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1998 CLJ Combines
Gross premiums $437.5 $759.4 $1,196.9

Net income $57.3 $72.4 $129.7

Shareholders equity
as of June 30, 1999 $414.9 f  $532.7 $947.6

Source: Companv reports

Markel bids

for Terra Nova
Deal would boost U.S. insurefs reach

By GAVIN SOUTER

GLEN ALLEN, Va.-Markel Corp. will propel itself from a
successful U.S. excess and surplus lines insurer into an inter-
national insurer and reinsurer with its proposed $1.08 billion
purchase of Terra Nova (Bermuda) Holdings Ltd.

While the radical change will significantly increase oppor-
tunities for Markel, it must be carefully managed because of
the differences in the two companies' makeup and core busi-
ness lines, analysts say.

Markel plans to do just that by retaining most of the current
management of Terra Nova and its operating subsidiaries,
said Steven A. Markel, vice chairman of Markel in Glen Allen,
Va. "It ain't broke, and we don't need to fix it," he said.

Instead, Markel will greatly expand its premium volume
and profits by taking over a well-run insurer and reinsurer,
he said.

Markel will pay $905 million for Terra Nova in cash and
stock and assume $175 million of Terra Nova's debt. The pay-
ment will be approximately 40% cash and 60% stock.

Markel currently writes excess and surplus specialty cover-
age and programs in all 50 states.

Terra Nova, which is based in Bermuda, has four operating
units: a Bermuda reinsurer; a London market insurer and

reinsurer; a Lloyd's of London managing agency with eight
See Markel on page 23
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U.S. members must battle

Lloyd's in England, judge rules
CHICAGO-Lloyd's of London last week

won the first of several court battles it faces

to extract up to $90 million from members in
the United States who refused to pay their
Equitas Ltd. premiums.

U.S. District Judge Harry Leinenweber in
Illinois ruled that the English courts are the
proper arena for any disputes with Lloyd's
and that the two members in the case-a

married couple-should pay their Equitas
premium.

The members argued that, under the U.S.
See Updates on next page

Benefits in captives
may get a new look

By JERRY GEISEL

WASHINGTON-The U.S. Labor Department may be
more flexible in how it reviews employer requests to
fund employee benefit coverages through their domestic
captives, an official says.

Funding benefit coverages through captive insurers
has been discussed for years in risk management circles
as a means of broadening captives' risks, cutting costs
and, most recently, as a potential way for a parent to
deduct property/casualty premiums paid to the captive.

But a tough 20-year-old Labor Department regulation
has prevented nearly all employers from expanding
their captives to fund benefits. Among other things, the
1979 regulation states that for a captive to be tapped to
fund benefits, it must be licensed in at least one domes-
tic state, and no more than 50% of the captive's business
can be related to its parent.

Even if those two requirements are met, programs in
which benefits are reinsured through captives are re-
viewed by the government on a case-by-case basis.

See Caldor on page 22
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Caldor Corp., which is going out of business, would have
provided a test of the Labor Department's new flexibility.

Court says lawmakers went too far

Ohio tort reforms dead
By MARK A. HOFMANN

COLUMBUS, Ohio-An Ohio

Supreme Court decision overturn-
ing the state's comprehensive tort
reform law may not be the last word
on the subject, reform advocates
say.

In fact, the sweeping nature of the
4-3 decision in Ohio Academy of
Trial Lawyers et at. vs. Sheward et
at. could lead some reform advo-

cates to try to make a federal case
out of the state ruling.

What is, at first glance, a purely
state matter might be appropriate

for a federal court because of the

constitutional right of all U.S. citi-
zens to live under a republican form
of government, said Victor E.
Schwartz, general counsel for the
American Tort Reform Assn. in

Washington.
Mr. Schwartz noted that the Ohio

reversal follows other successful ef-

forts by the Assn. of Trial Lawyers
of America to overturn state re-

forms. "This is the 90th time where

something like this has happened-
where a state court has nullified a

tort law" on the basis of a state con-

stitution, he said.

"I think it portends other deci-
sions nullifying state tort reforms.

That process will continue until
some clear counter-wave to the

ATLA approach arises. The ATLA
approach, plain and simple, is to use
state constitutions to nullify state
tort reforms," Mr. Schwartz said.

He got no argument on that point
from Robert Peck, senior director-
legal affairs and policy research at
ATLA in Washington. Mr. Peck was
one of the lawyers who argued the
plaintiffs' case before the Ohio
Supreme Court.

See Ohio on page 25

Internet tool can track care
'Virtual provider organization' also aims to help avoid injuries
By MICHAEL BRADFORD

A new Internet tool aims to re-

duce both the cost and frequency
of occupational injury and illness.

OccuLink Inc., a Melville, N.Y.-
based company, has formed what
it calls the first "virtual provider
organization," which, among oth-
er things, helps manage the deliv-
ery of care to injured employees
and provides information used to
place employees in jobs where
they are less likely to be hurt.

Its developers say the product,
called OccuLink.net and accessed

at occu-link.com, will result in

workers compensation savings be-
cause it can help reduce the num-
ber of workplace injuries. Oc-

cuLink.net's first user is a large

*)LTNK=
grocery distributor that says the
system is expected to reduce in-
juries by matching new hires
with jobs best suited to their
functional skills.

OccuLink Inc. was spun off ear-
lier this year from Sandler Occu-
pational Medicine Associates Inc.,
a Melville-based company that
develops programs to help

See Virtual on page 27
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Updates
Lloyd's wins against U.S. names
Continued from previous page
Constitution, U.S. citizens are entitled to a hearing in the United States
before they can be forced to pay money to a foreign entity. They will ap-
peal the ruling.

A similar suit has been heard in New York and is awaiting the judge's
ruling, and other suits are pending in Illinois, said Theodore W. Grippo
Jr., of counsel at Pembroke & Brown in Park Ridge, Ill. He represented
the members.

Judge Leinenweber ruled that Lloyd's was entitled to the premiums
due to emergency circumstances at Lloyd's in 1996 at the time of recon-
struction and renewal and that the members had adequate recourse in
English courts, Mr. Grippo said.

"We believe that the judge was wrong on both counts," he said.
The members in the case, James and Mary Ashenden, face Equitas pre-

miums of $700,000, Mr. Grippo said.
Meanwhile, jurisdiction also is an issue in a case decided earlier this

month in which a judge said U.S. federal courts are not the correct forum
for policyholders to sue Lloyd's (see story, this page).

Rockwell gets summary judgment
CHICAGO--A federal judge awarded summary judgment to Rock-

well International Corp. in a case in which the U.S. Equal Employ-
ment Opportunity Commission alleged that Rockwell had used an ab-
normal result on a pre-employment nerve test to screen and turn down
job applicants.

The judgment in US. Equal Employment Opportunity Commission
vs. Rockwell International Colp., was based, however, not the legality
of Rockwell's employment test but on the questionable quality of a re-
port prepared by an expert witness for the EEOC.

Gordon Waldron, an EEOC senior trial attorney, was reprimanded
by U.S. District Judge Robert Gettleman in the written judgment for
influencing the methodology and relevancy of the report compiled by
the commission's expert witness. Mr. Waldron declined to comment.

A companion case also brought by the EEOC against the Pittsburgh-
based Rockwell International and Cambridge Industries Inc. still is
proceeding and is poised to set a precedent for employers, said Nina
Stillman, Rockwell's attorney and a partner at Vedder, Price, Kauf-
man & Kammholz in Chicago. Cambridge now owns the Centralia, Ill.,
plant where the refused workers had applied (BI, Dec. 7, 1998).

Bermuda exchange halts trading
HANIILTON, Bermuda-The Bermuda Commodities Exchange sus-

pended trading earlier this month after it failed to attract sufficient busi-
ness in the nearly two years it has been offering to trade catastrophe-
linked options contracts.

"Market conditions are such that people are using the traditional mar-
kets," said Michael Murphy, secretary of the BCE. If market conditions
improve, the exchange could resume trading, Mr. Miuphy said.

The BCE was set up in October 1997 with 20 member companies drawn
from financial services and reinsurance companies. In August 1998, it
traded its first significant contracts, but no losses affected the contracts,
and there has been little activity in 1999, Mr. Murphy said.

"We decided that, rather than incurring the ongoing costs, at this time
we would suspend the exchange and wait to see whether market condi-
tions improve," he said.

Court allows Medicare suits
SANTA ANA, Calif-Medicare recipients may sue health maintenance

organizations in state court for punitive damages stemming from the de-
nial of referrals or certain treatments, a California appeals court has
ruled.

The decision in McCalt vs. PacifiCare of California Inc. is the first by a
California appeals court on the issue of allowing Medicare recipients to
sue their HMOs in state court. Similar cases previously had been dis-
missed, with lower courts ruling that the Medicare Act precluded lawsuits
in state courts.

An original suit was filed by a disabled businessman who suffered from
lung disease and claimed PacifiCare tried to cut costs by refusing to refer
him to a transplant specialist. The plaintiff has since died, but his widow,
Barbara McCall, also filed a lawsuit. Her suit claimed emotional distress
and other allegations against PacifiCare and the provider group, Greater
Newport Physicians Inc., court records show.

A trial court judge determined all causes of action arose under the
Medicare Act, which requires administrative remedies and federal court
review. But the 4th District Court of Appeal in Santa Ana, Calif., ruled
that the case can proceed. The higher court niled in Ms. McCall's case that
causes of action by Medicare recipients that do not seek reimbursement
for Medicare benefits can be filed in state court.

Gen American delays processing
ST. LOUIS-General American Life Insurance Co. will delay process-

ing loan and surrender requests involving large policies mtil 30 days af-
ter those requests are submitted.

A company spokesman said the action was taken at the request of the
companfs agents in order to give them time to contact policyholders and
discuss their requests. The move affects only policies of more than
$100,000 in cash value-about 3% of the compan* 300,000 policies.

See Updates on page 26

Errors & omissions
• An Aug. 2 StOIy On catastrophic health care claims omitted the name

of Franklin Health Inc., a partner of Wellmark Blue Cross & Blue Shield
of Iowa. Upper Saddle River, N.J.-based Franklin Health provides case
management services for Wellmark's Personal Path Program.

Liberty settles fraud suit
Deal struck with Kentucky agent prior to trial

By DAVE LENCKUS

LOUISVILLE, Ky.-Liberty
Mutual Insurance Co. has settled

a lawsuit charging former Ken-
tucky insurance agent W. Antho-
ny Huff and others with fraud and
racketeering over their alleged
mishandling of trucking insur-
ance premiums.

Liberty Mutual's suit alleged
the defendants misappropriated
$600,000 of premiums generated

by a motor vehicle liability insur-
ance program the insurer wrote
for members of a trucking associ-
ation Mr. Huff operated. Mr. Huff,
whose Kentucky license was re-
voked last year, also ran the bro-
ker that administered the pro-
gram under a managing general
agent agreement with the insurer.

Additionally, Liberty Mutual
alleged that the defendants mis-
used their underwriting authority
with the insurer to defraud premi-

Cost trends, regulation still concerns

um financing companies.
Terms of the Aug. 11 settlement,

reached five days before the
scheduled trial date in the case,

were confidential. Attorneys for
both sides, however, said the set-

tlement resolves all outstanding
claims and issues in the case.

The attorneys, though, would
not comment specifically on
whether the settlement would

clear one defendant of a default

See Huff on page 25

Price hikes helping H MOs
By JUDY GREENWALD

The benefits of the hefty rate in-
creases introduced by managed
care companies are becoming
more apparent in their bottom
lines.

Many of the large health main-
tenance organizations reported
improved results for the first half,
and many expect results to contin-
ue to be strong at least through
this year.

But some analysts are concerned

OP

about whether

HMO pricing

.II[-1,/'*71 can keep up
-1.-1.1.vlrl' with rising med-

ical costs as well

Results as about the

- - -- -- - - -- eventual impact
of possible regu-
latory reform.

"I think things are looking bet-
ter than they have in a couple of
years," said David Olson, vp-in-
vestor relations for Woodland

Hills, Calif.-based Foundation

Health Systems Inc.
"I think that the pricing disci-

pline that the industry, by and
large, is showing is absolutely en-
couraging," Mr. Olson said.

Things "are proceeding more or
less in line with expectations both
on the pricing and the cost front,"
said David K. Erickson, vp of in-
vestor relations at PacifiCare

Health Systems Inc. in Santa Ana,
Calif.

While cost trends are increasing,
See HMOs on page 4

posing view on jurisdiction
Judge says policyholders may not sue Lloyd's in federal court

By JOANNE WOJCIK

NEW YORK-Can a policyhold-
er sue Lloyd's of London in feder-
al court or not? That is the ques-
tion prompted by a recent U.S.
District Court decision.

While the U.S. District Court

for the Southern District of New

York had earlier ruled in Squibb
us. Accident & Casualty that poli-
cyholders can use the federal
courts to sue Lloyd's, another

judge in the same court recently
ruled just the opposite.

Judge Shira A. Scheindlin ruled
Aug. 11 in Attendate Mutual In-
suranee Co. us. Excess Insurance

Co. Ltd. that federal court was not

the proper jurisdiction for the
four-year-old coverage case be-
cause 19 of the 36 syndicates
named in the suit included indi-

vidual underwriting members-
known as names-from the plain-
tiff's home state of Rhode Island.

Moreover, she said, it is unlike-
ly that any of the underwriting
members "in the syndicates could
satisfy the $50,000 amount in con-
troversy requirement."

Under current federal court

rules, federal jurisdiction applies
only if all defendants reside out-
side the plaintiff's home state and
if each defendant is potentially li-
able for at least $75,000. When the
Allendale case was filed in 1995,

See Lloyd's on page 26

ART option spurs interest
By RODD ZOLKOS

BURLINGTON, Vt.-Vermont

is reviewing its first application
for a "sponsored captive," a new
alternative risk financing option
created by a 1998 change in
state law.

Although similar to rent-a-
captives in other domiciles, Ver-
mont does not allow partici-
pants in sponsored captives'
protected cells to write unrelat-
ed third-party business through

Inside

A-LL
Vermont•

CAPTIVE INSURANCE
ASSOCIATION

the cell. Sponsored captive for-
mation in Vermont also is limit-

ed to traditional insurers or

reinsurers and existing captives.
As members of Vermont's cap-

tive industry gathered in
Burlington for the annual con-
ference of the Vermont Captive
Insurance Assn. last week,

• Even though the Ohio Supreme Court voided that state's
comprehensive tort reform law, there remains plenty that
advocates of tort reform can do to promote their cause,
this week's editorial says. PAGE 8

• The insurance industry still is assessing the extent of in-
sured losses from the severe earthquake that struck
Turkey's industrial corridor last week, killing thousands
and injuring tens of thousands. PAGE 19
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Leonard D. Crouse, the state's

director of captive insurance,
said last Wednesday that the
state that day had received its
first application for a sponsored
captive.

While declining to identify the
applicant, Mr. Crouse said "it's
a traditional insurance company
from New England."

The captive director said the
state also is in talks with two

other companies interested in
See Vermont on page 24
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By JUDY GREENWALD

The best performers in the insurance in-
dustry have implemented wide, flat organi-
zational structures in their companies, em-
ploying more front-line workers for each
supervisor, on average, than do comparable
insurers, according to a benchmarking
study.

This is among the conclusions of the
Ward Financial Group's annual study of
best practices in the insurance industry.
Using statutory data from 3,004 property/
casualty and 1,407 life/health insurers, the
Cincinnati-based insurer management con-
sulting and investment banking firm Ward
Financial identifies the 50 insurers in each
sector that have done the best job of bal-
ancing financial safety, consistency and
performance over the past five years.

Ward's proprietary benchmarking data-
bases include detailed data on the 28 of

these 100 insurers that use its consulting
service. That group of 28 is composed of 20
property/casualty insurers and eight life/
health insurers.

This information is then analyzed to de-
termine the "best practices" that set these
28 insurers apart from others in Ward's de-
tailed databases. The databases contain 160

insurers, all of which are clients of Ward.
"In general, the high performers do them,

and the average performers don't do them,"
Ward Financial Group Chairman John L.
Ward said of the best practices. "That's
what makes them a distinguishing prac-
tice," he said. "These are examples of what
the good companies do to make them better
than the average."

For instance, in the technology arena,
nany of the top-performing companies
nave embarked on their Y2K remediation

3fforts without putting their other informa-
don technology projects on hold (see story,
jage 10)

The Ward analysis also reveals a continu-
ng trend toward outsourcing by all compa-
lies (see story, page 12).

In the "people" arena, in addition to hav-
ing a flat organizational structure, the
practices that set the top companies apart
include:

• Having either a home office-driven or a
field-driven organization strategy, but not
both.

• Using incentive plans as a significant el-
ement of compensation.

• Sustaining reasonable levels of employ-
ee turnover.

• Rotating managers through different
departments during their careers to im-
prove their knowledge of the business.

• Having outstanding productivity, as
measured by premium per employee and
policies in force per employee.

• Having a standard 40-hour work week.
Here is the Ward analysis of these best

practices:

Flat organizational structure
The top-performing companies are more

likely to have a flatter organizational struc-
ture than are their peers. So far, only about
16% of companies in the benchmarking
group of 160 have this structure, "so it is
still a relatively well-kept secret," said Mr.
Ward.

"A wide, flat organizational structure
means a company has more front-line
workers and fewer supervisors. So they
have relatively more of their workforce in
the front lines servicing agents and policy»
holders, so that's an effectiveness benefit,"
said Mr. Ward.

In addition, because the insurers hire rel-

Top performers
in technology

on page 10

Ward's 50 property/casualty
Alla Insurance Group

Ammican international Group

American Modem Home

American National

Propetty & Casualty Cos.

Amica Mutual Insurance Co.

Auto Club Insumnce Asm.

Auto-Owners Insurance Group

California State Auto Assn.

Canal Insurance Group

Chrysler Insurance Co.

litibb Insurance Group

Cincinnati Insurance Group

Colonial Penn Group

The Commerce Group Inc.

Concord General Group

The Doctors' Co.

Empire Fire & Marine Group

Employers Mutual Co. of Des Moines

Erie Insurance Group 

Foremost Insurance Co.

Frankenmuth Mutual Insurance Co.

GEICO

Harleysville Mutual Insurance Co. Grou

Horace Mann Insurance Group

Source: Ward's Results, 1999 Properly/Casualty edition

Interimurance Exchange, Automobile Club
of Southern California

Kentucky Farm Bureau '. --
Mutual Insurance Co.

Liberly Mutual Group

Markel Corp. Group

Medical Protective Co.

Motors Insurance Corp.

Nationwide Group

New Jersey Manufacturers Group

NORCAL Mutual Insurance Co.

+ Northland Insurance Group 3H

Ohio Casualty Group 1
Peerless Indiana Insurance Group '*

Pekin Insurance Group --A

RLI Insurance Group V.*

SAFECO Insurance Group s
Southern Farm Bureau 
Casualty Insurance Co:J.F.

St. Paul Cos.
1/.Il

Tennessee Farmers Mutual Insurance Co.

Travelers Insurance Group
=4:.

United Fire & Casualty Groili

USM Group Virginia Surety Co.

West Bend Mutual i

Western World Group -*
Wesmeld Cos. 'II--

atively few supervisors, whose total com-
pensation, on average, is $50,000 more than
that of their front-line workers, companies
with such a structure save significantly on
compensation, the analysis showed.

Ward found that the average number of
front-line workers per supervisor among
the high performers in the property/casual-
ty sector was 6.6, compared with 5.9 for the
other property/casualty companies.

There is some variation by function,
though. For instance, in policy processing
among property/casualty insurers, high
performers have 19.7 workers per supervi-
sor, while other property/casualty compa-
nies have only 11.7.

But in commercial underwriting in the
property/casualty sector, the high perform-
ers actually have fewer workers per super-
visor-just 3.6, compared with 5.2 for the
others.

Mr. Ward explained that, in most techni-
cal areas, such as underwriting, "high per-
formers generally have a narrower span of
control, because they believe the technical
accuracy of the function being performed is
critical."

The opportunities to implement a flat or-
ganizational structure lay in areas that
mainly involve "pushing paper," such as
policy processing, said Mr. Ward.

Although it is not yet widely practiced,
this approach is becoming increasingly
popular, said Mr. Ward. He said the per-
centage of companies that use a flat organi-
zational structure has doubled from just
8% only three years ago, and he predicted it

Insurers outsourcing
more processes

on page 12

will continue to increase.

approach cannot be introduced overnight
"It's a tough practice to implement, because

ment to change," he said.
Mr. Ward recommends gradual imple-

mentation through normal attrition. "When
they replace employees that leave the com-
pany, (insurers should) make an effort to
widen, flatten the organization's structure
naturally. We don't recommend in one fell
swoop to fire everybody and whip it into
shape."

Normal turnover will help this process,
he said. "Given an average 15% to 20%
turnover rate in the industry, one-fifth of
the workforce is leaving every year, on av-
erage. So that presents an excellent oppor-
tunity for management to make changes to
the organization without implementing dis-
ruptive changes all at once."

Home office or field focus
Choose either a home office-driven or a

field-driven structure, but not both, Mr.
Ward recommends.

When insurers try to use both, "the field
and the home office tend to have a bit of

friction as the balance of power pulls in
both directions. When that occurs, it hurts
the companies, because it unnecessarily
adds to the cost structure."

Although the trend these days is toward a
more centralized-rather than field-driv-

en-approach, Mr. Ward's analysis found it
makes little difference which strategy in-
surers choose.

While the data does indicate a slight ben-
efit under a more centralized structure,
"the evidence is that either can work," he
said.

