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Late News

Reinsurers see drop
in combined ratio: RAA

U.S. reinsurers posted a 96.5%

combined ratio for the first half of
2006, compared with a 105.8%
combined ratio reported for the
same period a year ago, a survey

by the Washington-based
Reinsurance Assn. of America
found. The 96.5% combined ratio
reflects a 68.8% loss ratio and a
27.7% expense ratio. The 23
reinsurers surveyed reported $13
billion in net premium written in
the half. That is down from $13.21
billion reported by a similar group
of 26 companies for the same
period in 2005.

St. Paul Travelers
restructures units

St. Paul Travelers Cos. Inc. is

restructuring its three business
units to improve operational
efficiency and customer service.
The St. Paul, Minn.-based
propertykasualty insurer is
realigning its commercial and
specialty divisions into two new

- segments: the business insurance
segment and the financial,
professional and international

segment. St. Paul's personal lines

See LATE NEWS / page 23
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Lockton expands
international reach

Broker buys London arm
from Alexander Forbes

By SALLY ROBERTS

KANSAS CITY, Mo.-Lockton Cos.
Inc.'s proposed $170 million acqui-
sition of Alexander Forbes Intema-
tional Risk Services would signifi-
cantly expand the broker's intema-
tional capabilities, giving large,
multinational clients another op-
tion in the market.

After years of servicing multina-
tional clients through worldwide
broker partnerships, Kansas City,
Mo.-based Lockton would own its
own international operations fol-
lowing the acquisition of AFIRS, the

London-based arm of South African
broker Alexander Forbes Ltd.

As a result of the deal, an-
nounced last week, privately held
Lockton would have approximately
$611 million in annual revenue
and 3,700 employees serving clients
in 12 countries in Europe, North

Fair Share'

America, Latin America and Asia,
Lockton said. AFRIS' membership
in the EOS RISQ network of Euro-
pean brokers, which Lockton in-

tends to maintain, further expands
its reach to 43 countries around the

world.

The deal, expected to close in Oc-
tober, also could propel Lockton
into the ranks of the world's 10
largest brokers. Alexander Forbes
was the ninth-largest broker in Busi-
ness Insumnce's 2006 ranking, based
on 2005 brokerage revenues of
$682.4 million. In a statement,
Lockton said the business it plans to
buy from Alexander Forbes repre-
sents revenues of about $202 mil-
lion.

Executives from both brokers said

the deal is mutually beneficial.
The combination would create

See LOCKTON / page 22

bills perish

following ERISA ruling

States lookjbr
other options

By JERRY GEISEL

The drive at the state level to pass
legislation to require employers of a
certain size to spend a minimum
amount on health care benefits for
their employees or be slapped with
a new tax is fizzling out.

The drive, heavily supported by
organized labor, began in January
when Maryland lawmakers over-
rode a gubernatorial veto of legisla-
tion to require employers in the
state with at least 10,000 employees
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to spend an amount equal to at
least 8% of their payroll to provide
health care benefits.

Under that measure. which as
written would have applied only to
Wal-Mart Stores Inc., the giant Ben-
tonville, Ark.-based retailer, those
that failed to meet that spending
threshold would have to contribute
to a state fund providing health
care coverage to low-income resi-
dents.

The Maryland law became a tem-
plate for similar bills-dubbed "Fair
Share" by backer the AFL-CIO-that
were introduced in roughly two

dozen states.

See HEALTH CARE / page 22
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Crawford broadens reach with Broadspire purchase

Acquisition would boost business from self-insurers

By RUPAL PAREKH

ATLANTA-Crawford & Co.'s pro-
posed $150 million acquisition of
third-party casualty and medical
claims administrator Broadspire Ser-
vices Inc. would more than double
Crawford's revenue from self-in-
sured clients and make it a stronger
player in that market.

The Atlanta-based claims manag-
er, whose self-insured business has
been waning during the past year,
would benefit from Broadspire's ex-
pertise and client base in that arena,
Crawford and market observers say.

Under the terms of the transac-
tion agreement-which was struck
with Broadspire's owner, Beverly
Hills, Calif.-based global acquisition
firm Platinum Equity L.L.C.-Craw-
ford is to pay $150 million in cash
to purchase Broadspire, formerly a
unit of Kemper Insurance Cos.

Pending regulatory approval, the
deal is expected to close early in the
fourth quarter.

The acquisition would be the
largest in Crawford's history, the
company said, and comes on the
heels of its just-completed buyout
of Specialist Liability Services Ltd., a
U.K.-based adjusting and claims
handling firm.

Crawford is the world's 10th
largest claims administrator for self-
insured clients, based on 2005 rev-
enues from such clients of $89.1
million, according to Business Insur-
ance's ranking (Bl, March 20).

Crawford President and Chief Ex-

ecutive Officer Tom Crawford said
the process leading up to last week's
announced acquisition of Broad-
spire began about four months ago.

"Our interest in Broadspire Ser-

vices was driven by their reputa-
tion,” Mr. Crawford said in a con-

Marsh gets OK to take
underwriter payments

By SALLY ROBERTS

NEW YORK-Marsh Inc. may
now accept additional profit-

based commissions from insurers
on business where it acts as a
managing general agent or under-
writing manager, under an agree-
ment reached with New York At-
torney General Eliot Spitzer and
New York Superintendent of In-
surance Howard Mills.

Marsh announced the agree-
ment in a
Securities
and Ex-

change

Commis-

sion filing r

last week.
Marsh

and its par-

ent, Marsh

& MclLen-

nan Cos.

New York Insurance Superintendent Howard

Inc., in Jan-

Mills, left, and Attorney General Eliot Spitzer

For MGAs, which work on be-

half of the insurer, profit-sharing
arrangements are a standard form
of compensation that align the
economic interests of both par-
ties. But "because of the Spitzer
settlement, we just were not able
to doit," the spokeswoman said.
Chicago-based Aon Corp. and
London-based Willis Group Hold-
ings Ltd., which reached similar
settlements with Mr. Spitzer and
other state officials in 2005, ex-
pect to
reach simi-
lar revised
agreements.
"Aon has
been in dis-
cussions
with the at-
torney gen-
eral's office
on the same
issue, and
we've been
assured that
we will re-

ceive the

uary 2005

settled have agreed to let Marsh accept payments
from insurers when it acts as an MGA

charges

that the broker rigged bids and
steered clients to favored insurers,
agreeing to pay $850 million in
client restitution and to cease col-
lecting contingent commissions
from insurers.

The amendment to the agree-
ment reached Aug. 17 clarifies the
means by which Marsh may act
and be compensated as an MGA
or underwriting manager, defin-
ing such activities as those where
an insurer has appointed Marsh
to be the insurer's representative
in connection with the manage-
ment of its book of business.

"This enables us now to engage
in profit-sharing with the insur-
ance company for which MGAs
place business,” an MMC
spokeswoman said.

same result from that office,"” an
Aon spokesman said.

"We've always enjoyed the pos-
itive, strong relationship with the
attorney general' s office and have
received fair and equal treatment
from them, and expect we would
receive the same professionalism
in this instance,” a Willis
spokesman said.

Itasca, lll.-based Arthur J. Gal-
lagher & Co. and Glen Allen, Va.-
based Hilb, Rogal & Hobbs Co.
also reached agreements in 2005
with other state attorneys general
permitting the brokers to accept
contingent commissions in cer-
tain circumstances, such as when
the companies act as a wholesaler
or an agent of an insurer (Bl, Sept.
5,2005; May 23,2005).

ference call with analysts. "They
have an outstanding reputation on
the street," along with "a profes-
sional staff and a great client base."
The privately held TPA's business is
a mix of casualty and medical and
disability management services, in-
cluding workers compensation,
auto and general liability.

Major service lines at Crawford,
meanwhile, include: property and
casualty claims management; in-
tegrated claims and medical
management for workers com-
pensation; legal settlement ad-
ministration, including class ac-
tion and warranty inspections;
and risk management informa-
tion services.

"This is a great step forward for
Crawford & Co.," Mr. Crawford
said. "It is a strategic combination

See CRAWFORD / page 23

Combined strength

Expected 2006 gross
revenues from self-insured
clients
Crawford: $150 million
$200 million

$350 million

Broadspire:
TOTAL:

Employees

Crawford: 7,500
Broadspire: 1,700
TOTAL: 9,200
Offices

Crawford: More than 700

Broadspire: More than 40

Headquarters

Crawford: Atlanta

Broadspire: Plantation, Fla.

Source: Securities and Exchange Commission

wings

Risk manager group
proposes principles
for broker dealings

By LAWRENCE RICHTER QUINN

As the dust from the broker com-

pensation scandal continues to
settle, dozens of risk managers
from some of the largest U.S. com-
panies are seeking to gain wide ac-
ceptance for a common set of
principles that they say should
govern dealings between brokers

and their clients.

Signing on

Risk managers at 40 major
companies are proposing a set
of principles for their brokers

to follow.

Since late last year, these risk
managers have been developing
what they call "basic principles for
broker relationships." Their 10-
point document-which was writ-
ten very much with New York At-
torney General Eliot Spitzer's in-
vestigation of insurance brokers in

other

mind-states, among

things, that a broker should work
in the "sole interest" of the client,
disclose any potential conflicts of
interest, and provide documenta-

tien to demonstrate compliance
with the various principles (see
story, page 11).

Proponents say the initiative is
needed to ensure transparency in
the placement process and to pro-
vide clear guidelines on how bro-
kers should be compensated.

The initiative to establish the
common principles was launched
at an impromptu gathering of risk
managers during a meeting of the
risk management council of the
Arlington, Va.-based Manufactur-
ers Alliance/MAPI. The document
listing the principles likely will be
presented by its original backers to
the full council again at the
group's next meeting in Tucson,
Ariz., late next month, with the
goal of adding more signatories

and determining future plans for
the effort. Neither MAPI nor its

risk council has endorsed the ini-
tiative, and neither is likely to do
so unless a consensus of the 190-
member council endorses it.

The document appears to repre-
sent the first time that individual
risk managers and their compa-
nies have been willing to lend
their names publicly and in writ-
ing to any sort of framework re-
garding how they conduct busi-
ness with the insurance industry.

Among the 40 companies
whose risk managers have signed

on already are well-known names
such as Archer Daniels Midland

Co.; Halliburton Co.; lllinois Tool
Works Inc.; Northrop Grumman
Corp.; Rolls-Royce North America
Inc.; Sunoco Inc.; Textron Inc. and

See GUIDELINES / page 11
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Government-sponsored health plans to reveal pricing data
Bush signs order inclugirg" serest =

records.

By JOANNE WOJCIK - Provide options that promote

WASHINGTON-The employer

community generally applauded an

quality and efficiency in health

care, including pay-for-performance
models of reimbursement.

executive order that President "We have been encouraging the

George Bush signed last week re-
quiring health care providers that
contract with government-spon-
sored health plans to publicly reveal
price and quality information.

The executive order directed fed-

federal government to take this
kind of action for a couple of
years," said Ned Holland, vp of
compensation, benefits, labor and

employee relations at Sprint Corp.

in Overland Park, Kan. "Our view is

eral agencies that administer or that in order to pursue evidence-

sponsor federal health insurance

programs to:

based health care delivery effective-
ly, it has to be based on data and,

= Increase transparency in pric- while big employers have a lot of

ing by disclosing information about
prices paid to health care providers.

* Increase transparency in quality
by sharing information on the qual-
ity of services provided by doctors,
hospitals and other health care
providers.

« Encourage adoption of health

data, the mother lode of data is the
federal government.”

In fact, during a panel discussion
at the 2005 annual meeting of the
Washington-based National Busi-

ness Group on Health, Mr. Holland
called on the Centers for Medicare

and Medicaid Services to share its

Insurance providers

tackle climate change
and weather events

By SALLY ROBERTS

Several insurance providers are at-
tempting to address the causes
of climate change and increased
weather-related losses, but more
needs to be done to minimize those
losses and take advantage of the op-
portunities global warming pre-

sents, a report concludes.
On the heels of back-to-back hur-

ricane seasons in the United States
that caused a record $75 billion in
insured losses during 2004 and
2005, the insurance sector is poised
to make a major contribution to
curb the growth of greenhouse gas
emissions by, for example, issuing
policies that include a financial in-
centive to reduce emissions, accord-

ing to the report issued by Boston-

Errors & Omissions

based Ceres, an investor coalition
that promotes corporate responsi-
bility on environmental issues.
Greenhouse gases are believed
to be warming the earth's tempera-
ture, causing more intense hurri-

canes and other extreme weather.

Ceres' report identifies 190 prod-
ucts and services that are available
or in the pipeline from dozens of
insurance providers in 16 countries.
More than half of the activities
come from U.S.-based companies,
covering climate change solutions
such as energy efficiency, green
building design, carbon emissions
trading and sustainable driving
practices.

"Climate change poses unprece-
dented risks to the insurance indus-
try, but it also creates vast opportu-
nities for new products and services
to help consumers and businesses
reduce their losses,"” Mindy S. Lub-
ber, president of Ceres, said in a
statement. "We've seen...progress
from big-name insurers and brokers
since last year's devastating hurri-
canes, but many more creative ser-
vices will be needed to confront
what is perhaps the biggest threat
in the industry's history."

The report, "From Risk to Opportunity:
How Insurers Can Proactively and
Pro/itably Manage Climate Change" is
available at at www. ceres.oc*ub/.

A July 17 chart that ranked insurance brokers on 2005 pure placement rev-
enues omitted benefits brokerage revenues from Aon Corp. and Marsh &
McLennan Cos. Inc. that were reported to Business Insumnce as services. The
pure placement ranking reflects brokers' revenues from commercial retail,
wholesale, reinsurance and personal lines brokerage and excludes income
from consulting and other nonbrokerage operations. The revised chart ap-

pears on page 6.

database with employers so they .
could use the Nformationmn to devel- ,B_ IMIR—,4 —-—r ,

3 __, O
op benefit plan designs that support

evidence-based medicine.

NMr. Holland said he expects thhat —.
employer-led quality and trans-
parency efforts will get a boost from
the president's directive, including — r-
NBGH, the Leapfrog Group, Bridges
to Excellence and Care Focused Pur- — ——<9= § == —=
chasing Inc., a large-employer orga-
nization that announced last week
it had finalized contracts with sev- T
eral insurers to start aggregating
data.

"You've got 80 million with
Medicare and Medicaid. Then if you

add the armed services and the fed- , —_— —u

eral employees, you're talking -
about close to 100 million people.

That's a big, big, big deal,"” Mr. Hol- - =
land said. «If you think about it,
there are 300 million people in the

U.S. If you have data on a third of
Last week, President Bush signed an executive order requiring health care

See BUSH / page 18 providers to reveal price and quality data for government contracts.

