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Late News Pension reform bill
Wai-Mart to modify
employee health plan faces tough talksIn response to an onslaught of
state legislation targeting its
employee benefits practices, Wai-

Mart Stores Inc. will revamp its

health care program by reducing
coverage eligibility waiting
periods, offering coverage to
more workers and opening
medical clinics in 50 stores.

Among the expected changes: the
company will expand its low-cost

limited health plan to half of all
employees by next year; children
of part-time workers will become
eligible for health care coverage
at the same time the employee
qualifies for coverage; and the
waiting periods for part-time
employees to become eligible for
coverage will be shortened
significantly.

S&P says P/C reserves
still inadequate
The global property/casualty
industry may have boosted
underwriting results in recent
years, but adequate reserving
remains a problem for the sector,

See LATE NEWS/page 23
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How insurance saved

some Oscar contenders

from knockout blows.
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GLAD IT'S OVER

Last year proved to be a

challenging one for big

brokerages.
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Proposals diferon key issues
By JERRY GEISEL

WASHINGTON-A congressional
conference committee will soon be-

gin attempting to fashion a com-
promise pension funding reform
measure that could, if enacted, be

the most significant pension legisla-
tion passed in the last three
decades.

At stake as conferees try to recon-
cile differences between very differ-
ent bills passed last year by the
House and Senate will be several is-

sues, including the ability of em-
ployers to predict and budget for
pension contributions, whether
employers with below-investment-
grade credit ratings will have to fun-
nel billions of dollars in extra con-

tributions to their plans and
whether current and future hybrid
pension plans will be shielded from
age discrimination suits.

In ironing out a final bill, confer-
ees, who are expected to be named
by congressional leaders within the
next week or so, will face a difficult

balancing act. If the funding rules

they agree on prove too weak, the
Pension Benefit Guaranty Corp.,
the federal agency that guarantees
pension benefits, likely will contin-
ue to be hit with huge claims when

See PENSIONS / page 23

Changes sought
What business groups want to
see in a final pension funding
reform bill:

• Clear language stating that

the basic design of cash balance

plans does not violate federal
age discrimination law

• No linkage of the level of
required pension plan contributions

to a company's credit rating

• Multiyear "smoothing" periods
to determine the interest rate to

be used to value plan liabilities

• A reasonable phase-in period
for new funding requirements

Court addresses

jurisdiction issue
in blogger lawsuit

By JUDY GREENWALD

LAS VEGAS-A federal court ruling that a Nevada court has no juris-
diction over a Pennsylvania blogger is one of the first liability cases to
deal with blogging and will be closely scrutinized by other courts, say
observers.

In his Feb. 13 decision

in Sottware Deve/opment vs.
Aaron Wall, federal District

Judge Roger L. Hunt of the
U.S. District Court for

Nevada in Las Vegas ap-
plied the same principles , 0, 1 0

of jurisdiction to blogging
as courts have previously
applied to Web sites, say
observers.

Some observers point
out, though, that by dis-
missing the case on proce-
dural grounds, the deci-
sion fails to deal with -1.'- Ockboo O ·0
some of the substantive is- '«=.-- i

sues raised by blogging.
While many blogs-or

Web logs-are written by individuals, they have increasingly been used
by corporations to help promote and market their products; corpora-
tions may become the targets of bloggers as well.

Las Vegas-based Software Development & Investment of Nevada,
which does business as Traffic-Power.com, is a search optimization firm.
These firms are intended to help companies design their Web sites to

AIG chief charts insurer's course

Focus on entrepreneurial culture, global growth
SOU7HAMPTON, Bennuda-Leading the world's largest
insurer is no easy task, but Martin Sullivan intends to pre-
serve the culture that has made American International

Group Inc. successful. AIG's president and chief executive

onicer outlined his plans in an interview last week with
Business Insumnce Editor Regis Coccia during the World
Insumnce Forum in Bermuda.

Cl: What is not changing about AIG's cul-
ture?