"Basically, this is a philosophy issue,"
said Mr. Ward. "We have companies that
we work with that are extremely central-
ized." Although these companies write

See Ward's 50 on page 10

Ward's 50 life/health ,<0
* Alfa Life Insurance Corp. _ A# Mutual of Omaha Insurance Co. 
Alliam Ule Insurance Co. of North America  National Life Insurance Co.
American General Life Insurance CLY Natiddal Western Life Insurance Co.

American National Insurance Co.onwide Life Insurance Co.
American United Life Insurance Co. ]11ew York Life Insurance Co. 

Ameritas Life Insurance Corp. Northwestern Mutual Life Insurance Co.

 Berkshire Life Insurance Co. i - -_Ohio National Lite Insurance Co.Cincinnati Life Insurance Co. Pacific Life insurance Co. «
1 Farm Bureau Life Insurance Co. * _ Pekin Life Insurance Co. 3

 First Colony Life Insurance Co. Penn Mutual Life Insurance Co.
- -- 1

* Fodis Benefits Insurance Co. Physicians Mutual insurance Co. *
General American Life Insurance Co. Principal Mutual Life Insurance Co.

4*Golden Rule Insurance Co. .dProtective Life Insurance Co. 1*

Great American Life Insurance Co. Provident Mutual Life Insurance Co.

Guardian Life Insurance Co. 01 America Reliastar Life Insurance Co. 0,
 Hartford Life insurance Co. 1 SAFECO Life Insurance Co.
»-Horace-Mann Life Insurance Co. » Security Benefit Life Insurance Co.

Jackson National Life Insurance Co. Southern Farm Bureau Life Insurance Co.

Jefferson-Pilot Life Insurance Co.3 1 State Farm Life Insurance Co. 
John Hancock Mutual Life Insurance Co. reachers Insurance & Annuity Assn. of America

-I. -

# Liberty National Life Insurance Co. - Travelers Life & Annuity
Massachusetts Mutual Life Insurance Co.153 United Insurance Co. of Antatit#W.

Merrill Lynch Life Insurance Corlf UNUM Life insurance Co. of America

Midland National Life Insurance Co. bm USAA Life Insurance Co„»*=b]

Minnesota Mutual Life Insurance Cor Western & Southern Life Insurance Co.
Source: Ward's Results, 1999 Life/Health edition
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HMOs
Continued from page 2
they are being matched by strong
commercial prices, he said.

"I'd say 1999 second-quarter re-
sults are going along with expecta-
tions based on the premium rate in-
creases that most companies have
been able to put through and that the
subsequent profitability has been
able to fall in line with the now ratio-

nal pricing going on in a lot of mar-
kets," said Richard Shaw, an analyst
with A.M. Best Co. in Oldwick, N.J.

In general, "the HMO industry re-
ported results for the quarter were in
line with the expectations for contin-
ued improvement throughout the
year," said Douglas L. Meyer, an an-
alyst with Duff & Phelps Credit Rat-
ing Co. in Chicago.

"The three-year trend of disas-
trous second quarters came to an
end," said Rob Mains, an analyst

with Advest Inc. in Albany, NY.
But Todd Richter, managing direc-

tor at Banc of America Securities in

New York, said that although most
of the companies reported results
that were generally in line with ex-
pectations, "those results were, I
think, somewhat less than many
might have hoped they might have
been earlier in the year.

"In other words, results were good;
however, results did not show evi-
dence that prices were up substan-
tially more than costs were," he said.

Among the managed care results
reported:

• Kaiser Permanente reported $49
million in net income in the second

quarter, which reflects a $20 million
operating loss for the same period.
This compares with $2 million in net
income and $25 million in operating
losses for 1998's second quarter.

For the first half, Kaiser reported
$110 million in net income, com-
pared with a $31 million net loss for

We'll go wherever your specially needs take you.

the first half.

• RightCHOICE Managed Care
Inc. in St. Louis almost quadrupled
its first-half net income, posting $8.6
million, compared with $2.2 million
for the first six months of 1998.

• Coventry Health Care Inc. in

'Results did not show

evidence that prices
were up substantially
more than costs were,'
Todd Richter says.

Bethesda, Md., reported first-half net
income of $17.5 million, versus a $23
million loss for the same period in
1998.

• FHS reported $28 million in sec-
ond-quarter net income, compared
with $956,000 in 1998's second quar-
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ter. For the first half, it posted $69.9
million in net income versus $27.2
million for 1998's first half, a 157%

improvement.
• Norwalk, Conn.-based Oxford

Health Plans Inc. posted a $13.4 mil-
lion loss for the second quarter, ver-
sus a $513.3 million loss for the com-

parable quarter a year ago. Oxford
said results were better than it had

expected. For the first half, it report-
ed a $10.2 million loss versus a
$558.6 million loss for the first half of
1998 (see story, page).

• Maxicare Health Plans Inc. in

Los Angeles reported $1.9 million in
net income for the second quarter,
compared with a $19.8 million loss
for 1998's second quarter. For the
first half, Maxicare reported a $6.6
million loss, compared with a $22.5
million loss for 1998's first half, a
70.6% improvement.

• PacifiCare reported $68.9 million
in second-quarter net income, com-
pared with $48.9 million in 1998's
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Insurer financial strength rating

second quarter. For the first half, net
income increased 58.4%, to $142.9
million from $90.2 million in the first
half of 1998.

• For the first half, Hartford,
Conn.-based Aetna U.S. Healthcare 
reported a 30.7% increase in operat-
ing earnings before Year 2000 costs,
to $268 million from $205 million.

• CIGNA Corp.'s employee health 
care, life and disability benefits seg- i
ments, which include its HMO and I

indemnity operations, posted first- 
half operating income of $330 mil- 
lion, compared with $274 million for 1
the same period in 1998, a 20.4% im-
provement.

• For the first half, Thousand

Oaks, Calif.-based WellPoint Health

Networks Inc. reported $142.2 mil- 
lion in net income, versus $128.9 mil- 
lion for the comparable period a year ,
ago, which is a 10.3% improvement.
The 1998 number excludes discon-

tinued operations and a non-recur-
ring charge.

• Minneapolis-based UnitedHealth
Group reported a 1.5% decline in
first-half net income, to $267 million
from $271 million. This excludes

$900 million in special charges in.
1998 that are connected with opera-
tional realignment and Medicare-re-
lated losses.

• Humana Inc. in Louisville, Ky.,
reported $28 million in second-quar-
ter operating earnings, compared
with $52 million in 1998's second
quarter, a 46.2% decline. For the
first six months, Humana had $12
million in net income vs. $102 million
for the first half of 1998, an 88.2%
decline.

"Results have generally been good
with a few notable exceptions that
come to mind," said Anin Kumar,
director at rating agency Standard &. 1
Poor's Corp. in New York, "Humana
is still struggling to an extent with
their performance," though the com-
pany expects improved results for
the second half, with some improve-
ments expected for next year as well,
said Mr. Kumar.

But Aetna, United, CIGNA, Well-
Point and PacifiCare "have all had

strong results year-to-date, and for
the second quarter, and all of those
companies expect to post strong re-
sults for the rest of '99 as well," he
said.

In addition, Oxford "has generally

shown improved results in the sec-
ond quarter, and we'll have to see
how the rest of the year turns out,"
said Mr. Kumar.

But while an improvement in the
pricing environment is clearly evi-
dent from the results, by the same to-
ken there continue to be flat, or in

some cases modestly worse, results in
terms of medical loss ratios, said
Patrick Finnegan, senior vp at
Moody's Investors Service Inc. in
New York.

The price increases that have been
introduced "may not be fully that
much greater than the cost trends
that these companies are experienc-
ing" and in some cases may be lag-
ging behind those cost trends, he
said.

"What is clearly evident is the dif-
ficulty of managing the medical cost
inflation trend line," Mr. Finnegan
said.

Most observers have a positive
outlook, albeit with some reserva-
tions. "Next year is shaping up to be
a pretty decent year as well," said
Mr. Kumar.

"Most of the companies we talked
to expect to raise rates anywhere
from 7% to 12% year over year..
.and most of them are trying to con-
trol the wild card, which is pharma-
cy benefits, by going to triple option
copayments and trying to increase
the members' participation in the
overall health care costs." That

should lead to improved operating
performance next year, said Mr. Ku-
mar.

See HMOs on page 6
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Continued .»om page 4

Duff & Phelps' Mr. Meyer said re-
sults the rest of the year will be con-
sistent with the first half, while "next:
year is a far way off."

But, "right now we don't have any
reason to believe that there's going to
be major deterioration in the seg-
ment or segment results for next
year," he said.

"The biggest uncertainty," said Mr.
Meyer, is continued cost pressure
stemming from medical trends as
well as the impact of various regula-
tory initiatives.

In the end, he said, all theregulato-
ry reform measures now being dis-
cussed "need to be priced. To the ex-
tent HMOs can price for the addi-
tional costs, they should be in good
shape. But, "when your cost struc-
ture is moving, there is pricing risk,
and there's going to continue to be

pricing risk."
Moody's Mr. Finnegan said also

that even if managed care legislation
is not approved at the federal level,
issues such as the right to sue man-
aged care firms "could end up com-
ing back at the state level."

"Overall, we are still cautious
about the sector's performance going
forward," he said. In light of the
whole issue of raising rates in re-
sponse to medical cost trends,
Moody's "has some reservations
whether companies can continue to
raise prices continually year over
yearinthe 7% to 10% range" andex-
pect employers to accept it.

"I think it's going to be a thorny
problem for a number of companies,"
he said.

But PacifiCare's Mr. Erickson said,
"I think as long as we have visibility
on our cost trends and price accord-
ingly, this industry should be able to
keep up and match their price in-
creases with the cost increases." 111

Good results key to future
for HMO stocks: Analysts
By JUDY GREENWALD

Analysts say that while most
health maintenance organization
stocks have not done too badly in
1999, the future will depend upon
their ability to continue to report
good results.

The eight HMOs included in the
Business Insurance Industry Stock
Report had a slight decline of 0.86%
in their stock prices for the year as of
Aug. 13, though four of them report-
ed gains.

The HMO included in Brs survey
that lost the most ground was Hu-
mana Inc., whose stock price has
dropped 49.5% this year. The com-

As unique as the art we insure.

pany has reported an 88.2% decline
in its first-half net income (see story,
page 2).
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"Generally, the HMO stocks have
done reasonably well," said Arun
Kumar, director at rating agency
Standard & Poor's Corp. in New
York. They are "not getting clob-
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bered" like they were last year, he
said.

"The HMOs are up for the year so
far, and that's something we haven't
had for a while," said Rob Mains, an
analyst with Advest Inc. in Albany,
N.Y. "Traditionally, the last four
months of the year is when these
stocks really start to make hay, and
I think the components are all in
place for that to happen again," he
added.

But Douglas L. Meyer, an analyst
with Duff & Phelps Credit Rating
Agency in Chicago, said, "I think a
lot of the improved results that were
expected this year have already been
factored into the stock prices of
these companies."

Patrick Finnegan, senior analyst
at Moody's Investors Service Inc. in
New York, said stock prices are
driven by sequential growth in earn-
ings, "and I think it's hard to predict
in this industry. You really can't say
what the bottom line's going to be
until after the third quarter's out
and the medical loss ratio's taken

shape for the year."
"I think there's an expectation of

'1 think there's an

expectation of more
and continued

volatility,' says Patrick
Finnegan of Moody's.

more and continued volatility," said
Mr. Finnegan.

"I think it's difficult to call," said

Todd Richter, managing director at
Banc of America Securities in New

York. For the past four or five years,
investors have cast virtually alll their
health care bets in pharmaceuticals.
"If that remains the case, these
stocks will do poorly," he said.

Among analysts who cite specific
recommendations, Advest's Mr.

Mains recommends both Minneapo-
lis-based UnitedHealth Group and
Norwalk, Conn.-based Oxford

Health Plans Inc.

Mr. Mains said UnitedHealth

Group exceeded his expectations for
the second quarter and has "pretty
optimistic projections for the re-
mainder of this year and 2000."

"People kind of lose track" that
40% of its income comes from non-

traditional health plan services, in-
cluding the nation's largest trans-
plantation network and managed
mental health services, "so there's a

lot of growth beyond what's hap-
pening with HMO products."

Oxford had another good quarter,
said Mr. Mains. "It appears that
they'll be solidly in the black for the
next two quarters, and we haven't
seen that since 1997, and I think the
fact that they had a good quarter in-
dieates a couple of things.

"No. 1, it indicates that the (com-
puter) system problems that obvi-
ously have been a huge issue for Ox-
ford...are largely resolved," he said.

Second, Oxford, a prime acquisi-
tion target because it is the largest
HMO in its market, is "performing
well enough to remove some of the
risks of an acquisition," said Mr.
Mains.

Mr. Richter recommends Philadel-

phia-based CIGNA Corp. and Thou-
sand Oaks, Calif.-based WellPoint

Health Networks Inc. Both compa-
nies have minimal health care expo-
sure "and have done a good job fi-
nancially," generating a lot of cash
flow and using it wisely, he said. IN
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Opinions
Ohio cou rt unravels tort reform

[ORT REFORM ADVOCATES have every right to
feel down following the Ohio Supreme Court's 4-
3 decision voiding the state's comprehensive tort

reform law.

Pro-reform forces may feel down, but they shouldn't
consider themselves out. Businesses in Ohio and other

states facing tort reform battles still have an opportu-
nity to push for legislative remedies that can survive ju-
dicial challenges and to support pro-business candi-
dates for state court seats.

The Ohio high court's decision last week in Ohio
Academy Of Trial Lawyers us. Sheward strikes us as
fundamentally flawed. In the name of separation of
powers guaranteed by the state constitution, four of the
court's seven justices basically stripped the Ohio Legis-
lature of its power to legislate, exposing businesses in
the state once again to the risk of excessive jury awards.

If lawmakers can't make laws that concern the courts

or the civil justice system-which is what the four-jus-
tice majority of the high court has essentially said-we
wonder what they can make laws about.

Linda Woggon, the vp-government affairs for the
Ohio Chamber of Commerce, said after the decision
that "lawmakers might as well close up shop and go
home. They can no longer represent their constituents
as the lawmaking body of our state."

Unfortunately, when a state law is overturned on the
basis of a state constitution, businesses have little re-
course. Tort reform advocates have been stymied by
this time after time as other state tort reforms have

been declared in violation of state constitutions. The

Ohio decision can only embolden foes of tort reform
who will use similar arguments to overturn reforms in
other states.

So what can businesses do to resist efforts to remove

much-needed tort reforms?

Some reform advocates think the Ohio Supreme
Court's decision may so upset the balance of powers be-
tween the judicial and legislative branches that a fed-
eral challenge could be mounted. That's probably a
very long shot, but certainly one worth exploring.

More immediately, reform advocates in Ohio and
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elsewhere can work with and support pro-reform law-
makers in crafting laws that will pass state constitu-
tional muster. That's an admittedly difficult-but not
impossible-task. The Virginia Supreme Court, for ex-
ample, has upheld that state's caps on medical mal-
practice awards.

Second, reform advocates need to get more involved
in state judicial races by working with and supporting
judges and candidates sympathetic to their cause. Once
again, this isn't always an easy task, particularly where
incumbents are involved. Ohio employers -unsuccessful-
ly tried to unseat an anti-reform Supreme Court justice
last November but intend to continue this effort next

year, when two incumbents on the Ohio bench seek re-
election.

Businesses have to make such efforts, particularly if
the separation of powers in state government is to be
maintained. Reformers may feel down in the aftermath
of the Ohio decision. But that's no excuse to take them-

selves out of the fight as well.

RIMS lobbying effo rts still on track
To the editor: I am writing in regard to the

Aug. 2 editorial opinion, "A Step in the Right
Direction."

I agree that much can be accomplished
through effective coalitions of interests like
the one representing the Council of Insur-
ance Agents & Brokers, the American Insur-
ance Assn. and the Reinsurance Assn. of

America.

The Risk & Insurance Management Soci-
ety Inc.'s External Affairs Team and the In-
dustry Relations Committee in particular
have worked diligently for some time on de-
veloping valuable relationships on the "sell-
ing" side of insumnce and risk management.
These efforts also take place at other levels of
RIMS, including various members of the ex-

ecutive council and the executive director.

The Quality Insurance Congress is just one
example of where we pursue joint interests
effectively.

While our former director of government
affairs, Anne Allen, did a fantastic job for
RIMS on both legislative and regulatory
matters, I don't agree that our efforts have
"stalled" or need to "get back on track."

We continue to work effectively, particu-
larly through our Washington counsel, Jim
Mcintyre, and are busy planning an even
bigger and more impactive "RIMS on the
Hill 2000." Our chapters have been active on
the state levels, as well.

In addition, we have developed coopera-
tive efforts (e.g., Superfund legislation) with

all three organizations and continue to work
with them on issues of common interest.

I am also happy to report that we are very
close to naming Anne's successor.

The executive council, the board and the
executive director all agree on the impor-
tance of that portion of RIMS mission that
seeks to protect member interests in legisla-
tive and regulatory outcomes. You can ex-
pect RIMS to be even more effective once our
new head of government affairs is in place.

Christopher E. 1Mandel
Vp-External Affairs Team

Executive Council

Risk & Insurance lVIanagement
Society Inc.

Louisville, Ky

Insurance industry didn't help Dow
To the editor: We agree with the basic

premise in Kathryn J. Mcintyre's June 28
Commentary, "Silicone a Lesson in Fear and
Greed."

The silicone breast implant controversy
did, in our view, create an unfounded fear for

women and eliminate a viable option in the
determination of their medical care.

While commenting on the conduct of the
parties, you are careful not to exonerate the
manufacturers and suggest more"irrefutable
research" on their part might have averted
the breast implant scare. Dow Corning rec-
ognizes its obligation to conduct and sponsor

research undertakings as part of its ongoing
product development. Through these efforts,
experience has taught us that no matter how
prestigious the institution or unassailable a
researcher's credentials, results often get
challenged for no other reason than our
sponsorship of the research. These challenges
do not deter our continued commitment to

future studies; they often detract, however,
from a more meaningful review of the re-
search results.

When you parcel out responsibility to the
various groups party to the controversy, we
suggest you not overlook the industry on

which your publication reports. In Dow
Corning's case, breast implant product liti-
gation was compounded by insurance cover-
age litigation involving nearly 650 policies
and 120 insurers. At a time when our organi-
zation most needed its liability insurers, the
response was reservation of rights and 61
separate coverage defenses-virtually all of
which were rejected by the trial court and/or
jury

Kevin W. Scroggin
Risk Manager

Dow Coming Corp.
Midland, Mich.
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Ward's 50
Continued from page 3
business in all 50 states, they're largely based out
of one city.

"And we also have companies that may be nation-
al writers that have branches all over the place, and
if you look at the best of the companies that are cen-
tralized in comparison with the best that are decen-
tralized, their performance is about the same," said
Mr. Ward.

"The trade-off is she centralized companies usu-
ally have a lower ccst structure, but the decentral-
ized ccmpanies have the opportunity to know mcre
about their local marketplace and have better un-
derwr-ting results that more than offset the extra
cost of decentralization."

If an insurer does choose the decentralized:p-
proach, "you'd better have a real lean and mean
home office, or else you're going to be redundant,"
Mr. Ward warned. 'That's a common flaw of com-

panies that try to decentralize."

Incentive compensation
This has become a "huge trend," practiced by

70% of the 160 companies Ward studies closely, ac-
cording tc the analysis.

While high perfermers pay employees more than
does the group of other insurers, "a bigger piece of it
is incentive. Base salaries are a lot lower for the

higher performers. and incentives are a lot higher,"
he said.

Ward found that the average compensation, in-
cluding salary and benefits, was $56,000 for high
perfarmers in the property/casualty segment and
$49,000 for the other property/casualty companies;
that males average compensation 14.3% higher for
high performers.

The annual increase in average compensation per
employee was 5% each year for the high performers
during the period Erom 1994 through 1998 and 3.3%
for the others in properg/casualty.

But, at the same time, salary as a Tercentage of to-
tal compensation was 72.4% for the high perform-
ers and 76.1% for the others.

Base salaries, in fact, declined by an average of

T

1.2% annually forthehigh performers intheprop-
erty/casualty sector during the five-year period.
This. Mr. Ward said, is an indication that high per-
for:ners, over time, are shifting even more toward
incantive compensation. Base salaries were up 0.2%
annually for the other property/casualty insurers

during this same period.
On the other hand, incentive compensation ac-

counted for 5.9% of total compensation for the high
performers and just 3% for the others. Incentive
compensation increased significantly over the five-
year period: the overall annualincrease was 26% for
the high performers and just 2% for the others.

Incentive compensation continues to grow in pop-
ularity, said Mr. Ward. "I think the trend is to bring
more departments in it," he said. "Even something
like human resources is part of incentive plans more
and more these days."

Turnover

Ihere is an incorrect perception in the industry
thas employee turnover should be as close to zero as
pc,sible, said Mr. Ward. But, in fact, "some turnover
is healthy," he said. Thetop performers have 7% to
85/0 annual turnover rates, while the average for the
entire group is about 16%.

But Mr. Ward found the range of turnover to be
anywhere from 2% to 50%. "Our conclusion is nei-
the of those extremes is a best practice," he said.
The company with a 2% turnover, for instance,
"doesn't have much incentive compensation. Most
of the compensation is guaranteed base salary pay"
that is higher than average, he said, "so everybody's
comfortable."

"What they should do is selectively implement a
cimpensation program to control the rate of in-
crease in base salaries and replace it with more in-
centive compensation," said Mr. Ward.

With that approach, over a period of time, the
"deadwood," or non-productive employees, are get-
ting salary hikes closer to zero than to 5%. "That
Lsually drives them away, but if it doesn't drive
them away, at least it isn't costing (the insurer) any
extra," said Mr. Ward.