Insurers begin experimenting
with health care credit cards

By LEIGH PAGE a4 . AF* dianapolis-based WellPoint Inc.

and Minnetonka, Minn.-based

Americans' infatuation with credit UnitedHealth Group Inc., the na-
cards is beginning to infect health . tion's first and second largest

care, where the growth of high-de-
ductible health plans is forcing
more and more members to pony

up substantial out-of-pocket sums.
Health care consumers are al-

health insurers, respectively, have
been experimenting with credit
cards distributed through employ-
ers that pay only for health care
expenses and have relatively small
ready using normal credit cards for lines of credit.
out-of-pocket expenses. A 2005
survey by the Center for Responsi-
ble Lending in Durham, N.C.,

found that seven out of 10 low-

Vendors say the rise of high-de-
ductible health care plans, often
attached to tax-favored consumer-
driven accounts, is creating a mar-

- 1\ ket for health care-only credit
cards. They benefit health care
providers by making sure they get
paid for patients' out-of-pocket ex-
penses, which have poor collec-
tion rates. Currently, 3.2 million

and middle-income households

have used their credit cards as a

"safety net,"” used when other

sources of payment are not avail-

able, and health care was one of -
the top reasons for using the card

in this way.

And now, big players such as In- See CARDS / page 10

Lexington enters sidecar agreement

BOSTON-Lexington Insurance
Co. is entering a quota-share
reinsurance agreement with

Bermuda-based sidecar company
Concord Re Ltd. for U.S. com-

Exposures from program busi-
ness, terrorism, personal lines,
and boiler and machinery will be
excluded under the reinsurance

American International Group
Inc. spokesman on Lexington's
behalf. Lexington, the largest
U.S. surplus lines insurer, is a

subsidiary of New York-based
AIG.

agreement, which will cover
contracts between July 15, 2006,
and Jan. 15, 2008, New York-
based Standard & Poor's Corp.
said in a statement announcing
its rating of a term loan debt fa-
cility for Concord Re.

Initial capitalization for the
newly formed Class 3 Bermuda
reinsurer is expected to be up to

$750 million, Moody's Investors
Service noted in a similar state-

mercial property business.
Under the terms of the deal,

newly formed Concord Re wiill

assume a pro-rata share of the

gross written premiums and loss-
es for the first $10 million of lim-

The spokesman did not indi-
cate when the transaction is ex-
pected to close.

Sidecars, which are special-
purpose vehicles established for
the purpose of taking on under-
writing risk from ceding insurers
or reinsurers, have surged recent-

ly, with billions in capital fun-
neled into the new structures in

its per policy, per occurrence-or
first $5 million of limits per poli-
cy, per occurrence for lines das-
sified as construction services-
for policies underwritten by

Boston-based Lexington's prop- ment. the months since Hurricane Kat-

erty division, according to rating

agency reports.

"We're not commenting until rina.

the deal is completed,"” said an -By Rupal Parekh
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Employers seeking broader coverage for traveling workers

By KAREN PALLARITO

As the global economy spurs corpo-
rate eipansion and boosts overseas
travel, more employers are looking
to buy coverage for employees who
travel on business outside of the
country for six months or less.

Employers have grappled with
finding the best, most cost-effective
way ro insure short-term travelers
against medical Costs in foreign
lands, in addition to trying to help
employees navigate unfamiliar
health care systems and access the
care they require.

Keane Inc; a Bostonbased pro-
vider of information technology ser-
vices. for example, used to rely on its
domestic health insurer to cover
dozens of U.S. employees when they
travel to other parts of the globe.
said John Kennedy, rhe company's
director of global benefits. But these
plans are not recognized worldwide
and typically require employees to
pay for care upfront, either by credit
card or traveler's checks, he said. To
get reimbursed, employees must
submit their medical expenses and
currency conversion data.

Keane had another problem, too.
At any time, 130 to 230 staff from
India are traveling in the United
States. It would have been too ex-
pensive to cover them under a U.S.
plan, plus some employees travel on
visas that bar such coverage, he said.

The company solved both prob-
lems with a business travel medical
plan from HTH Worldwide, a Rad-
nor, Pa.-based provider of short-tenn
health insurance for international
business travelers, that it purchased
for about 60% to 70* of what a typ-
ical U.1 health insurance plan

would have cost, Mr. Kennedy said.
A key selling point was the insurer's
global provider network, he said.

For Zyman Group, an intemation-
al consulting firm based in Atlanta,
business travel medical insurance
provides "peace of mind," at a cost
of less than $3,000 a year, said
Mamie Ramsey, director of human
resources. With 50 to 60 employees
traveling abroad in any one year,
"We really needed more than just
the basics covered," she said.

If any one of them should require
medical evacuation, that service
would be covered, she said. In the
year since buying a policy through
Aetna Global Benefits, Zyman em-
ployees have used it for anything
from prescription drugs to doctor
visits-without generating a bill.

Obtaining medical care without
the hassle of paying upfront for the
care is a key attribute of the business
travel medical plans, said John H.
Briggs, international human re-
sources law practice leader at World-
wide Consulting Group L.L.C. in
Taos, N.M., which specializes in in-
temational employee benefits.

Appropriate coverage can make
medical emergencies overseas much
easier to deal with, he said. For exam-
pie, within 24 hours of signing a
contract for business travel coverage,
a software company client of World-
wide had a German employee on
business in India who needed an ap-
pendectomy. The insurer scheduled
his hospital stay, the appendix came
out and the employee "never had to
touch his wallet," Mr. Briggs said.

Most companies originally used
business travel programs for foreign
employees, say, when European
workers travel to Asia, said Ed Dom-

bkowski, director and national prac-

tice leader for global special benefits
in the health and welfare benefits

unit of Buck Consultants in
Philadelphia. Over time, he said,
coverage has expanded to include
U.S. workers who travel overseas.
One option, so-called "business
travel accident" insurance, is per-
haps the most common. It covers ac-
cidental death and dismemberment
and often provides for medical evac-

uation and repatriation of remains,
which are add-ons that reflect the

increase in international travel. Of-
ten, these carriers contract with
global assistance companies to airlift
ill or injured patients to their home
country or to the nearest suitable
hospital and provide other emergen-
cy medical assistance.

Most evacuation programs will go
to the nearest hospital, which might
be in Singapore, as an example, said
Mr. Briggs of Worldwide. But if
you're a U.S. citizen, you probably
want to come home. This is a point
employers must negotiate upfront.
Some insurers will accommodate the
request; others will not, he said.

"Theoretically, your domestic cow
erage may ultimately cover your
costs," said Rob Howard, director of
corporate business at HTH World-
wide. "But what they're saying is
'Come back to the United States,
send in your claim form and we'll re-
imburse you.' not'We'll get you into
that hospital when you need to get
in, we'll get you in the door.™

To fill the coverage gap, several in-
surers now offer plans that combine
medical benefits with limits of
$100,000 to $250,000 a person, es-
tablished provider networks and
emergency assistance.

Webcast to address TRIA solutions
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The Terrorism Risk & Insur-

ance Act won a last-minute re-

prieve from Congress in 2005,
but only after persistent lob-
bying by insurers, risk man-
agers and others. Is the indus-
try prepared to repeat this
struggle all over again when
the TRIA extension expires, or
is there a long-term solution
to insuring terrorism risks?

Business Insumnce invites
readers to register for "A Per-
manent Solution to TRIA," a
free online panel discussion
on Aug. 29,2006, that will ex-
plore this important issue.

Several proposals have been
floated to create a more per-
manent solution to financing
U.S. terrorism risk and provid-
ing security to insurers that
write the coverage, particular-
ly workers compensation. Be-
fore the TRIA extension ex-
pires at the end of 2007, in-
dustry leaders are pushing for
new and more lasting solu-
tions.

During this webinar, a pan-
el of experts will explore some
of these new proposals for
handling terrorism risk in the
United States, and take ques-
tions from the live online au-

dience. Speakers include:

« J. Eric Brosius, senior vp
and manager, reinsurance for
Liberty Mutual Insurance Co.
in Boston.

< Aaron Davis, director,
National Terrorism and Prop-
erty Resources for Aon Risk
Services in New York.

« Al Gorski, manager of risk
management for the Orange
County Transportation Au-
thority in Orange, Calif.

* Greg Heidrich, senior vp
of policy development & re-
search for the Property Casu-
alty Insurers Assn. of America
in Des Plaines, Ill.

Business Insumnce Editor
Regis Coccia will moderate
the webinar.

Brs Online Executive Fo-

rumTM webinars, developed by
our editorial staff, are highly
informative online events
where noted speakers and re-
spected business leaders come
together with Bl editors to dis-
cuss the most pressing issues
in this live interactive format.

For more information, and
to register for the free Aug. 29

Online Executive Forum on

TRIA, please visit www.Busi-
nessinsurance.com/webinars.

"Plan designs can vary from fi:st-
dollar coverage and no coinsurance
and no pre-existing conditions to
plans that provide no pre-existing
coverage whatsoever, high de-
ductibles and high coinsurance,”
Mr. Dombkowski said. "The trend
right now," he added, "is to provide
zero deductible, no coinsurance and
primary coverage. So this way, the
person who is in that emergency
event gets immediate care."

Having a business travel medical
plan that is the primary payer for

costs incurred abroad eliminates the

"hassle factor" of having to submit
expenses to the domestic carrier
first, noted Martha Temple, a vp and
head of Aetna Global Benefits,
whose WorldTraveler plan offers a
choice of two benefit designs plus
options such as business travel acci-
dent, spouse and dependent, and so-
ioum coverage.

"Everybody just wants to know,

I've got this card, | can submit this
claim and not have to think twice

about it," she said.

Securing travel coverage

Companies whose employees travel
internationally for six months or
less may want to consider a policy
that covers routine and urgent
medical needs outside their home
country, consultants and brokers
say. Here are features to consider:

Direct payment: Some insur-
ers will pay provider claims directly.
Neither employee nor employer re-
ceives a bill, reducing the stress of
dealing with a foreign health care
system and avoiding paperwork.
Other insurers only reimburse
claims, which means employees
may have to pay upfront.

Broad provider network:
Look for an insurer that has
relationships with the top doctors
and hospitals in all the countries in
which employees do business.
Comprehenfive medical bene-
fits: Don't get sidetracked
by lost luggage coverage and
other inddentals. Focus on medical
benefits. The best short-tenn plans
provide $100,000 to $250,000 of
coverage per employee Mthout
limits on pre-existing conditions

Revised chart

and include a substantial medical

evacuation benefit. This service can

easily cost $10,000 and up, accord-
ingto the U.S. Department of State.
Consider add-ons such as sojoum
coverage for emergencies that occur
when a business traveler takes a side
trip for pleasure, and spouse/depen-
dent coverage for family members'
medical needs.

Blanket coverage: Buy a poli-
cy that will cover any employee
who might be traveling within a
year. These polides are priced based
on a company's estimate of the
number of U.S. employees who will
be traveling internationally, the
number of foreign employees trav-
eling to the United States and the
average number of days of travel
per year. Avoid policies requiring
"positive enrollment” of each trav-
eler by name.

Other assistance: Some insur-
ers offer Web-based and telephonic
tools to help employees find net-
work providers and navigate for-
eign health systems.

-By Karen Pallarito

A July 17 chart ranking brokers on placement revenues omitted benefits
brokerage revenues from Aon Corp. and Marsh & McLennan Cos. Inc. that
were reported to Business Insumnce as services. This ranking is Bfs estimate
based on rounded percentages of placement revenue as provided by the
companies in the areas of commercial retail, wholesale, reinsurance and
personal lines. Consulting and other revenue, including revenue from dis-
continued operations, are excluded. All company figures were checked, and
any revisions were supported by either public filings or third-party review.

The corrected chart appears below.

Largest brokers by pure placement

Company

Ron Corp.

Marsh & McLennan Cos. Inc.
Willis Group Holdings Lta.
Arthur J. Gallagher & Co.

Wells Fargo & Co.

BB&T Insurance Services pinc.

Brown & Brown Inc.

Jardine Lloyd Thompson Group P.L.C.

Hilb Rogal & Hobbs Co.

Gras Savoye & Cie.

Placement revenue™®
$5,691,980,000
$5,561,550,000
$2,153,650,000

$994,213,000
$894,074,580
$757,475,778
$746,516,547
$654,950,794
$629,408,358

$534,634,754

* Commercial retail, wholesale, reinsuran.e and personal lines brokerageonly, not consulting or other income.

Source: 8/survey

Editor Regis Coccia is on vacation. His column appears periodically and
he can be reached at rcorcia@businessinsurance.com.



For 125 years, we've put ourselves in dire situations because that’s where
we're needed. In the face of often impossible conditions we’ve pressed
tirelessly on. We are the American Red Cross, an organization of volunteers
who give our time, talent and strength to relieve the suffering of our
neighbors in over 70,000 disasters each year.

Serve at our side. Contact your local American Red Cross
in this, our 125th anniversary of hope.
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Editorial

Opinions

Using alternative vehides

WHILE EMPLOYERS MAY have cleared
up much of the damage that their facilities
suffered during last year's horrific hurricane
season, many of their insurance programs
are still a mess.

One year after Hurricane Katrina smashed
much of the Gulf Coast and caused the
largest loss ever to hit the insurance market,
policyholders are finding capacity short and
prices high for their windstorm-exposed
properties.

Insurers, which collectively made hefty
profits in 2005 despite the hurricane losses,
say that a fundamental change has taken
place in the property insurance market and
that to provide adequate returns to their
shareholders they have to greatly increase
their rates.

Whether the rate increases are justified or
not, risk managers do appear to be facing a
vastly different property catastrophe insur-
ance market that is unlikely to change much
for the next couple of years.

Increased risk mitigation efforts are an ob-

vious place for risk managers to start in
terms of ameliorating the impact of higher
insurance costs. Indeed, regardless of the
cost of insurance, it makes sense to bolt
down roofs more effectively and replace bro-
ken windows with toughened glass.

But trying to ensure that large insurance
claims are not suffered in the first place is
not the only weapon that risk managers can
use to reduce long-term insurance costs. In
the same way that insurers and reinsurers are
looking to alternative sources of capacity-
whether it be through sidecars, industry loss
warranties or securitized reinsurance-em-
ployers can turn to alternative risk transfer
vehicles, such as funding more property
risks in their captive insurance companies,
as a counterbalance to the insurance market.

As has been shown in the past when in-
surers have shunned risks, the problems that
have followed can be turned into an oppor-
tunity to develop new types of financial
guarantees to back risk portfolios-and this
looks like another chance to do just that.

Fair Share Act falls short

REMEMBER THE "FAIR SHARE" approach
to health care reform?

Pioneered, in the latest go-around by Mary-
land, and copied this year by legislators in
two dozen states, the approach mandated
that employers above a specific size spend a
certain amount of money-expressed as a per-
centage of payroll--on health care benefits.

Those that didn't would have to pay the
difference into a state fund to subsidize cow
erage for lower-income state residents.

While the approach got plenty of discus-
sion, it fortunately has turned out to be pret-
ty much of a bust. Only one state-Mary-
land-passed such a bill, over its governor's
veto, and a federal judge correctly found that
the measure violated a provision of the Em-
ployee Retirement Income Security Act that
pre-empts state laws and rules that relate to
employee benefit plans.