A: The key point to make here is that the en-
1-1 trepreneurial culture of the organization is not
going to change. I don't want it to change. I've been
with the organization 35 years in August. It's the only

. r* 111 Entire contents copyright © 2006 by Crain Communications Inc. All rights reserved.
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culture I know. But what I will do is make sure it oper-
ates within the best corporate governance and the
best compliance that's possible, and they're not mu-
tually exclusive. It can be done, and we're already do-
ing it. So, we want to keep all the best aspects of that
entrepreneurial culture, which has served us very
well, but make sure we're doing it with the best gover-
nance and compliance possible. That's the message
everybody's getting everywhere I go in the world.

rh: AIG has long had a reputation as an in-

Cnovator and maker of markets. What are
your plans to build on that?

..

See SULLIVAN / page 22 Mr. Sullivan

See BLOGS / page 20

BENEFITS MANAGEMENT

VOLUNTARY BENEFITS

Employees embrace pay-it-yourself perks amid
cutbacks; limited-benefit plans offer bare-bones

cover; few workers opt for long-term care insurance.
PAGE 9
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Voluntary benefits programs a boon
for both employers and employees

Garry Sultivan is a senior vice president of Aon Consulting.

He advises clients on tbe effective use of voluntary benefits

as part of overall benefts programs. Garry can be reached

at + 1.212.441.2093 or garry_sullivan@don.com.

The concept of lifelong safety nets

provided by employer-sponsored

benefits programs is quickly fading
into antiquity. More than any time in

the past 50 years, employees today are

facing greater exposures to risk and
more responsibility for self-determination.

In this environment, voluntary benefits

programs appeal to employers and

employees alike because they help

employees save money, plan for the

future and reduce worry brought on

by rising insurance costs and potential

exposure to uninsured risks.

Voluntary benefits are coverages and

products made available to employees
for elective purchase. These innovative

programs have four key characteristics:

They are 100 percent employee paid,
are conveyed through an employer,

are solicited and enrolled by a carrier

or enrollment firm, and are paid for

automatically through payroll deductions.

Because of their cost efficiency and

portability, as well as their contribution

to an employee's work-life balance,

voluntary benefits are increasingly

becoming a central component of many

companies' overall benefits strategies.

Lifestyle protection coverages that are

flourishing under voluntary benefits
include:

• Permanent life

• Disability income
• Critical illness/Dread disease

• Supplemental health

• Long-term care

• Retiree medical

In addition to these coverages, voluntary

benefits menus also include lifestyle-

enhancing coverages, such as:

• Voluntary auto/Homeowners'

• Prepaid legal services
• Pet health

• Identity theft

By offering a wide range of voluntary

benefits programs, employers can provide

a more receptive and supportive working
environment and strengthen work-life

balance. Indeed, these coverages offer

combinations of savings, convenience and

security that employees most likely would
not or could not obtain on their own.

Measuring success

To ensure that voluntary benefits programs

are as competitive and effective as possible,

employers should measure the success

of the programs every 12 to 24 months.

Employers can conduct surveys to test

employee awareness of, understanding

of and satisfaction with the voluntary

benefits programs. Additionally, companies
can benchmark their portfolios of

voluntary benefits against those offered

by industry peers. Finally, employers

can examine participation rates among

employees to determine if they are at,

above or below industry norms with

regard to re-enrollment and persistency.

Two other avenues to explore to
determine satisfaction and success are

custorner service metrics and utilization

data. By obtaining reports from vendors
and carriers and looking at both volume

of calls and typical customer service

metrics, employers will be able to gather
valuable insights into the efficacy and

utilization levels of their programs.

Beyond measurement, employers should

initiate a comprehensive employee
communications campaign to educate

employees about the wide range of
advantages inherent in voluntary benefi ts

programs. For example, one client created

a theme around its voluntary benefits and
work-life balance initiative. The theme

- "Balanced Living" - is reiterated

throughout the client's communications
vehicles, such as its newsletter of the

same name, helping employees stay

informed on trends, issues and guidelines,

such as how co personalize a voluntary

benefits program.

Most U.S. companies are fighting to
streamline processes and lower costs,

while increasing employee satisfaction

and productivity. Voluntary benefits can

enhance an organization 's overall business

strategy by contributing significantly to
the flexibility, strength and appeal of its

employee benefits program.

