, N J -based execu- value the relationship.Anth a spe- will leave with him," Mr Thur- companies, he said, have lately

said, "but this court ruled it IS tive recruiting firm that special- cific account team or producer man said been implementing the restrictive
not* izes in the Insurance mdustry more than they do the resources Wayne Salen, the director of covenant agreements

"The rtsk manager's take is that the broker offers as a whole risk management for First Nia- Furthermore, Mr Jacobs said,

Swire Pac*c Holdlngs Inc us these guys need to continue to "The sooner the brokerage busi- gara Financial Group Inc in the current business climate en-

Zurtch Insurance Co, on appeal deal within an environment ness looks at this issue from the Amherst, NY, said that while re- courages companies both to hire
to the 11th U S Circuit Court of of free enterprise and an en- customer's point of view, the stricted covenants can "pose a away individuals from rivals and
Appeals from the U S District vironment of democracy," Mr sooner these restnctive covenants problem," he tries hard to avoid to fight the hiring away of one's
Court for the Southern Distnct Meyers sald "This is not a dicta- wlll bereduced or will disappear," facing a dilemma should a pro- own staff "When there is a down-

of Flonda, Apnl 16, 2001, Case  torship " said Joe Hardy, the director of nsk ducer change fums "l don't focus turn," he said, "there's more of a
Ne 01-12597-F Whether or not risk managers management and insurance for on the individual (producer), | fo- risk-taking mentahty" m
Oh |O auto and umbrella policies in being an insurance problem and that the Ohio Supreme Court effect and then plans to rebid its
Ohio in January of this year, said became a serious bisiness is- uses every time it imposes new auto coverage contract, in hopes
Raul Allegue, the Hartford, sue," said Rita Nowad, assistant requirements and further ex- of obtaining more favorable
Contznued from page 3 Conn -based insurer's second vp vp of property/casualty for the pands the scope of this cover- rates, she said
which basically voi(led all for government affairs Alliance of American Insurers in age," he said Travelers also plans to resume
UM/[JIM rejection forms used by Insurers also raised rates on Downers Grove, Il The final version of the bill writing new commercial auto
Ohio insurers, thus providing commercial auto-related cover- Businesses felt the squeeze in a also allows for exclusions in and umbrella policies after the
coverage to Ohio policyholders ages variety of ways, according to tes- UM/UIM policies, reduces to law goes into effect, Mr Allegue
regardless of whether or not they tin*ny presented at a hearing on three years from 15 years the pe- said
paid for it," according to the reform legislation introduced as riod in which an insured may Meanwhile, The St Paul Cos
Columbus-based Institute 7 think that the S B 97 by state Sen Scott Nien, make a claim, and requires that Inc is re-evaluating its plans
As a result, the institute esti- R-Middletown insurance regulators periodical- about wribng automobile-relat-
mates that the Comblned rUllngS Wide and deep Sup- For example, Spartan Stores ly report on the status of the ed coverages in the state, a
exposed insurers to $1 5 billion Inc, a Midwestern Srocery re- market spokeswoman said The St Paul
in claims gomg back 15 years- port for the bill #om taller and wholesaler with 60 su- "I think that the wide and previously announced plans to
claims for ich premiums were permarkets and four warehouses deep support for the bill from so cease writing new commercial
never collected,"” said Sean Mc- SO man)/ groups, in Ohio, estimates that the court many groups, coupled with the auto coverage and not renew ex-
Manamy, director of public af- . . cases in Ohio added $175,000 to trial bar's opposition, crystal- isting policies beginning with
fairs for the AlA’s Midwest re- coupled with the tri- its premium for insuring its 725- lized the issue for lawmakers," those expiring June 1, but the in-

gion "Trial attorneys rifled
through old files, sendmg out fax

vehicle fleet this year, according said the AlA's Mr Blume "This surer never implemented those

al bar's opposition
PP ’ to testimony from Mary Dechow, wasn't about the insurance in- plans, she said

alerts and even running televi- crystallized the is- director of government and reg- dustry, it was about the econom- Several observers expect that
sion commercials in an effort to _ulatory affairs for the Grand 1C well-being of the state " UM/[JIM coverage will continue
'mine' claims from cases that Sue *r la14/makers.' Rapids, Mich -based company The final version of the bill to be available in the state for
had been closed for years," he That was notable because only passed both houses of the Legis- both commercial and personal
said - Paul C. Blume 25% of that fleet operated in lature with overwhelming sup- pohcles