Elsewhere, most of the bills died in com-
mittees, while a handful are technically alive
but, as we report on page 1, unlikely to be
acted on.

We are not surprised at this outcome. First,
unquestionably, as Judge J. Frederick Motz
ruled in the Maryland case, the bills clearly
and unambiguously violate ERISA. The whole
point of ERISA pre-emption was to allow

Business Insurance

www.Businessinsurance.com

Vice President/Publisher Martin J. Ross 111 (New York)
Associate Publisher/Editorial Director Paul D Winston
(Chicago)

Editor Regis J. Coccia (Chicago)

Editorat-Large: Jerry Geisel ( Washington)

Managing Editor: Gavin Souter (Chicago)

Assistant Managing Editor - Graphics:

Kathy L. Barnes (Chicago)

News Editor. Matt Scroggins (Chicago)

Senior Editors: Michael Bradford (New Or/eans); Roberto
Ceniceros (Los Ange/es); Meg Fletcher, A.R.M. (Chicago); Judy
Greenwald (San Jose); Mark A. Hofmann ( Washington); Dave
Lenckus ( Tucson); Douglas Mcleod (New York); Sally Roberts
(Denver); Joanne Wojcik (Denver): Rodd Zolkos-/ndustry
fbcus (Chicago)

Bureau Chief. Sarah Veysey (London)

Associate Editors: Gloria Gonzalez (New York);

Rupal Parekh (New York)

Correspondents: Carolyn Aldred (England); Elizabeth Fry

(Australia)

Deputy Graphics Editor: William Murphy (Chicago)

multistate employers to offer uniform em-
ployee benefit plans. If one state, for exam-
ple, requires employers to spend 6% of pay-
roll on health care benefits, while a second
state requires 7% and a third state requires
8%, it obviously becomes impossible for an
employer operating nationwide to offer a
uniform health care benefits plan.

Just as important, we think state legislators
recognized pretty quickly that these bills had
nothing to do with true health care reform:
making coverage more affordable and reduc-
ing the number of uninsured. In fact, the bills
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These bills deserved to die. That said, we
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Join discussion in B/'s online forums

Readers are invited to take advantage of a
new online feature that allows risk and bene-
fits management professionals to connect
and exchange information at www.Busi-

nessinsurance.com.

The Community Forums is an easy-to-use
discussion board that enables the readers of
Business Insumnce to ask questions, ex-
change ideas and voice opinions on a wide
variety of topics.

The Community Forums discussion
board offers several topic-focused cate-
gories, including:

* Risk Managers Forum. A forum for
risk managers to exchange ideas and ask
questions of peers on various risk manage-
ment issues, concerns and trends.

» Benefits Managers Forum. A fo-
rum for exchanging ideas and asking ques-
tions related to general employee benefits
management issues, concerns and trends.

* In the News. For every news article
in Business Insurance, there is an angle for
the buyer of risk and benefits manage-
ment services. This forum is intended for
the Bl.com community to express its opin-
ions and comments about current issues

and news stories.

EDITORIAL: Chicago: 312-649-5200; Denver: 303-282-
4260; London: 44-207-457-1400, Los Angeles: 323-370-
2455; New Orleans: 985-871-1090; New York: 212-210-
0100; San Jose: 408-774-1500; Tucson: 520-579-1937;
W:shington: 202-662-7200

ADVERTISING: Boston: 617-292-4856; Chicago: 312-649-
5276; Irvine CA: 949-255-5355; New York: 212-210-0133

SUBSCRIPTIONS: Detroit: 888-446-1422

Business insurance is published by Crain Communications Inc.
Chairman: Keith E. Crain

President: Rance Crain

Secretary: Merrilee Crain

Treasurer: Mary Kay Crain

Executive Vice President/Operations: William A. Morrow
Senior Vice President/Group Publisher: Gloria Scoby
Group Vice President/Technology, Circulation,
Manufacturing: Robert C. Adams

Vice President/Production & Manufacturing: Dave Kamis
Crain's Corporate Circulation Director: Patrick St-eposh

G.D. Crain Jr. Founder (1885-1973)
Mrs. G.D. Crain Jr. Chairman (1911-1996)

S.R. Bernstein Chairman-executive committee (1907-1993)

* Industry Focus Forum. Discuss in-
surance industry issues, ranging from in-
dustry probes, to mergers and acquisi-
tions, to quality improvement. Industry
participants are invited to offer their
views on these and other topics for buy-

ers.
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- General Fo
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trends, current events and developments
and other topics.

Visit www.Businessinsumnce.com today
and dick on the Community Forums link.

A simple free registration to create a user
ID is all you need to join this online commu-
nity and begin exchanging information, dis-
cussing ideas and commenting on the news
of the day.
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By Ralph C. Chapa Jr.

Risk management is about much
more than buying an insurance pol-
icy. It's about carefully assessing lia-
bilities and exposures, developing
strategies and programs to prevent
"losses" as much as possible and,
should they occur, to mitigate their
impact.

However, many corporate risk
managers are missing an excellent
opportunity to minimize risk and li-
ability through self-insured reten-
tion. Through self-insured reten-
tion, buyers of liability coverages
can better manage risk, lower insur-
ance premiums, increase profitabili-
ty and, perhaps most importantly,
take control of any liability-related
claims or litigation.

Many corporate entities have sig-
nificant liability exposure as a part
of doing business. Whether manu-
facturing a baby stroller, doing en-
vironmental cleanups or managing
investments, there are times when
people will be dissatisfied with the
entity's performance or actions and
file a lawsuit. Each industry has its
own typical liability or litigation
pattern and benchmarks. Not all

risks can be eliminated--claims and

lawsuits go with the territory.

The term self-insurance often is
used, but what is really being ad-
dressed is a strategy of retained lia-
bility: the entity takes full responsi-
bility for liability up to a certain
dollar limit, beyond which insur-
ance coverage is purchased. Since
the company absorbs any lower-
value claims and their costs (for le-
gal services as well as any payouts
in the form of judgments or settle-
ments), policy premiums are re-
duced.

While self-insured retention may
seem similar to taking out higher
deductibles on policies, there is a
big difference. The issue is control.
When an entity is fully insured, the
insurance company assigns the at-
torneys to handle a lawsuit, and
these attorneys determine legal
strategy and the terms of any settle-
ment.

In contrast, through properly ne-
gotiated self-retention, a company
will have more leverage in these de-
terminations. At the first level, be-
fore the policy kicks in, the accused
party chooses its own attorneys, di-
rects and controls the defense,
makes any settlement decision and
is able to scrutinize, and thus con-
tain, legal fees. Should the value of
a case then escalate and invoke pur-
chased coverage, the insurer often
will be open to having existing
counsel continue since it would
have familiarity with the case. Usu-
ally, the company's chosen counsel
will remain at least in an advisory
capacity.

In general, companies that self-
insure tend to watch lawsuits more
carefully since they are on the hook
first for any damages incurred. By
being more careful in this way,
businesses achieve lower occur-
rences of claims, thereby lowering
their insurance premiums for the

Perspectives

Retentions improve risk control

following year. These savings can
be applied directly to the bottom
line or, alternately, allow a compa-
ny to purchase policies with higher
single-occurrence and aggregate
limits. This latter strategy may
make sense as a business grows, ex-
pands operations, or takes on new,
higher-risk endeavors, such as those
involving new technology or fi-
nancing.

Many businesses with significant
annual expenditures for liability
coverages can begin self-insured re-
tention in a modest way. Choose an
area of liability with a good claims

—_— - 1 = _ — 71— ] -1

travelers.com

and loss history, where anticipated
retention can be handled in any
worst-case scenario. Next comes
shopping and working with a repre-
sentative to help access the surplus
lines marketplace, an arena where
carriers can be found that are will-
ing to negotiate defense conditions.
The insurance markets generally are
receptive to self-insurance, as it re-
moves the most frequent, lower-
value yet still time-consuming
claims from their responsibility.
Then, as they further develop a
claims and loss history, companies
can expand their self-insured pro-

<P

grams. Many companies each year

will tweak their stake in self-insured

retention with respect to limits,
conditions and carriers.

SIR goes hand-in-hand with risk
management. Having your own at-
tomeys involved with claims often
brings out the areas where claim
avoidance can be achieved, either
by making improvements to a
product, correcting hazardous
premises conditions, or revising the
company's procedures and training.
Often, part of the premium savings
can be put to good use by funding
these risk management techniques.

e We'll spot the risks

your clients may have missed.

What most companies aren't
aware of is that self-insured reten-
tion can be a valuable risk manage-
ment and profit strategy. Most
companies look for creative ways to
increase profitability and minimize
risk, yet few consider self-insured
retention-one of the most basic,

and perhaps easiest, ways to do

both at the same time.

Ralph C. Chapa Jr. is a partner with
the Farmington Hills, Mich.-based law
/inn Kau#nan, Payton & Chapa, spe-
cializing in insurance-related matters
and litigation.
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Left unnoticed, even the smallest exposures can come back to bite you. That's
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Travelers a call and hear all the ways we can help you avoid any, shall we say,
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Cards: Employees' health care debt becomes concern as credit cards enter market

Continued from page 4

high-deductible plans as part of
health savings accounts, up from 1
million in 2005, according to a sur-

vey of insurers by Washington-
based America's Health Insurance

Plans.

Prepaid health care debit cards
have been around for several years,
but credit card versions are still
being tested and are not yet widely
available. Vendors are still tinkering
with ways to make the cards attrac-
tive to employers. Some of them
are concerned that because credit
cards are distributed through em-
ployers, relations with employees

could be harmed if they rack up
debts.

Since April, UnitedHealth has
been testing OnePay, a program
using MasterCard credit cards,
in Texas. The state is the home base
of Tenet Healthcare, which has
agreed to help test the product.
Dallas-based Tenet, with 14 hospi-
tals in the state, is the only employ-
er signed up so far and also the ma-
ior provider in the arrangement.
The company reports that several
hundred of its 11,000 Texas
employees have signed up for One-
pay.

The credit card is "for a segment

Find out first.

of the health care market, for peo-
ple who expect to have really large
copays and deductibles," says a
Tenet spokesman. «The out-of-
pocket may be $1,000 or more.
Some people don't have that mon-
ef.

A spokesman for UnitedHealth
said OnePay members like the way
it simplifies their health care bills.
An array of confusing charges that
patients usually deal with is re-
placed by one consolidated bill for
the member.

Under the arrangement, United-
Health pays the provider immedi-
ately then bills the member. The

member can pay off the bill or
charge it on the card. Interest is
paid at the prime rate currently
8.25%, which is well below the rate
of commercial credit cards. This can
be done because payment on the

card is guaranteed through payroll
deductions.

But other vendors that have test-
ed similar products have rejected
payroll deductions, based on feed-
back from employers.

Health Pay Plus, a program from
Empire Blue Cross Blue Shiele, a
WellPoint Inc. subsidiary based in
New York, has been piloting a
health care-only American Express
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THE BENEFITS OF BETTER COVERAGE.

credit card that has nearly 12,000
members from four large, unnamed
employers. Empire President Jason
Gorevic says the card has the same
interest rate as a regular credit card.
However, the program does not in-
clude payroll deductions because
"the feedback from employers is
that it would create ill will from em-
ployees," he said.

The UnitedHealth spokesman
said employers already deduct
payments from paychecks for
employer-sponsored health care
plans and the financial squeeze
from OnePay is limited. It deducts
no more than $50 a paycheck and
the total owed cannot exceed the
member's maximum yearly out-of-
pocket charge, which is just a few
thousand dollars, he said. In addi-
tion, employees who leave the com-
pany are not on the hook for
the money still owed. In these

"The employer may have
employees who have
significant credit

problems. It may not

want to know that

information.”

Jon Kessler

WageWorks Inc.

' situations, he said, the company

would have to work directly with
the former employee to recoup the
money.

Meanwhile, WageWorks Inc., a
San Mateo, Calif., provider of con-
sumer-driven spending accounts,
disbanded a pilot health care credit
card program this year, due partly
to concerns about the employer's
role, says Chairman and Chief Ex-
ecutive Officer Jon Kessler.

"Does the employer want to get
involved in the employee's credit
relationships?" he asked. "The em-
ployer may have employees who
have significant credit problems. It
may not want to know that infor-
mation.”

Mr. Kessler says the card also pre-
sents problems for consumers.
Providers are often willing to lower
charges for individual patients, but
when a credit card company pays
the bill, the charge is locked in. He
is also concerned about divided loy-
alties-while the vendor of a regu-
lar card is basically loyal only to the
cardholder, he said, the health card
vendor also wants to make sure
providers are paid.

Paul Fronstin, director of the
health research and education pro-
gram at Washington-based Employ-
ee Benefit Research Institute, is con-
cerned that the health care card-
holders will get all too enamored
with their pieces of plastic and
charge too much.

The UnitedHealth spokesman
disagreed with the critics. "This is
not about swiping the card and not
having to think about the cost of
health care," he says. "Folks are still
going to get a written statement
showing what they owe."
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Principles
outline

protocols
for brokers

The risk manager representa-
tives of the Manufacturers

Alliance/MAPI have outlined
the "principal broker represen-
tations"” on which clients rely
when working with a broker.
The principles say that the in-

termediary:
= Works in the sole interest

of the client on matters relat-
ing to the client's account.

* Receives compensation re-
lated to the account exclusive-
ly from the client. Compensa-
tion is defined as any and all
income that flows to the bro-
ker-including any members
of the brokerage team and

any/all affiliated companies-
related to the client's account.

The broker is not entitled to
any other compensation relat-
ed to the account unless it
is disclosed to-and agreed
to in writing by-the client pri-
or to its receipt. Should the
broker receive any account-
related compensation that is
not disclosed and agreed to in
advance, its amount will be
credited against the client's fee
to the degree permissible by
law.

« Discloses to the client any
actual or potential conflicts of
interest or the appearance of
conflicts of interest.

« Provides the highest level
of professional services to the
client to minimize the client's
cost of risk-regardless of the
impact on the broker's com-
pensation.

« Acts in a fiduciary capacity
on behalf of the client.

= Provides an annual recon-
ciliation of fees/commissions
within 45 days of the account
anniversary.

* Provides a copy of its
ethics policy/code of conduct
to the client and affirms that
all members of the brokerage
team are required annually
to sign a statement acknowl-
edging that they have read
and understand the contents
of such document(s).

+ Advises the client of any
ownership interests it has in
any companies that are cur-
rently engaged in a business re-
lationship--or have a business
proposal pending-with the
client's risk management/in-
surance program.

- Makes available for review
and/or audit by the client all
documentation necessary to
verify conformance with these
expectations.

- Attests in writing, under
an officer's signature, to the
accuracy of the representa-

tions.

-By Lawrence Richter Quinn

Business insurance

Guidelines: Group of buyers set principles for broker relationships

C®©minued from page 3
United Technologies Corp.