Go to www.aon.com/focus to

receive « Aon Focus" by e-mail.

Voluntary benef:s can enhance business strategy

by contributing to the flexibility, strength

and appeal of tbe employee benefits program.

Companies can measure HR effectiveness
to increase R01 and enhance strategy
Measuring HR effectiveness and return on investments cai help demonstrate HR's strategic contributions.
Often the data needed for these evaluations are readily available. The starting point for companies

measuring returns from HR investments is to compile the hard and soft costs associated with current or
new processes. These include direct expenditures for outside services, products, systems or consulting,
as well as indirect costs, such as short-term reductions ir productivity and increased training time.

To measure payoffs and outcomes, companies can evaluate job performance, productivity and quality

standards and customer service. For further insights, visir www.aon.com/focus.

With proper evaluation, companies can use biotech meds
to improve health benefits
Biotechnology medications have revolutionized health cate, with leading-edge medical treatment for
serious and chronic illnesses. These medications are shcwn to be more effective; however, they are

also more complicated and expensive to manufacture thEn traditional drugs and require special
handling, storage and distribution, driving up costs considerably. To properly evaluate both the clinical

and financial impacts of biotechnology medications, emp oyers should use reliable data, benefits
modeling and benchmarking information to make informed decisions. These and other tools can help
employers understand how to design benefits plans around optimal coverage for biotechnology
medications. To learn more, visit www.aon.com/focus.

Aon's team of voluntary-benefits experts can

help you customize a program that ofFers your

employees supplemental health, disability, life,

auto and homeowners' insurance coverages,

legal services and much more. Adding one or

more of these voluntary benefits can add value

to your benefits program without adding
additional cost.

AON

Wirh 500 offices and 47,000 professionals in

the United States and abroad, Aon is one of the

world's leading providers of risk management,

insirance and reinsurance brokerage, and
human capital consulting services.

+ 1.366.4AONNOW or www.aon.com

Risk Management • /nsurance & Reinsurance Brokerage • Human Capital & Management Consulting • Outsourcing
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Federal Arbitration Act

trumps state law
A Supreme Court ruling favors
arbitrators over state courts.
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Buckle up for more storms
in 2006 hurricane season

This year's storm season is likely to be
another active one, according to experts.
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PXRE's troubles worsen

with additional downgrades
The Bermuda reinsurer says many
client's could flee.
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Pension bill conferees

face daunting task
Reconciling bills necessary to save
defined benefits system, an editorial says.
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Online poll - 1 2/19- 2/24 1

Do you think a national no-fault trust
fund to compensate victims of asbestos-
related disease is still viable?

Participate in Brs online polls at
www.businessinsurance.com.
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Broker results for 2005

reflect turbulent year
Challenges remain despite settlements

By SALLY ROBERTS

Executives from the world's largest insur-
ance brokerages are looking forward to a
better year in 2006.

Indeed, after a year when they settled
with various state prosecutors and regula-
tors, gave up millions of dollars in contin-
gent commissions, implemented fully dis-
closed operating models and worked in a
soft market environment, the world's four

largest brokerages are happy to have 2005
behind them.

"Obviously 2005 was a year like no other
and that's probably an understatement,"
said Joe Plumeri, chairman and chief execu-
tive officer of Willis Group Holdings Ltd.,
on a conference call with analysts earlier'
this month. "Murphy had a great year in
2005. Anything that could go wrong did go
wrong."

"We are pleased to have 2005 behind us,"
J. Patrick GallagherJr., president and CEO of
Arthur J. Gallagher & Co., said in a state-
ment.

The world's four largest brokerage's 2005
financial results reflect the difficult year as
the loss of contingent commission income
kept brokerage revenues in check at Marsh
& McLennan Cos. Inc., Aon Corp. and

Willis. While Gallagher saw revenues rise, it,
like Willis, saw a big profit drop in 2005 as a
result of regulatory and other special
charges. Settlement-related charges taken in
2004 were reflected in MMC's and Aon's

profit gains for the year.
Observers say that 2006 should a better

year for the brokerages.
The big brokers have largely put the regu-

latory investigations behind them so "the
earnings impact of settlements shouldn't
carry through in '06," said Jim Auden, a se-
nior director in Fitch's insurance rating
group in Chicago. And the various expense-
cutting and restructuring taking place at the
brokerages "should have a positive impact
on profits next year too," he said.