"That's a common way companies implement in-
centive programs," he said. "They take steps to
ireeze or lower the rate of growth of base salary and

4.

substitute incentives on top of that.

Rotation

The top companies frequently rotate their man-
agement through different positions, generally at
five-year intervals. This keeps the managers fresh
and gives them"more of a business perspective to do
whatever job they're in at that time," said Mr. Ward.

"The philosophy is that the company and the em-
ployee both benefit by doing more of that," said Mr.
Ward, who said the policy is not confined to just
candidates for chief executive officer positions.
Overall, about 10% of thegroup rotates managers,
according to the analysis.

"I think this is very positive practice from the em
ployee's point of view," said Mr. Ward. "This is how
they broaden their knowledge of the business and
become smarter."

While switching jobs is hard work, it is also "quite
a learning experience, and there's probably some
correlation between the employees that welcome ro-
tation and those that have long-term potential with-
in the company," said Mr. Ward "It is the good em-
ployees that want to rotate."

Employee productivity
Ward found that premiums per full-time equiva-

lent employee were $431,000 for high performers
and $394,000 for the others in the property/casualty
sector, a 9.4% difference. Similarly, polices in force
per full-time equivalent employee were 453 for high
performers and 405 for the others, an 11.9% differ-
ence.

This is evidence that the employees at the high
performers are more productive than are those in
the industry as a whole, said Mr. Ward.

Wonchours

About 38% of the total benchmarking group has
a 37.5-hour work week, but the high performers are
more likely to have a 40-hour week, said Mr. Ward.
All else being equal, companies whose employees
put in more hours are more productive, he said.

"A lot of the executives say, 'We're here 100 hours
a week, '" said Mr. Ward. But "this best practice is
directed towards the bulk of employees who are not
executives." ial

Diverse
IT efforts

kept up
By JUDY GREENWALD

The top performers in the industry
are funding their Y2K remediation ef-
forts by incrementally increasing their
budgets while still continuing with
other information technology pro-
jects, according to a benchmarking
survey.

Top performers also are evaluating
uses of the Internet beyond tradition-
al general marketing applications,
and they are using or considering au-
tomated call center management
technology.

These are among the findings in the
Cincinnati-based Ward Financial

Group's analysis of the best practices
of top industry performers in the tech-
nology area.

While everyone is concerned about
the Year 2000 problem, "what's inter-
esting to look at is how companies
handle everything else while year
2000 remediation is under way," said
Chairman John L. Ward.

Ward's proprietary benchmarking
databases contain information on the

business practices of 160 insurers.
Among those are 28 of the 100 proper-
ty/casualty and life/health insurers
that Ward has found do the best job of
balancing financial safety, consisten-
cy and performance. The practices of

See Technology on page 12
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Technology More companies are becoming 1-
volved, though, and "it's a good way
for companies b get expemence with

Insurers outsource more functions
Contmued frompage 10 Web technolog> and also to facilitate
these 28 _nsurers are compared with communications Internally," Mr By JUDY GREENWALD
those of the others m the databases to Ward said Outsourcing trends
deternme best practices Meanwhile, the use of automated The trend toward insurers outsourcing functions not

The most common practice is to call center technology is considered only continue but is increasmg in momentum as the num-
place other information technology another best practice for Insurers, ber of things that can be outsourced grows, according to a BUSIneSS process % of insurers

projects in a "deferral mode" until said Mr Ward benchmarkmg study outsourcing

Year 2[00 projects are completed, Mr Ward found high performers But the decision to outsource should be made with eau- 1998 1996

Mr Ward said have a rate of first-call resolutions- tion and an awareness that, even after outsourcing, some Glass claims handling (P/C) 92 N/A
But "while t-_at does help keep resolving a call .vithout bouncing a fixed internal costs may remain, said John L Ward, chair- Employee benefits administration 89 86

costs down, our zonclusion is that the caller to another handler--of 87 6%, man of the Cincmnati-based Ward Anancial Group, an in-
best practice is not to do that, be- compared with-39% for the others surer management consulting and mvestment bankIng Claims litigation defense (P/C) 85 83

cause you can t stop the rest of the in the benchmarking databases They hon Cafeterla support 81 74

world while yocre remediabng your also have fewer complamts, with a Ward Financial has conducted an analysis of its propn- Year 2000 systems remediation 80 N/A
system for Year 2000," he said customer comp_aint ratio of 08% etary benchmarlang databases, which include information

Janitorial and housekeeping 77 73
Tte better approach, said Mr compared wit.4 1%fortheothersm on 160 insurancecompames

Ward, 15 for ins irers to mcremental- the study Ward's study Indicates that the more popular outsourted Claims after hours loss reporting (P/C) 71 N/A
ly increase their technology expendi- The average speed of an answer, functions include employee benefits administration and Sales illustration systems (lite/health) 63 N/A
tures during thls penod "and get oth- defined as the =ime after an automat- Year 2000 systems remediation, which are outsourced by Security 63 66
er thmgs done ' That approach, Mr ed answering service switches the 89% and 80% of the examined insurers, respectively
Ward admitted is "a little counterm- call to a hve nandler to the time a "I think, over the past 10 years, there's been a prollfera- Payroll processing - 58 58

tultive handler answers, is 17 3 seconds for tion of outsourcing services and that has a lot of positives Premium audit 52 50

In addition, Ward found that about the high performers vs 45 9 seconds for management of insurance companies," said Mr Ward Building maintenance 48 33

80% of all cori-panies in the bench- for the others e>.amined In addition, That's because the availabihty of marketplace benchmarks Actuarial services (life/health) 46 46
mark group cf 160 companies out- the abandoned call rate-allers who can help companies evaluate their internal operations

Personnel systems support 45 45
source their YZK remediation efforts hang up befoie someone gets on the competttiveness, he said
(see related story) hne-is 3 2% for the high performers Usedproperly, outsourcing can be an effective manage- Investment portfolio management 45 35

Tne top performers are also closely and 7 9% for the others ment tool for companies, Mr Ward said But, he said, "the Premium collections via bank lockbox 42 38

examining the Internet While the The overall service level is 857% challenge is to have the disciphne to look at the pros and Print shop 28 20
most common practice istohave a forhigh performers vs 807% forthe consofthings thatcanbeoutsourced,ratherthan routme-
World Wide Web site, "the real good others, that reflacts the percentage of ly outsourcing things" Claims adjusting (P/C) 26 26

thinkers, the real top performers, are callers who get through without get- Whlle there may be a perception that outsourcing a par- Loss control 22 47

strategically iooking at the role for ting a busy signal or hang up before ticular business process w111 eliminate a problem area or Selected information systems tasks
commerce m their long strategy someone answers management headache, in fact, "the problem is seldom go- (help desk, communications, etc,) 10 15
This 16 true even for commercial High performers also handle prob- 1ng to go away when the problem is outsourced," he said Actuarial services (P/C) 10 13
property/castaty insurers that work lems more qu-ckly, taking an average Use common sense in evaluating outsourcing, Mr Ward
with large companies, Mr Ward not- of 3 2 minutes per call vs 4 5 minutes urged While it can be the better way to do things, it is a Assigned risk processing 10 19

ed for others m the benchmarking study bad idea in some cases, and in others, its impact is neutral, Claims regular hourS loSS reporting (P/C) 8 N/A
The Internst holds two main of 160 companies They spend less he said Entire information systems function 5 3

strategic opportunities for the indus- per call as wel- The cost per mmute For instance, although loss controlstlll is outsourced by Internal audit 2 2
try, sa_d Mr Ward The first is as a per call handled is $1 57 for the high 22% of insurers in the group, that is down from 47% just
communications network performer and $1 65 for the others two yeans ago "Because it was an Integral part of the un- Sources Ward Financial Group annual benchmarking programs

' In effect, tte expense of data com- The top performers "leaped ahead derwnting decisions, companies were more inclined to and Electronic Best Practices software databases
mulications networks that have of the rest of ohe pack in customer take more control over that function now," said Mr Ward
been establtshed over the years could satisfaction, but as a byproduct of The decision to outsource can depend on the circum- more of a fixed cost And our conclusion is that it's better
be rep.aced w th a virtually cost-free that also were successful m a small stances of the company as well, said Mr Ward "Inthe area to keep as much of your cost structure as vanable as possi-
Internet network," said Mr Ward way in lowenng their cost," said Mr of property/casualty claims adjusting, the data that we've ble, which is what you're domg when you use outside

Commercia. Insurers could use the Ward analyzed mdicates that, where the geographic concentra- firms," said Mr Ward
Internet as an agency Interface to up- "Our research indicates that the tion ofa company'sbusiness warrants, companies that use Investment management is an area that tends to be neu-

load and donload data to brokers unfortunate thing is a lot of compa- staff adlusters to adjust their own claims tend to achieve tral in terms of the benefits and drawbacks of outsourcing,
"Il cculd be E vehicle by which risk nies have implmented call centers to better results than those that rely heavily on indepen- said Mr Ward "A lot of compames don't really actively
managers report claims," said Mr improve customer satisfaction but, dents " manage the portfoho They take pretty much of a buy-
Warn "It's basically an inexpensive because they've fallen short of im- This is because "the staff a*usters have a more vested and-hold strategy," he explained
ard almost-iree telecommumcations portant performance measurements mterest m adjushng the claim accordvig to company poh- "In that case, that reduces the benefit of outsouremg, be-

network," said Mr Ward like speed-of-answer and abandon cy," Mr Ward said cause the expertise that's available through Outsourcing ls-
A second potential use of the Inter- rates, they're doing more harm than But if a company does not have a concentration of claims n't part of the investment philosophy So institutions like

net-ven fcT commercial insurei- good," said Mr Ward actiwty m any particular geographic areas, "there may be that are better off doing it mternally," he said
is to produce =-uotes, he said Because ofthis, itis important for a some ment" m outsourcing the function to independent "The one exception is m the equities component of the

Ward Fmancial has not yet con- company that has impliemented or is adjusting fums," he said portfoho," said Mr Ward "The heavier a company is in
clided, though, whether havlng a considering implementing a call cen- One area where outsourcing generally is beneficial is their asset allocation towards equities, the more an outside
company intranet is a best practice ter to do so effectively, he said Ell payroll processing, outsourced by about 58% of Insurers manager can bring to the table "

Ward's analysis indicates thai if there lS a good service "It depends on the facts of the situation," Mr Ward ex-
provider available, "there'sa lot of ment in outsourcmgit, plained 'There are no rules of thumb "
because it's a comphcated mechanical process, and corn- Mr Ward said a common mistake made by companies is
pames that specialize in that area can bring tremendous "to assume all the internal costs w111 go away when the
expertise to the table at a vely reasonable cost " function is outsourced " For instance, he said, "lf a compa-

Another function where, "all else being equal," itmaybe ny decidesto outsourceitsdata processing function, 100%
WE'VE INSTITUTED preferable to outsoure is legal services, outsourced by of those wternal costs seldom go away

85% of companies in the survey, said Mr Ward At a minimum, there wlll be some costs associated with

A NEW POLICY Insurers that outsource legal functions tend to keep a oversight of the outsourcing vendor There frequently is a
closer eye on avoiding htigation because of the high cost of redeployment of those resources mto more of a user haison

THAT WILL PROVIDE
outside attorneys, he said Outsourcing creates an environ- role," said Mr Ward
ment that encourages htigation avoidance rather than hti- There may be locked-m costs involved as well For m-

SURETY BONDING
gabon management, he said stance, a company may be committed to a long-term con-

Furthermore, when a company has a large in-house in- tract, "so those would be components of the cost that might
frastructure for htlgation and defense, "that cost becomes remain after the process is outsourced," he said

ON ONE CONDITION.

YOURS.

J How Ward arrives at its groups of 50
The Ward's 50 Benchmark sures to those of individual compa- suits, 3,004 property/casualty and

groups reflect data fmm the proper- nies and peer groups in that indus- 1,407 We/health insurers licensed in
ty/casualty and hfe/health insurers try segment that are categorized by the United States are analyzed The

ACSTAR has developed a reputation for wr ting difficult surety
that have the best balance of fman- product mix, premium level, loca- analyses of some of those compa-

1
cial safety, consistency and perfor- lion and type of ownership mes are limited

But difticult bonds don't always mean high collateral Now we mance over the past five years Risk and employee benefit man- The 1999 property/casualty and
Umng data provided to state reg- agers can compare the strength and 11fe/health editions of Ward's Re-

can write a bond to your needs - with or without collateral ulators, Ward Flnancial Group each performance of their own insurers sults are available from Ward Fi-

So, whether you need coveiage toi a standard or difficult case,
year identifies the 50 property/ca- agamst the benchmark groups us- nancial Group for $545 each They
sualty and 50 hfe/health insurers ing statishes in the two Ward's Re- can be obtained by contacting

, And out \vhv we want to become your "50-to" company Give that make up the Ward's 50 Bench- sults volumes the corsulting finn Ward Financial at 8040 Hosbrook
11 mark Group hsts. It then develops produces annually Road, Suite 100, Cincinnati, Ohio

us a call at 860-224-2000 to set something up - on your terms vanous aggregate financial mea- Unlike rattng agencies, which de- 45236-2908 The telephone number
sures foreachgroup velop their own qualitative assess- to order the volumes lS 513-791-

• BONDING • RATED EXCELLENT BY A M BEST 25/014' rj Ward, a Cincinnati-based insurer ments, Ward's evaluation is based 0303, the fax number is 513-985-
• TREASURY LISTED + LICENSED NATIONWIDE management consultlng and mvest- solely on the statutory data insurers 3442 The volumes can also be or-

ment banlang finn, compares each provide to regulators. dered on the Internet at
'IIIIIIII'"II"I.'I"IIII'IIIIII'I WHEN NO ON. .... CAN DO

group's aggregate financial mea- In the latest edition of Ward's Re- www wardinc com
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CGU is responsive and flexible And as part of the ]]th largest
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Information overload.

Too little time.

Too many choices.

Time to streamline.

Time for Zurich U.S.
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Marine · D& O · Environmental Liability

Accident & Health · Integrated Solutions

www.zurichus.com • 1-800-382-2150

Policies underwrimn by member companies of Zurich US.
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Coverages may not be available in all states.
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Compliance programs help cut bias risk
Supreme Court ruling show
for employers in defending

By Gerald L. Maatman Jr.

R ISK MANAGERS AND HUMAN RESOURCEprofessionals should take special notice of the
U.S. Supreme Court's landmark ruling this past

term in Kolstad vs. American Dental Assn.

Simply put, the Kotstad decision confirmed what
many leading employment practices liability insurance
underwriters have thought for years-a corporation
with its "employment house in order" can reduce its
susceptibility to lawsuits and more effectively defend
any legal actions against it. More particularly, the
Supreme Court ruling indicates that a proactive
employer that institutes a formal employment practices
compliance program can get "credit in the courthouse,"
in the form of practicalimmunity from punitive
damages.

The Supreme Court's decision in Kolstad involved the
appropriate standard for a plaintiff to recover punitive
damages in an employment discrimination case brought
under Title VI[ of the Civil Rights Act of 1964. On June
22, the Supreme Court ruled that a plaintiff need not
show that his or her employer acted in an "egregious"
manner to collect punitive damages. Instead, the
Supreme Court interpreted the Civil Rights Act of
1991-which authorizes plaintiffs to recover
compensatory and punitive damages in cases brought
under Title VII and the Americans with Disabilities

Act-to authorize punitive damages in cases of
intentional employment discrimination if a plaintiff
proves the defendant committed discrimination with
"malice or reckless indifference" to the federally
protected rights of an aggrieved individual.

In other words, malice and reckless indifference
pertain to the employer's knowledge that it may be
acting in violation of federal law, not its awareness that
it is engaging in discrimination.

At first blush, the Kolstad ruling seems decidedly pro-
plaintiff; the standard of liability for punitive damages is
now less than the "only in egregious cases" test
employers had hoped for before the Supreme Court's
decision. But the critical point to the Kolstad case is its
further holding and elaboration on the circumstances in
which a corporation may be held liable for punitive
damages in the most common of all employment
discrimination lawsuit settings-where the corporation
is sued over the acts of its supervisory personnel.

On this crucial issue, the Supreme Court determined
that it is improper to assess punitive damages against an
employer that undertakes good-faith efforts to comply
with employment discrimination laws. The Supreme
Court reasoned that any other ruhng would reduce the
incentive of employers to implement anti-discrimination
programs.

Kolstad teaches that risk management and loss
control are ideas whose time has come in the context of

employment practices liability exposures. The Supreme
Court's decision will reward companies with forward-
thinking risk managers and human resource
professionals who develop and implement employment
practices compliance programs-or EPCP-at their
worksites. The existence of an EPCP will be a company's
best and most essential defense against a claim seeking
punitive damages in the post-Koistad environment. In
negotiating claims in a pre-lawsuit setting, the existence
of an EPCP will enable the corporation to resolve claims
more cheaply by demonstrating to opposing counsel that
his or her client's claim lacks any punitive damages
component.

In defending lawsuits, the same benefit will redound
to the company's advantage. Additionally, the EPCP
will create effective summary judgment and directed
verdict defenses to any request for punitive damages.
Because the decisional law of most states directs state

court judges to interpret state employment

s good-faith efforts are key
against discrimination suits

discrimination laws consistent with federal employment
discrimination laws, the "spillover" effect of Kolstad
from federal cases to state cases will enable employers to
use EPCPs as a sound defense in all types of lawsuits
involving EPL-related exposures.

A sound and effective EPCP will add to a

corporation's bottom line. From a business standpoint,
this is manifested by various benefits that, in no certain
order, include:

• Gaining or retaining competitive advantage in the
company's industry by maximizing employee
productivity.

• Solidjfying the company's reputation as an
"employer of choice" among potential applicants and its
existing worlcforce in local and nationallabor markets.

• Maintaining the best work en*onment possible for
the company's employees.

• Avoiding any adverse publicity stemming from
employment discrimination problems. This publicity
could be potentially detrimental to the company's
reputation or destructive to its customer and/or
shareholder relationships.

• Avoiding the negative impact EPL-related disputes
can have on corporate balance sheets and the drain of
management time diverted away from operating the
company. For EPLI purposes, the existence of the EPCP
will make the corporation a more desirable policyholder,
resulting in the potential for lower or reduced EPLI

A compliance program will be a
company's best and most
essential defense against a
claim seeking punitive damages.

policy premiums.

• Finally, from a legal standpoint, the EPCP can
provide an employer with a sound defense against
exposure to liability for punitive damages stemming
from all types of employment discrimination and
harassment litigation.

Indeed, the Kostad case will lead defense counsel to
put proof of the existence and content of the EPCP into
evidence at trial. In this respect, an EPCP will solidify
the elements of the defense recognized by the Supreme
Court in its Kolstad ruling.

Risk managers and human resource professionals
should get their company's employment house in order
to take advantage of the Supreme Court's admonitions
in Kolstad. A litmus test of an effective EPCP is in its

demonstration of the employer's good faith in
attempting to comply with applicable employment
discrimination laws. As no two companies are alike in
terms of their culture and workplace needs, the contents
of an effective EPCP will vary from corporation to
corporation. However, at a minimum, an EPCP should
include these components:

• A state-of-the-art equal employment opportunity,
anti-discrimination, and anti-harassment policy and
complaint procedure.

• An effective orientation program to educate all
employees about the company's policies and procedures.

• Exacting expectations of management behav>ior
communicated to and required of all supervisory
personnel.

• Supplementary policies and procedures to
implement the corporation's compliance with respect to
discrimination and harassment laws.

• A relentless commitment to "best workplace
practices" designed to eliminate any problems of
discrimination or harassment.

In sum, the components of the EPCP should lead any
observer-a disgruntled employee or ex-employee, a
plaintiff's lawyer, a judge or a juror-to conclude that
the employer is a good corporate citizen committed to
doing whatever it can to prevent discrimination or
harassment in its workplace.

A corporation must demonstrate its good-faith efforts
to eliminate problems involving employment
discrimination and harassment by adopting an all-
inclusive corporate policy statement on equal
employment opportunity.

The policy should reflect the employer's mission
statement regarding the elimination of all forms of
discrimination and harassment in its workplace; provide
equal employment opportunities for all applicants and
employees; and ensure that all employees are treated
with dignity, fairness and respect. The policy statement
should be modeled upon the U.S. Equal Employment
Opportunity Commission's most-recent guidelines on
employer liability for sexual harassment, which were
issued June 18.

The guidelines specify that the corporate policy
statement should define discrimination and harassment;
prohibit discrimination and harassment as a matter of
company policy; identify internal corporate mechanisms
for complaints and redress for aggrieved employees;
allow employees to submit complaints above and
beyond their immediate supervisor; and, as a matter of
policy, prohibit retaliation and reprisals against any
complaining parties. In addition, the EPCP should
include a standard protocol modeled on the EEOC's
guidelines as to the manner and method by which the
company will respond to any employee complaints of
discrimination or harassment.

A company's good faith for purposes of the Koistad
ruling is evidenced not only by its policies but also by
the attitude of top corporate officials. In this context, an
employer is well served in demonstrating its good-faith
efforts by instituting of a zero-tolerance program
against discrimination and harassment. This will show
the commitment and accountability of management to
the priorities of equal employment opportunity.

A zero-tolerance program would identify the
elimination of discrimination and harassment as a top
corporate priority, require all management personnel to
abide by and implement the zero-tolerance program,
and communicate to employees that it is the specific
responsibility of all members of management to put an
end to any discrimination or harassment in the
workplace that they observe or learn about.