The document's signers say
the-.'re eager to add more sign.at>
des to the document.

'2 wish | could say it wa s my
idea," said Richard L. E-roderick, vp
of risk management at Harris Corp.,
a Melbourne, Fla.-based communi-
carions and informaticn technolo-
gy company. "l think it's pu ling
into writing what we'r€ doing ami
(what) should be done- it was self-
explanatory even before Spitzer It s
just following good, sound ethics.'

"kou want people to know you're
behind high standards," he said.

Mr. Broderick noted that, after Mr.
Spitzer charged Marsh & McLennan
Cos. Inc. with bid Eigging and client
steering, Harris' management and
board asked him whether its ar-
rangement with broker Marsh
should be changed or terminated;
eventually, the company kept
Marsh but added.*on Corp. to han-
dle its executive :isk placements.
"There have beer. some changes,
some good changes, sir.ce Spitzer,
and we're getting be=tar answers
than we have in -he Fast, but you
have to remember that in the past,
brokers didn't think this was all

that big a deal."

On September 23,.
2005, m Mission Viejo,
California, Coach

Bob Johnson chalked

up his 200th win.

That's called proving

your stuff.

"l think it's put.ing into
writing what we're
doing and (whas) should
be done; it wEs self-
explanatory even
before Spitzer. It's just

following good. sound

ethics.”

Richard L. Broderick
Harris Co-p.

Paul E. Morrison, director of risk
management at St. Louis-based
manufacturer Emerson Electric Co.,
said, "Overall, this is a statement
that if you want to do business with
us, you've got to have a very trans-
parent relationship when it comes
to compensation-both dilect com-
pensation and indirect .ompensa-
tion.”

"You wouldn't think you'd need
this proposal, but a lor of risk man-
agers think it's both necessary and

beneficial,” he said.

Some risk managers including

See GUIDELINES / rext page

Just in the last 7 seasons his record is 81 arid 1] -no wondfr histeeim is consistently fanked arnong the tops in.the'country.

Lcng-term winners aren't easy to find. If you're lookirig for proven talent to manage yout sp¢cialty insurance products, look first
to First State. Like Coach Johnson we've.been n the middle- of the action for .a lot- 01 seasons, ourselves, playing the
game the way it's meant to be played: in-depth analysis, closesollaboration with olir clients, noshortcuts or short-term thinking.
VWhat you count on us fcu today you can count on us for tomorrow. Admitted or nor-admitted, primary or excess, fire,
ca:astrophe-wAiatever your need- in the greattradition cf Boblohnsor, we prove our stuff every time we take the field.

F ps- State Management Group, inc. - 60 Federal Stre=t, Boston, MA ,02110 - An affiliate'of The t-artford Fihantial Ser?!cest;roup,.nc.
Atlanta Boston Chjcago Hartford Los Angeles Ne;¥ York San Francise STATE
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Guidelines: Risk managers propose principles for broker/client relationships

Continued from previous page

those based outside the United
States, who haven't sighed the doc-
ument say they support the risk
managers' efforts.

"l think the MAPI principles are
very healthy," said Laurie J. Cham-
pion, who was recently named vp
of risk management at Coca-Cola
Enterprises Inc. in Atlanta, and who
has seen the principles but not yet
reviewed them in detail.

"You need someone who says:
'This is how we're going to do busi-

ness together and what we expect
brokers to do at a minimum.’

There's a lack of standardization
(among all types and sizes of bro-
kers) that makes it difficult to man-
age relationships," she said.

MAPI member Steven Bechhofer,
who is vp of audit, risk manage-
ment, business continuity and
compliance at Qimonda A.G., a
Munich, Germany-based computer
parts manufacturer, also endorses
the initiative but has yet to sign it.
"Good governance by and for the
brokers will benefit the industry as
a whole, leveling the playing field
for all concerned. This may create
additional bureaucracy, but a lot
can be said for transparency-
something which many of us have
sorely missed over the years."

Despite these accolades, the fu-
ture of the risk managers' initiative

is not clear. For one, supporters are
not sure how many more MAPI
members will sign on.

Some brokers approve

For their part, brokers are tenta-
tively endorsing the principles.

Mario Vitale, chief executive offi-
cer of Willis North America said, "1
think it's good that an organization
like MAPI is doing something like
this; nobody else is doing it, fight-
ing for it."

"This is good governance," Mr.
Vitale said. "l like the spirit and di-
rection of (the effort), and though |
haven't had our corporate gover-
nance people look at it yet, would
have no problem signing it. It mir-
rors closely the 'customer bill of
rights' we developed with our
clients after the Spitzer investiga-
tion was announced.”

Patrick Hylant, chairman and
CEO of Toledo, Ohio-based Hylant
Group Inc., said in an e-mail re-
sponse: "l have no problzm with
the document and would be glad to
sign it for any client so seeking. It is
the way we have operated on fee ac-
counts since day one."

Steve Denton, chief operating of-
ficer at Atlanta-based Beecher Carl-
son, said, "What they're doing ab-
solutely is good governance."

Marsh Inc. and Aon Corp. de-

When you

What risk managers are sayinQq:

'Good governance by and 'or the brokers will benefit the indus-
try as a whole, leveling the playing field for all concerned.”

Steven Bechhofer

Q monda A.G.

'We're not trying to ch3nge the world; we're resuscitating what
brokers already say they do. We're saying, 'We believ€ you; this is
what we've heard from you.' It's just kind of common sense."

Dean A. Reynolds
Northrop Grumman Corp.

"With Spitzer, Marsh came out with something very similar to the
MAPI proposal, and that's why | said, 'We've already done this

with our bro<er, it's year-old news.

John Hach

Lincoln Electric Holdings Inc.

clined to comment.

For the moment, the biggest
challenge remains obtaining more
signatures within the MAPI risk
council's own membership

Much to their own surprise, back-
ers say it's proving difficult to add
new signers-even though they're
not asking to do anything new,
they say.

Dean A. Reynolds, corporate di-
rector of risk management at
Northrop Grumman Coril in Los

need it
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Angeles and a proponent of the
principles, said: "We're not trying
to change the world; we're resusci-
tating what brokers already say
they do. We're saying, 'We believe
you; this is what we've heard from
yiu.' It's just kind of common
sense.”

Robert W. Garrison, vp of North
American risk management for
Siemens Financial Services Inz. in
Iselin, N.J., said: "l thought this
would get more popular acdaim

help

and move more quickly and broad-
ly than this. It isn't happening and
it does surprise me."

He added, "The issue is whether
we'll be able to get a sufficient mass
of risk managers to sign this in Tuc-
son so that we have an impact,” Mr.
Garrison said, "I'm less optimistic
than | was originally. There seems
to be a real problem getting people
simply to put their corporate names
on anything."

Rich Inserra, head of Insurance
Strategies Ltd., in Ridgefield, Conn.,
and a former risk manager, said:
"You would think that risk man-
agers, after having been victimized,
might want to do something a little
more positive to demonstrate
they're governing brokers in a more
positive way, but you don't see a lot
of that happening.”

At least one risk manager says
that he sees no need for the docu-

ment.

John Hach, risk manager at Lin-
coln Electric Holdings Inc. in Cleve-
land, said he will not sign on to the
principles in part because they have
already been incorporated into his
new agreements with Marsh.

"With Spitzer, Marsh came out
with something very similar to the
MAPI proposal, and that's why |
said, 'We've already done this with

our broker, it's year-old news," Mr.
Hach said.
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Hartford offers new

Side A D&O policy
HARTFORD, Conn.-The Hartford
Financial Services Group Inc. has
introduced a new Side A directors
and officers insurance policy, Pri-
ority Protection Plus.

The new policy broadly pro-
tects directors and officers from
personal liability when a company
cannot or will not provide them
with indemnification.

The nonrescindable policy can
be converted from a broad-form
format to an excess and differ-
ence-in-conditions policy by
checking a box on the declara-
tions page, or to independent di-
rector-only coverage through the
issuance of a single endorsement.
The DIC feature will drop down to
fill coverage gaps in the underly-
ing program.

Limits of up to $1 million are
available and there are typically
no retentions with the policy.

For more information, contact
Patricia Fitzgerald, national mar-
keting director, at 212-277-0457,

or visit www.hfpinsurance.com.

Zurich adds tools

to crime policy
SCHAUMBURG, 111.-Zurich Finan-
cial Services Group Inc. in
Schaumburg, 111., has introduced a
suite of risk management tools as
an added benefit for its crime in-
surance customers with more
than 1,000 employees.

Among the risk management
tools offered in the program are a
complimentary membership in
the Assn. of Certified Fraud Ex-
aminers, a provider of anti-fraud
training and education; a copy of
the Fraud Examiners Manual, a
reference for the anti-fraud pro-
fession developed by ACFE; fraud
prevention tip sheets; and a desk-
top reference for the 10 leading
fraud prevention techniques.

For more information, call
Zurich at 866-860-7292, or visit

www.zurichna.corn.

Benefit Concepts adds
Enwisen enroliment program

NOVATO, Calif.-Enwisen, a
provider of on-demand human re-

sources communications ser-
vices, has announced that Benefit

Concepts Inc. will integrate and
resell the Enwisen AnswerSource

Knowledge Center's Benefits

Communications and Decision
Support suite with Benefit Con-
cepts' AvantServe benefits ad-
ministration system.

The Enwisen program offered
by Benefit Concepts helps em-
ployers achieve paperless enroll-
ment, streamline enrollment pro-
cesses and costs, implement plan
changes, drive the right employ-
ees to the right plans and help
employees to become more in-
formed benefits consumers.

The service is available to em-
ployers with 100 to 100,000 em-
ployees.

For more information on the in-
tegrated program, call Earle
Phillips, vp marketing of East
Providence, R.1.-based Benefit
Concepts, at 401-438-7100, ext.
324, or visit www.benefit

concepts.com.

Wellington offers
avian flu cover

LONDON-Wellington Underwrit-
ing Agencies Ltd. has developed
an avian influenza business inter-
ruption product designed for
broiler farmers in the United
States.

The policy covers business in-
terruption costs incurred by
farmers following the slaughter
of poultry by order of the U.S. De-
partment of Agriculture in the
event of the H5N1 strain of avian
influenza on their farms.

Farm limits of $100,000 are
available, and each affected
chicken house is covered up to
$5,000.

For more information, contact
London-based Wellington's Mar-
keting Manager David Turner at
44-207-944-0457 or at
david.turner@wellington.co.uk.

Chubb expands
K&R, extortion policy

WARREN, N.J.-The Chubb Group
of Insurance Cos. in Warren, N.J.,
has enhanced its kidnap and ran-
som and extortion insurance poli-
cv.

Chubb offers kidnap and ran-
som and extortion coverage as
part of its specialty commercial
lines packages for privately
owned companies, publicly held
companies, financial institutions,
not-for-profit organizations and
health care organizations.

Business Insurance

Chubb enhanced the policy by,
among other things, offering un-
limited insurance for the fees and
expenses of Miami-based Acker-
man Group L.L.C., a security con-
sulting and negotiation firm;
broadening business income in-
surance to include all perils in-
sured under the policy, such as
cyber extortion; extending insur-
ance to domestic partners in ad-
dition to existing coverage for rel-
atives; reducing the business in-
come waiting period to six hours
from 72 hours; eliminating the re-
quirement that a civil authority

must shut down the policyhold-
er's operation: extending hijack-
ing insurance to incidents on
trains in addition to current insur-
ance for incidents on airplanes
and ships; and revising threat re-
sponse expense insurance to in-
clude reimbursement for expens-
es incurred as a result of a threat
made directly against an individu-
al. Previously, the policy provided
reimbursement only for threats
made against the policyholder's
business.

Policy limits of up to $25 mil-

lion are available.

13

For more information, call Greg
Bangs at 908-903-5372 or reach
him at gbangs@chubb.com or vis-

it www.chubb. com.

We'd like to report on new risk man-
agement and employee benefit prod-
ucts and services offered by your
company. Send information about
your new offerings to: Joe Walker,
Business Insurance, 360 N. Michigan
Ave., Chicago, lll. 60601-3806:
phone: 312-649-5283;

fax: 312-649-7801: jwalker@business

insurance.com.
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Hiring managers key to avoiding discrimination claims

Tmining will help keep interviews
from straying into forbidden areas

By FAY HANSEN

A telephone interview between a
production manager and a job can-
didate is now evidence in the Equal
Employment Opportunity Com-
mission's race discrimination law-
suit against Vivendi Universal S.A.

that's scheduled to go to trial Oct.
23.

The EEOC contends that the ter-
mination of an African-American
first assistant director was racially
motivated and cites the interview
with another man, who was being
interviewed for a different job in
the same film production, as part of

its evidence.

In its suit filed in U.S. District
Court for the Central District of
California in 2003, the EEOC is
seeking $8 million in back pay for
Frank Davis, who had been hired to
work on the film "2 Fast 2 Furious."”
The EEOC is also seeking damages
and court-enforced monitoring and
oversight of the studio's hiring and
firing practices.

The telephone interview, con-

ducted with a candidate for another

directing position on the film, in-

Business Insurance

cluded a blatantly impermissible
question about race. The produc-

tion manager for Universal, who
had been involved in the decision

to fire Davis, asked the candidate
for a second assistant director posi-
tion: "What color are you, are you
black?" The federal court found
that the question was "sufficient to
give rise to an inference that the ter-
mination decision (regarding Davis)
was motivated by illegal discrimina-
tion.”

Lawsuits fueled by forbidden
lines of inquiry are less common in
this age of diversity classes and
compliance training, but the legal
boundaries surrounding the inter-
view process are becoming far more
complex.

"We've moved from the first gen-
eration of interview issues, which
centered on explicitly impermissi-
ble questions about age, race and
national origin, for example, to the
second generation, where the prob-
lems are far more subtle and hiring
managers still need more training,"
said Judith Keyes, an employment
attorney with Davis Wright Tre-

maine L.L.P. in San Francisco.
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Interviews that stray into imper-
missible areas carry three potential
consequences, Ms. Keyes noted.

An unsuccessful candidate may
claim discrimination based on in-

formation that was revealed. A re-
jected candidate also may claim dis-
crimination because the line of
questioning and information pro-
vided was not consistent for all can-
didates Finally, a successful candi-
date who is later terminated may
reach all the way back to the inter-
view to show evidence of discrimi-
nation or, as occurred in the Uni-
versal case, use remarks from a sepa-

rate in-erview to show a pattern of
discrimination.

Training hiring managers

Hiring managers are the weak
link in the compliance chain be-
cause "they lack a basic understand-
ing of employment law," said Jen-
nifer Sandberg, an employment at-
torney with Fisher & Phillips L.L.P.
in Atlanta. "They may be aware that
they should avoid potentially dis-
criminatory behaviors with em-
ploye.=s, but often are not aware
that epplicants are protected with
equal force by the very same anti-
discrimination laws that apply to
employees."