Challenges still remain though, said
Owen Ryan, global managing partner of De-
loitte & Touche L.L.P.'s insurance services

practice in New York.
In addition to retaining talent, the bro-

kerages need to better define what value
they offer to clients, especially in light of
the loss of contingent commission income.

"Certainly, there is a lot of value (brokers)
do bring, but being able to articulate that
and then price it accordingly is the biggest

See BROKERS / page 21

Insurers to pay $23OM
in HealthSouth deal

HealthSouth insurers
BIRMINGHAM, Ala. HealthSouth Corp.'s
insurers will pay more than half of the $445
million settlement of federal securities and

derivative daims brought against the compa-
ny and certain of its former directors and offi-
cers.

The Birmingham, Ala.-based health care
services provider said it reached an agreement
in principle with the lead plaintiffs and its in-
surers to settle litigation filed in the U.S. Dis-
trict Court for the Northern District of Alaba-

ma and the Circuit Court in Jefferson County,
Ala., regarding finandal reporting and related
activity that occurred at the company during
periods ending March 2003.

Chubb Corp. unit Federal Insurance Co. led
the coverage in the 1998-99 and 2001-02 pol-
icy years, and Royal Indemnity Co. was the
lead insurer for the 2002-03 policy year. These
two carriers, as well as 18 excess carriers (see
chart), will pay $230 million of the settlement
costs, the company said.

Under the proposed settlement, the plain-
tiffs would also receive HealthSouth common

stock and warrants valued at $215 million. In

addition, they will receive 25% of any net re-
coveries from future judgments obtained by
or on behalf of HealthSouth in actions against
former Chief Executive Officer Richard

Scrushy, former auditor Ernst & Young L.L.P.
and UBS A.G., the company's former primary
investment bank, each of which remains a
defendant in the derivative actions as well as

the federal securities class actions.

The proposed settlement will not contain
any admission of wrongdoing by Health-
South or any other settling defendant and is
subject to court approval.

-By Gloria Gonzalez

Insurance companies contributing
to HealthSouth Corp.'s settlement
of federal securities and derivative

claims

PRIMARY INSURERS

• Federal Insurance

• Royal Indemnity

EXCESSINSURERS

= ACE American Insurance

m American International Group

• Arch Insurance

• Clarendon

• Continental Casualty

• Executive Risk Indemnity

• Great Lakes Reinsurance (UK)

= Greenwich Insurance

• Gulf Insurance

• Houston Casualty

• Lloyd's of London

• Lumbermen's Mutual Casualty

• Royal & SunAlliance

• St. Paul Mercury Insurance

• Starr Excess Liability

• Twin City Fire Insurance

• XL Specialty Insurance

m Zurich American Insurance

Source: HealthSouth Corp.
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Actor Russell Crowe's shoulder injury before
the filming of "Cinderella Man" led to a sub-
stantial cast claim, sources say.

Oscar-nominated

films keep rolling
with assistance
from insurers
The show must go on, and for filmmakers, in-
surance helps to ensure that it can.

Some of the films nominated for this year's
Academy Awards faced production delays re-
lated to health problems among key cast and
production members, but insurers stepped in
and paid claims to ensure that those delays
did not derail the productions.

Film-related coverages include cast insur-
ance, which protects filmmakers against pro-
duction delays or the abandonment of a pro-
ject due to the accident, illness or death of an
artist, including actors and directors.

Without cast insurance, the filmmakers be-

hind best-picture nominee "Crash" could not
have finished the movie, according to a
spokesman for producer Cathy Schulman.

Insurers paid two cast coverage claims on
the independently produced "Crash," indud-
ing one stemming from a heart attack that di-
rector Paul Haggis suffered while filming the
movie's final sequence in downtown Los An-
geles, the spokesman said. The heart attack
rendered Mr. Haggis incapable of working for
several days.

Cast insurance covers expenses such as
equipment rentals, location costs, salaries for
extras, the fulfillment of labor union con-
tracts and other costs that mount on a daily
basis when filming is delayed, entertainment
brokers and insurers say.