An employer must prove the dissemination of its
corporate policy statement to its worlcforce as part and
parcel of its EPCP. To establish the defense under the
Kolstad ruling, an employer must show that there is no
question among employees as to their rights and
responsibilities under the company's policy regarding
what to do when a problem arises involving
discrimination or harassment. The effective

dissemination of the corporate policy statement is
possible through a comprehensive orientation program
for all new employees. Such an process enables a
corporation to communicate the attributes of its EPCP
to all new hires and, at the same time, to document the
dissemination of that information.

In addition, educating employees is most effective if
done in a user-friendly manner; corporate policy
statements and human resource officials must be

accessible to be effective. In this respect, corporations
should consider the use of intranets, employee hotlines
and HR call centers, so that employees have access to
corporate policies and corporate HR managers on a 24-
hour basis.

At the heart of the Kotstad ruling is the notion that an
employer should not be liable for punitive damages
based on the acts of supervisory personnel who
discriminate or harass employees in a manner that
contravenes a company's policies and procedures. In this
respect, a corporation's expectations of management
behavior are all-important.

See EPL on next page
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EPL alternative mechanisms for workers to assert grievances,
complaints and workplace problems. Such personnel
policies include an "open-door" policy and an internal

Continued from previous page complaint review procedure. This policy and procedure
An effective employment practices compliance program enables corporations to identify personnel problems more

should include thorough training on EPL topics for quickly and to resolve the problems before they mushroom
management personnel. The training should consist of into lawsuits. Additional personnel policies in this regard
what management personnel need to know about the include policies on providing reasonable accommodations
application of anti-discrimination laws to hiring, pursuant to the Americans with Disabilities Act and on
evaluation, tenninations and all other aspects relative to ethical workplace behavior.
the terms and conditions of employment. The goal of any EPCP is the pursuit of practices that will

An employer's expectations of management behavior improve the state of the workplace. The components of an
also should be detailed in job descriptions. The written job EPCP should include the creation of an executive
description of any manager should include the provision committee charged with the responsibility of instituting
that such a person is responsible for abiding by and and reviewing best practices in the workplace and
enforcing the corporation's zero-tolerance program against monitoring the corporation's zero-tolerance program.
discrimination and harassment; in this regard, it should be Other attributes of the program include periodic employee
the specific job responsibility of all management officials surveys (to ascertain the attitudes, challenges and
to put a stop to any discrimination or harassment that they problems of employees), exit interviews (to learn if
observe in the workplace. members of protected categories are leaving the company

An EPCP is made more effective by instituting due to perceived or actual problems relative to equal
additional personnel policies designed to provide employment oppoltunities), and the use of standard

Polar Bear Strategy' offers col

protocols and pre-dismissal checklists in dealing with
discrimination situations (to promote fair and proper
terrnination decisions).

The institution of an EPCP will enable an employer to
improve its workplace. A concomitant legal effect will be
the institution of loss control and risk management to
enable a company to bolster its defense against potential
punitive damages. In this age when litigious employees and
multimillion-dollar verdicts are commonplace, risk
managers and human resource professionals cannot afford
to ignore the benefits of EPCPs. ial

 Gerald L. Maatman Jr. is apartner at law firm Baker &
McKenzie in Chicago. Mr.
Maatman is chairperson Of
Baker & McKenzie's global
labor, employment and
employee benefits practice
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d truths on risk
"The Polar Bear Strategy: thing akin to an intellectual "how to" of risk, helping fight fear and confusion and regain control over our
Reflections on Risk in Modern Life" us to understand our own unique psychological and bi- lives.

By John F. Ross ological responses to risk and to sort out the real haz- The book's title conjures up an old quip about two
Published by Perseus Books ards from the illusory ones. campers plotting their strategy in case of bear attack.
1 Jacob Way, Reading, Mass. 01867; 781-944-3700 Mr. Ross is a senior editor and writer for Smithsoni- Reportedly, one camper said he would run full-tilt. The
$23.00 an magazine; he is neither an insurance executive nor a second camper said, "You know, you can't outrun a

risk manager. Although his book is intended for a bear." The first camper replied, "I don't have to outrun
By Kevin M. Quinley wider audience, it should interest readers in the risk the bear-I just have to outrun you."

business. "The Polar Bear Strategy" will not enable risk man-
ewspapers report on exotic strains of flesh-eat- In this entertaining and enlightening look at risk in agers to outrun all risks, but it will give them a freshing bacteria, TV newsmagazines hype new the modern age, the author argues that the burgeoning perspective on uncertainty in modern life. Ell
causes of cancer, and the evening news terri- science of risk assessment has given us powerful new

fies us with the possibility of asteroids striking the tools for coping in a complex world, if only we could
r Earth. speak the language. Addi"b/ Kevin M. Quintey is senior vp

As if this weren't enough, we get to worry about the Mr. Ross examines the building blocks of this new of 'risk services for MEDMARC
true impact of Y2K: whether it will be the end of the language and explores our long-held-and often pre- Insurance Co. Inc. and
world as we know it. set-biological and psychological responses to risk. subsidiary Hamilton Resources

With so many new dangers facing risk managers ev- Once we start looking at our own world using these COTP., both of Fairfax, Va. He
*ft.. 1ery day, how do we know which risks are real, and tools, it will never appear the same.

how do we make decisions about the dangers we face "The Polar Bear Strategy" can be v>iewed as a primer & Casualty Underwriter and
holds the Chartered Property

and manage? for living safely in the 21st century. Using vivid stories  Associate in Risk ManagementIn "The Polar Bear Strategy: Reflections on Risk in and compelling science, this book offers concrete steps designations.
Modern Life," journalist John Ross serves up some- for effectively managing personal risks, telling how to

Former workers denied surplus assets
Former employees were not entitled to seek a portion

of surplus assets resulting from a favorable tender offer
for the employer's stock under an Employee Retirement
Income Security Act section governing distribution of
residual assets upon a plan's termination, according to
the 3rd U.S. Circuit Court of Appeals.

In 1990, Conrail Rail Corp. established a voluntary
savings plan for non-union employees. The plan includ-
ed an employee stock ownership plan funded with a
specially created class of Conrail preferred stock. In
1997, Norfolk Southern and CSX Corp. made a favor-
able tender offer to purchase Conrail including shares
held in the unallocated account. The savings plan's
share of the proceeds from the tender offer resulted in a
cash surplus of about $533 million in the unallocated
account.

In June 1997, the plan was amended to allocate this
surplus to persons employed by Conrail from 1996 to
1998. Employees terminated or otherwise separated
from employment with Conrail before 1996 were not el-
igible to share in the surplus. These ineligible former
employees brought this suit against the plan adminis-
trator seeking a portion of the asset surplus. The trial
court dismissed their suit.

On appeal, the former employees argued, in part, that
Conrail's failure to distribute surplus assets to them
upon partial termination of the plan constituted a
breach of the duties imposed by ERISA that upon ter-
mination of a plan assets be distributed equitably.
However, the court said that this provision of ERISA

Legal Briefs
applies to partial termination of a plan only when the
plan provides that it do so and the Conrail plan did not
so provide.

With regard to complete termination of a plan, the
court said that the ERISA provision regarding the dis-
tribution of the surplus applies only when an employer
is seeking a reversion of assets to itself which was not
the case here. The trial court decision was amrmed.

Bennett vs. Conrait Matched Savings Plan, 3rd U.S.
Circuit Court of Appeals, Feb. 23, 1999 (BI/04/S. - $10)

Lewd remarks not CGL trigger

Allegedly lewd and lascivious remarks to fellowem-
ployees did not involve "publication" within the mean-
ing of a commercial general liability insurance policy
defining "personal injury" to include injury arising out
of oral publication of material that slanders, according
to the Supreme Court of Connecticut.

Springdale Donuts Inc. operated a doughnut shop in
Stamford, Conn. During parts of 1992 and 1993,
Springdale employed Helen Ritch and her daughter,
Tina Ritch, as cashier-clerks at the shop. In 1995, the
Ritches brought a federal suit against Springdale alleg-
ing sexual harassment and discrimination in the work-
place.

Specifically, they claimed a fellow employee had sex-

ually assaulted them and had made frequent lewd and
lascivious remarks and gestures to them. The Ritches
claimed Springdale was negligent in the failure to rem-
edy the conduct.

Springdale was covered under a CGL insurance poli-
cy issued by Aetna Casualty & Surety Co. of Illinois
that covered personal injury arising out of oral publica-
tion of material that slanders a person. Springdale then
brought this suit in state court alleging Aetna breached
its contract. The trial court ruled for Aetna.

The state Supreme Court said that "publication"
generally refers to the communication of words to a
third party. "Common sense dictates that a lay person
would understand the term 'publication' to mean the
communication of words to a third party," the court
said. Since the harassment suit against Springdale was
based entirely on comments made directly to the Ritch-
es, the court concluded that the complaints did not set
forth allegations of a personal injury to which Spring-
dale's CGL policy applied. The trial court decision was
affirmed.

Springdate Donuts us. Aetna Casualty & Surety Co.
of Illinois, Supreme Court of Connecticut, March 2,
1999 (BI/05/S. - $10) lul

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

Lloyd's of London has introduced an '*;*51 Industrial corridor hard hitAutomatic Transaction Monitoring
l .

System to monitor more effectively ac- 65. K.tq By MARIA KIELMAS. The earthquake occurred
tivities within its syndicates and bro-

-

kers Lloyd's says ATMS allows a com-
. ISTANBUL, Turkey-The in- about 3am local time Aug 17ISS'*59•441 - surance industry still is assess- Both the U S Geological Survey

prehensive audit of the entire market 1%*' t<AN. 2 TE 13 "4'*1496 4. i»*4.·rv[9 ing the extent of insured losses and Turkish seismologists have
by being better able to examine com- F'56,·,A' + *tz.y  from the severe earthquake that calculated the earthquake's
plex transactions Protection and in- struck Turkey's industrial corn- magnitude at 7 4
demnity clubs belonging to the Inter- til + 9% =. 4 I dor last week, killing thousands It was located along the
national Group of P&I Clubs are con- tbefiSES.

.-/ s""-·--*4***R0tkki of people and injuring tens of Northern Anatolian fault, a ma-
sidering a reduction-starting with an- thousands lor strike-slip fault that runs
nual renewals next Feb 20-in their '5,1/1 1 /4

I I Thousands more remained northeast to southwest through
surcharge for oil tankers traveling in

t

'34*4-01- ..4.4,. -spi wi missing as rescue efforts contin- Turkey and splits into threef'J
r

U S waters The surcharge, introduced : br ued last week Overall damages strands west of Istanbul The
in 1991 due to a sharp increase in rein- .*Urtl 'IV,7' + L - '' f»'= -V 44 could be in the billions of dol- northernmost strand passes
surance costs after the 1989 Exxon 45*HZZ*ft.Jj lars Turkish parliamentarians, through the Sea of Marmara,
Valdez 011 spill, will be reduced be- - 4* 14 -447i#211£7-I,X who have criticized the govern- south of Istanbul, and has been
cause of better claims experience in re- »4_»_t ment's slow response to the Identified as the source of major
cent years Stephen James, chairman of *3 1 ,u- catastrophe, estimate that one- earthquakes that could seriously
the group's reinsurance subcommittee, PHOTO AP/ WIDE WORLD third of the country's population affect Istanbul and surrounding
said it is too early to say how large the A mosque in Golcuk, Turkey, remains standing while many sur- may have been affected by the areas
surcharge reduction will be but that it rounding buildings lie in rubble from last week's earthquake. quake See Earthquake on page 21
will be "significant " With the
launch of ltS Asia Pacific Insurance

Handbook," PricewaterhouseCoopers
says lt 15 working with several insur-

Class actions
Stronger footing for Equitasance companies looking at investing in

the Asian market Few significant deals Reported in millions of pounds
have been done in Asia, as the absence increasing Surplus £m
of uniform accounting standards in
many Asian countries makes it difficult Sept 4,1996*088

March 31,1997* //////////////////////////////617to assess investment opportunities,
PricewaterhouseCoopers said Malor in Australia March 31,1998 718
European insurers, such as AXA March 31, 1999 ..i--,===-=,- 772

Group, Allianz Holding A G ana Pru-
By KATE TILLEY

0 200 400 600 800

dential Corp PLC, however, have
and MATTHEW MacDERMOTT Net claims outstanding £mtbeen active in seeking investments in

Asian insurers and fund managers HOBART, Tasmama-A stri:ng of high-profile class-action
Underwriters at Lloyd's of London are lawslits in recent yearstas made such suits a hot topic among
launching an employment practices li- Australlan companies March 31, 1998

ability insurance product that offers March 31,1999 1091Atention to this habirty exposure mcreased even more this
U K employers coverage for legal and year Aihen a $1 bilhon Australian ($649 6 bullion) class-actton suit 0 4,000 8,000 12,000 16,000
compensation costs An increase in em- washled agamst Esso Austraha Pty Ltd on behalf of 1 2 nullion t Before discounting * Does not include Lioncover business

ployment tribunals or court hearings is gas users affected by a 1938 fire and 10-day shutdo*n at Esso's Source Equitas Report & Accounts 1999

expected to result from the U K gov- natural gas plant in Longbrd, Victona (BI, June 7) GRAPHIC BY ADAM DOI

ernment's pending Employment Rela- The Esso action, expec:ed to be heard m Austraka's Federal
tions Bill The new product, available Coun next year, is the largest class action ever launched in Aus-
through underwriter Cottrell & tralla 1 Equitas' margins
Maguire, covers awards against em- It is no surpnse, then, tha. class actions were a major focus of
ployers for unfair dismissal, sexual ha- discussion at the Australia Insurance Law Assn nabonal confer-
rassment and various forms of discrim- ence, held Aug 4-6 m Hobart, Tasmania
mahon AIG Europe (U K) Ltd has Conference attendees h€ard contrastlng views on the merits of improve in '98
named Michael Whitwell assistant class actions 1
managing director for commercial Melbourne, Austraha-based plaintifs law firm Slater & Gor- By SARAH GODDARD £952 million ($1 57 billion) is
lines He previously was a director re- don has been at the forefront of coordinating several Australian covered by reinsurance, up from
sponsible for sales and client retention class achons, mcludmg the Esso suit 1 LONDON-Claims payments £660 million ($1 08 billion)
In addition, Michael Giblin has been Andrew Greeh, a Sydney, Australia-based partner at Slater & by Equitas Ltd were up slightly As a result, net claims paid to-

appointed assistant managing director Gordon, told conference attendees that, despite the PHbllcity sur- for fiscal 1998 compared with the taled £1 3 billion ($2 15 billion),
for consumer lines They share duties roundlng class actions in Australia, the filing of such suits can- year earlier, though net claims 27% lower than the previous
previously held by Chief Operating Of- not be called an "epidemic' 1 payments are lower thanks to year
ficer Michael Sherman, who has been Smce the 1992 mtroductlon of Part IVA of Australia's Federal reinsurance recoverables Equitas' after tax surplus in-
promoted to president of commercial Court Act, which paved theway for the hhng of class kcbon law- Equitas, the runoff reinsurer of creased 8 1% to £722 million
lines at American International Under- sults, an average of three product liability class-actiod suits have Lloyd's of London's pre-1993 ha- ($1 19 bilhon), helped in part by a
writers in New York Aon Risk Ser- been bled each year in Australia, Mr Grech said bilities, also reported a stronger £66 million ($109 2 million) pay-
vices has acquired Claims Information Mr Grech said class actxons at-ract a lot of publlcity because surplus and a higher solvency ment made by Lloyd's during the
Network Ltd. from the Loss Manage- they typically mvolve significant numbers of plaintrff:i and large, margin for the 12 months ending year for a contingent liability,
ment Group, in which Aon has a mi- well-lmown compames as defendants March 31, 1999 and despite a £144 million
nority shareholding Allan Gribben, Melbourne-based food manufacturer Kraft Foods Ltd and Gross claims paid by Equitas ($2382 million) reserve addition
chairman of Aon's managed services Melbourne-based McDonald's Austraha Ltd, for example, are during the most recent 12-month made during the year
division, said the acquisition is part of lust two major multinatioral corporations that have faced class- period totaled £2.25 billion ($3 72 Equitas' solvency margin also
a commitment to provide effective action suits, each mvolvmg more than 500 Australian consumers billion), up a scant 09% com- increased to 9 6% m fiscal 1998
claims solutions Integrated Lloyd's Mr Grech said class actlins aganst large corporattors always pared with fiscal 1997 Of that, See Equitas on net page
of London insurance group Euclidian See Lawsuits on next page
P.L.C. has gone private and doubled its
underwriting capacity after sharehold-
ers accepted a £29 2 million ($46 8 mil-
lion) cash offer from the company's New South Wales may sue tanker owner
management Ownership reverts to Eu-
clidian executives, who were backed by - :iz* SYDNEY, Australia-Australia's New the cause of the spill and said it wouldCentre Solutions, a Bermuda-based South Wales government plans to sue the take legal action but the full details of
reinsurer that is part of Zurich Finan- tu. Rt owners of the Italian tanker Laura D'Am- the report have not been publicly re-
mal Services Group Euclidian CEO i -' 343 -4,·_A ato, which was responsible for an 011 spill leased

--James Truscott said the backing of of nearly 80,000-gallons m Sydney Harbor Bob Carr, the premier of New South
Centre Solutions helps double under- A report into the Aug 3 spill, commis- Wales, said the report will not be released
writing capacity to £200 million sioned by the NSW government and con- until the harbor cleanup is complete and
($320 8 million), which makes Euclidi- ducted by the Sydney Waterways Au- the full extent of the damage lS known
an's syndicate one of Lloyd's thority, recommends the government sue Cleanup operations around the harbor
largest Glenrand M.I.B. Ltd., a risk

management and insurance consultant
the Italian-based tanker owner, Fratelli could take several weeks
D'Amato SpA, under the New South Fratelli D'Amato's insurer, The Stan-

based in Johannesburg, South Africa, Wales Protection of the Environment Op- dard Steamship Owners' Protection & In-
has loined the Worldwide Broker Net- erations Act The act allows maximum demmty Assn (Bermuda) Ltd, has left an
work, an international broker alliance fines of $1 million Australian ($650,000) $8 million Australian ($5 2 million) bond
formed in 1989 Glenrand has revenues The NSW government has not decided with the Sydney Ports Corporation toAn Italian tanker spilled nearly 80,000 gal-
of $65 million with 1,500 employees in Ions of crude oil in Sydney s harbor Aug 3 when it will file suit The government cover the cost of the harbor cleanup and
Africa, London and Zurich made a statement about the content of potential court fmes

PHOTO AP/WIDEWORLD 1 Sydney 'Waterways' 60-page report into -By Matthew MacDermott
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Lawsuits
Continued from previous page
will draw more publicity because so
many claimants are affected.

But, he said, the emergen.e of
class actions is not a development
that large corporations should
"lcok upon with dread,"

"Class actions do not make a cor-

poration negligent where it would
otherwise have been innocen:," he
said. "Class actions do not make a

product defective where it was oth-
erwise safe. Class actions d) not

make the representatives of a ser-
vice provider misleading or decep-
tive where they are otherwise not.'

Claims that once may not have
been viable because of the cost of

court action for one plaintifi ous-
weighing that plaintiff's damages
become viable with class actions,
Mr. Grech said.

Class actions, however, have not

altered the rights of plaintiffs or de-

fendants, he said. Courts do not

have to approve classes for class ac-
tions, but they can throw out suits if
they think they have no merit.
Courts also have procedures that
must be followed; for example, a
court could order that advertise-

ments be placed in crder to attract
people who want to partictate in
the class action.

Class actions "are simply an ex-
tension of the same rights to people
who would otherwise be denied ac-

cess to and redress by our legal sys-
tem."

Mr. Grech said Australia's legal
system can't cope with individually
hearing and resolving all claims
against one defendant.

He said class actions have

emerged as a valuable legal mecha-
nism for consumers affected by mis-
management, as they allow class
members to seek relief in a way that
is cos:-effective and efficient for all

parties and the legal system.
Attorney David Poulton, howev-
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er, said "practical difficulties" in
Australia's Federal Court Act make

it difficult for companies to prepare
defenses against class actions.

Mr. Poulton is a partner with
Melbourne-based Minter Ellison.

His firm, one of Australia's leading

111-defined periods and
incidents of consumption
are among the difficulties
for defendants in class

actions, says David Poulton.

defense firms, acted for Kraft Foods
and its insurer, Zurich Australia

Ltd., in defending a 1996 class ac-
tien involving a Kraft product.

Mr. Poulton said the biggest diffi-

Equitas
Continued hom previous page
from 8.5% the previous year.

Equitas estimates that its total
claims outstanding-including in-
curred-but-not-reported claims re-
lating to long-tailliability business-
now total £14.32 billion ($23.69 bil-
lion), 12.1% lower than a year earlier.

After taking into account discount-
ing and reinsurance recoveries, Equi-
tas' provisions for claims outstanding
stands at £8.03 billion ($13.28 bil-
lion), 5.3% lower than what was re-

ported a year ago.
"Claims are being paid more or less

as expected," said Michael Crall,
chief executive officer of Equitas. At
the same time, he said, "We have

made major inroads into settling ma-
jor problems such as pollution"
claims.

More than 20% of the 650 or so

pollution coverage disputes involving
Lloyd's have now been settled, he
said.

So-called APH claims-asbestos,

pollution and health hazard expo-

culties with class actions in Aus-

tralia are defining the scope of the
class and the "opt out" provision in
the Federal Court Act.

Under Australia's Federal Court

Act, all persons with appropriate
claims remain in the represented
group unless they decide to opt out
of the class action by giving notice
to the court.

Mr. Poulton said the difficulties

with this clause were highlighted in
the Kraft action, when consumers

who developed salmonella poison-
ing after eating contaminated Kraft
peanut butter launched a class ac-
tion.

He said the class then theoretical-

ly became "everyone in Australia
who consumed peanut butter before
the proceedings were lodgpd."