Ms. Sandberg said problems also

arise because hiring managers often
don't have a "big picture" process
for thinking about the open posi-
tion and the qualifications it ze-
quires or for deciding where recruit-
ing will occur and within what time
frame. In addition, they don't have
a "smaller picture" plan for inter-
viewing specific candidates.

The lack of planning means hir-
ing managers might not see the
right candidates and could stray
into dangerous territory during in-
terviews.

"Hiring managers often talk too
much and ask the wrong ques-
tions," Ms. Sandberg said. "Also,
they don't know how to respond
to questions from candidates,
such as queries about health care
benefits for specific conditions, shat
can lead into dangerous territory.
Managers need a plan to redirect
the conversation when it goes
astray."

While there may be no law
against asking a specific question jn
an interview, courts may make in-
ferences about why an employer is
asking that question, Ms. Sandberg
explained. The most common line
of inquiry that can lead to disczimi-
nation claims stems from questions
related to child care and ra.sing

children.

"The hiring manager's real con-

Are you making
tile most o! your
editorial coveragelP

cern here is that the candidate may
not come to work because of child
care issues," Ms. Sandberg said. "In-
stead of asking about the candi-
date's child care arrangements, the
manager should ask the candidate
directly how often he or she misses
work. Questions related to atten-
dance and productivity are entirely
appropriate.”

Ms. Sandberg also advises man-
agers to deal decisively and immedi-
ately with any new employee who
is late or absent to avoid potential
discrimination charges.

"Managers have to learn to say
that the employee's excuse doesn't
matter," she said.

"One of the most dangerous
things a company can do is to allow
managers to hire warm bodies," Ms.
Sandberg noted. "Once they are in
your organization, it's difficult to
get them out. If they are a member
of a protected group, discrimina-
tion charges may follow the termi-
nation.”

Breakdowns in preventive poli-
cies often occur between human re-
sources and hiring managers, par-
ticularly at multilocation compa-
nies.

"HR may have good policies in
place, but if they are not dissemi-

See EEOC/ page 16
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Sa#y Roberts

Savings lesson vital
to build nest egg

When | turned 13, | received what |
thought to be the absolute worst
birthday present from my father.
He gave me $100 to play the stock
market.

And like the quintessential
teenager that | had become that
day, | ignored the gift and put off
my dad's questions of what compa-
ny | wanted to invest my money in.
| remember sitting on the stairs
playing my hand-held baseball
video game when my dad once
again broached the subject. Irritat-
ed, | turned over my video game
saw the name "Coleco" embossed
in the plastic, told him to put my
money in that company and went
on my way. My dad, | remember,
was somewhat surprised by my
quick non-thought out response (al-
though it may have been the fact
that | responded at all) and the fact
that Coleco Industries was indeed a
publicly traded company. Follow-
ing my instructions, he bought
$100 worth of Coleco's shares for

And that's when the fun began.

That same year, Coleco released
the Cabbage Patch Doll. And for
any of you who in the early 19805
attempted to purchase such a doll,
you're well aware that Coleco
couldn't produce them fast enough
to keep up with demand.

As Coleco's revenues soared, so
did my interest in the stock market.
And | began to learn about invest-
ing.

It may not have been a hard-core
lesson in finance, but | learned that
| could become an "owner" in a
company that produced toys that |
liked to play with. | learned how to
read a ticker symbol in the newspa-
per and compete with my brother
over whose stock grew more
overnight. | learned about diversify-
ing and investing more conserva-
tively from my brother who-much
to his chagrin-had invested half of
his birthday money the year prior
in a more stable aerospace company
and the other half in the local elec-
tric company. | learned that selling
shares high and receiving a more
than 250% return could buy me the
stereo that | really wanted for my
birthday. And | learned that if you
sell your shares too soon, you could
miss out on a stock split and per-
haps two stereos.

Coleco ended up going bankrupt,
eventually selling its assets to Has-
bro Inc. in 1989 and | eventually
sold my stereo in a garage sale for
about $5, but my Coleco lesson has
served me well for nearly 25 years

now. The investing seeds were
sown, so to speak, and | thank my
father for that. He wasn't thinking
when | was 13 that by the time | re-
tired, Social Security, retiree health
benefits and pension plans may not
be there to help support me. He did-
n't know that by 2005, consumer
debt in America would reach $2.2
trillion and that the nation's per-
sonal savings rate would be zero. He
just wanted to teach me how to in-
vest and save money.

I'm fortunate; | learned young.
But I'm in the minority.

Only 31% of eligible workers ages
18 to 25, and only 63% of eligible
workers ages 26 to 41, participate in
a tax-deferred 401(k) plan, accord-
ing to a 2006 Hewitt Associates Inc.
survey. A majority of these workers
cited other financial obligations as
taking greater priority than con-
tributing more, or at all, to a retire-
ment savings plan.

While the survey found that few-
er of these younger workers expect
to rely on a pension plan or Social
Security than those of the Baby
Boomer generation, a great majority
of them remain confident that they
will maintain their pre-retirement
standard of living in retirement.

| don't know whether this is false
confidence, but | do know that
if 69% and 37% of the young work-
ers surveyed, respectively, are
not currently saving money in an
available employer-sponsored re-
tirement plan, they won't have as
much money as they could later
in life. And that's a scary proposi-

tion.

We as a nation need to do a bet-
ter job of educating our young peo-
ple about the importance of saving
and about basic money manage-
ment.

Parents certainly can play a part,
but so, too, could our schools. Sev-
eral states, including Virginia, Texas
and South Carolina, have recently
mandated that economics and fi-
nancial literacy be taught in middle
and high school, according to a
Washington Post article. And the
Maryland State Department of Edu-
cation is developing lessons on per-
sonal finance covering such topics
as health insurance selection, retire-
ment planning and credit-card
management, the article said.

This is a good start and | can only
hope that when my two young sons
reach middle school, such educa-
tion will be among their school's
offerings. One thing's for sure,
though, | know what they will be
getting for their 13th birthdays.

Senior Editor Sally Roberts can be reached at

sroberts@businessinsurance.com.
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EEOC: Employers must train hiring managers

Continued from page 14
nated to the outlying areas, prob-
lems arise," Ms. Sandberg said.

Also, ipplication forms should be
customized for each state to reflect

differences in state laws.

"Undisciplined hiring practices
will frequently get employers in
trouble." said Margaret Hart Ed-
wards, shareholder at Littler
Mende-son P.C. in San Francisco.
She advises HR and staffing execu-
tives to design open-ended inter-
view questions that force applicants
to demonstrate whether they have
the required skills and experience.

Hiring managers should be
trainee to restrict questions to ex-
plicitly job-related topics. Appli-
cants should be treated alike and
asked the same questions. When
possible, applicants should be inter-
viewed by more than one manager,
and the same panel should inter-
view all candidates.

"Group interviews offer the op-
portunity to get much more infor-
mation from the applicant if the in-
tervievvers stick to their questions

and logical follow-ups,"” Ms. Ed-
wards said.

The interviewers should rank the
applicants against one another us-
ing the information obtained.

"Only the final ranking should
be preserved," Ms. Edwards said.

She advises employers to avoid
shortcuts, such as skipping refer-
ence and background checks. She
also suggests offer letters with "at
will" language that has been re-
viewed by employment counsel.

Eliminating chitchat

Discrimination issues are particu-
larly likely to arise when hiring
managers try to ferret out informa-
tion on the candidate's personal,
social and interactive skills. They
may be more common when the
cancidate is under consideration for
a higher-level position and the in-
terview process includes a dinner or
other social occasion, said Ms.
Keyes of Davis Wright Tremaine.

Even if hiring managers know
which topics of conversation to
avoid, the candidate may open the

Reduce interview risks

* Restrict questions to only job-

related topics

« Treat all applicants alike and
ask them all the same questions

* More than one manager should
interview each applicant, and the
same panel should interview all

candidates

* Rank candidates against each
other using only the information
oOobhtaimaed

door to a troublesome alea in an at-

tempt to be more likable.

"This is a major potential pitfall
because the hiring managers may
believe that certain conversations
are permissible if the candidate ini-
tiates them," Ms. Keyes said.

The solution is to train hizing
managers to redirect the conversa-
tion to neutral terms.

"This is a complex area," she said.
"Obviously, a disabled applicant

may tell the employer in an inter-
view that he or she is disabled and

what the reasonable accommoda-

tion would be. It is permissible for
the applicant to offer this informa-
tion, and for the employer to zon-
sider whether the accommodation
is reasonable. But if the accommo-
dation is reasonable, then the dis-
ability becomes a neutral part of the
conversation and may not influ-
ence the hiring decision."

Ms. Keyes advises that hiring
managers receive face-to-face train-
ing that includes role-playing. " In
the role-playing, a knowledgeable
interviewer is confronted with an
applicant who, reading from a
script, leads the interviewer out
onto thin ice," she said. "The pur-
pose of this...is to impart the lesson
that responses to open-ended inter-
view questions can turn problemat-
ic and the hiring manager must
steer the conversation back into
permissible job-related territory."

When candidates push the con-
versation into a potentially imper-
missible area, hiring managers must
follow three steps, Ms. Keyes said.

First, maintain a comfortable and
relaxed atmosphere. "They must

Rusiness Ae
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not suggest that a wrongdoing has
occurred," Ms. Keyes noted.

Second, the hiring manager
should suggest through words or
body language that the information
is interesting but not pertinent.

Third, the hiring manager should
pick up on a permissible neutral
point and then turn that point back
to a job-related line of inquiry.

In situations where the interview
process extends into a dinner or an-
other social occasion, Ms. Keyes re-
minds hiring managers that being
under the influence of alcohol is
not a defense if they are charged
with discriminatory behavior.

"Although they may be in a so-
cial setting, the rules remain the
same," she said. "And it is assumed
that any information the employer
elicits is subject to the rules."

If a candidate provides impermis-
sible information during the pro-
cess, the company is prohibited
from using it in the hiring decision.

"Hiring managers should be
aware that they should not write
down the impermissible informa-
tion in their notes or the interview
summary, and they should not
share the information with any-
one," Ms. Keyes said.

The only caveat is that if the can-
didate's remarks are so out of line

that the actual information offered

is not only impermissible but inap-
propriate. That inappropriate be-
havior may be considered in the
hiring decision, Ms. Keyes said. In
that case, the inappropriate behav-
ior can be noted and shared.
Employers can expect the EEOC
will eventually scrutinize "creative"
interviewing, particularly because it
often promotes different lines of
discussion with different candi-
dates, cautioned Gayla Crain, man-
aging partner at Epstein Becker
Green Wickliff & Hall in Dallas. "If
employers are going to use 'creative’
questions, they should ensure that
they are using the same ones for all
applicants," Ms. Crain said.

Fay Hansen is a reporter for Workforce

Management, a sister publication of
Business Insurance.
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Workers share duty in addiction fight

By GLORIA GONZALEZ

OTTAWA-The Supreme Court of Canada
has declined to hear appeals of two British
Columbia court decisions concerning an em-
ployer's duty to accommodate employees
with drug addictions.

In British Columbia Nurses' Union vs. Hea/th
Employers Assn. of British Co/umbia, the
British Columbia Court of Appeal reinstated
an employer's decision to terminate an em-
ployee who had been fired in relation to his
drug addiction.

Ron Bergen, a registered nurse at the
Kootenay Boundary Regional Hospital, was
fired in spring 2003 for failing to abstain
from using drugs, stealing drugs and dishon-
esty-a termination that became the basis of
a grievance filed by his union.

A grievance arbitrator overturned the hos-
pital's decision to terminate the nurse, saying
that Mr. Bergen's drug addiction was an ill-
ness and a disability under provincial human
rights law, that his addiction was causally
connected with his misconduct at work and
that the employer failed to consider accom-
modating him by finding a job where he
would have no access to drugs.

In February, the Court of Appeal over-

turned the arbitrator's decision and cited the
arbitrator's failure to consider that Mr.
Bergen had a duty to facilitate the accommo-
dation process and that he had been given
two previous opportunities to rehabilitate his
addiction. "Addiction, as a treatable illness,
requires an employee to take some responsi-
bility for his rehabilitation program," the rul-
ing said. "Mr. Bergen failed to discharge that
duty, and the duty to accommodate was ex-
hausted.”

The court's statement that employees have
an obligation to participate in the accommo-
dation process was beneficial to Canadian
employers, said Andrea York, a partner in the
labor and employment practice of Blake,
Cassels & Graydon L.L.P. in Toronto. "The

employee basically can't sit back and let the
employer do all the work, which is good
news for employers," she said.

In Kemess Mines Ltd. vs. International Union
0/Operating Engineers, Local 115, the Court of
Appeal upheld an arbitrator's finding that
the employer had not accommodated the
employee to the point of undue hardship.

Muu
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The case began when Mark Gardiner, an
employee of Kemess Mines, was fired in Au-
gust 2004 after he was caught smoking mari-
luana in his room at the mine site, contrary
to the employer's zero-tolerance policy on
drug use.

At an arbitration hearing, the employer
said Mr. Gardiner's conduct warranted dis-
missal, but the union argued that the firing
violated the provincial human rights code
because the employer had not accommodat-
ed Mr. Gardiner to the point of undue hard-
ship.

The arbitrator ordered the mine to rein-
state Mr. Gardiner, finding that the employer
had not fulfilled its duty to accommodate.
Instead, the arbitrator imposed a 10-month
disciplinary suspension on Mr. Gardiner and
ordemd him to abstain from drugs, complete
a treatment program and attend substance
abuse support meetings.

In appealing the decision, the mine com-
pany argued that it was not discriminatory to
dismiss an employee for failing to abide by

its drug policy unless the employee can show
that his addiction actually prevented him
from complying with that policy. The em-
ployer expressed concern that accommoda-
tion of employees such as Mr. Gardiner
would undermine the purpose of its policy,
which was designed to address valid work-
place safety issues. The employer also argued
that it accommodated all its employees
proactively by providing an employee and
family assistance program that an employee
could contact to seek assistance with drug
problems.

While acknowledging that an addicted
employee does have a duty to facilitate ac-
commodation through rehabilitation, the
Court of Appeal said the scope of the em-
ployee's duty varies depending on several
factors, including whether the employee is in
denial or unaware of the addiction. The
court upheld the arbitrator's finding that Mr.
Gardiner was not fully aware of his addiction
and that it would be wrong to conclude that
his failure to seek help ended the employer's
duty to accommodate.

While also acknowledging the employer's
legitimate safety concerns in establishing its
drug policy, the court found that the deter-
rent nature of the policy would not be seri-
ously undermined by the arbitrator's deci-
sion, especially since the arbitrator imposed a
suspension on the employee.

"l don't think you can say there will be
zero tolerance and everybody will be termi-
nated," Ms. York said. "The level of discipline
has to vary depending on the case.”

Last week's refusal by the Supreme Court
of Canada to consider either appeal allowed
the Court of Appeal rulings to stand.