The combination of unantici- ALA Ohio, she said in an interview In port and Gov Bob Taft signed it In fact, re-establishment of a
pated claims and legal uncer- addit.on, Spartan Stores is fae- July 31 competitive market will "rein-
tainties led to "a very significant ing at least six potent:ial legal With the law going into effect vigorate this line of coverage,"
disruption of the commercial cases because of the Scott- Oct 31, "the Ohio Chamber IS said Mr Blume

lines market," said Holly Sae- Rates for UM/UIM coverages PonteT decision, she said cautiously optimistic that the The continued availability of
lens, assistant director for pollcy increased 110% from Jan 1, "Some of these cases involve premium rates that have been such coverages contradicts a
and legislation for the Ohio De- 2000, to May 15, 2001, Ms Sae- family members of employees charged to businesses are going prediction by trial attorneys
partment of Insurance, which ul- lens said who worked in stores These em- to return to a more competitive during negotiations over S B 97,
timately supported the new law As of mid-May, many compa- ployees never drove or sat in level, rather than continue at the during which they unsuccessful-

Several insurers notified the mes already received renewal a vehicle owned by or insured current high level or rise even ly lobbied to retain the mandato-
department that they would no notices with 50% to 100% in- for our company,"” Ms Dechow higher," Mr Flore said ry offer for personal lines As the
longer write new auto-related creases in the cost of UM/UIM said "We feel very strongly that the chief opponents of the bill, they
coverages or planned to cut back coverage, said Tony Fiore, direc- The solution proposed by Sen legislation should correct a bet- argued that insurers would hke-
on their writings and not renew tor of labor and human resources Nein's legislation was to elimi- ter part of the problem," Ms De- ly not offer the coverage unless
existing policyholders For ex- policy for the Ohio Chamber of nate the mandatory offering of chow said Spartan Stores antic- mandated to do so, said Steven
ample, Travelers Insurance Commerce UM/UIM coverage because that ipates that the market will Collier, president of the Ohio
ceased writing new commercial "This reached beyond merely mandatory offering "is the hook change after the law goes into Academy of Trial Lawyers m
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rompany or retire.

cess to funds in her 401(k) account
might have that access blocked if
her husband had abandoned her.

In addition, lobbyists predicted
that the spousal approval require-

tems.

For example, under current law,
an employee can electronically re-
quest a lump-sum distribution from
his or her defined contribution plan.
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The new spousal consent require ment would have prompted some That would not be possible under
. . 2,600

nent would complicate administra- participants, especially those who the Kennedy bill, as the employee
. . 2,550

rion, but it also would increase the were lower paid, to reduce their would have to obtain the written
2,500
ikelihood that spouses, such as contributions to 401(k) plans. consent of his or her spouse before 2450

Ylose in troubled marriages, would Such arguments apparently taking a lump sum. 2400 1221561

:eceive a share of a defined contri- swayed legislators, who knocked "You go from one step to several 2350
iution plan account balance. the proposal out as they hammered steps. You complicate the procedure 2300

The legislation, known as the out a final agreement on a 1997 tax tremendously," said Kyle Brown, a 2.250 -
‘Women's Pension Protection Act law. pension attorney with Watson Wy- 2200
if 2001," also would require joint 2,150
and survivor benefit options offered 6/29 7/6 7/13 7120 7/27 8/3 8/10 8/17
o e e Pension act provisions Peseiooon e z0aere
tribution plans to provide a survivor p
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o , 3 What the Women's Pension Protection Act of 2001 would do:
oarticipant's benefit. Under current BROKERS
Law, which applies only to defined . " . .