Slater & Gordon and Minter Elli-

son eventually reached an undis-
closed, out-of-court settlement on

sures-now comprise the bulk of Eq-
uitas' liabilities, representing about
55% of its outstanding exposures,
compared with about 45% in fiscal
1997. The shift occurs as Equitas is
able to settle short-tail claims more

quickly.
Equitas' management welcomes

the hard-hitting reputation the rein-
surer has won for its claims settle-

ment tactics. In his rev_ew within the

Equitas accounts, Mr. Crall explains
that even though APH cases often are
very complex, "Our goal.. -is to nego-
tiate directly with claimants in an at-
tempt to achieve a solution, and to do
so at the earliest approriate time
and at the appropriate value. When a
policyholder has many claims stem-
ming from a particular type of haz-
ard, we normally attempt to negoti-
ate a comprehensive settlement, in-
cluding a release from further liabili-
ty for both known and future
claims."

At the same time, many policy-
holders also are Equitas' reinsurers,
and Equitas has been successful in
coordinating outward and inward
reinsurance programs, reducing costs

the Kraft action.

Mr. Poiltor. said ill-defined peri-
ods and incidents of consumption
are other difficulties that threaten

to make elass actions "unworkable'

for defendants.

"When i. comes to defining the
class and enabling a respondent tc
understand the nature and scope of
the case it has to meet, the difficul-
ties can nave the effect of interfer-

ing with the smooth running of the
case and, in some cases, threaten

the viability of the proceeding it-
self," he said.

In an effort to combat the cost of

class actions. Mr. Poulton said de-

fendant lawyers and their insurers
must fird ways to reduce transac-
tion costs in cases with small claims

and large numbers of claimants.
Such methods include alternative

dispute resolution and arbitration,
he said. [al

for all parties involved, said Mr.
Crall.

The skeer number of contracts with

which Equitas is involved also gives
it a lot cf clout when schemes of ar-

rangement for failed insurers and
reinsurers are designed.

"In many cases, we can determine
whether a scheme (of arrangemen:)
can be launched or not," said Equitas
Finance Director Jane Barker,

adding that Equitas frequently .s
both a debtor and a creditor within

these arrangements.
During the past fiscal year, Lloyd s

approached Equitas to renegotiate an
obligariin it had incurred during the
final stages of its reconstruction and
renewal program to provide the rein-
sui-er with £100 million ($161 million)
in 2002 should interest rates move

adversdy Although the future pay-
ment never was definitely required,
Lloyd's settled the contingent liabili-
ty and paid Equitas £66 million for
the last fiscal year.

"It certainly helped" the balance
sheet, said Ms. Barker. "We think it's
better to have £66 million than noth-

ing" im

Government, banks to step in on dioxin crisis

Insurers may cover loans
By MARIA KIELMAS

BRUSSELS, Belgium-The Belgian insurance indus-
try is discussing internally how insurers may cover the
government's interest-free loans to farmers and busi-
nesses hurt by the recent dioxin contamination ciisis.

The government is planning to lend a total of 25 bil-
lion Belgian francs ($655 million) to farmers and busi-
nesses, said a Brussels, Belgium, spokesman for the Bel-
gian government's dioxin trouble-shooter, Freddy
Willockx. Half of this amount would be guaranteed by
Belgium's banks, and the other half would be guaran-
teed by the government.

But the government is seeking insurance coverage for
the risk of default on 12.5 billion Belgian francs ($327.5
million) worth of loans it would guarantee above a de-
ductible of 1 billion to 2 billion Belgian francs ($26.2 to
$52.4 million), the spokesman said. The precise de-
ductible still is subject to negotiations with the insurers.

Inquiries by Belgian authorities following a loss as-
sessor's report revealed that dioxins may have contami-
nated animal feed distributed to Belgian chicken and
egg producers in January. About 400 cattle producers,
750 pork producers and 440 chicken producers may
have bought the contaminated feed, according to the
Belgian Ministry of Agriculture (BI, June 14).

Mr. Willockx, Economics Minister Rudy Demotte and
banking and insurance industry officials had been
meeting since Aug. 9 to reach a three-part agreement
among the government, the Belgian insurance industry
association Union Professionelle des Entreprises d'As-
surances, and the Belgian Bankers' Assn. But the agree-
ment stalled as the insurance officials had a number of

questions on "technical matters," the spokesman said.
Nevertheless, the government had reached a separate

agreement earlier this month with the BBA to extend

the required loans, though this deal still needs approval
bythe European Commission.

UPEA's director, Rene Dhondt, said that once the EC
gives the government banking deal the green light, the
insurance sector will try to step in.

Insurers will try to provide what is essentially stop-
loss coverage on the government's share of the loans.
The insurance will be provided at cost; this effectively
represents a subsidy and so requires approval from the
European Commission Mr. Dhor-dt said.

"We are now trying to evaluate the technical risk,"
said Mr. Dhondt, referring to the risks of non-payment
of leans. He said the insurers still are unclear how this

technical risk could be calculated.

In late June, the Belgian government estimated that
the full cost of the dioxin contamination was 60 billion

Belgian francs ($1.57 billion), but further cost updates
are expected.
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Authorities' inquiries revealed that dioxins might
have contaminated animal feed distributed to

Belgian chicken and egg producers in January.



Earthquake
Continued from page 19

The largest economic asset de-
stroyed by the earthquake was the
Izmit oil refinery, owned by the state-
owned Turkish Petroleum Refining
Corp., or Tupras. Izmit is about 55
miles southeast of Istanbul. The plant,
which processed 230,000 barrels of
crude oil daily and provided
petroleum products to industrial cus-
tomers in the area, also met half of
Turkey's demand for refined prod-
ucts.

It was feared shortly after the
earthquake that the Tupras refinery
fire would spread to nearby petro-
chemical plants. But, by the end of
last week, the fire had been contained,
though the area around the refinery
was evacuated.

The plant carried property insur-
ance of $1.2 billion, according to a
spokesman from London-based bro-
kerage Willis Corroon Group Ltd.
Willis placed the reinsurance for the
refinery and places the reinsurance
for two-thirds of the Turkish market.

The refinery was 5% coinsured by
Tupras, with the remainder covered
by the Istanbul-based insurer Gunes
Sigorta. Five percent of the reinsur-
ance was placed with Turkey's largest
reinsurer, Istanbul-based Milli Rea-
surans Turk Anonim Sirketi, which is
75% owned by the Turkish invest-
ment bank Turkiye Is Bankasi.

The Willis spokesman said that
when all retrocessions in Turkey are
taken into account, 99.85% of the re-

finery's risk, or $1.12 billion, was rein-
sured internationally, with Lloyd's of
London taking a major share.

Ankara, Turkey-based Turkish
Petroleum Corp., or TPAO, was
Tupras' parent company until Tupras
became autonomous last year. Mete
Gurel, assistant general manager at
TPAO, said the plant was built in ,
1960

John Toalster, oil analyst at London
stockbroker SG Securities, said a re-

placement plant of the size of the
Izmit plant would cost at least $1.3
billion to construct. Mr. Gurel said

that, as of Aug. 19, none of TPAO's
own installations had been damaged.

Companies whose property in the
Izmit area was damaged include tire
manufacturer Pirelli S.p.A. of Milan,
Italy. Pirelli's risk manager was not
available for comment.

Akron, Ohio-based Goodyear Tire
& Rubber Co. said in a statement that

there was little damage to its plant
near the city of Adapazari, about 25
miles east of Izmit, though a ware-
house and an office complex had loss-
es.

Most damage occurred in and
around the main urban centers of

Izmit, Istanbul and Adapazari.
Among the principal reported effects,
according to a list compiled by Willis
personnel in the area, are:

• A state of emergency was de-
clared.

• Trading on the Istanbul stock ex-
change was suspended.

• Power and telephone lines were
out.

• Main transportation links were
Cut.

• The Izrnit industrial center was

severely disrupted.
• Numerous post-earthquake fires

were reported in Istanbul and Izmit.
• Many multistory apartment

buildings in Izmit and Eskisehir,
about 80 miles southeast of Izmit, col-
lapsed.

• Hospital and rescue services were
overwhelmed.

The government has been widely
criticized for what many regard as a
slow response to the catastrophe. For-
eign rescue teams have complained
that it took Turkish emergency ser-
vices three or more days to get orga-
nized. And many local news media
have reported complaints that emer-
gency services have been concentrat-

ed at the large Turkish naval base at
Golcuk, about six miles southwest of
Imit. The base was one of the worst-

hit areas, with hundreds of navy per-
sonnel killed.

No damage, however, was reported
to Istanbul's ancient architectural

treasures, such as the Ayasophia
mosque and the Topkapi Palace. The
Ayasophia's famous dome has been
frequently damaged by earthquakes
since it was completed by the Emper-
or Justinian in 563. The present dome
is the fourth on the building and was
reinforced with iron chains in the last

century by French engineers.
According to Mustafa Erdik, pro-

fessor and chairman of the depart-
ment of earthquake engineering at
Bosphorus University in Istanbul, the
Ayasophia, unlike many Byzantine
buildings, has a strong foundation.

Willis has hired London-based loss

adjusters Stewart Robinson to assess
damage.

Munich Reinsurance Co., the
largest reinsurer of Turkish risks, is
not expected to estimate a figure for
its losses until the middle of this week.

Toward the end of last week, howev-

er, a spokesman for the reinsurer said,
"At the moment, it looks as if the
damage to the industrial site is not as
high as was expected. Private
dwellings have been substantially hit,
but not so industry."

Previous estimates of probable
maximum losses in northwestern

Turkey have varied widely. In July of
this year, Sean Mooney, a senior vp at
New York reinsurance broker Guy
Carpenter & Co. Inc., participated in

a preliminary investigation with the
World Bank and the Turkish govern-
ment into the possibility of establish-
ing an earthquake insurance fund
similar to one in New Zealand. Mr.

Mooney said they calculated PML in

the Istanbul area, with respect to in-
sured losses, at $2 billion. Mr. Mooney
said the investigators used published
data and did not consult local earth-

quake engineers.
Mr. Erdik has prepared a damage

scenario using vulnerability studies
of, among other things, infrastructure,
utilities, type of building stock and
loss of life and business. He has deter-

mined that the probable maximum
loss in economic-rather than insur-

ance-terms in the Istanbul area

would be $35 billion. The 1994

Northridge, Calif., earthquake caused
an estimated $40 billion economic

loss, according to the Boston-based
Institute for Business & Home Safety.

The head of the Turkish central

bank, Gaci Ercel, said the economic
losses from the earthquake could be
between $5 billion and $10 billion.

Turkey's earthquake building code
dates from 1975 and was updated in
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January 1998. Mr. Erdik acknowl-
edged the widespread criticism of
dangerous and illegal building prac-
tices in Turkey in the aftermath of the
earthquake. But he qualified the criti-
cism, saying that, in the Izmit indus-
trial area, those buildings that were
up to five years old and that had been
constructed according to the codes
had performed well in the earth-
quake. Mr. Erdik said he thinks that,
despite the fire, even the Tupras refin-
ery has survived structurally. The fire
may have started as a result of a leak
in the main plant, but the most vul-
nerable parts, the storage tanks, ap-
peared structurally safe when he ob-
served the plant from a helicopter af-
ter the earthquake, he said.

Earthquake insurance is not com-
pulsory in Turkey. Earthquake cover-
age is provided as part of fire policies
for an additional premium. Turkish
insurance companies keep only very
low loss reserves--abou: 45% of total

written premiums-compared with
about 120% for most Western firms.

Twkish insurers do, however, carry
additional earthquake contingency
reserves, said Kevin Willis, an insur-
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dapazari

The Tupras oil refinery in
Izmit, Turkey's largest oil
refinery, was engulfed in
fire after last Tuesday's
massive earthquake.
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ance analyst at rating agency Stan-
dard & Poor's in London. About 80%

of the premiums of principal reinsur-
er Milli Re comes from compulsory
cessions. Direct insurers in Turkey

Advertisement
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must cede a minimum of 15% of non-

life premiums on a surplus basis to
Milli Re, but the reinsurer may decline
these if it wishes. S&P rates Milli Re's

claims-paying ability at BB.

NOTICE TO ALL INSURERS AND REINSURERS

Notice of No Agency or Authority
To Bind, Quote or Issue Certain Reinsurance Coverage

Please take notice that Cologne Life Reinsurance Company
(" CLR") has terminated any and all agency management

agreements it formerly had with:

IOA Re, 530 West Germantown Pike, Suite 200,

Plymouth Meeting, PA 19462-0975 and Associated Accident
and Health Reinsurers Underwriters ("AAHRU").

Ceding insurers and reinsurers are hereby notified that IOA Re

and AAHRU do not have any actual or apparent authority on
behalf of CLR to rate, quote, bind, or issue any coverage
whatsoever, including, but not limited to, so-called workers'
compensation " carve-out" reinsurance or retrocessional

reinsurance, either as a member of a pool or facility, or on an
individual company basis.

As a result of regulatory action, Connecticut domiciled life

insurers and reinsurers such as CLR were prohibited from

underwriting new or renewal contracts of workers

compensation " carve-out" reinsurance or retrocessional

reinsurance as of February 25, 1999.

Any such coverage quoted or purportedly placed by IOA Re

or AAHRU with CLR, either directly, or through a pool or
facility, or through a fronting company that retrocedes to a
pool or facility, that has a new or renewal effective date on or
after February 25, 1999, is void and of no effect with respect
to CLR.

If you have any questions, please contact counsel for CLR at
203-328-6514.
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Caldor senior vp with Marsh Inc 17 New Caldor had been using the captive ment that the transaction would unrelated busmess
York to fund a wide range of risks, in- have been in the best interests of • An Internal Revenue Service

Despite the new Labor Depart- cluding workers compensation, participants ruling that employers can deduct

Cont:nued *om page 1 ment flexibility, others cautiin that general and auto liability, crime Other employers whose captives group term life insurance premi-
The 50% test has effectively it remains unKnown what it will and ocean cargo coverage, and do not meet the 50% test, however, ums paid to capt:ives, as the premi-

blocked most captives from being take to win departmental approval property coverage are expected to file applications to ums represent outside unrelated
benefits-funding vehicles, as few to fund benefits in a captive if the Paul Wagner, Caldor's director of fund benefits through their cap- business
employers want their insurance 50% test is not met risk management in Trumbull, tives One such application could Tylng these two developments to-
subsidiaries to take on so much un- "The department may be lioking Conn, described funding LTD cov- be made public as early as this gether, captive experts reason that
related busmess for evidence of how an arrange- erage through the captive as a nat- week d the parent funds enough employ-

But a Labor Department official ment would benefit employees in a ural expansion Mr Wagner noted Another application, filed by ee benefits through the captive, the
said that, while the 50% test once meaningful and significanr way that itwould have allowed the inte- Umon Carbide Corp,isexpected to captive could be considered as
was an absolute, the department But what would be considered gration of Caldor's workers com- be decided by the end of the month wntrng a significant amount of un-
now is willing to consider alterna- meaningful and signlficant, asked pensation and LTD programs In that case, the Danbury, Conn - related business That would in-
tives to the 50% test-if the alter- Henry Saveth, an attorney with The arrangement alsJ would based chemical maker wants to crease the likelihood a parent
natives are in the best interest of William M Mercer Inc in New have benefited employees because reinsure a portion of group hfe in- would be able to deduct
participants York their premium rate woild have surance benefits through a US property/casualty premiums paid

"There could be other approach- "How much would be suflicient? Vlrgn Islands branch of its Bermu- to the captive
es We are flexible if there are safe- Would it be a 5% premium reduc- da-domiciled captive, Westbridge In 1993, in a case widely thought

guards," said Ivan Strasfeld, direc- tion or a 20 o premium reduction?0'

'We want to see Insurance Ltd But approval of to be driven by tax considerations,
tor of the Labor Department's Of- We don't know that yet." Mr Union Carbide's request would not transportation company CSX Corp
fice of Exemption Determinations Saveth said something concrete provide other companies with an of Richmond, Va, asked the Labor

Among other things, the depart- What might have been the first that this is good for indication of the Labor Depart- Department for permission to rem-
ment would want to see that prima- test of this new Labor Department ment's new flexibility, as more than sure group term life benefit pro-
ry insurers used by the captive to flexibility was stymied by the fl- PartiCipantS,' SaYS |Van half of Westbndge's business is un- grams through its Vermont captive
write the policies are "top quality nancial problems of Caldor Corp , a Strasfeld of the DOL. related to Union Carbide The department rejected CSX's
and highly rated," Mr Strasfeld big discount retailer based m Nor- Historically, using captives to apphcation, which was filed by the
said walk, Conn, that, under ccurt or- fund benefits has drawn more the- law firm of LeBoeuf, Lamb, Greene

"The plan should be getting den iS winding down bumness after oretical than real interest Reasons & MacRae of New York, the same
good-quality insurance at a fair operating under Chapter 11 been cut by about 25% compared for that mclude a competitive com- firm that submitted Caldor's apph-
price, taking into account reinsur- bankruptcy protection srnce 1995 with rates charged in the tradition- mercial insurance market for cer- cation The Labor Department said
ance arrangements," he said Caldor last year asked the Labor al LTD market tam benefit plans, such as life in- that too much-in that case about

In addition, the transaction must Department for permission o rein- "The beneht to employees clearly surance, and the lack of a real cost 90%-f the captive's business was
benefit participants "We want to sure a voluntary long-term disabil- was there," Mr Wagner said advantage to usmg captives to fund CSX-related
see something concrete that this is ity program through American But with all of the capt_ve's bum- other benefits, such as health bene- Unlike Caldor, which promised
good for participants," Mr Stras- East Insurance Corp , a captive in- ness related to its parent, Caldor fits, compared to self-funding The employees specific premium reduc-
feld said surer the retailer set up in Hawaii did not meet the department's 50% Labor Department's 50% test also tions, CSX "failed to adequately

This new flexibility in reviewing five years ago Caldor pr oposed test has been an effective deterrent demonstrate any oblective cost sav-

applications from companies that that AEIC reinsure pollcies written Nevertheless, Mr Wagner, noting Interest in funding benefits ings would inure to the benefit of
want to use their captives to fund by Genesis Insurance Co, a unit of how employees would have bene- through captives picked up several the Illfe insurance) plans as a result
benefit programs is welcome news General Reinsurance Ccrp of hted from the arrangement, said he years ago, however, in the wake of of tne proposed transaction," the
to employers that have wanted to Stamford, Conn Genesis and Gen- believed the application was on several developments Those devel- Labor Department said in 1994
expand their captives into the ben- eral Re are involved as insurers or track at the department opments Include The department said the transac-

efit arena but have been stymied by reinsurers for certain Caldcr prop- Now, however, with the with- • Appellate court rulings that an tion appeared to have "been de-

the rigidity of the 50% test erty/casualty coverages funded drawal of Caldor's application, it employer can deduct premiums signed for the benefit of CSX and
"The 50% test is a real stumbling through AEIC never will be known if the retailer paid to a captive as long as the cap- lt S affiliates rather than for the

block," said Aithur Koritzinsky, a At the time of its application, did enough to prove to the depart- tive funds a significant amount of benefit of the plans "
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Experienced, Professional CITY OF CHICAGO PUBUC SCHOOLS Pharmacy Benefit 0

Insurance Editor DEPARTMENT OF PROCUREMENT AND
Insurance.

Management Services
seeks free lance editing of periodic CONTRACTS

LEGD&50905)%%
insurance newsletters, loumals, REQUEST FOR PROPOSAL The West Vitgmia Public Employees Insurance OmenDSGOOESS, Circulation Breakdown

newspapers, Internet updates,also RFP document for Subrogation Services for a 0611Cy is seeking bidders interested m
speeches, press kits Please respond to Self-funded Medical Plan for the : ovlding Pharmacy Beneht Management for

Commercial Consumers
Next Issue:Business Insurance, 80x 3119,740 N Department of Finance, Bureau of Risk and Epproximately 80,000 pollcyholdefs for Administrative'

Rush Street, Chicago, IL 60611-2590 Benefits Management car, be obtained
Services to begm July 1,2000 A Request for REINSURANCE: INTERNATIONAL MARKETS CEO's, Presidents, and Owners, 3,939

from the Department of Procurement and
Contracts, atthe Bureau of 'urchasing, 125 Proposal (RFP) will bemleased on August 16,

Vice Presidents, Genemt Managers and

Directo,y: Other Administrative Personnel 4 251

[:I*FmmilD South Clark Street, 10th Floor, Chicago, -399 A mandatoly bidder's conle[ence Will be
Illinois from Monday - Friday, between the Leading Reinsurers Worldwidef Bid ott Monday, August 30, 1999 at 10 00

Financial
hours of 830AM and 400PM, (773) 533- Chief Financial Officers and Vice Presidents

ASSISTANT RISK MANAGER 2280, for the following proposals i m EDT, at PEIA's ollice Proposals ate due D/s#/buNon: of finance 2,428

Chicago Public Schools CONTRACT NO: 00-250040 Cctober 8,1999 To requesta copy of the RFP Monle Carlo Rendez.Vouz Secretanes Treasurers, controllers and

pnor to the mandatory biddefs conterence, tax other Anancial Pemonne[ 6,302
DESCRIPTION: The Board of Education of

This 15 a professional position based in the City of Chicago (hereinafter the 'irmail your request to Robett L Ayers, ARM, Ad Closing: August 24 Risk/Employee Benefits.Chicago's loop to assist in administration
of various property and casualty insurance

'Board") invites the submission of -xecutlve Director, WV PEIA, State Capitol Vice Presidents, Directors, Managers, and other

proposals from Companies (hereinafter romplex, Bldg 5, Rm 1001,1900 Kaftawha related department personnel of Insurance, nsk,

programs, implementation of safety and „Proposers") that wish to provide
loss control programs and contract Subrogation Services fcr Self-Funded -lvd E , Charleston, WV 25305-0710, fax CALL NOW TO RESERVE YOUR SPACE! employee benefits, personnel, compensation

pension, safety, securl, industnat relations,
evaluation Medical Plan for eligible Chicago Public 304) 558-4969 (312)649.5340 human resources and employee

Skills and experience requirements are School employees and their dependents tabor relations 13,382

• Administration of various insurance RESPONSE DUE DATE: Friday,
September 10, 1999 . Sub-total 30,302

programs for large public or private 111 4 r"11.
Associations 249

corporations TIME: 3:00 P.M. Govemmem, Unions and

• Experience in monitoring TPA LOCATION: The Board of Educationofthe E} Educational institutions 982

performance for large self-Insured
www.businessinsurance.comCity of Chicago, Bureau of Purchasing, 125 - l Commercial Consumers

claim programs South Clark Street, 10th Floor, Chicago, 
Illinois 60603 Sub-total 31,533

• Ability to review Insurance/indemnity
:

Insurance Agents and Brokers 7,902
PRE-SUBMITTAL CONFERENCE A pre- 5

provisions In contracts and leases submittal conference will be held on B,Is'ness Insurance Companies 6,627

• Minimum Bachelor's degree plus Wednesday, September 1, 1999 at 1000 2
continuing professionaleducationeq AM, Chicago time at 125 South Clark : 8nsumnce.