Cast coverage is typically purchased as part
of a production package of coverages re-
sponding to property damage and filming de-
lays or cancellation.

Large movie studios usually buy coverage
on an annual basis protecting them for the
making of several films throughout the year,
and then they negotiate specific arrange-
ments depending on the circumstances of
each movie. Independent producers, howev-
er, purchase coverage for each project.

Insurers also provide film productions with
several other products, some common to oth-
er industries. Makers of "The Constant Gar-

dener," for example, purchased political risk
coverage, insurance sources say. The movie,
which is nominated for four Academy
Awards, was filmed in several locations, in-
cluding Kenya.

While filmmakers typically purchase pack-
ages of coverage to respond to property dam-

See MOVIES / page 21
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Supreme Court decision bolsters arbitration pacts
Supporters say decision upholds contractual rights ofbusinesses sole dissent, arguing that the FAA does not

apply to state courts Associate Justice Samuel
By MARK A. HOFMANN to sign an agreement r.quring that all cls- gal "could breathe life into a contract that not Alito took no part m the decision because he

putes be resolved by bindin artitration. Mr. only violates state law but also is mminal in was not on the court when the case was ar-
WASHINGTON-Arbitrators, rather than Cardegna and Don-la Reuter tr ed tc br.ng a nature." gued
courts, should consider claims alleging that a class action lawsuit against Buckeye n Honda The matter went to the U S. Supreme The decision drew praise from a leading
contract containing an arbitration provision state court, claim-ng that Bu-Keye charged Court, where Associate Justice Antonin Scaha business group as another step in the right di-
is void on the basis of illegality, according to usunous wterest rates and That an agreement noted for the court that part of the FAA "em- rection "It's one more in a series of decisions
the Supreme Court. they had to sign for each transaction w.th bodies the national policy favoring arbitra- by the Supreme Court overruhng judicial hos-

In the most recent of a series of opinions Buckeye violated "various Flondalerdlr_g and tion and places arbitration agreements on tility to arbitration," said Amar Sarwal, gener-
upholding the use of arbitration in a vanety cons imer protection :aws, rendyring it :nmi- equal footing with all other contracts." After al litigation counsel for the Washington-
of commercial contracts, including employ- nal on its face," accord_ng ts the high court reviewing a series of previous decisions deal- based National Chamber Litigation Center
ment and financial services disputes, the high decision ing with arbitration, Justice Scalia wrote for Inc, which handles litigation for the U S
court's malority m Buckeye Check Cashing Inc The trial court dened Bucke)€'s not on to the malority in a Feb 21 opinion, "We reaf- Chamber of Commerce and which filed an
vs John Cardegna et al held that the Federal move the matter to arittraton, iut L state ap- firm today that, regardless of whether the amicus brief backing Buckeye with the
Arbitration Act supercedes state law peals court reversel =he lower zourt's deci- challenge is brought in federal or state court, Supreme Court

The case arose from a dispute involving in- sion. The Flonda Surme Cour, thoug-1, sid- a challenge to the validity of the contract as a 'What this case meant to the business com-

terest charges associated with check cashing, ed with the original ilain.if-s, holang in a whole, and not specifically to the arbitration munity is that if the Florida Supreme Court's
in which those cashing checks with Dublin, Jan. 20,2005, opinion that enfo-cing th2 arbi- clause, must go the arbitrator "
Ohio-based Buckeye Check Cashing Inc had tration clause in a or tract ctallenged as ille- Associate Justice Clarence Thomas filed the See ARBITRATION / page 21

PIRE considers Huge losses from 2005 hurricanes
future options spur changes to cat modeling tools
after downgrades

By MICHAEL BRADFCRD Such comments, though, were not
HAMILTON, Bermuda-PXRE Group Ltd, well-informed, he said.
which last week reported a $698 2 million loss TAMPA, Fla.-Catastroghe models Speaking at the Cat Modeling -

for 2005, said it could lose more than 75% of that came under fire during Last year's 2006: Shifting Paradigms seminar
its reinsurance clients because of ratings busy hurricane season actially per- presented by the Reinsurance Assn. of
downgrades out of the A range and a reduc- formed better han mar.r believe. a America, Mr. DeMartini said that, e 0.
tion in capital reinsurance intemediary contends. while there is room for improvement,