- 1. Spousal consent required for defined contribution plan Nvs oy on anon o o6
oenefit plans, plans must offer a Aon Corp - 1145 -

. X i R ici _ istributi Arthur J. Gallagher & Co. NYS 27.02 357 15.06 34.25 21.88 1139
loint and survivor benefit option participants to take lump-sum distributions. arown & rown ws  amir aa 477 sose  zers s
that pays a sunriving spouse 50% of . o) i . Clark Bardes Holdings NDQ 26.097 .86 166.37 33.30 725 254
the participant's benefit. 2. Pension plans have to offer 75% joint and survivor E.W. Blanch Holdings Inc. NYS 13.50 0.00 22.58 20.50 6.70 o

k ) ) benefit option Hilb, Rogal & Hamilton NYS 46.39 -2.58 16.34 48.16 33.75 101
Other changes in the legislation P . Marsh & Mciennan NYS 9521 -6.18 -18.62 135.69 80.30 3562
would affect divorcing spouses. Ac- Willis Group Holdings Ltd NYS 18.60 s5.08 12.08 18.60 15.50 653
iti H i BROKERS AVERAGE -0.05 23.09
Jording to HELP committee staff, 3. Expand opportunities for divorced women and menlo receive
women going through a divorce of- a share of their former spouses pension benefit after a divorce. INSURERS/REINSURERS
ten are unaware that they can aSk a ACE Ltd NYS 35.89 1.07 15.43 43.94 31.59 4717
state divorce court to award them a The Kennedy proposal, however, att Worldwide in Washington. Accel International Corp. NDQ 0.07 0.00 76.42 0.64 0.06 o
;hare of a spouse's pension as well is not nearly as restrictive. Written Still, Mr. Brown added: "I'm not Acceptance Insurance Cos NYS sAO 3.65 2.86 6.94 370 75
. . . . . . . AEGON N.V. NYS 3025 -0.75 -27.00 43.00 25.92 816
B
as pension sulvivor benefits. By the spousal consent would not be re- saying don't pass it. Just first figure AFLAG ne Nvs N a5 208 arar 25,08 10430
Lirne the mistake is discovered and a quired for loans, hardship with- out how to do electronic consent.” Alimerica Financial Corp. NYS 51.10 2.53 _20.52 74.25 46.30 866
woman obtains a new court order, drawals or<for the transfer of a de- Others note that Iegislators need Alistate Corp. NYS 33.81 1.23 -22.39 45.90 28.38 14116
< . . R R . 1 Ambac Financial Group NYS 59.35 2.40 1.78 64.00 a1.38 1073
she may be unable to recover bene- fined contribution plan account bal- to weigh the tradeoffs inherent in American Financial Group NYS 23.61 150 1142 30.75 1869 280
lits, as pension plans often won't ance to another qualified employer- the proposal. Requiring employees American General MYsS 45.01 -0.66 10.45 47.44 33.66 11080
honor modified court orders. . American, Intl Group NYS 79.21 a.02 1063 103.75 72.64 26940
sponsored plan, such as when an to obtain spousal consent to take a American Safoty Insurance Nvs ros ros o671 1036 s o

Under the legislation, however, a employee changes jobs. lump-sum distribution from a de- Argonaut Group NDO 18.06 0.50 -14.00 2125 13.50 183

pension plan would have to honor a Indeed, a committee staffer said fined contribution plan could deter AXA-UAP Group NYS 20.65 0.41 -17.42 39.88 24.58 1385
. e . . Baldwin & Lyons Inc NDQ 24.03 0.50 a.3s 28.75 17.63 29
state divorce court order, even if it that the bill's authors had sought to some employees, such as those in Bert(ley\N.R. Corp. NDO ss.80 064 77T 4875 22.88 358
were issued long after the divorce. minimize requirements-and ad- shaky marriages, from contributing Berkshire Hathavay Inc NYS  69200.00 o0.58 -2.54  74600.00  53500.00 '
. . . s . . . . i i NAS .