Accountants, Actuanes,
Attorneys & Consultants 2,488

ARM, ALCM, CSP Street, 14th Floor, Conference Room, '
Adjusters, Appralsers, TPA's, Captive Managers

Chicago, Illinois 60603
& Health Care Providers 1,435

• 5-7 years of Industry risk management
Others Allied to the Field 774

LATE RESPONSES WILL NOT BE For all the latest In Corporate Risk, Employee Benefit and Managed Health Care News
experience ACCEPTED Visit Bl online for a host of in-depth news and services that include Updates, Datebook, Total Qualified 50,759

Compliance with City of Chicago Classifieds, Article Archive and more Non-quatified/Paid Subscnptions 18
The Board reserves the right to reject any

residency requirements Single Copy Sales 1
or all proposals deemed m the best interest

Please mall resumes to of the Chicago Public Schools New York: Tel 212-210-0134 • Fax 212-210-0704 TOTAL CIRCULATION 50,778

Gery Chico
Director - Risk & Benefits Management President of the Chicago School Chicago: Tel 312-649-5276 • Fax 312-649-7937 * Source Business/Occupational

Chicago Public Schools
breakdown of quallfied circulation,

Reform Board of Trustees Los Angeles: Tel 213-651-3710 • Fax 213-655-8157 November 30,1998 1ssue, as
125 S Clark Street - 14th Floor

Natalye Paqu,n
.

Chicago, IL 60603
Chief Purchasing Officer

submitted to BPA for December 1998

BPA Publisher's Statement
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FTRFOR THE RECORD
Aetna hedges Prudential HMO buyout New policy covers e-commerce risks who previously was with Simsbury, Conn -based Executiv€

Risk, succeeds W. James MaeGinnitie, who w111 retire in Oc-
BLUE BELL, Pa -Shortly before closing its $1 billion LOS ANGELES-Broker The Sullivan Group has devel- tober New York-based Capital Re Corp has named

acquisition of Prudential HealthCare, Aetna Inc stated in oped a new insurance policy for Internet e-commerce and Bruce Reich executive vp and chief underwriting officer oi
papers filed with the Securities and Exchange Commission marketmg exposures its KRE Reinsurance Ltd subsidiary He comes to KRE
that it struck two agreements with Prudential to protect it- WISP, the Web site and Insurance Specialty Program, ad- from Swiss Reinsurance Co ACE USA of Philadelphia
self against severe losses dresses specific risks associated with online transactions, has named Francis J. MeNamee senior vp of marketing H€

One agreement will including invasion of a site by hackers and viruses and previously was a senior vp at CIGNA Corp 's commercial

C*tna
call for Prudential to breaches of security and errors by employees Related loss- insurance services, ACE USA recently completed its acqui-
indemnify Aetna if the es include the theft of customers' credit card data, theft of sition of CIGNA's property/casualty operations Tom
transferred business company secrets, and loss of Web sales revenue, advertising Hutton will step down as president and chief executive of-
has medical loss ratios revenue, electronically stored funds and intellectual prop- ficer of Risk Management Solutions Inc of Menlo Park,
in excess of a certain erty Calif, at the end of the year

US Healthcar6 undisclosed threshold WiSP features two types of stand-alone policies-breach
Another agreement of security insurance and crime and intranet insurance-- Information in brief
stipulates that Pruden- that also can be purchased as a combined program
tial pay Aetna a fee for WiSP's breach-of-security policy covers losses triggered American Guarantee & Liability Insurance Co, a unit of

admimstering Prudential's administrative service contracts by hacking or unauthorized access by a third party It cov- Zurich Financial Services Group, has filed a motion to dis-
for self-funded employers The fee will be paid over 18 ers loss of Web site sales and advertising revenue, as well as miss a Xerox Corp suit filed in Stamford, Conn, seeking
months and wlll gradually decrease over that period costs incurred in restoring the coK ered Web site to operat- Y2K remediation costs under the sue and labor clause of its

These agreements are in addition to the $500 million loan ing capacity It also covers expenses to pursue legal action property insurance policy The Xerox suit was filed after a
Aetna obtained from Prudential to help finance the trans- against another person or entity for the infringement of the similar suit seeking to deny coverage was filed by American
action Aetna will repay the loan at 7% interest over three policyholder's intellectual property, such as copyrights, Guarantee in New York More than $2 2 billion of Xerox's
years, SEC filmgs show patents or trademarks insured property is in New York, and less than $40 million

The WiSP crime and intranet pohcy provides coverage for is m Connecticut, the motion says Political risk insurerFlorida workers comp insu,er seized Web site losses resultmg from dishonest, fraudulent or ma- Sovereign Risk Insurance Ltd. has increased its limits and
licious acts committed by an employee It also covers loss extended ltS terms of coverage Sovereign now will offer

TALLAHASSEE, Fla -Florida insurance regulators resulting from the erroneous transfer of funds or dellvery of coverage up to $125 million for a single project-up from
have seized a workers compensation insurer and will hqui- property by an employee as the direct result of fraudulent $100 million-and its maximum coverage term is now 15
date it if a buyer is not found input by an mtruder years, rather than 10 Sovereign was formed in 1997 to un-

FTBA Mutual Inc was placed into rehabilitation earlier The retentions, limits and prlce of WISP are based on a derwrite political risks on behalf of ACE Bermuda Insur-
this month, and the Florida Department of Insurance iS company's size and the amount of business it does over the ance Ltd and XL Insurance Ltd It had previously doubled
looking for another insurer to assume FTBA's book of bum- Internet its limits last August Lifeguard Inc., the regional non-
ness If none is found by Sept 14, FTBA's assets will be liq- The policy is available through Sullivan Group members profit and independent health plan based in the Silicon Val-
uidated nationwide Information can be found at the broker's Web ley, has been awarded "commendable" accreditation by the

The Tallahassee-based insurer wrote coverage for 4,500 site, www gls com National Committee for Quality Assurance The commend-
employers in Florida Claims are being paid by the Florida

Rite Aid to fight West Virginia stance
able accreditation is equivalent to the NCQA's former three-

Workers Compensation Guaranty Assn year full accreditation The accreditation, which followed a
Regulators are trying to determine the amount of FTBA's May 1999 re-review by NCQA, is based on its 1997 Stan-

liabilities and why it ran out of money to pay claims, said CAMP HILL, Pa -Rite Aid Corp will fight efforts by dards for Accreditation Hobbs Group L.L.C. has ac-
Dennis Threadgill, chief attorney with the Insurance De- West Virginia's attorney general to end the company's con- quired The Linden Co , a Denver-based loss prevention and
partment's Division of Rehabilitation and Liquidation tract to provide mail-order prescription drugs to public em- risk management company Terms of the deal were not dis-

He said FTBA President Dennis Nye told regulators that ployees in the state closed Brown & Brown Insurance of Arizona Inc., a
the msurer was "somewhat undercapitalized when they be- Members of West Virginia's Pubhc Employees Insurance wholly owned subsidiary of Daytona Beach, Fla -based
came a mutual" about three years ago Mr Threadgill said Agency are encouraged to purchase Brown & Brown Inc , has acquired the assets of Tomborello
the executive also told regulators that, as businesses in- prescription drugs through Rite Insurance Services Inc of Phoemx The agency w111 be com-
sured by FTBA grew, they moved to other insurers that Aid's Prescription Card Services f-RITE- bined with the existing Brown & Brown office in
wanted their workers comp business as a condition for Health Systems mail-order pre- Phoenix Patient's Choice Inc., a Baton Rouge, La -based
writing other liability coverages script:ion dispenser health maintenance organization with 14,435 members, lS

But West Virginia Attorney Gen-
Mom awa,ded damages for injured son eral Darrell McGraw contends tnat

closmg The physician-owned plan that was formed in 1997
could not secure additional capital to continue opera-

charging plan members a higher co- tions Rep Bernie Sanders, I-Vt , and 39 other members
LOS ANGELES-A Los Angeles jury has awarded $4 4 payment when they purchase drugs of the House of Representatives, mostly liberal Democrats,

million to a woman who charged her newborn son was per- at local pharmacies instead of recently sent a letter to Internal Revenue Service Commis-
manently disabled in 1992 after empioyees at Cedars-Sinai through Rite Aid represents an at- sioner Charles Rossotti, urging the IRS not to approve any
Medical Center waited too long to call her obstetrician tempt by the company to monopolize prescription drug further conversions of traditional defined benefit pension

Ima Hutchinson, mother of Christopher Patterson, said busmess n the state plans to cash balance plans until all issues, Including
her son was left profoundly retarded, incontinent and A spokesperson for Camp Hill, Pa -based Rite Aid said whether the plans discriminate against older workers, are
wheelchair-bound because hospital staff did not quickly earlier this month that the company had not yet been served fully investigated by the IRS and other federal regulatory
call the doctor when fetal momtors detected problems a copy of Mr MeGraw's suit But, the spokesperson also agencies XL Capital Ltd has bought a minority holding

The award will be reduced by at least $250,000, because said, "We do intend to fight the claims vigorously, and in MKP Capital Management, a fixed-income investment
the Jury awarded her $500,000 in for pain and suffering, we're certain that they'll be proven without merit " manager in New York, for an undisclosed sum The purchase
which iS double the maximum allowed by law, said Ms wlll enable Harmlton, Bermuda-based XL to broaden the in-
Hutchinson's attorney, Jerome L Ringler of Fogel, Feld- Comings & Goings: Industry vestment options in the coverage offered by XL's insurance
man, Ostrov, Ringler & Klevens in Santa Monica, Calif and reinsurance units, said Christopher Greetham, chief m-

A Cedars-Sinai spokeswoman said the hospital will ap- Robert V. Deutsch has been appointed chief financial of- vestment officer The buy follows previous investments by
peal ficer of Chicago-based CNA Insurance Cos Mr Deutsch, XL m Highfields Capital Management

Markel nouncernent to making underwriting profits could be reflected in the price The withdrawal resulted in an
Markel will ensure a successful and establishing adequate loss re- Markel paid for the company, a aftertax charge of $25 2 million,

acquisition by keeping most of the serves," Mr Markel said price that Mr Cohen called "fair " which led to an operating loss 01
Cont:nued from page 1 Terra Nova management and by By retaining most of Terra "When the market is in the dol- $7 6 million for the quarter
Lloyd's syndicates, and a French refraining from making other sub- Nova's senior management, drums, maybe it'S a good time to The acquisition is subject to
reinsurer stantial changes there, said Mr Markel should be able to absorb consolidate," he said shareholder and regulatory ap-

It will be a challenge to inte- Markel the company successfully, said And the purchase of an insurer proval It lS expected to be com-
grate the several companies with Nigel Rogers, president and Jay Cohen, an analyst at Merrill and reinsurer with significant pleted by late 1999 or early 2000
Markel, said Donald Watson, a di- chief executive officer of Terra Lynch & Co Inc in New York London market operations will The decision to sell to Markel

rector at Standard & Poor's Corp Nova, will become an executive "If they didn't have any good greatly expand the range of busi- was made after Terra Nova had
in New York officer of Markel and will contin- people in London, I would be ner- ness Markel will be able to write, spent several years looking for a

"They are very different compa- ue to head the London operations company to buy in the United
nies Markel is about half the size of Terra Nova, which will contin- States, said John J Dwyer, chair-
of Terra Nova, and there is very ue to operate under their existing man of Terra Nova "To be truly
little geographic overlap," he said names Mr Rogers and two as- 'We are different in terms of location and global, you have to have aUS
Markel has no experience manag- yet-unnamed directors of Terra presence," he said
ing international operations, "and Nova will join the Markel board lines of business, but we have a very Although several insurers and
that is a concern," Mr Watson The senior management of Com- similar commitment to making reinsurers in United States have

added pagnie de Reassurance d'Ile de been for sale for the past several
Markel has successfully man- France in Paris also will remain underwriting profits,' says Steven A. Markel. years, none were suitable, Mr

aged an excess and surplus lines Terra Nova bought CORI- Dwyer said
book of business m the United FRANCE in 1997 Finding a partner in the U S is
States, but that experience does 4,Terra Nova brings a tremen- easy, but finding the right one is
not prepare it for managing Lon- dous amount of experience with vous, but Nigel Rogers is staying Mr Cohen said fairly difficult," he said
don market business, he said it, and we are not changing that," on, and he is a good manager," "There is business in the Lon- Recently, Terra Nova was in ne-

If Markel manages the acquisi- Mr Markel said Mr Cohen said don market which you won't see gotiations to buy aUS company
hon well, however, it will trans- Despite the differences in the Mr Rogers Joined Terra Nova in in the U S ," he said that Mr Dwyer did not name "It
form itself into a significant inter- business written by Markel and 1996, when the company bought The competitive market in Lon- was a great company, but it did
national insurer and reinsurer, Terra Nova, they are very similar Octavian Syndicate Management don hit Terra Nova's profits for not give us the momentum that
Mr Watson said companies in other ways, he said Ltd the second quarter of 1999, when Markel does," Mr Dwyer said

S&P placed Markel under its "We are different in terms of loca- The London operations of Terra lt decided to exit U K private Mr Dwyer, who is 63, will retire
"CreditWatch" review with nega- tion and lines of business, but we Nova currently are wording in a passenger auto, light aircraft and from Terra Nova after the trans-
tive implications after the an- have a very similar commitment competitive market, but that general aviation business action is completed
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Vermont not name the company, but he de- If the Department of Labor decides that "captive are a good busmess captive Insurance include approxi-
scribei it as "a large Midwestern to modify the conditions under which idea" mately $10 milhon m premium taxes
utihty with a captive m Bermuda " capbves can be used to fund employ- And the captive industry remains and license fees annually, another $1

Contmued Pom page 2 The captive parent didn't want to ee benefits, the branch captive mech- good business for Vermont Robert nullion m general fund taxes and
forming sponsored captives, which move its Bermuda captive onshore, anism offers tremendous potential Mliler, commissioner of the Vermont $500,000 in state transportation fund
would have cells open to other par- Mr Crouse said, and it began discus- for Vermont to host more such enti- Department of Economic Develop- taxes, Mr Mllter said
ticipants sions wlth Vermont captive officials ties, he said ment, revealed prehminary findings Meanwhile, the total costs to Ver-

Another major element of this about a year ago to find an alterna- Lookmg ahead, Mr Crouse sug- of a state study of the captive indus- mont's annual budget of approxi-
year's changes in Vermont's captive gested such activity might even try's economic impact that document mately $900 milhon related to cap-
law is a provision allowing the for- prompt Vermont to adjust its exist- the industry's value to the state tive insurance are less than $250,000
mation of "branch captives " That The total fiscal cosls of Ihis 1ng premium tax structure, because The study showed the industry is annually, he said The cost of captive
measure allows alien captives to
form an onshore branch in Vermont industry are extremely

many companies' annual employee directly and indirectly responsible regulation is paid through the preml-
benefit premiums are even larger for 625 full- and part-time jobs in um tax and not reflected in that

for purposes of writing employee low,' Says Robert Miller. 'SO than their property/casualty preml- Vermont, with an average salary of $250,000
benefits through the captive It was more than $43,000 and $22 million in "The total fiscal costs of this mdus-

enacted in anticipation of the U S Irs an extremely promable umsMr Crouse said he anticipates 30 to.al annual personal income at- try are extremely low," he said "So
Department of Labor allowing such industry for Vennont.' new captive formations in Vermont tnbutable to captive insurance it's an extremely profitable induiactlvlty this year As of Wednesday, the state Fiscal benefits to the state from for Vermont "

Mr Crouse said the state licensed had issued 17 new heenses m 1999

its first branch captive about two Mark M Boll, director of risk man-

weeks ago tlve agement for Minneapohs-based
"Now the (branch captive) is sit- "If the Department of Labor glves Apogee Enterpnses Inc and the new California upholds

ting there, but the hcense is sub]ect to us the rullng, we're off and running," chairman of the VCIA, said contm-
Department of Labor approval," Mr Mr Crouse said He speculated it wall ued captive formations in spite of the
Crouse said probably be a few months before fed- ongoing soft traditional insurance

Again, the captive director would eral officials make their decision market are testimony to the notion
survival statute'

By JUDY GREENWALD tress are "often the largest part of
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an award" in sexual harassment

0 SAN FRANCISCO-Heirs to cases, such as this one, she said
!f plaintiffs who die before a verdict This decision "basically lets the

b Fpv /34#I. is rendered cannot collect pain- defendant off scot-free as a result

1 and-suffering awards from state of a hon'ible twist of fate "
1 courts, even if the suit alleges vio- Supporting Ms Cordova's hus-

Y lations of federal law,
i 1 says the band was Los Angeles-based Pro-
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g heirs from collecting for pain and Karl M Manheim, a law profes-
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6 6 0 suffering after a plaintiff's death sor at Loyola Law School in Los
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In this case however the plain- Angeles who submitted a friend of

f '1 tiff's widower had argued that be- the court brief on behalf of the
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cause his spouse alleged violations group, said the decision creates at »

11 of federal Clvll rights law, the sur- conflict with federal courts, which
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' vival statute was not applicable have ruled the state's survival
fl Ij \

The California Supreme Court statute is inconsistent with feder-

11 t} 11, i . for Nominations disagreed, overturning two lower al law As a result, he said, the
court decisions case ultimately may be decided by

A At The decision in County Of Los the U S Supreme Court
Angeles us The Supenor Court of Although plaintiffs can file fed-9

Los Angeles County means litiga- eral civil rights charges in federal
f i Risk Manager of the Year tion brought by elderly plaintiffs or state courts, "now plaintiffs

against nursing homes and other will be inclined to file in federal
\X Risk Management Honor Roll .nstitutions will be filed more fre- court because in the rare occur-

. quently in federal rather than renee they die while their case is
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f California state courts, says an at- pending," they will be at a disad-
Nomindtions br the 2000 Business /nsbrance,' j

torney involved with the case vantage in state court because of

--- -- - Risk Manager«of the,Year and Risk Management The case involved Patricia Cor- this ruling, said Mr Manheim
dova, who had filed a sexual ha- This will particularly affect el-

Honor Roll are noW being.dccepted. 1 1 f

r rassment ease against the Los An- derly or 1nfirm lnstitutiona1ized
8

gles County Sheriff's Department, plaintiffs, "those folks who stand1
j,

where she had worked as a a greater risk of dying while their-&--+- ..;_-6= The Risk Manager of«the Year Award wd s j deputy, and others in state court cases are pending, especially since
-- ; -created in 1977 b Businesnsurand to incredse Ms Cordova charged violations (defendants now have) incentive

of state as well as federal civil to drag it out as long as possible,"
N recognition«of the risk management profession rights laws She was killed in an he said

-- =- and to recognize outstanding Verformance in the unrelated automobile accident, Mr Manheim said California's
Er though, before her case came to survival statute is a "relic of thepradice of risk management.

b trial, leaving a husband and four 17th Century" that most states,1 1 ,
j

children as survivors have abandoned "because it's un-
0

Anyone involvedin risk managetnent A state trial court and an appel- fair and lt provides a windfall for
. late court agreed that the statute the defendant "f;

--._ _ -for a corporation, not-for-prSfit institutionu agamst pain and suffering awards "Why should th; defendant
-*4» or government entity can be nomin*ed / should not be applicable in her benefit simply because the plain-

t case because it "would be incon- tiff dies before the case goes to fi-
sistent with the policies underly- nal judgment? That's why most

--- ing the federal civil rights law," states have rejected lt It's anFor nominating - - The nominations will be iudged by a panel ««/ according to the decision anachronistic rule It's out of

forms and instrudions, of professionals representing all aspeds of<risk But in a unanimous decision, touch with modern law "

call 312-649-5319 the California Supreme Court dis- Kevin J Dunne, a defense attor-management and the commercial insurance
agreed The court said precluding ney with Sedgwick, Detert, Moran

or e-mail: industry. f pain and suffering awards "which & Arnold In San Francisco, said
5>

our Legislature determined to be "As a California lawyer, it comesIducker@crain.com
damages particularly personal to as little surprise that the Califor-

The honorees will be announced in the b the deceased plaintiff, is not in- nia Supreme Court would give

- --_« «. _Mayl, 2000 issue of Business insurance«which consistent with or pre-empted by credibility to its own law Any-
federal law " body who practices here is very

will be distributed at the Risk & Insurance The decision says heirs still can used to the concept "
Management Society Inc. Conference. collect for any economic damages Mr Dunne said the survival

sustained before the plaintiff's statue is a "bit of a compromise "
f death, including lost wages and In a typical case, such as one

medical expenses, as well as puni- brought by an asbestos sufferer,
tive damages the plaintiff may not be able to

Barbara Enloe Hadsell of Had- collect for pain and suffering, but
sell & Stormer in Pasadena repre- heirs still could collect for dam-
sents Ms Cordova s husband She ages on wrongful death claimsBusiness said no decision has been made on .