Following PXRE's results announcement, "The models cid not do as bacly as overall, the models proved their »S:-:*.::-5-2- .:2.
New York-based Standard & Poor's Corp. last you probably think they cid," saic worth, he said. --

Thursday lowered the reinsurer's financial John J DeMartini, sen-or vp witt "We need greater communication
strength and credit ratings to BBB- from BBB+, Towers Perrin Remsurance in Stam- between users and modelers," he told ·
where it had been placed earlier this month ford, Conn. "We're gettins closei. ' insurers, brokers and others in the au-
following the reinsurer's announcement of And the ma or modeling firms are dience "I'm imploring you to talk, M

»-

increased hurricane loss estimates. refining their priducts m.ight of last talk about what you're nervous about.
The latest downgrade reflects Hamilton, y=.ar's losses, he said Share your data, share the results

Bermuda-based PXRE's "announcement of a Mr. DeMartiri ro d attencees a. a And for the modelers," he added,
writedown of its deferred tax asset, the ad- seminar on catastrophe modeling /. they should be "as transparent as
verse impact of two counterparties canceling Tampa, Fla., last week that ne heard a they can possibly be when they re-
their reinsurance contracts, and an increase in lot of grumbling last year over tte lease changes in their models.
the group's estimated 2005 humcane losses," trustworthiness of mode s as t.UId- It is important that users have "rea-
S&P credit analyst Steven Ader said in a state- canes piled up recoid damages tnat sonable expectations" regarding
rnent in some cases, far outstripped the lin- Flood damage in New Orleans was not factored in to

Then, on Friday, Oldwick, N J -based A M tial loss estima-es of mode.ir-g f Ims See MODELS / page 20 modelers initial loss estimates for Hurricane Katrina.
Best Co Inc downgraded PXRE's financial
strength rating to B+ from B++ Earlier this
month, Best lowered PXRE's financial

strength ratings to B++ from A- because of es-
timated humcane losses 3 This year's storm seasonThe S&P and Best ratings all remain under
review with negative implicatlons.

Jeffrey L Radke, PXRE Group president and 41 likely to bring little relief
chief executive officer, said in a statement

Thursday that the company hopes ltS finan-
cial soundness and strong service track record
will permit it to continue doing business with

By MICHAEL BRADFORD to do it this early."=.:AS The center will release its forecasts on
clients and brokers 3t. _ j,t TAMPA, Fla.-Property owners weary of May 22 for the upcoming storm season.

"Nevertheless, more than 75% of our cur- 9.*5.- A.4.= i:fz,-09 hurricane threats should hope for an El For now, though, property owners, Insur-
rent reinsurance clients, as measured by the  p. I: Nino weather pattern instead, because that ers, brokers, catastrophe modelers and oth-
premium volume, have the right to cancel .» z * f I is about the only thing that will stop 2006 ers with a stake in the upcoming hurricane*r:

their reinsurance contracts as a result of either  being another active hurricane season, ac- season need to be aware that things are not
the recent ratings downgrade or reduction of cording to Max Mayfield, director of the expected to calm down any time soon, Mr.
our capital, which, if such rights were exer- U.S National Humcane Center m Miami. Mayfield warned "The bad news is that the
cised, could cause a substantial loss in premi- But the appearance of El Nino's hurri- research meteorologists are telling us that
um volume We are therefore continuing to F 4

45 cane-calming effects are a long shot, he we're m an active period that may very well
explore a range of strategic alternatives"

fourth quarter, the company reported a 4

said How active the 2006 storm season will last another 10 to 20 years," he said
The $698.2 million 2005 loss compares

with $16 3 million in income for 2004. In the
be, though, he isn't yet prepared to say. This penod of intense humcane activity

"A lot of people are making seasonal follows similar historical patterns, Mr. May-
hurricane forecasts now," Mr. Mayfield field pointed out. The most recent surge in