While the Kennedy legislation  ministrative burdens-while still  as much as they might, notes Ethan z:"‘t‘:';ra"same”“ o "2 o o o o o

ubb Corp - - 25. .
would give spouses new rights in prov=iding new benefit rights and Kra, chief actuary with William M. Gincinnati Financial Corp. NYS 41.24 3.38 .24 az.02 32.56 1263
deciding how participants' defined protections for spouses. Mercer Inc. in New York. Cmgroup NYS a6.60 612 8.74 59.13 39.00 51639
. . . . L. CNA Financial Corp. NYS 31.42 -3.20 -18.92 41.00 31.42 964
contribution plan account: balances Benefit lobbyists note that staffers On the other hand, additional CNA Surety NYS 1az0 076 os8 1470 1063 5o
are distributed, it would not go have made a point to get their input. protections will be provided to EMC Insurance Group Inc. NDQ 1340 0.37 14.04 15.88 .00 2
nearly as far a proposal made four "They have made an effort to spouses, Mr. Kla noted. ES@ Re Umited :3‘: 6:73? 1: e ja 7‘;;’2 3;:2 ﬂ;j

Everest Reinsurance -~ -5.47 . .
years ago by then-Sen. Carol Mose- work with us, and we very much Similarly, there are tradeoffs in- Fremont General Corp NYS 6.20 8.96 12044 6.97 1.50 722
[ey-Braun, D-Illl. That proposal appreciate that,” said Mark volved in requiring plans to offer a Gainsco Inc NYS 121 8.26 so1e 456 110 ae
- - B . . N Harleysville Group NDO 25.30 8.12 -13.50 30.63 18.52 884

- o, -
would have required written ap- Ugoretz, president of the ERISA In 75% joint and survivor benefit op HOG Insurance Holdings N 25.00 0.00 o po.66 176 as0
proval by a spouse before an em- dustry Committee, a Washington- tion. ENG Groep N.V. NYS 32,14 138 1978 a1.97 27.92 835
ployee could take a hardship w>ith- based benefits lobbying group rep- Take the example, provided by IPC Holdings Ltd NeQ z2e8 AT 892 2008 1e2e e
) Hartford Financial Services NYS 64.50 0.09 -8.67 80.00 53.50 2894
drawal, aloan ora lump-sum distri- resenting large employens. Mercer's Mr. Kra, of an employee in John Hancock Fin. Services  NYS 40.00 3.00 6.31 42.00 2231 se53
bution from the plan. Benefit experts, while not out- a defined benefit plan entitled to a Uncoln National NYS 50.20 o076 6.10 56.38 38.00 2557
. . . . . Market Cq NYS 192.20 -3.71 6.19 207.47 133.50 147
The Moseley-Braun measure, in- right opposed to the Kennedy bill, $1,000 monthly benefit for life at 65. arket Corp

MBIA Insurance Group NYs 57.11 1.04 15.57 57.36 40.05 2273
clu(ied as part of a Senate-passed suggest that legislators should care- If the individual takes a joint and Meadowbrook Insur. Group ~ NYS 265  -1a52 a7.38 838 2.45 30
tax bill, ignited a massive lobbying fully consider the measure. survivor benefit, the monthly bene- Metre NYS 2o e ess see8 zone sezz
A A < N - . Mutual Risk Mgmt Ltd NYS 10.55 -3.21 -30.53 23.75 3.40 1294
campaign by employers, who Given that defined contribution fit would be reduced to about $920, Navigators Group NDQ om0 062 a3 o860 10.65 .
warned that requjring written plans have become the primary re- while a surviving spouse would get NYMagic Inc. NYS 20.30 -0.83 7.55 2270 13.94 -
spousal consent before loans and  tirement plans for many, "this is an  half of that amount, or $460. Onio Casualty Corp e > e o e