Insurance®
whether to petition the U S County of Los Angetes et at, pe-
Supreme Court in the case The titioners, us The Superior Court
attorney who represents Los An- Of Los Angeles County, respon-

www.businessinsurance.com geles County had no comment dent, Kim A Schonert, as person-
"I think it's an extremely unfor- al representative, etc , Real Part'y

tunate decision," said Ms Had- zn Interest, No S053930, Califor-
sell Damages for emotional dis- nia Supreme Court



Commentary

Action raises
airlines' esteem

When I groused in a column last month about a series of
flight delays in and out of Chicago this spring, I thought I had
been just unusually unlucky.

Now, in the past few weeks, it's been documented that fly-
ing in and out of Chicago's O'Hare International Airport re-
cently has indeed entailed "drastic delays," in the words of
United Airlines.

And the major airlines and the Federal Aviation Adminis-
tration are pledging to improve service around the country.

I'm not taking any personal credit for this, as much as I
would like to think that my column was among those read by
airline managements deluged with complaints about bad ser-
vice. But as a frequent flier, I sure am happy it is happening.

In a letter to its frequent flyers sent last week, United wrote:
"Since you have recently traveled through our largest hub and
United's hometown, you may have experienced drastic delays
at Chicago O'Hare International Airport. These delays have
been largely due to unpredicted obstacles during renovations
required by the Air Traffic Control and the coordination of
their efforts in providing pleasant, efficient service."

The letter continues, "We want to assure you that we at
United are doing eveIything we can to improve the implemen-
tation of these new systems."

And as if responding directly to my col-
umn pleading with airlines to consider
the schedules and comfort of their cus-

tomers. United says, "Getting you com-
fortably to your destination on time is our
top priority and the essence of our service
to you."

Now that's more like it.

United also announced that it would

credit the accounts of its Premier Mileage
Plus members with 2,500 miles "to under-
score our commitment to you as a Premier
member and to acknowledge our pledge
to improve the experience of all your air

travel."

I don't want to sound too greedy, but adding another 0 to
that mileage credit would get a lot more attention and appre-
ciation.

American Airlines has sent a similar letter to its frequent
fliers; I am looking forward to reading it, but I haven't yet re-
ceived it. (Delivery delays by the U.S. Postal Service are fod-
der for another column.)

I'm hopeful that the airlines aren't making just an empty
promise and that they will be able to improve their service as
a result of the Federal Aviation Administration's recently an-
nounced a plan to reduce airline delays. The airlines certainly
can't do it alone.

As reported in The New York Times and The Wall Street
Journal, the FAA has told the airlines that its command cen-

ter in Herndon, Va., will start coordinating traffic flow in bad
weather, eliminating conflicts among local centers across the
country. And because they are not necessary for safety, the
FAA will allow the center to minimize the use of extra buffers

that are otherwise routinely established between planes in
bad weather.

The Wall Street Journal noted that the number of airport
delays rose an average of 44% in April and May, attributing
the increase not only to the new FAA equipment in some loca-
tions but also the ever-increasing growth in the number of
passengers and the weather.

As several readers pointed out to me, neither the airlines nor
the FAA can control the weather. But in what is the most wel-

come news to this airline customer, the FAA has pledged that
airplanes held on the ground by bad weather will be given a
specific departure time. This will allow the airlines to deter-
mine whether it makes any sense to keep passengers on a tar-
mac or let them get off a plane and make other arrangements.

Having berated the airlines and the FAA for lousy service, I
think it is only fair that I now commend them for acknowl-
edging the problems and telling us how they expect to im-
prove service.

The FAA said that all these measures should improve ser-
vice within the next few weeks without compromising the
safety of air travel. With the approaching fall conference sea-
son, many of us will have plenty of opportunities to find out
how well all of this is working.

I'm really an optimist at heart, but I am still, however, going
to build airport departure delays into my travel schedule.

Kathryn J. Mcintyre's commentary appears fortnightly.
Reach her at kmcintyl@crain.com.

Ohio
Continued from page l

"It is part of a national trend," he
said. "The state legislatures that pass
these laws are bound and limited by
their state constitutions that create

them, and we intend to hold them to
those requirements."

Mr. Schwartz said the strategy is
attractive to ATLA and opponents of
tort reform because state constitu-

tions "contain many vague and
untested provisions" that can be in-
terpreted in a variety of ways. In ad-
dition, he said, when a case focuses on
interpretation of a state constitution,
there are no grounds for appeal to the
US. Supreme Court.

The Ohio decision, however, "is so
extreme" that it may merit federal re-
view, acc to Mr. Schwartz.

Unless that occurs, though, Ohio's
comprehensive tort reform law-
which took effect in early 1997-is
dead. The unusually broad law tack-
led numerous facets of liability at
once (BI, Oct. 7, 1996). The measure:
capped punitive damages; abolished
joint-and-several liability for non-
economic damages; capped non-eco-
nomic damages via a pair of formulas
involving the nature of the particular
injury; modified the liability regime
for economic damages under some
circumstances; and set a 15-year
statute of repose for product liability
claims under most circumstances.

In a 4-3 decision, the state's high
court last week voided the entire 1996

tort reform package. In a lengthy-
and sometimes barbed-majority
opinion that cited precedents stretch-
ing back to 1802, Justice Alice
Resnick agreed with the plaintiffs that
the Legislature had crossed into un-
constitutional territory when it passed
the legislation.

Justice Resnick, a Democrat who
was joined by the other Democratic
judge and two of the court's five Re-
publicans, wrote that the Ohio consti-
tution gives the courts, not lawmak-
ers, the power to decide who will have
access to the courts.

In a sharply worded dissent, Chief
Justice Thomas Moyer wrote that it
was the Supreme Court itself that had
overstepped its bounds; he said the
majority decision "affronted" consti-
tutional government.

The Columbus-based Ohio Cham-

ber of Commerce, which has been one
of the most active refom- supporters,
shared Chief Justice Moyer's opinion.

"With this decision, Ohio lawmak-

ers might as well close up shop and go
home. They can no longer represent
their constituents as the lawmaking

Huff
Continued from page 2
judgment that a federal district court

judge in Louisville, Ky., entered
against him last month. Judge Jen-
nifer B. Coffman entered the judg-
ment against former trucking associ-
ation executive Robert Martire on

July 7 because of his failure to make
himself available to Liberty Mutual
for deposition.

Mr. Martire, a former executive vp
and chief operating officer for the
association, the North American
Trucking Assn. of Louisville, Ky.,
could not be reached for comment.

Attorneys in the case said they be-
lieve Mr. Martire never mounted any
kind of defense, including not hiring
an attorney.

In 1995, Mr. Huff was president of

NATA. The association, whic no
longer is in operation, then had a na-
tionwide membership of about 650
trucking companies and 20,000
drivers, Mr. Huff has said.

Mr. Huff at that time also was

president of Louisville-based broker
All Risk Services Ltd. All Risk

signed a managing general agent

body of our state. Under the guise of
separation of powers, the Supreme
Court has boldly made the judicial
branch first among eq,121R," Linda
Woggon, the chamber's vp-govern-
mental affairs, said in a written state-

ment released shortly after the ruling.
In a subsequent interview, Ms.

Woggon predicted that despite the
state-specific nature of the ruling, the
decision would resonate beyond
Ohio's borders.

"Whenever you have a comprehen-
sive and very good piece of legislation
rejected by a state supreme court, it
kind of re-energizes the movement to
have legislation overturned in other
states," she warned.

"The situation in Ohio is particular-

The Ohio Supreme
Court's majority is
'legislating; they're
not ruling on laws,'
says Bill Schroeder.

ly frustrating," said Bill Schroeder,
vp-Midwest region for the Alliance of
American Insurers in Downers Grove,

Ill. Four votes on the Supreme Court
are all that is needed to "undo the leg-
islative majority in both houses" as
well as the governor, he said. The
Ohio court's majority is "legislating;
they're not ruling on laws."

Risk managers also took issue with
the ruling.

"The action of the Supreme Court
recreates a lottery-like atmosphere at
the trial court level. It will reap wind-
fall profits for aggressive plaintiff
lawyers at the expense of Ohio's con-
sumers," said Jim Green, risk manag-
er for Justin Management Co. in Fort
Worth, Texas, and state and provin-
cial team leader of the Risk & Insur-

ance Management Society Inc.'s ex-
temal affairs team.

By removing the law's limits on
punitive and non-economic damages,
"the threat of runaway jury awards
forces commercial defendants to set-

tle cases that should be tried on their

merits. These settlements become part
of the hidden cost of doing business.
They cause higher insurance premi-
ums," Mr. Green said.

"Although there's 100 and some
pages of opinion, the driving issue I
don't think is the law or the constitu-

tion, I think it's politics," said Richard
Schafstall, senior counsel of Cincin-
nati-based Cinergy Corp. and past
president of the National Council of
Self-Insurers. "I think that everybody,

agreement with Liberty Mutual to
bind coverage for NATA members,
subject to the insurer's underwriting
criteria, accordmg to court papers.
All Risk agreed to collect the NATA
premiums and remit them to the in-
surer in a timely fashion. NATA
guaranteed All Risk's financial and
contractual obligations, according to
the papers.

Instead, the lawsuit charged, the
defendants:

• Failed to remit all of the annual

premiums that NATA members paid
in full upfront. The defendants al-
legedly told the insurer those mem-
bers were paying their premiums un-
der an installment plan over the
course of a year.

• Created fictitious Liberty Mutu-
al policies to fraudulently obtain
premium financing from other fi-
nancial institutions.

• Used the trucking program pre-
miums and the premium-financing
proceeds for their personal use and
to operate All Risk and NATA.

Besides Messrs. Huff and Martire

and All Risk and NATA, Liberty
Mutual named Mr. Huff's two broth-

ers as defendants. Eric Huff was an

All Risk officer and a NATA direc-

including the leaders in the Senate
and the House, is concerned about

how to remedy the situation. I think
they're appalled by the language 01
the majority. There's no doubt in my
mind that some discussions will occur

to decide what can be done, if any-
thing," Mr. Schaftall said.

Mr. Schwartz of ATRA said he be-

lieves "the Ohio opinion is so extreme
in nullifying two basic principles of
federal constitutional law" that there

may be a federal remedy.
First, Mr. Schwartz said, there was

no "real case and controversy" in the
underlying lawsuit in the Ohio case.
"No person was hurt, there was no
tort claim," he said, noting that the
Ohio trial lawyers' group argument
was that it had been injured because
the law might cause the group to lose
members as demands for plaintiffs at-
torneys' services fell.

Second, the decision simply·turned
the concept of separation of powers
"upside down," Mr. Schwartz said,

with the state high court infringing
upon the duties of the Legislature.

That "gets to a possible federal ar-

tion guarantees each citizen a repub-
lican form of government. The Ohio
decision is so extreme that it may vio-
late the rights of the lawmakers, peo-
ple and persons whom the law was in-
tended to protect. What the court has
done is create a situation where there

is no check on it," he said.

ATRA may pursue such a chal-
lenge, though no decision has been
made, Mr. Schwartz said.

The immediate response may be
more prosaic. The Ohio Chamber's
Ms. Woggon said pro-reform forces
plan to meet this week to consider leg-
islative responses, "but perhaps more
important than that" to look at how to
change the makeup of the court.

"Unfortunately, the business com-
munity in Ohio hasn't been real so-
phisticated when it comes to their in-
volvement in judicial elections, and
we need to change that. They need to
understand that judicial elections in

Ohio right now affect their bottom
line," she said.

In 1998 elections, the Chamber led
an unsuccessful drive to unseat Asso-

ciate Justice Paul E. Pfeifer, a Repub-
lican who often votes against business
interests, according to the state busi-
ness group (BI, Oct. 26, 1998).

Ms. Woggon pointed out that two of
the court's seven justices-including
Justice Resnick-face re-election

campaigns next year.

Ohio Academy of Trial Lawyers et
at. vs. Sheward et at., Ohio Supreme
Court;No. 97-2419.Aug. 16,1999.

tor; David Huff was NATA's general
manager. David Huff is not David L.
Huff, whom oil giant Ashland Inc. of
Covington, Ky., recently appointed
director of corporate insurance.

The racketeering charges stem
from the defendants' involvement in
three other incidents that led to

charges that the defendants misap-
propriated millions of dollars of in-
surance premiums and premium-fi-
nancing proceeds.

Two of the cases were settled. In

one case, however, a court earlier
had ruled that NATA breached its
contract with Transamerica Premi-

um Financing Corp.
In the third case, retail and whole-

sale broker LaGere & Walkingstick
Insurance Agency Inc., a Chandler,
Okla., subsidiary of Chandler (USA)
Inc., continues to seek $113,000 of
unremitted premiums from Mr.
Huff. The 6th U.S. Circuit Court of

Appeals two years ago ruled that Mr.
Huff could not discharge that debt in
his personal bankruptcy.

Kentucky regulators last October
revoked W. Anthony Huff's license
based on the TIFCO and Lagere &
Walkingstick incidents (BI, Nov. 16,
1998). lai
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Lloyd's not individual underwriters, and the attorney for Lloyd's in the Updates
the parties never stipulated that all Squibb case He said he is reviewing
member underwriters would be how the Allendale decision might Gen American delays processing

Continued from page 2 bound by a decision for or against affect the Squibb case
the jurisdictional minimum was their representative underwriter " Louis Solomon, a partner at Continued from page 2

$50,000 Also in contrast to the Squibb Solomon, Zauderer, Ellenhorn, Athough, under the terms of the pollcies, the company has six months

The Allendale coverage case case, "defendants here seek to force Frischer & Sharp m New York who toprocess such requests, it normally processes them ngh,t away, the com-
stemmed from a warehouse fire a stipulation upon plamtiff after the represented Squibb in its case pany spokesman said

claim filed in the early 19905 by case has been fully htigated and de- against Lloyd's, declined to com- The move resulted from an upswmg m loan and surrender requests
Bulldata Corp of France Allendale fendants have prevailed It is one ment on the Allendale decision General Amencan experienced after it was placed under voluntary su-
paid the more than $100 million thing for defendants to agree to be Mr Hansell also suggested that pervision by Missoun regulators (BI, Aug 16) The company faced a hq-
damage claim and collected on rein- bound before trial and quite anoth- perhaps the judge in Squibb allowed uldlty problem when it was unable to meet cash demands by institutions
surance from all of its remsurers ex- er to agree to be bound aftera high- that case to go forward because the holding more than $4 bllhon m short-term fundlng agreements
cept for Lloyd's In its suit, Allen- ly favorable outcome," she added lunsdictional minimum was just The spokesman said the company is reviewing offers for financial part-
dale was attempting to collect $7 The reinsurer defendants m the $10,000 in 1982 when that suit was nerships and hopes a deal wlll be struck unthm 30 days
milhon in indemnihcation for the case presented several proposals filed In a special report on the company, Moody's Investors Service Inc said
loss and $5 milhon in expenses that would have allowed the suit to "One ma]or difference between it is unlikely the hquidity problem expenenced by General Amencan wlll

After a seven-day bench trial go forward in federal court, one of the two cases is that the luriscllc- occur with other hfe msurers Although many Me instimis use the short-
overseen by Judge Scheindlin in which was to dismiss from the com- tional minimum was much lower m term funchng device used by General Amencan, they do it on a more-lim-
December 1997, the reinsurance plaint all those defendants that did Squibb because it was filed so long ited bams, Moody's said

contract in controversy was re- not meet the lunsdictional diversity ago," he said
scinded based on alleged misrepre- requirement But the plaintiff de- The issue of whether Lloyd's can Enhance Re downgraded
sentations by Allendale during the chned to accept any of the propos- be sued in federal court has been a
placement, Mr Glazer explained als As a result, Judge Scheindlin recurrent theme in U S coverage NEW YORK-Moody's Investors Service Inc last week downgraded

After losing at trial, Allendale ap- dismissed the case litigation involving the London the insurance financial strength rating of financial guarantee reinsurer
pealed to the 2nd Circuit, which re- "Jurisdiction cannot be saved de- market, according to Robert Enhance Remsurance Co two notches to Aa2 from AAA, citing its hold-
manded the case back to the district spite the various alternatives sug- Horkovich, a policyholder attorney ing companis divermficatlon efforts
court to review in hght of the gested by the defendants," the Judge at Anderson, Klll & Olick PC in Moody's thought some of the divermfied bumness was higher risk, said
Squibb decision wrote New York Jack Dorer, Moody's senior vp-bnancial institubons group But, he said,

In Squibb, U S District Judge Now both parties in Attendate us In fact, the service-of-suit clause "I Bink they Mll continue to be a very viable provider of hnancial guar-
John Martm found the federallurls- Excess must go back to the drawing was added to Lloyd's msurance antee reinsurance m the mdustry"
diction requirements were met be- board and decide whether to pursue contracts to make it easier for U S Mr Dorer said, "They have a strong track record of maintaming a high-
cause, m the insurance contract in the htigation in state court or to ap- policyholders to enforce their poli- quality insured portfoho, and they've developed very strong relationships
dispute, the lead Lloyd's name had peal the dismissal to the 2nd Cir- cies through the U S courts, he said with the pnmanes over the years, and we continue to beheve their Eman-
agreed to act as a representative of cult He quoted from a Sept 23, 1971, cial strength is very high"
the other names on the risk All of "In our view, it's a colossal waste letter from the Non-Marine Market Arthur Dubroff, cluef financial officer of the holding company, En-
those names would be bound by the of the parties' and judicial re- Assn to then-Lloyd's U S counsel hance Financial Services Group Inc, said that although he is pleased
outcome of any litigation against sources," Mr Glazer said LeBoeuf, Lamb, Leiby & MacRae as Moody's has confrmed the strength of its financial guarantee remsurance
that leading name (BI, Aug 2, Dec London Fischer LLP, the firm an example "The NMA said 30 franchise, "we're disappomted that Moody's beheves that our successful
21,1998) that represented Allendale m the years ago that they need to allow diversification strategy endangers the financial strength rating of En-

While Judge Martin's ruling pre- case, declined to comment U S pohcyholders access to their hance Reinsurance We beheve that's not the case " In fact, Mr Dubroff
served the 17-year-old Squibb cov- But regardless of whether the case courts to sue them, otherwise they'd said, being able to generate profits from other areas means "in effect, we
erage case, Judge Scheindlm's deci- is refiled or appealed, it ian't really have problems sellmg insurance in don't have to stretch from an underwntmg standpoint"
sion invalidates all the work in the dead, according to Dean Hansell, a the U S," Mr Horkovich para- New York-based Enhance Re continues to have AAA ratings from
Allendale case, said Neal M Glazer, partner at LeBoeuf, Lamb, Greene phrased Standard & Poor's Corp and Duff & Phelps Credit Ratmg Agency
a partner at D'Amato & Lynch m & MacRae in Los Angeles who reg- Decisions such as Allendate effec- Moody's downgraded another financial guarantee remsurer, New
New York who represented Excess ularly represents Lloyd's in cover- tively void the service-of-suit York-based Capital Reinsurance Co, to Aa2 in March (BI, March 15)
Insurance Co age cases clause, making Lloyd's pohcies less Beimuda-based ACE Ltd subsequently announced its plans to buy Cap-

"We had hoped that the prmciples "The ultimate outcome of this desirable to U S insurance buyers, ital Re's holdmg company, Capital Re Corp (BI, May 31).
enunciated in Squibb would be ap- case will depend on what the 2nd he sald
phed m our case," he said Circuit does with the Squibb case," "A prudent risk manager has to Governor would OK HMO suits

Instead, Judge Schemdhn ruled he said realize that one of his avenues for

there is no federallunsdiction in the The Squibb case is on appeal to collecting from Lloyd's is now ques- SACRAMENTO, Calif -Callfornia Gov Gray Davis would give pa-
Allendale case, nullifying her earh- the 2nd U S Circuit Court of Ap- bonable," he said tients a hmited nght to sue their health plans for punitive damages relat-
er ruling denying reinsurance cov- peals The appellate court has asked ed to the demal, delay or moddication of a doctor's recommended treat-
erage to Allendale, Mr Glazer ex- for additional briefs on the issue of Atiendale Mutual Insurance Co ment

plained federal jurisdiction, arguments are us Ezcess Insurance Co Ltd, et al, The governor proposed those reforms last week m response to the
But Judge Scheindlin wrote in her set for Oct 4 U S Dmtnct Court for the Southern dozens of managed care reform bills now movlng through the Lemslature,

decision that "unlike plaintiff George Marshall Monarty, apart- Dlstnet OfNew York, Aug 11, 1999, which is scheduled to adioum Sept 16

Squibb, Allendale sued syndicates, ner at Ropes & Gray in Boston, is 95 Civ 10970 (SAS) Under the governor's proposals, certain conditions would have to be
met before patients could sue For example, substantial physical harm

Heller joins utility risk manager would have to occur The proposals defme substantial harm as death, loss
of a limb or loss of a bodly function

Gov Davis called for the creation of a gnevance procedure enabling a
patient to appeal a treatment decision to a panel of state-paid health ex-

its operating divisions He also perts The patient flrst would have to exhaust the health plan's internalComings & Goings: Buyers oversees the company's human re- grievance process, but that gnevance process could take no more than 30
sources and facilities group days.