British Columbia Nurses' Union vs. Health Em-
ployers Assn. of British Columbia (Kootenay
Boundary Regional Hospital) B.C.) (31417)
Kemess Mines Ltd. v. International Union of
Operating Engineers, Local 115 (B.C.) (31415)
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Manitoba adds

nine industries

o comp system

By GLORIA GONZALEZ

WINNIPEG, Manitoba-Manitoba is expand-
ing the number of industries covered by its
workers compensation system for the first
time since the 19604 bringing its program
more in line with those of other Canadian
provinces.

Some Manitoba employers, though, are
concerned about the expansion, questioning
whether it is necessary to mandate coverage
for some of the new industries and the po-
tential for increased workers comp costs.

The province is adding nine industries to
the insurance system run by the Workers
Compensation Board of Manitoba effective
Jan. 1, 2007 (see box, page 18). The coverage
expansion represents about 1,150 employ-
ers, although 67% of those employers al-
ready have voluntary coverage with the
provincial system and will not see any
changes.

See COMP / next page

Competition, volatility a deregulation concern

By MICHAEL BRADFORD

TAIPEI, Taiwan--Insurance deregulation in
Taiwan has created a stable but intensely
competitive and loosely disciplined proper-
ty/casualty marketplace, a newly released
study concludes.

The report, "Nonlife Insurance Industry
Risk Analysis: Taiwan," published by Stan-
dard & Poor's Corp. and its Taiwan Ratings
Corp. subsidiary, said deregulation imple-
mented in 2001 has created a market that is
flexible and profitable. There remain,
though, concerns about the volatility
brought on by increased competition.

"Regulatory changes and
consolidation have been
gradually reshaping the in-
dustry landscape, creating
opportunities and chal-
lenges for participants,”
said the report's co-author,
S&P Credit Analyst Susan
Chu, in a statement.
"Deregulation is increasing
operating flexibility, and consolidation
should allow some companies to benefit
from better economies of scale.”
"The industry's operating performance is
satisfactory by international standards,"

said co-author and S&P

Credit Analyst Steven

Chen. "lIts combined ratio
ranged between 94% and
101% in 2001-2005, and
the variations in it over
that period were smoothed
to some extent by reinsur-
ance arrangements," he

said in the statement.

The industry reported an average annual
return on revenue of 13% between 2001
and 2005, according to the report.

It also said the majority of nonlife insur-
ers in Taiwan are adequately capitalized.

Doing what we do best, in Europe.

Even so, "Operating volatility is expected
to increase because of the combined effects
of fierce competition, increased retention
risk, riskier investments and catastrophe
risk," Mr. Chen said.

The report noted that most nonlife insur-
ers in Taiwan have a similar business strate-
gy to "compete on price to gain market
share, while offering similar products,” an
approach that led to a price war in 2003.

The report is available to subscribers of
S&P's RatingsDirect at www. mtingsdirect.
com. Nonsubscribers can purchase a copy
by calling 212-438-9823 or e-mailing re-
search_request@standardandpoors. com.

For your FREE trial subscription
aimplete the subscription card

or visit www.BIEurope.com/subscribe
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Bush: Health directive lauded

Continued from page 4

them to start with, that's a legiti-
mate sample. We--the government
and private employers-now collec-
lively can use it as a means to devel-
op expectations about price and
quality, and that's what we'll be
working on."

The presidential directive, which
will be implemented for new con-
tracts or contract cycles that begin
Jan. 1,2007, also calls for the federal
government to work in concert
with similar initiatives in the pri-
vate and nonfederal public sectors.

"Employers have long wanted for
these things-advanced (health in-
formation technology), interoper-
ability, transparency, the right data
to measure quality and safety, etc.-
so having the largest purchaser in-
sist on these standards as a condi-
tion of doing business is what we
have wanted for a long time," con-
curred Helen Darling, NBGH presi-

dent.

"These actions will make all of
the difference in the world. We just
all need to join together to collabo-
rate for the nation’'s interest to en-
sure quality, patient safety, efficien-
cy and affordability,” Ms. Darling
said.

Larry Boress, vp at the Midwest
Business Group on Health in Chica-
go, said that by throwing its hat in
the ring, the federal government
will provide long-needed direction
to numerous ongoing private-sector
health care quality measurement
and transparency efforts.

"For a number of years, employ-
ers and coalitions have looked into

the crowded field of metrics and

said, 'lt's great that we now have all

of these groups developing quality
measures and approaches, but it's

like a stampede. They're all going in
different directions. Which one do

we follow and what direction do we
take?'" Mr. Boress said.

"Now we have some direction,
the federal government has drawn
the parameters of what the quality
and transparency movement is go-
ing to be all about and essentially is
saying the federal government will,
in collaboration with other stake-
holders, create and adopt quality
metrics and help people understand
what's out there and how you
should judge health plans and
providers," he said.

While supportive of the intent of
the president's directive, at least one
health benefit expert expressed
some skepticism about its ultimate
impact.

"Great idea. Let's see where the
money is and the commitment in
terms of resources to make it hap-
pen, because it isn't just a matter of
opening up our databases to every-
body and saying, 'Come one, come
all and take our data.' It's not going
to happen that way," said Linda
Bergthold, a senior consultant in
the Universal City, Calif., office of
Watson Wyatt Worldwide who
works with NBGH's Evidence-Based
Plan Design Committee.

"Unless there's money tied to it,
unless there's a real investment by
the government in doing this, it's
just rhetoric," Ms. Bergthold said.

The president's order states: "This
order does not assume or rely upon

additional federal resources or

spending to promote quality and ef-
ficient health care.”
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Comp: Manitoba expands industry mandate

Continued from previous page

Canadian workers comp cover-
age is provided largely by provincial
and territorial workers comp boards
and financed by employer-paid pre-
miums. Employers have no control
over the rates set by the boards;
rates for each company in a given
sector reflect the loss experience of
that sector, though those compa-
nies that have low incident levels
within a sector are eligible for indi-
vidual rebates.

In Manitoba, about 70% of em-
ployees are covered by the system,
the lowest level of coverage in the
country, according to Nancy Allan,
the province's labor and immigra-
tion minister. The expansion of

coverage will allow more than 7,000
additional workers to receive bene-

fits, she said. "We are committed to
gradually extending WCB coverage
starting with the industries where it
makes the most sense,"” Ms. Allan
said in a statement.

The new industries are currently
covered by most other workers
comp boards across Canada. For ex-
ample, mines exploration, which
falls under the category exploration
and prospecting, is an ihdustry
whose coverage is compulsory un-
der all other provincial/territorial
workers comp systems.

Initially, the provincial govern-
ment published a longer list of in-
dustries for which compulsory cov-
erage was being considered, but the
list was trimmed down in the midst
of opposition by groups represent-
ing employers.

The Manitoba chapter of the
Canadian Federation of Indepen-
dent Business, which represents

— ”~ ==

more than 4,800 small and nlidsize

employers in the province, success-
fully fought the inclusion of several
industries, including the health care
sector. The organization's health
care members opposed compulsory
coverage because they already have
private insurance coverage that

-1

Expanding workers
comp coverage

Manitoba is expanding the scope
b of its workers compensation

system to mandate that
employers in the following

industries participate in the

program beginning Jan. 1,2007:

+ Outside window cleaning

* Aviation and air transport

« Exploration and prospecting
* Mushroom- plants
 Taxidermy

* Testing laboratories

<Land surveying

« Landscape architecture and

f design
* Property management

Source: Manitoba Labor and Immigration
Dejpro=artrmert -

they felt was superior to the provin-
cial program, said Shannon Martin,
director of provincial affairs for the
CFIB in Winnipeg, Manitoba.
"They actually thought that was a
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detriment to their employees,"” he
said.

Mr. Martin believes, though, that
the employers' victory may be
short-lived because of the minister's
stated intention to continue ex-
panding the number of industries
covered by the system. "There's no
doubt in our minds whatsoever that
there will be further expansion,” he
said. 'The big question our mem-
bers are facing is, 'What's next?"™"

Employers in some of the new in-
dustries that will now be compelled
to obtain coverage questioned the
need for such coverage, Mr. Martin
noted. "l would suggest taxidermy
is hardly a dangerous occupation as
well as property management and
design of landscaping," he said.

Another key issue for employers
relates to the cost of coverage, in-
cluding the possibility that adding
more employers and workers could
disrupt what is one of Canada's
most stable workers comp programs
and eventually lead to higher rates.

The Workers Compensation
Board of Manitoba has not yet final-
ized its assessment rates for 2007,
but rates have been assessed for em-
ployers in the new industries that
have sought voluntary coverage in
the past. For example, Manitoba
employers in the industry category
taxidermy that elected to obtain
WCB coverage were assessed an av-
erage rate of $1.83 Canadian ($1.63)
per $100 Canadian ($89) of insur-
able earnings for coverage this year.
Manitoba employers paid the sec-
ond-lowest average premium in
Canada this year at $1.68 Canadian
($1.50) per $100 Canadian of insur-
able earnings.
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Market: Katrina likely to continue to influence catastrophe insurance capacity

Continued from page 1
billion of windstorm coverage for
its approximately $35 billion of to-
tal insured property values-about
$22 billion of which is located in
wind-prone regions, according to
James D. Hinton, vp-risk and insur-
During this year's May renewal,
HCA was able to purchase less than

$270 million of windstorm cover-

age above its 5% deductible per 16-
cation, according to Mr. Hinton.
And, "we've got holes" in the layer
above the first $100 million of cov-
erage, Mr. Hinton noted.

With that reduced catastrophe
coverage-and even though HCA's

fire limits remained at $ 1 billion-

the cost of HCA's entire property
program shot up 167%.

HCA's renewal was fairly typical
in the post-Katrina property catas-
trophe insurance market era.

This year, catastrophe capacity is
down as much as 80%, and risk
managers should expect to pay two
to five times as much for that re-
duced coverage, according to bro-
ken and risk managers.

Of course, the catastrophe losses
that insurers covered last year are
helping shape the market. Catastro-
phes in 2005 generated a record
$61.2 billion of insured losses, with
Katrina accounting for about $40.6
billion, according to the New York-
based Insurance Information Insti-
tute and the Rahway, NJ.-based
Property Claims Service division of

the Insurance Services Office Inc.

ANnd those losses came on the

Public cat program
unnecessary: AlA

By JERRY GEISEL

WASHINGTON-While the in-
surance market is "under stress"
in several Atlantic and Gulf
Coast states, a new public insur-
ance program is unnecessary,
an insurance industry trade as-
sociation says.

In a new report issued a year
after Hurricane Katrina, the
American Insurance Assn. says
the private insurance market
has sufficient capacity to han-
dle natural catastrophes.

"Despite last year's record-
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breaking losses, private sector
capacity for dealing with natu-
ral disasters has grown and is
adequate to spread and manage
this risk,”" the Washington-
based AIA said in the report,
"Natural Catastrophe Agenda-
to Reduce Loss and Pronnote
Stability."

While reinsurance prices
have climbed, "there is no ca-
pacity crunch, and even the
leading proponents of cat funds
have significant
amounts of private reinsurance

secured

coverage," the AIA said.

While rejecting public natu-
ral catastrophe insurance pro-
grams such as state catastrophe
insurance programs reinsured
through a federal program,
there are several steps both state
and federal lawmakers can take
that will improve market condi-
tions, the AIA says.

For example, strong statewide

building codes are needed for
the entire Atlantic and Gulf

Coasts. Additionally, building
codes must "stay current and
consistent with the latest miti-
gation technologies."

Enacting building codes has
to be accompanied by enforce-
ment of those codes. Indeed,
studies conducted after Hurri-
cane Andrew struck South Flori-
da in 1992 found that lax code
enforcement contributed to the
damage tally, the AlA said.

Regulatory reforms also are
essential to create the stable
business climate insurers say
they need to write business in
hurricane-prone areas of the
United States, the AIA says. For
example, all states should allow
the use of computer catastrophe
modeling in rate making.

"Just as insurers use models
to manage catastrophe risk,
states should accept their use in
the rate making process," ac-
cording to the AIA report.

Several states oppose such
models, especially if they indi-
cate that higher rates are neces-
sary. But ignoring "scientific
models is another form of artifi-
cial rate suppression that...ulti-
mately undermines the role of
the private sector in managing
catastrophe risk," according to
the report.

Legal reforms also are neces-
sary, the AlA said, noting the
problems insurers face in "an
uncertain legal environment,
particularly where cases are
tried by hometown juries."

To address that problem,
Congress should establish court
jurisdiction in a centralized fed-
eral court to handle natural
catastrophe claims that reach a
specified magnitude, the AIA
said.

Tax law changes also are
needed, such as providing em-
ployers with tax credits if they
invest in protective measures
that go beyond building code
requirements.

heels of a then-record $27.5 billion
of covered catastrophe losses in
2004, according to the PCS and IIlI.
Despite those heavy losses, prop-
erty/casualty insurers recorded their
fourth consecutive profitable year
and third consecutive year of sur-
plus growth in 2005, in part be-

cause reinsurance covered a lot of
those losses.

Still, insurer rating agencies and
catastrophe modeling companies
became concerned that they may
not have fully measured insurers'
true exposure to, and ability to
withstand, catastrophe losses.

Several insurer rating agencies
over the past year have toughened
the risk-based capital formulas and
stress tests they use to measure the
adequacy of capital that insurers
have to support the catastrophe
risks they underwrite. Among other
factors, the agencies adjusted their
formulas to measure insurers' abili-
ty to withstand multiple catas-
trophic events within one year
and to recognize a higher cost than

they previously considered for labor
and materials in storm-stricken ar-

eas.

The result is that with the same
amount of capital and even more,
insurers cannot offer policyholders
nearly as much capacity as before.
"They're managing to certain num-
bers and can't go beyond that be-
cause it would affect their ratings,"
said Bob Howe, global director of
property operations for Marsh Inc.
of New York.

Meanwhile, several catastrophe
modeling companies adjusted their
models to reflect projections that
Atlantic hurricanes have become
more frequent and severe. The re-
vised models also factor in higher
damage estimates for many types
of commercial facilities (Bl, June
12).

For example, Newark, Calif.-
based modeling company Risk
Management Solutions Inc. no
longer projects hurricane frequency
and severity based on averages for
the past 100 years, noted Peter
Nakada, managing director and
head of the RMS insurer consulting
practice. Now, the RMS model fac-
tors in a five-year forward looking
hurricane frequency projection de-
veloped by four leading hurricane
experts, Mr. Nakada said.

That has boosted the modeled
frequency of category 3,4 and 5
storms making landfall in the Unit-
ed States by more than 30%. The
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Cat reinsurance prices surge in 2006

In hurricane-prone areas, property catastrophe reinsurance rates are up.
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modeled frequency of category 1
and 2 storms making a U.S. landfall
jumped 20%.

At the same time, RMS has used
its clients' hurricane loss data from

2004 and 2005 to update the daims

data element of its model-the first
significant update since 1992, when
Hurricane Andrew caused $21.6 bil-
lion of insured damage. That up-
date led to about a 40% increase in
the model's projection of damage
to commercial buildings.