epublic In . - . .
hardship distributions could effec- area that warrants serious consider- Under a 75% joint and survivor Partner Re Ltd NYS a9.53 a77 -18.80 62.50 39.31 419
tively end the electronic processing ation, but | have concerns about benefit, the employee would receive Penn-America Group Inc NYS 1020 0.99 3377 10.60 6.69 25
. - B . . B . " . - PMA Capital Corporation NDQ 18.09 3.79 .87 18.94 15.19 178
if many 401 (k) transactions. jumping into this too quickly,"” said about $865 per month, while a sur- Philadelphia Gons. Holding  NDG a1 s a8 a7.50 1638 sea

Benefit lobbyists also said the Larry Sher, a principal in Teaneck, viving spouse would receive about ProAssurance NYS 17.75 10.94 6.37 18.50 11.63 149
Moseley-Braun proposal might N.J., with Unifi Network, a unit of $649. PXRE Corp, NYS 17.00 7.94 0.74 20.10 12.56 70

R . RenaissanceRe Holdings Ltd. NYS 71.27 1.81 -8.99 84.19 46.56 189
have done more harm than good un- PricewaterhouseCoopers L.L.P. "It is another tradeoff. There is a RUCorp. Nvs az.5s o.83 aze a6.16 36.94 58
der certain circumstances. For ex- The spousal consent requirement smaller benefit paid while the par- St Paul Cos. NYS 44.11 2.56 -18.78 57.00 39.58 6299
. . . . . . . . SCOR NYS 46.20 a.a1 -8.06 53.75 40.50 19
ample, under one scenario advanced will complicate plan administra- ticipant is living and a greater bene- SAFECC) Con NDO 20.10 o g4 as.88 21.50 S50
. . . . P ) P
by the bill's opponents, a workin tion, experts note, particularly in fit to the survivor when the partici- SCPIE Holdings Inc NYS 21.04 o0.38 10.04 31.40 17.78 NA
Yy PP s g s P , P y g
woman who needed immediate ac-  the area of automated benefit sys-  pant dies,"” Mr. Kra said. Seibels Bruoe Group nNba et 1000 369:39 220 o-5° ©
Selective Iris. Group NDO 26.30 3.54 8.45 28.22 1525 109
Tokjo Marine & Fire NDQ 48 80 5.08 -14.39 58.25 45.10 96
Torchmark Corp. NYS 42.50 1.87 10.57 az.63 26.31 944
Transatjantic Holdings NYS 75.22 101 6.57 8416 s6.33 82
egence call off merger e oo oon ononnom
Unico American Corj NDQ 6.30 0.00 7.23 7.75 5.27 2
J »
United Fire & Casualty NDO 29.00 0.85 a6.84 34.52 16.19 10
Urlitrin NYS 37.57 045 -7 52 41.94 28.56 166
CHICAGO-The Regence Group HCSC and The Regence Group Group, based in Portland, Ore., has UNUM Corp N oy 77 008 aas 5575 oo os6s
and Health Care Service Corp. have had anticipated that merging man- about 3 million members, and is Vesta Insurance Co. NYS o40 2134 es.68 11.05 a2s 1068
- - . . . . S -9. .
canceled plans to merge the man-  agement functions would have im-  viewed as regional insurer, he said. XL Capital Ltd N resE e o-22 oo=e oo 2ee7
Zenith National Ins. NYS 29.10 0.34 -0.94 30.70 20.00 42
agement services of Blues plans in proved their efficiency, resulting in Chicago-based HCSC has about 7 INSURERS/REINSURERS ~ AVERAGE 0.33 512
several states. cost savings and increased competi- million members and is well regard-
. . . . X MANAGED CARE ORGANIZATIONS