Mr Adams joined MBK in 1997 A plan would have to make its treatment guidelines "pubbc and acces-
Susan Heller has been named Ms Denler, 35, is responsible for as director sible " Utlhzation review would have to occur within five busmess days

director of risk management at the the risk management and tax of risk man- Failure to meet the standard would deem the treatment as having been
Public Utilities Risk Management compliance activities at Cretex agernent He demed and would tngger a three-day expedited review of the demal
Assn in Southborough, Mass and its subsidiaries reports to through the plan's gnevance procedure

Ms Heller, 30, acts as risk man- In her newly created position, Dale Kemp, If enacted, the proposal also would create a new department to regu-
ager for some of the members of Ms Denler reports to Don Schu-          senior vp late managed care

the association of publicly owned macher, Cretex's chief financial and chief fi-

utilities Among her duties are loss officer nancial offi- Briefly noted
control, insurance purchasing, Previously, Ms Denler spent cer

and policy and claims analysis nine years with Delta Environ- Mr A Callfornia state court Judge has denied a plaintiffs' request to certi-
The position previously was filled mental Consultants Inc in St Adams holds fy a dietplll suitasa class action The suit was brought by two people
on a part-time basis by a consul- Paul, Minn, as manager of tax  a bachelor of against American Home Products Corp, makers of withdrawn diet
tant and insurance Mr. Adams science de- drugs Redux and Pondimin The plambffs are seelang medical monitor-

Ms Heller reports to Barry Port, She holds a bachelor of science gree in ma- ing of heart problems in people who took the drugs Illmols Gov
executive director of PURMA in business from the University of rine transportation from the U S George Ryan last week signed a maior patient protection measure, S B

Before Joining PURMA, Ms Minnesota's Carlson School of Merchant Marine Academy and a 251, which gives most enrollees m state-regulated HMOs easier access
Heller was a risk management an- Management master's degree in business ad- to specialists as well as to appeals Standard & Poor's Corp has
alyst at New England Electric Ms Denler is a Certified Public ministration from Pepperdine downgraded its financial strength rating of Reliance Insurance Co. and
System m Westborough, Mass Accountant and a member of the University its related compames to A- from A The downgrade reects concerns

She holds a bachelor of arts in American Institute of Certified He is a director of the Orange about the future probtability of Rehance, the rating agency stated
economics and history and a mas- Public Accountants, the Minneso- County chapter of the Risk & In- Famihes of 76 people lolled in the crash of Swissair Flight 111 off Nova
ter of business administration ta Society of Certified Public Ae- surance Management Society Inc Scotia last year have filed a $3 8 bilhon suit against E I DuPont de
from Boston College countants and the local chapter of and holds a California fire and ca- Nemours & Co DuPont manufactures Mylar, a product used m msula-

Ms Heller earned the Chartered the Risk & Insurance Management sualty insurance broker's license bon thatmay have spread a fire on Fhght 111 The crash lolled all 229
Property & Casualty Underwriter Society Inc passengers and crew aboard Odyssey Re (London) Ltd has filed an
designation and lS a member of *** We'd like to report on staff amended racketeering complaint, charging that units of Stirlrng Cooke
the Massachusetts chapter of the Gordon L. Adams has been pro- changes in your company's risk Brown Holdings Ltd and others conspired to defraud it m an array of
Risk & Insurance Management moted to vp-risk management and management, safety and employee workers compensation remsurance placements (BI, April 5) Stirhng
Society Inc administration at MBK Real Es- benefit departments Contact Cooke labeled the complaint "totally without merit" and said it would

tate Ltd m Irvine, Calif Michael Bradford, Associate Ed:- hle a motion to dismiss American International Group Inc has re-
Mary Denler has been named di- In his newly created position, tor, Bus:ness Insurance, 473 Fair- ceived permission to operate a life insurance subsidiary in Bulgaria

rector-tax and insurance at The Mr Adams, 49, is responsible for f:eld Ave, Gretna, La 70056,504- Called AIG Lie (Bulgaria), it wlll offer mdividual and personal hfe and
Cretex Cos Inc, a concrete and buying and managing insurance 364-1908, fax 504-364-1337, e- accident insurance through brokers The new unit wlll be headquar-
industrial products manufacturer programs, employee benefits and mail mbradforecrain com Please tered m Sofia, Bulgana's capital
based in Elk River, Minn safety engineering for MBK and send a photograph, too
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health care providers treating the worker That to buy software or special equipment to access 58 Insurance Index
means the provider can have the same account OccuLink net
of the injury the supernsor got, Mr Midyett That was a big draw for Flermng Cos Inc, a 2,200

Contmued *om page 1 said The elinician then can input treatment in- wholesale grocery distributor in Oklahoma City 2,150
employers hold down the frequency and cost of formation and return-to-work recommenda- with 32,000 employees throughout the Umted
workplace InJuries and illnesses lions into the system States 2,100

The virtual provider organization was devel- Mr Midyett stressed that it is important for We are so geographically spread out," said 2050
oped to fae together the parties mvolved m occu- the health care provider to have the same details Linda Cartwnght, manager of health services at
pational care, explained Mark L Midyett, vp- regarding an injury as the employee's super·vi- Fleming With an Internet-based system, difer-
business development with OccuLink sor Workers often leave out details they may ent locations and their providers didn't need to 1,950

Like a traditional managed care operation, think are unimportant, and these omissions can buy software or special equipment
1 900 IOccuLink net signs up local health care hamper treatment, he explained Ms Cartwnght said the system has solved -L--11111

providers and links them with risk managers, During the course of treatment, the system problems the grocery distributor encountered
human resource managers, claims managers, analyzes information from chnicians to assess with 30 warehouse locations using hinng proce-
regulators and others mvolved m preventing m- the progress of Injured workers If, by a certain dures that all were a httle different
lurles and providing care to workers point, the level of functionality required for the With the new system, Ms Cartwnght put in 1,750

The need for Occullnk net became evident to job has not been reached, the case management place a process that lays out the hinng require-
Sandler Occupational as it looked for a way to r=se for the worker is alerted by e-mall ments for all warehouse managers Part of that

72 7/9 7n 6 7/23 7/30 8/6 8t13 8/20better manage the kinds of programs it was That way, there is case management only on information iS a functional screening that
putting together for its chents, Mr Mldyett said the cases where it is really necessary," said Mr prospective employees must undergo to deter- Base=100 on Dec 29,1978

Source Nordby International Inc (nordby com) Boulder, ColoIt became apparent "with the advent of the Midyett "With a lot of case management firms, mine the type of warehouse work they should be
Internet" that the parties involved m loss pre- you see activity on all cases, wnen a lot of them able to perform
vention and treatment for injured workers could don't need it " "Before OccuLmk, the process was applied PCS catastrophe optionsshare mformation, and that such a collaboration Mr Midyett said an 80-bit encryption pro- depending on what the HR manager felt was
could help lower the cost of occupational care, tects the information that is transferred over the appropriate," Ms Cartwnght explained "We As of Aug 20

Mr Midyett said Call Pnce Call PnceInternet, and OccuLink has addressed the pn- were gethng big mjury rates m new hires " spread bid/ask spread bid/ask
Occullnk net is designed to allow local man- - vacy requirements covered by the Health Insur- Before the new system was put m place, the National Annual 1999 California Annual 1999

agers to input first reports of injuiy mto the sys- ance Portability and Accountability Act of 1996 screening entena tended to differ at vanous 10- 40/60 150/195 60/80 02/06

tem Once the report is entered into the system, All medical information iS kept on Oc- cations Some new hires were screened out ac- 60180 80/- 80/100 01/0 6

80/100the employer's rlsk management department cuLink's servers, he pomted out The informa- cording to criteria that were not used in other 30/- 100/150 02/-

gets a copy, and the form can be electronically tion can be placed on an employer's server, but locations, Ms Cartwright said "We wanted to
150C 40/60

200/250 15/50 Western Annual 1999

Filed with regulators in states possessing that only under guarantees that employee health operate as if we were all under one roof " 80/100 -/1 9

capability data wtll be kept secure, Mr Midyett said The system outlmes procedures for each step Southeastern September 1999
The information also iS made available to Because it is Internet-based, users don't have of the hiring process, including drug screening 40/60 08/- National Annual 2000

and medical exams that should be performed 60/80 06/17 100/150 6 7/-

UPS alters shipping coverage Physicians and other providers are able to ac- 150C 50/-

Eastern September 1999 190/195 0 3/0 5
cess the information and consistently adminis- 60/80 08/- 200/250 3 0/-

ter the protocols Fleming sets up 80/100 06/17

ATLANTA-Umted Parcel Service of Amen- milhon for mterest After tax benefits, the assess- "It helps us pollce our providers a httle bit,"
Total volume 27 Total open interesl 10,320ca Inc wlll stop using a Bermuda minsurance af- ment produced a $144 bilhon net charge agamst said Ms Cartwright "We have specific proto-

hliate to cover customers' shipping nsks after earmngs cols that we want the placement physicians to For Information on PCS cat options, call the Chicago Board ol
Trade at 312-435-3674absorbing a mammoth $1 44 bilhon charge UPS also wlll change its program for Insunng conduct on a pre-employment exam " With the

against earnings for tax liabilities stemming customer shipments that are in excess of $100 protocols m place, there is less chance a provider
Erom the program Source Chicago Board of Tradeper package, revertlng to its practice before the w111 perform unnecessary tests that don't pro-

UPS wlll restructure a 16-year-old program formation of Overseas Partners of retaining the vide information to aid in the hinng process
under which an American Internalnonal Group exposure "ln house," a spokesman said "We beheve we w111 see our new-hire Injury
Inc unit has fronted shipper's risk coverage for The details of the new program haven't yet rate go down because we are applymg tools to

British Issues

UPS customers and remsured the business with been worked out, the spokesman said UPS also select the best people for the Jobs," Ms Price P/E Div Yield 52-week

Overseas Partners Ltd of Bermuda UPS formed has not decided whether it w111 appeal the tax Cartwright noted "We should be getting func-
Companies pence pence % high-lowOverseas Partners m 1983 and later spun off court ruhng, he said tionally able people for our positions.

ownership to UPS employees/shareholders Overseas Partners drew $371 8 milhon, or The process also provides a way for the com- Gdn Royal Exch 360 56 43 12 423 227

A U S Tax Court ]udge ruled this month that 29 6%, of its 1998 revenues of $1 26 bilhon from pany to show regulators, such as the Equal Em- Legal & Gen 167 20 1 36 28 237-142

the arrangement was a "sham" devised by UPS the UPS shipper's nsk business ployment Opportunity Commission, that there Royal & Sun 499 17 3 23 0 58 633 455

to avoid reportmg customer premiums as mcome While losing this highly profitable line, Over- is no discrimination m the hinng process This
IBI, Aug 16) While the rulmg covers only 1983 seas Partners wlll continue wntlng UPS' Call- means there is less hkellhood of the company m- Brokers

and 1984, the Internal Revenue Sernce already fornia workers comp nsks and reinsurance un- cumng fines, she said
has challenged the company's 1985 to 1990 re- related to UPS and wlll continue its real estate Flemmg is billed by OccuLink Inc for each Lmbrt Fenchurch 84 82 42 63 94 58

turns and is expected to do the same for the and leasing businesses, said Mark R Bridges, apphcant that is screened JLT 261 11 9 12 0 57 265-166

years since 1990 Overseas' vp and treasurer Mr Midyett said other employers considering
Note Pnces are Aug 20 dosings, other numbers tm Aug 19

UPS last week announced a $1 79 bilhon tax A M Best Co last week placed the Bermuda the system include several airlines and a major
assessment covenng all the years since 1984, m- reinsurer's A+ rating under review Insurer, the insurer is looking at OccuLink net
cludmg $915 milhon for back taxes and $871 -By Douglas MeLeod as a way to reduce case management costs mil Source Nordby /nternahonal Mc (nordby com) Boulder, Colo

Bi Industry Stock Report AUG. 16, 1999, THROUGH AUG. 20, 1999

Weeklv Year to date Yearto date Weekly Year to date Yeartodate Weekly Year to date Yeartodate

BROKERS Pm % cha;lge % change High Low Vol (000) Price % change % change High Low Vol (000) Pnce % change %change High Low Vol(000)

Aon Corp NYS 35.63 1.89 468 46.69 32.19 1797 CNA Surety NYS 1325 140 1130 1600 10.19 102 SCPIE Holdings Inc NYS 2950 0.63 187 33.00 2369 NA

Clark Bardes Holdings NDO 2275 1.09 34.72 2400 1863 6 EMC Insurance Group Inc NDO 1038 122 1863 1350 900 16 Se,bels Bruce Group NDO 3.38 18.18 3 57 625 2.69 116

E W Blanch Holdings Inc NYS 6856 538 46 85 71.75 35.50 149 ESG Re Lmited NDO 1400 5.08 2934 2225 12.75 490 Selective Ins Group NDO 1850 100 8.64 23.00 1669 65

Gallagher Arthur J & Co NYS 53.88 1.41 23.14 5600 3488 125 Enhance Financial Services NYS 2119 -0.29 29.96 33.13 1731 170 Terra Nova Ins Co Ltd NYS 3225 2434 32 31 32 63 21.25 2258

Hilb Rogal & Hamilton NYS 24.25 486 3020 24.38 1556 38 Everest Reinsurarce NYS 2931 2.29 20.10 43 50 2875 708 Tok,0 Marine & Fire NDO 6069 6.00 3.08 62.88 39.00 110

Kaye Group Inc NDO 8.63 417 1897 925 500 12 Fremont General Corp NYS 17.19 3.00 2876 26.00 1588 513 Torchmark Corp NYS 31.44 2.90 953 4550 30.69 1170

Marsh & McLennan NYS 7588 2.19 2833 81.50 43.38 1358 Frontier Insurance Group NYS 1263 194 100 1875 1088 367 Transatlantic Holdings NYS 74.25 0.08 182 93.38 72.50 78

Brown & Brown NYS 37.00 6.09 5.90 39 44 29.31 15 Gains.0 Inc NYS 6.13 208 297 8.06 3.94 53 Travelers Property Casualty NYS 3625 169 18.37 41.88 24.13 910

BROKERS AVERAGE 263 2557 Harleysville GrouT NDQ 1950 0.00 2353 26.88 1700 110 Trenwick Group Inc NDO 2150 2.38 3202 3525 19.00 71

HSBGroup Inc NYS 37.81 0 67 591 5000 34.75 248 Unico American Corp NDO 9.19 4.55 20.33 14.13 8.63 74

INSURERS/REINSURERS HCC Insurance Holdings NYS 14.56 11 07 14.02 25.13 1388 2609 United Fire & Casualty NDO 24.75 102 2563 3850 2225 3

ACE lid NYS 2338 2.09 2849 36.00 21.00 3144 ING Groep N V NYS 5369 000 1199 70.13 36.06 230 Un,Inn NOO 35.94 123 1.41 42.38 27 88 374

Accel International Corp NDO 138 833 54.17 338 125 56 IPC Holdings Ltd NDO 21 25 0.29 6.59 27.38 1738 248 UNUM Corp NYS 3638 251 3931 62.50 33 50 4917

Acceptance Insurance Cos NYS 1388 000 30.19 2281 1206 114 Hartford Financial Services NYS 5050 -062 9 52 6644 37.63 1887 Vesta Insurance Co NYS 450 11. 11 21.74 1481 3.38 269

AEGON N V NYS 88.13 414 27 73 130.13 6925 2567 LaSalle Re Holdngs Ltd NYS 1588 1.20 2303 31.50 1163 72 XL Capital Ltd NYS 53.13 -093 2576 7950 49.25 1609

Aetna Life & Casualty NYS 78.13 119 2.11 99.88 60.19 1891 Lincoln National NYS 4750 104 14.63 57.50 33.50 1583 Zenith Natonal Ins NYS 22.38 0.56 3.24 2669 20.31 60
AFLAC Inc NYS 44.69 -014 1.56 5675 25.13 2331 MAIC Holdings Inc NYS 25.94 371 18.95 33.13 2325 250 INSURERS/REINSURERS AVERAGE -0.42 1065

Allmerica Financial Corp NYS 5944 -0.52 497 7525 3838 383 Markel Corp NYS 18025 2.30 0.00 193.00 132.00 380

Allstate Corp NYS 3563 -035 7.47 4838 34.00 8826 MBIA Insurance Group NYS 5300 1.19 2008 7188 4606 2201 HEALTH MAINTENANCE ORGANIZATIONS
AMBAC Indemnity Corp NYS 5588 251 678 62.38 40.88 819 Meadowbrook Insur Grom NYS 12.13 2.02 2567 28.13 11.06 60 Foundation Heallh Systems Inc NYS 1400 508 27.27 2006 5.88 1522

American Bankers Ins NDO 54.88 0.00 14.92 60.19 30.13 883 MMI Cos Inc NYS 1350 -0.92 19.10 1906 1338 90 Humana Inc NYS 1000 4.58 47.19 22.13 9.44 2360

American Financial Group NYS 3063 208 2564 4388 29.94 408 Mutual Risk Mgmt Ltd NYS 2831 -0.22 2537 43 25 25 38 1444 Oxford Health Plans NDO 1688 3.85 2054 24.25 5.94 3228

American General NYS 7575 0.75 3.19 8138 52 38 1758 Navigators Group NDO 14.56 451 451 1825 1325 52 Pacificare Health Sys NDO 6381 7.18 10 75 100 38 5563 1756

American Heritage Lile Ins NYS 31.38 0.20 30.39 31.44 1863 232 NYMagic Inc NYS 1394 1.36 3323 26.63 1200 28 Safeguard Health Enter NDO 3.88 0.00 8.77 5.88 2.34 41

American Intl Group NYS 94.81 7.67 21.71 107.19 5188 13216 Ohio Casualty Corp NDO 17.44 2.57 1520 21 69 1581 763 Sierra Health Services NYS 1244 1437 40 42 2494 1044 328

American Safety Insurance NYS 7.75 -4.62 18.42 1119 663 130 Old Republic Intl NYS 1581 478 2624 2556 1556 1319 United HealthGroup NYS 6250 -0.70 40.25 70.00 31 75 3646

Argonaut Group NDO 23.94 520 -026 3025 21.25 249 Orion Capital Co p NYS 48.44 171 2360 48 44 2756 807 Wellpoint Health Networks NYS 77.94 363 924 97 00 5050 1117

AXA UAP Group NYS 61.81 1.54 1362 8025 3825 230 Partner Re Ltd NYS 3688 3.69 18.40 46 50 33.63 209 HMOs AVERAGE 0.77 1.35

Baldmn & Lyons Inc NDO 21.50 199 -802 2600 1850 27 Penn America Gro,p Inc NYS 9.38 4.46 135 1263 813 126 ALL COMPANIES AVERAGE 0.99 4.52

Berkley W R Corp NDO 23.50 157 30.37 3650 2338 245 PMA Capital Corporation NDO 1988 2.45 160 2113 1663 79

Berkshire Hathaway Inc NYS 63500.00 393 7 03 8110000 57000.00 1 Philadelphia Cons Holdirg NDQ 1969 3.37 7.35 25.50 1863 193

Capital RE Corporation NYS 1331 405 31.95 31.75 1194 131 PXRE Corp NYS 1563 7.76 38.12 29 44 1394 225

Capitol Transamerica Corp NAS 1406 0.90 2049 2088 1250 50 Reliance Group Hcldings NYS 5.00 2.44 4135 16.19 4 50 1489

Centris Group Inc NYS 7.81 1.57 16.67 1406 763 300 RellaStar Financial Corp NYS 44.25 2.07 112 4981 29.00 661

Chartwell Re NYS 16.63 231 28.49 29.63 1325 96 RenaissanceRe Hcldings Ltd NYS 35.44 274 190 46 06 3000 229

Chubb Corp NYS 58.13 2.21 1049 7638 54.00 3476 Risk Capital Holngs NDO 1563 4.60 26.04 2500 1200 121

CIGNA Corp NYS 90.13 241 1592 9863 57.19 3134 ALI Corp NYS 34.75 479 412 3956 2788 58

Cincinnati Ananctal Corp NYS 40.63 0 31 1384 42 50 3050 1508 St Paul Companies NYS 32 81 4.37 6.25 37.50 28 06 2599

Clt'group NYS 46.38 123 3758 51.75 19 00 40586 SCOR NYS 4838 238 2558 6850 45.88 12

CNA Financial Corp NYS 37.50 1.35 -4.61 4531 3300 371 SAFECO Corp NDQ 35.94 0.70 1544 47.50 35 00 2107

Top advancing issues Terra Nova Ins Co Ltd , Sierra Health Services, PXRE Corp Leading decliners Seibels Bruce Group, Vesta Insurance Co, HCC Insurance Holdings Mostactive issue Citigroup The B/Index rose 1 6%, the Dow Jones 30 Industrials
increased 1 2%, the S&P 500 was up 0 7%, and the NYSE Composite rose 08% Average P/E Brokers. 19 1. Insurers/reinsurers, 22 6, HMOS, 16 2

Source Nordby International inc (nordby com), Boulder, CO
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 You've just.hit a tree. Slammed

into an embankment. Or maybe even

another vehicle. That's when I wake

you up and end the test. At the Liberty

Mutual Research Center, we keep truck

drivers awake for hours, and then

put them in our driving simulator

to test the eff·ects of road fatigue.

Because every year, thousands of

accidents are caused by drowsiness. So,

to keep the road safe, we're developing

tools to measure fatigue factors like road

vibration and mirror glare. Because I'd

rather someone crash in here than

out there on the road.##
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009@(18 [25169@ dz] 8@90@69 Our simulator research has

shown us that resting before an overnight drive is more effective than a nap

taken while on the road. Periodic walks con also help reduce drowsiness.
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