For insurers, the modified models
have "radically altered their calcula-

tions on their expected losses,"
Marsh's Mr. Howe said.

Aon's Mr. Davis said insurers' es-
timated catastrophe losses are 70%
to 10096 higher now.

That compels insurers to either
shed accounts or reduce the limits
they offer, Mr. Howe said.

Meanwhile, insurers need rate
hikes sizeable enough to generate

a sufficient return on equity, he
said.

P/C vs. all U.S. industries in return on equity
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Fortune 500 companies typically
generate a 13% to 15% ROE, noted
L. James Valverde Jr., vp, economics
and risk management for the Ill.

But for U.S. property/casualty in-
surers, the 10-year ROE through
2005 averaged 8.9%, and the five-
year average was 6.6%, according to
insurer rating agency A.M. Best Co.
Inc. of Oldwick, NJ.

Unlike during the 19705, when

investment income was far more

robust, insurers cannot generate
ROEs around 15% with combined

ratios at or near 100%, according to
Mr. VValverde. Combined ratios
must be lower than 95%, which
means prices must rise, he said (see
chart).

Plus insurers face significantly
higher property catastrophe rein-
surance costs, market experts noted
(see chart).

Of course, an ample infusion of
capital could relieve the property

See MARKET / Next page
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Market changes not
cyclical, brokers say

While risk managers overseeing
catastrophe exposures of any
type certainly understand the
tough property catastrophe in-
surance market they face, many
do not understand that the mar-
ket has changed structurally and
will not soften again to 2005
conditions, brokers say.

Failing to accept this concept
could lead to inadequate protec-
tion for corporate facilities over
the long term and, as a result,
unhappy senior management,
they said.

~KATRINA:

In the tight property catastro-
phe insurance market, capacity
has shrunk by as much as 80%,
and it costs two to five times as
much as it did a year ago. On
top of record catastrophe losses
the past two years, recent modi-
fications in catastrophe models
and insurer rating agencies' risk-
based capital formulas have
driven those market changes,
market experts say.

"It's one of the most compli-
cated markets I've seen in
years-and maybe ever," said
Bob Howe, global director of
property operations for Marsh
Inc. in New York.

But "clients are not as acutely
aware of how deeply these issues
penetrate the marketplace" as
they are that the market is tight,
Mr. Howe said.

Broker executive Gary Mar-
chitello agrees that a majority of
risk managers perceive the mar-
ket change as a cyclical problem
rather than a structural change
with long-term implications.

The problem with that view is
"you don't want to keep surpris-
ing management with capacity
reductions and price increases"
year after year, said Mr. Mar-
chitello, a managing principal
and the property practice leader
for New York-based Integro Ltd.

Aaron Davis, director of the
national terrorism and property
resources practice at Aon Risk
Services Inc. in New York,
agreed. "You need to manage
expectations."

While market conditions may
leave many risks with inade-
quate coverage, risk managers
still can take several steps to bet-
ter protect their organizations,
brokers said.

"If it's a structural change in
the market, then the prudent
recommendation to manage-
ment would be a redeployment
of capital to risk mitigation as
opposed to risk transfer," Mr.

Marchitello said.

"Risk avoidance is the ulti-
mate risk mitigation method,"
which would mean dedding not
to locate new facilities in wind-
prone areas, he said.

For facilities already located in
wind-prone areas, capital should
be directed to various loss pre-
vention techniques, which have
"grown by leaps and bounds" in
recent years, he said. Those in-
clude anchoring roofs, replacing
windows with hardened glass
and securing onsite power
plants "as though they were
bunkers" by using berms or
sandbags, Mr. Marchitello said.

Risk managers are "only at the
halfway point in terms of what
they should do" to protect facili-
ties in wind-prone locations, he
said.

Besides risking damage to fa-
cilities without adequate insur-
ance to cover losses, failing to
harden facilities could invite
lawsuits by unhappy sharehold-
ers, Mr. Marchitello said.

Risk managers also can im-
prove their odds of securing the
limited capacity that is available
in the market, brokers said.

Notably, "get a far better han-
dle on your exposure base," in-
cluding total insured values,
business interruption, contin-
gent business interruption and
extra expense exposures, Aon's
Mr. Davis urged.

Provide the best possible in-
formation to feed into brokers'
and insurers' catastrophe mod-
els, he said.

Mr. Howe agreed.

"It's about gaining control" of
the limited capacity, he said.
"We need to present the client
properly."” Having the best and
most current information makes
the underwriting process easier
and improves the risk manager's
odds of being considered ahead
of others, which is crucial when
capacity is so tight, Mr. Howe
said.

"We want to be the first in
line" for that capacity, he said.

Risk managers also should ac-
cess the global marketplace for
coverage, brokers advised.

"You want to generate com-
petition, and the way to gener-
ate maximum competition is by
accessing the greatest breadth of
the marketplace,” Mr. Davis
said.

That is something that not
only multinational corporations
but also large domestic compa-
nies should do, Mr. Howe said.

And getting started on re-
newals early is critical in such a
tight market, Mr. Marchitello as-
serted.

"It would not be overstating it
at all to say that if your renewal
is in six months, you might
want to be in the market right
now," he said.

-By Dave Lend<us
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Market: Cat capacity unlikely to improve soon

Continued from previous page

catastrophe insurance capacity
crunch.

And, billions of dollars of new
capital have flowed into the proper-
ty/casualty market over the past
year, according to VadOUS sources.

On the strength of a $48.8 billion
profit in 2005, U.S. property/casual-
ty insurers boosted industry surplus
by $36.3 billion-a 9% gain from
year-end 2004, according to Best.

In addition, between September
2005 and July 28, at least 19 insur-
ers and reinsurers announced plans
to raise a collective $10.35 billion of
capital, and 15 startup companies
planned to raise $10.25 billion
more, according to lll figures.

But that capital boost of more
than $56 billion likely will not pro-
vide much relief, industry experts
say.

"A large percentage of it is not
functional capacity," because it has

been directed to reinsurers or shores

up insurers' balance sheets but does
not allow them to offer additional

Capital raising
by insurance start-ups

As of July 28, in millions

of dollars.
Harbor Point Ltd.' $1,500
Amlin Bermuda Ltd.

$1,000

Flagstone Reinsurance Ltd. $1,000

Validus Holdings Ltd. $1,000
Lancashire Holdings Ltd. 2 $1,000
Augsburg Re $1,000
Ariel Reinsurance Co. Ltd. $750
Aeolus Ltd. $500
Hiscox Bermuda $500
New Castle Reinsurance

Co. Ltd. $500
Arrow Capital Reinsurance

Co. Ltd. $500

XL Capital Ltd./Highfields Capital
Management LP. 4 $500

Greenlight Capital
Management L.P. $220

Omega Specialty Insurance
Co. Ltd. $180

Ascendant Reinsurance Ltd. $100

1 Chubb and Trident are funding Harbor Point.
Announced amounts may differ from sums ac-
tually raised. 2 Stated amount is $750 million
to $1 billion. 3 Arrow Capital formed by Gold-
man Sachs. 4 XL Capital/Hedge Fund venture.
Source: Insurance Information Institute;

Investment Bank Reports.

U.S. ROE vs. equity cost of capital

The U.S. P/C insurance industry achieved its cost of capital in 2003-2005.

18%

+ ROE + Cost of capital

162% -
>— 1

14%

12%

1 O996

6%

4%

= =

=

s~ =)

112 -9.0f-+0.2-+1.0-

<

O 1 \NT°

-2%

‘91 '92 '93 '94 '95 '96 '97 '98 '99 '00 '01 '02 '03 '04 'O5 'O6E

-4%

Source: Insurance Information Institute

capacity, Aon's Mr. Davis said.

And risk managers cannot as-
sume that last year's surplus growth
will be deployed to support proper-
ty catastrophe business, said Mr.
Nakada of RMS.

Even considering the industry's
entire capital growth over the past
year, it is nowhere near sufficient
under the revised risk-based capital
formulas and catastrophe models,
Mr. Nakada said.

Taking the Standard & Poor's
Corp. requirement for figuring the
probability of a one in 250-year
hurricane loss and running it
through both the earlier and latest
version of the RMS model, the later
model generates an industry loss es-
timate of $171 billion, which is $55
billion greater, Mr. Nakada said.
That means the industry would
need at least $55 billion of addi-
tional capital.

But since insurers typically capi-
talize to around 150% of the S&P
base requirement to earn a higher
rating, the difference between

the two models would have to be

multiplied by 150% to $82.5 bil-
lion.

Add last year's $60 billion of
"capital that was destroyed" and
then subtract the new capital that
has been generated over the past
year, and the result is that the in-

dustry needs more than $120 bil-

lion of new capital to get back to
where it was before the 2005 hurri-

cane season, he said.

Shaving billions of dollars from
that figure to account for the tax
treatment of insurers' catastrophe
losses still would not change the
picture substantially, he said.

Even an insurance industry repre-
sentative who said he would not
characterize the property catastro-
phe market as structurally different
agreed that market capital does not
currently match insurance buyers'
exposures.

"The problem is that capital has
to get an adequate return on invest-
ment,"” or it will be deployed else-
where, said Greg Heidrich, senior
vp of policy development and re-

search at the Property Casualty In-
surers Assn. of America in Des

Plaines, lll. "We'll see" if the market
can provide that return, he said.

For now, the market is "just step-
ping back, because things changed
faster and more than we expected
them to,"” Advisen's Mr. Bradford
said. It has to "figure out how to
underwrite the business, allocate
capital and price it."

When that happens, "expect it to
come back, but with higher rates

and more restrictive terms” than in

2005, he said.

Top five costliest insurance losses

Property and business interruption losses, excluding life and liability

losses, in millions

Rank Date Country
uU.S., Gulf

1 Aug. 24, of Mexico;
2005 Bahamas,

North Atlantic

2 Aug. 23.U.S., Bahamas
3 Seps11, U.S.

4 Jan, 17, us.
1994
u.i,
5 Sep. 2, Caribbean:
2004

Barbados, et al.

(2) Adjusted to 2005 dollars by Swiss Re.
Source: Swiss Re, sigma, No. 2R006.

Insured loss
Event in 2005 U.S.

dollars 2

Hurricane Katrina;

floods. damage to $45,000
levees and oil rigs
Hurricane Andrew $22,274
Terrorist attacks on
WTC, Pentagon, other $20,716
buildings
Northridge earth-
9 $18,450
quake (magnitude 6.6)
Hurricane lvan;
$11,684

damage to oil rigs
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Lockton: Acquisition would boost broker's ability to serve international clients

Continued from page 1

an option for risk managers of
multinational companies who want
their brokers to have their own
global operations yet want an alter-
native to Marsh Inc., Aon Corp. and

Willis Group Holdings Ltd., said
Lockton Chairman David M. Lock-

ton.

"l think for those people, we've
now created a whole new alterna-
Tive broker that didn't exist before.
Other than the big three, there is no
ither broker that has owned offices
ihroughout the world," he said.

At the same time, while "we have
been successful in becoming the
broker for just over 100 of the For-
tune 1,000 U.S. companies, we have
little penetration-since we didn't
have offices overseas-in the 1,000
largest overseas-based companies,
and we expect to make inroads
there,"” Mr. Lockton added.

"The transaction benefits us in
two ways," Peter Moyo, group chief
executive of Alexander Forbes, said
in a statement. It not only allows
the broker to strengthen its balance
sheet, but it also allows the firm to
"focus our full attention on the
plans we have under way for our re-
maining operations."

"We remain committed to our

flagship risk and insurance services
businesses in Africa and firmly be-
lieve that we will continue to offer

our clients the best solutions both
locally and internationally,” Mr.
Moyo said.

"The insureds are going
to love this, because it
gives them an
alternative to Marsh,

Aon and Willis."

Patrick T. Unnert

Marsh Berry & Co.

In June, Alexander Forbes, whose
shares are traded on the South
African stock exchange, announced
it was considering a possible sale of
the firm to private equity partners

as well as a possible separate capital
infusion from outside investors in

AFIRS (Bl, June 12).

Following receipt of a "number of
expressions of interest," the board
concluded that selling its entire in-
terest in the subsidiary to Lockton

was in the best interest of its share-
holders, the brokerage said last
week in an advisory to the stock ex-
change.

It also noted that its discussions
with private equity firms relating to
the sale of the entire firm "are con-
tinuing, and shareholders are ad-
vised to continue to exercise cau-
tion when trading in the compa-
ny's securities until a further an-
nouncement is made."

"We think we've caught the com-
pany at a perfect time," Mr. Lock-
ton said. "We have a lot of faith” in
AFIRS' leadership and believe it will
be "a stronger organization being a
part of Lockton."

He also noted that there was
some concern that Alexander
Forbes might be willing to sell
AFIRS, "and if that was going to
happen, we wanted to make sure
we were the buyer."

Long-term relationship

Lockton first forged a relation-
ship with Alexander Forbes and
AFIRS about 10 years ago when it
set up its network of international

broker partners to service its global
clients. More than 90% of Lock-

ton's clients today with U.K. opera-
tions work with AFIRS, Mr. Lockton
said.

Under terms of the deal, Lockton
is to purchase a 51% majority own-
ership in AFIRS, which would be re-
named Lockton International Hold-
ings Ltd. and remain based in Lon-
don.

Trident Ill L.P., an investment
fund managed by Greenwich,
Conn.-based Stone Point Capital
LLC., owns the remaining minori-
ty interest. Lockton has call options
on Trident's investment over the
course of the next six years, which
it intends to exercise and eventually
own 100% of the operation, Mr.
Lockton said.

The purchase includes AFIRS' in-
surance brokerage operations in
corporate risk, professional indem-
nity, property, construction, avia-
tion, marine, energy and political
risk.

In addition to retail brokerage,
AFIRS also provides reinsurance
brokerage and wholesale London
brokerage services, two new areas
for Lockton.

Stewart McCulloch, chief execu-
tive officer of AFIRS, is to become
CEO of Lockton International, and

Health care: Drive to mandate coverage levels by large employers

Continued from page 1

But most of the bills, according -0
the National Conference of State
Legislatures, never made it out of
the committee to which they were
referred, and died when the state's
legislative sessions ended. A hand-
ful of bills are technically alive, but
legislative analysts say it is unlikely

that any of those proposals will pass
in their current forms.

"The vast bulk of bills are certain-
ly dead this session,"” said Steve
Cannon, outside general counsel
for the Arlington, Va.-based Retail
Industry Leaders Assn.

That is undoubtedly a big relief
to multistate employers that, if
large numbers of states had passed
such bills, would have faced a maze

of different health care plan spend-

ing requirements, which would
have made it difficult for some to

offer a uniform health care benefits
package and would have complicat-
ed the administration of their
health care plans.

"Employers could have been seri-
ously affected,” said Linda Bergth-
old, a senior consultant with Wat-
son Wyatt Worldwide in Universal
City, Calif.