Despite talks since March about a tiveness. ed for managing many large nation-
system merger, the two companies "We would have had a single wide accounts, according to employ- Aetna Inc. NYS 27.00 .81 -34.25 az.69 23.02 4521
notified regulators Wednesday that management system moving ill one er representatives. Blues plans in CIGNA Corp. e o017 o-se eres sere oo.48 004

) Health Net Inc. NYS 18.27 4.64 -30.23 26.94 15.56 3082
they were calling off the deal. direction," the Regence BlueShield other states often cede the manage- Humana Inc. NYs 1085 2.36 28.85 15.81 7.94 2719
A spokesman for Seattle-based spokesman said. Some functions, ment of national accounts to HCSC ford Health Plans NYS 27.67 1.10 29.95 32.06 2125 1551
. < e . . . " Pacificare Health Sys. NDQ 16.43 7.67 9.53 57.19 9.81 5244
Regence BlueShield, one affiliate though, such as marketing, local because of its reputation as a "con- Siorra Hoalth Serviees NYS o84 pos ros.08 . oas 1se
within The Regence Group, said in- customer service and doctor net- trol plan,"” with an efficient system United HealthGroup NYS 65.62 1.93 6.2 68.00 a4.63 4038
compatibilities between the two work management, were to remain for handing claims and customer Wellpoint Health Networks NYS 108.12 262 t0.52 121.50 70.50 1480
MANAGED CARE AVERAGE 282 1.08
companies had emerged that would separate, he said. service nationwide.
have hurt customer service if the The spokesman said The Regence HCSC is the parent of Blues plans ALL COMPANIES 1.03 076

deal had gone ahead. Among other

Group also had anticipated that its

in lllinois, New Mexico, and Texas.

Top advancing issues: ProAssurance, Seibels Bruce Group, Clark Bardes Holdings, Freemont General Corp.,
Gainsco Inc. Leading decliners: Vesta Insurance Co., Meadowbrook Insurance Group, Trenwick Group Ltd.,
Marsh & McLennan, Ciligroup. Most adve issues: Citigroup, American International Group, American General,
Allstate Corp., AFLAC Inc. The B/Index fe!11.53%; the Dow Jones 30 Industrials dropped 1.68%; the S&P 500 fell
2.37%; and the NYSE Composite dropped 1.51%. Average P/E: Brokers, 25.12% Insurers/reinsurers, 21.34%;
and managed care companies, 16.10%.

things, the spokesman said, The Re- alliance with HCSC would have im- The Regence GFOUD is affiliated

with Blues plans in Idaho, Oregon

and Utah and with Regence
BlueShield.

gence Group was in the process of proved its ability to provide national

implementing a claims and cus- employers with similar health plan
product:s and services over a wide

geographic region. The Regence

tomer service system that was not
compatible with that of HCSC.

. Source: CNET /nvestor (investor.cnet.com) Boulder, Colo.
-By Roberto Ceniceros ¢ )
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Well, you know what we mean: teamwork. 'fhe real kind. Ask our customers about the

SEnERAn AT impact of our tea mwork. Last year, we helped them save nearly 700,000 disability
days, reduce clai]» by 20% and lower their cost of claims by 10%. Results like these

COMMERGIALAUTO come' from partneing with our customers on every angle of insurance, through our

unique team procdss called LibertyWdrksTM. It's how we evaluate their business from

top to bottom, helping them uncover safety and savings opportunities. It's how we
e n _
customize the be<t insurance for each individual business. And ultimately, teamwork

PROPERTY

is how we make four insurance more'effective and easier to manage.

WORKERS COMP e —

UI1Ellity 19 fiImaSliJuI:KSS/’i\:Iy’TTo learn about case histories m your industry,

Imw Liberty

or for more infdrmation, call 1-800-4-LIBERTY or go to www.libertymutualgroup.com
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