One of the biggest-perhaps the
biggest-reasons that the measures
went nowhere was that the Mary-
land model quickly came under le-
gal attack. Soon after the Maryland
Fair Share Health Care Fund Act
was passed, the RILA, of which Wai-
Mart is a member, filed suit and

"Fair share" health care bills fall short

Of two dozen bills introduced, only one passed and five are still pending.
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challenged the law, arguing that it
was pre-empted by the federal Em-
ployee Retirement Income Security
Act. ERISA pre-empts state laws and
rules that relate to employee benefit
plans.

U.S. District Court Judge J. Fred-
erick Motz agreed with that assess-
ment, ruling that such a state
health care law violates the funda-
mental purpose of ERISA pre-
emption: to permit multistate em-
ployers to maintain nationwide
health care plans with uniform ben-
efits.

Just the filing of the suit against
the Maryland law by the retailers

put Fair Share bills introduced in
some of the other states on the back

burner.

"Legislators realized the
Maryland law was being chal-
lenged. They were going to
wait until the result of the liti-
gation" came in, said Laura
Tobler, an NCSL health care
analyst in Denver.

"The litigation had a damp-
ening effect on the legisla-
tion," the RILA's Mr. Cannon
said.

By the time the Baltimore
federal judge handed down
his mid-July ruling striking
down the Maryland law,
many state legislative sessions
had expired, effectively
killing those proposals.

Business lobbying also
played an important role in
state legislators deciding not
to take up similar bills. "The
lobbying power of business
was very effective. They ar-
gued that these bills were iob-
killers. And that had a big
emotional impact,"” Ms.
Bergthold of Watson Wyatt

said.

"Lawmakers saw that these bills

would discourage business from
coming to their states or expanding
or relocating within their borders,"
said a Wal-Mart spokeswoman.

State lawmakers also were influ-
enced by business group arguments
that the measures wouldn't do any-
thing to expand health care cover-
age.

"Legislators realized that this
would not be a good long-term
strategy to expand coverage," said
Kathryn Wilber, health policy legal
counsel for the American Benefits
Council in Washington.

In some cases, influential state
lawmakers knew Fair Share legisla-
tion would not pass legal muster
and refused to let such measures
even be considered at the commit-
tee level.

For example, in Minnesota the
chairman of the House Insurance
Committee knew the measure
would not stand up in court and
didn't see much point in consider-
ing it, said Cindy Goff, director of
public policy at Blue Cross & Blue
Shield of Minnesota in Eagan,
Minn.

The Maryland court ruling may
have been the coup de grace for
bills that were still pending at the
time of the ruling, some say.

"Most of these bills will go back
to the drawing board. Legislators
will accept” that the Fair Share ap-
proach conflicts with ERISA, the
NCSL's Ms. Tobler said.

"It will be hard to bring back Fair
Share" in light of the court ruling,
Ms. Bergthold said.

While the Fair Share approach

may be dead, that doesn't mean
that states will abandon their

health care reform efforts. For ex-
ample, states are likely to watch
carefully to see whether other,

Mike Hammond, former chief exec-
utive of London-based Jardine
Lloyd Thompson Group P.L.C.'s
risk solutions unit, who joined
AFIRS in May as its deputy chair-
man, is to become chairman.

Observers say the deal makes
sense for Lockton and should be
welcomed by insurance buyers.

"This is a bold step for Lockton,
but certainly a logical one as they
need to grow their international ca-
pabilities and support in order to re-
tain their current client base as well
as expand and compete with the
big three," said Timothy J. Cun-
ningham, a principal with insur-
ance brokerage adviser OPTIS Part-
ners L.L.C. in Chicago.

While the deal will more closely
match Lockton's service capabilities
with Marsh, Aon and W/illis, Lock-
ton still will have to compete for
the business, Mr. Cunningham
added.

"The insureds are going to love
this, because it gives them an alter-
native to Marsh, Aon and Willis,"
said Patrick T. Linnert, a senior vp
with Concord, Ohio-based Marsh
Berry & Co.

Samh Veysey contributed to this re-
port.

fizzling out

much broader reform measures,
such as the one Massachusetts law-
makers passed this year, successfully
expand coverage before proceeding,
Ms. Bergthold said. The Mas-
sachusetts law, among other things,
subsidizes health insurance premi-
ums of lower-income residents and
requires all residents to have health
insurance coverage, if affordable
coverage is available.

In New Jersey, for example, busi-
ness groups are expecting Gov. Jon
Corzine to propose soon a compre-
hensive reform measure. In Michi-
gan, Gov. Jennifer Granholm al-
ready has outlined a plan-based
on the Massachusetts law-that
would subsidize premiums for the
low-income uninsured as well as
create an exchange in which small
employers and individuals could
buy health insurance on a pretax
basis.

"I'm optimistic that lawmakers
willlook at comprehensive reform,"
said Christine Stearns, vp of health
and legal affairs for the New Jersey
Business & Industry Assn. in Tren-

ton.
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Crawford: Broadspire purchase adds to TPA edge

Continued from page 3

that adds to the leadership position
of Crawford & Co. in the third-par-
ty administration arena and gives
us the increased advantage of dou-
bling the scale of these operations."

With the inclusion of Broadspire,
which has expected 2006 revenues
of $200 miillion, Crawford predicts
its total revenues will top $1 billion,
Mr. Crawford said.

"We are bringing a large and prof-
itable business into our operations,"
Mr. Crawford said. "Combined, we
will have over $350 miillion in the
self-insured arena," he said, noting

that Crawford has been "working
hard on the self-insured market.

That's the one that was weak.”

The merger will further offer op-
portunities for the company to im-
prove profitability, and attract new
business, Mr. Crawford said.

Broadspire, which earlier this year
sold its disability portfolio to Hart-
ford, Conn.-based Aetna Inc., will
see some advantages too, according
to its top executive.

"This transaction is a huge win for
both companies," Dennis Replogle,
Broadspire's president and CEO, said
in a statement. "In particular, clients

will see greater value and perfor-
mance as the best components of
both organizations are combined to
provide a dynamic suite of enhanced
products and services."

Additionally, Broadspire will
keep its headquarters in Plantation,
Fla., and retain its name.

Instead of changing the Broad-

spire name, the Crawford Integrat-
ed Services unit is to be rebranded-

a decision consistent with Craw-
ford's strategy of providing a dis-
tinct, clearly recognizable identity
for each member of the Crawford

family, Mr. Crawford noted during
the conference call.

'Aggressive’ integration

What remains undear is whether
the merger will mean cuts for Craw-
ford's 7,500 employees worldwide
and Broadspire's more than 1,700
employees that operate from about
40 claim offices.

"Right now there is no number”
a Crawford spokeswoman said. "A
fairly aggressive integration plan
will start the day of the closing,”

she said.

Mr. Crawford noted during the

conference call that integration
considerations will be key for the
two companies, which do not share
any customers and operate using
different computer systems and
technology.

"Our early take on (Crawford's)
proposed acquisition of Broadspire
Services is favorable, as we believe
the deal will be accretive to (Craw-
ford's) earnings in the first year and
further augment Crawford's status
as a leading third-party administra-
tor of claims management services
to self-insured companies," said
David O. Lewis, an Atlanta-based
analyst at SunTrust Robinson
Humphrey, in a note to investors.

According to Mr. Lewis, the high-
light of Crawford's planned pur-
chase of Broadspire is "the boost it
could bring to the acquirer's self-in-
sured business, which has been un-
der pressure due to a reduction in
existing client claims volume."

In 2005, Crawford's self-insured
revenue was down 3.6% to $152.5
million compared to 2004, and for
the first half of 2006, self-insured
revenue fell 6% over the year-earlier
period to $73.6 million, Mr. Lewis

noted.

N.d. governor signs health care reporting bill

By JOANNE WOJCIK

TRENTON, N.J.-Employers in
New Jersey with 50 or more em-
ployees or employee dependents
enrolled in state-supported health
care programs for the poor will be
singled out under a measure signed
into law by Gov. Jon S. Corzine.

The measure, S. 539, signed Mon-
day requires the New Jersey Depart-
ment of Health and Senior Services
to release an annual report on em-
ployers that have at least 50 em-
ployees and/or employee depen-
dents enrolled in either the state
Medicaid program or in Family-
Care, a state program for low-in-
come families who lack employer
mnsurance.

The report, which is due on Sept.
1 of each year beginning this year,
is to include the name and address

of the employer, the number of
FamilyCare enrollees and Medicaid
recipients, the number of its em-
ployees' spouses and dependents
enrolled in either program, whether
the company provides health insur-
ance and the cost to the state for
providing health care to the em-
ployer's workers and families.

While the New Jersey State AFL-
CIO supported the measure, the
National Federation of Independent
Business and the New Jersey Busi-

ness & Industry Assn. opposed
it. The NFIB warned that it could

lead to mandated health insurance.
The New Jersey business group
described the bill as "nothing

more than an effort to harass busi-
nesses at a time when most are al-
ready struggling to keep up with

skyrocketing health insurance
C()sts."

According to New Jersey Policy
Perspective, a nonpartisan organiza-
tion that conducts research and
analysis on state issues, 51 of the
state's largest employers have 100
or more employees or dependents
enrolled in FamilyCare.

Under a separate health care-re-
lated measure signed by Gov.
Corzine Monday, New Jersey resi-
dents will be able to compare pre-
scription drug prices at various
pharmacies throughout the state
via the Internet or a toll-free tele-
phone number.

The prescription drugtransparen-
cy measure, which is scheduled to
be implemented this fall, willlist re-
tail prices for the 150 most fre-
quently prescribed drugs at phar-
macies around the state. Pharma-
des will be required to report drug
prices each week to the state.

8/ Stock Index [ 8/21-8/281

Up-to-the-minute data for all 85 companies that comprise the Bi Stock Index
can be found at www.businessinsurance.com

Percentage change of B/ Stock

Index vs. key indicators

Bi Stock Index 77

2980.77

-0.46

Dow Jones .

11284.05 -0.86

S&P SOO .

1295.09 -0.55

Largest gains

UnitedHealth Group 2.79%
Fairfax Financial 2.69%
Aetna Inc. 2.24%
Hub International 2.12%
UnumProvident Corp. 2.09%

Largest losses

Weekly change by market segment

Brokers
Insurers/Reinsurers

Managed Care Organizations

Source: FinancialContent Inc. (h#p:#/inanda/content.com)

Meadowbrook Insurance 10.48%
Gainsco Inc. -10.25%
Argonaut Group Inc. -5.28%
Everest Re Group -5.20%
Zenith National -4.35%
0.61%
-1.53%
0.41%

Late News

Continued from page 1

division, meanwhile, will be renamed
personal insurance, the company
said in a statement. Among other
things, the changes will provide
producers and customers with easier
access to St. Paul's product offerings
and maximize the insurer's
"franchise potential," St. Paul Chief
Operating Officer Brian MaclLean

said in the statement.

Family health premiums
exceed $10,000 yearly: BLS

Group health insurance premiums
for family coverage now exceed
$10,000 a year, according to a new
survey. The Bureau of Labor
Statistics survey found that among
employers with at least 100
employees, monthly premiums for
family coverage averaged $913.75,
or $10,965 on an annual basis. Of the
$913.75 monthly premium,
employers, on average, pay $652.34
and employees pay $261.41. For
single coverage, the total monthly
premium among employers with at
least 100 employees averages
$330.55-or nearly $4,000 a year-
with employers paying, on average,
$259.51 and employees chipping in
$71.04. The survey is based on
information collected from 10,370

employers.

Judge rejects appeal
of reimportation ruling

A Maryland judge has denied a
request by Montgomery County, Md.,
to force the U.S. Food and Drug
Administration to issue a waiver
allowing county employees to
reimport prescription drugs from
Canada. The county filed the lawsuit
in February after the FDA denied the
county's request for a waiver under
the Medicare Prescription Drug
Improvement and Modernization Act,
citing safety concerns. Granting such
waivers is within the discretion of
federal government officials in
accordance with the language of the
MMA, the judge ruled. The county is
currently reviewing its options, a

spokeswoman said.

BB&T to purchase
premium finance firm

88&T Corp. said it will purchase
insurance premium finance company
AFCO Credit Corp. and its Canadian
affiliate, CAFO Inc., from Pittsburgh-
based Mellon Financial Corp. The
transaction, the terms of which were
not disclosed, is subject to regulatory
approval and is expected to be
completed during the first quarter of
2007,88&T said in a statement.
88&T said the deal would make it the
second-largest provider of insurance
premium financing in the United
States and the largest in Canada.

Tenneco freezes

DB pension plans

Auto parts manufacturer Tenneco
Inc. is freezing its defined benefit
pension plans and beefing up its
401 (k) plans, the company
announced last week. Under the
freeze, employees after Dec. 31 will
no longer earn benefits through the

defined benefit plan in which they
are enrolled. Starting Jan. 1,2007,
Tenneco will make additional
contributions to its existing 401(k)
plans, with the contribution amounts
increasing with employee age.
Tenneco, which last year reported
$4.4 billion in revenues and $58
million in net income, said the
pension changes will save about $11
million annually, starting next year.
Its U.S. pension plans, as of Sept. 30,
2005, had $332 million in liabilities
and $196 million in assets.

IBM plaintiffs request
cash balance ruling review

Plaintiffs are asking the ful17th U.S.
Circuit Court of Appeals to review a
ruling that IBM Corp.'s cash balance
pension plan does not discriminate
against IBM's older employees.
Attorneys representing the plaintiffs,
who are current and former IBM
older employees, filed a petition last
week asking the entire 11-member
appeals court to review the Aug. 7
ruling handed down by a three-judge
appeals court panel. Such requests
are rarely approved, especially, as
was the case with the IBM ruling,
when an appeals court's panel
decision is unanimous, legal experts

say.

Benfield opens
Taiwan office

Benfield Group Ltd. has opened a
branch office in Taipei, Taiwan.
London-based broker Benfield, which
already has offices in China,
Singapore and South Korea, said in a
statement that the new office was
intended to "service its growing
customer base in the territory and to
further enhance its presence in
greater China." Jentzu Pan has been
appointed to the post of general
manager of Benfield Taiwan. He
previously was responsible for the
reinsurance operations of Taipei-
based Cathay Century Insurance Co.
Ltd.

Gallagher TPA unit
subpoenaed again

Gallagher Bassett Services Inc. has
received a subpoena from lllinois
Attorney General Lisa Madigan, the
third-party administrator said in a
filing last week with the Securities
and Exchange Commission.
Gallagher Bassett, which had
previously received similar
subpoenas from the attorneys
general of New York and
Connecticut, did not disclose the
nature of the request but said the
subpoena did not relate to parent
Arthur J. Gallagher & Co.'s
brokerage operations. Gallagher
Bassett said it is cooperating fully.

At m,shiessinsiiance.com

New Online Poll: Do you intend

to soon add an automatic enroll-

ment feature to your 401(k) plan?

Items in the Late News column
originally appeared in Brs Daily
News feature on
www.businessinsurance.com.
Visit the 8/Web site to sign up to
receive Bfs Daily News by e-mail.
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