$439 7 million loss compared with $29 mil-
increased hurrica,e activity ts not expected said during a speech at the Cat Modeling hurricanes began m the mid-19905, he

lion in profits in 2004 PXRE estimates its loss-
to subside any time soon, accordirg to Max 2006: Shifting Paradigms seminar, spon- pointed out, and was interrupted in 1997

es from major 2005 hurricanes total $806.9
Mayfield, director 01 the U.S. National Hurri- sored by the Reinsurance Assn. of Amenca.

million, net of reinsurance recoveries, rein-
cane Center. "We don't feel like there's enough skill See MAYFIELD / page 20

statements and additional premiums
-By Judy Greenwald
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When your employees are out on disability, they're not

the only ones who suffer. At Liberty Mutual, we understand

employee absence affects not only productivity, but the

profitability of your company. That's where our Center for

Disability Research comes in. What we learn here helps

us develop safe and effective return-to-work programs for

your disabled employees. In fact, in a recent study our

programs demonstrated over 25% reduction in lost-time

disability. So rest easy. Because with the right plan in

place, disability won't be so disabling.
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Tracking composite renewal data quarter by quarter
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Advisen premium index shows uptick
Advisen Ltd.'s ADVx composite premium index, which
tracks changes in average renewal premiums for com-
mercial insurance policies, registered a slight increase in
premium costs during the last quarter of 2004 for the
first time in nearly two years.

But the change was all due to modest increases in
property premiums, said David Bradford, executive vp
at New York-based Advisen. "For all intents and purpos-
es, it's flat," said Mr. Bradford, who said that the index
is useful for risk managers wishing to benchmark their
costs.

The index-a composite of U.S. property, general li-
ability, workers compensation and directors and offi-
cers liability renewal data-tracks premium changes

The Honoree is announced and profiled in the
annual Benefit Manager of the Year feature

published by Business /nsurance on

June 25,2006 which will be

distributed at the annual

SHRM Conference in Washangton, DC.
Awards wil be

presented at a special luncheon

honoring this benefits executive.

DEADLINE FOR NOMINATIONS:

April 21, 2006

For nominating
foms and instructions,

call 312-649-5274

or e-mail:

rcoccia@Businesslnsurance.com

or visit

Busensss!nsurace.com/DMOV

quarter by quarter relative to a base index of 100 be-
ginning in 2000. All premiums are expressed in 2000
dollars.

The composite index increased to 135.4 in the fourth
quarter of 2005, up from 134.9 in the third quarter. It is
still at the lowest point since the third quarter of 2002,
when it stood at 129.5.

The index's "percent change" shows what would
happen "if current market conditions continued for 12
months," said Mr. Bradford. The figure represents a pro-
jected annual-rather than quarterly-hange

For more information about the index, call 212-897-
4800 or go to www. advisen.com.

-By Mark A. Hofmann
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Nominations for the Benefit Manager of the Year Award
are now being accepted by Business /nsurance.

TM

The Benefit Manager of the Year Award was created
in 2005 by Business /nsurance to salute outstanding
performance in the field of benefits management.

Executives anywhere in the world who are involved in
benefit management are eligible to be nominated.

The nominations will be judged by a panel of executives
representing all aspects of benefits management and the
commercial insurance industry.

www businessinsurance.com

Benefit Manager of the Year is a Trademark of
Business /nsurance and Crain Communications Inc.
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PAUL WINSTON

Eclitorial Director

Insurance industry
has surprising draw
Many people in the insurance in-
dustry have wondered why they
have stayed in this business so
long.

They think of their childhood,
when they held unflattering per-
ceptions of people who worked in
insurance. They recall how their
first job in the business was accom-
panied by thoughts of, "This is
only temporary until the long-
shoreman's union processes my
application." They look to the fu-
ture and wonder how, after chang-
ing employers 10 times in as many
years, they will ever accrue a pen-
sion that would allow them to re-

tire before age 105.
They think these dark, doubting

thoughts, and yet they remain in
the insurance industry, instead of
quitting to pursue a more glam-
orous and fulfilling career like day-
trading Amazon.com futures.
Sometimes, they are bound to
shake their fists at the sky, or at
their blinking computer screens, or
at the bartender at the far end of

the bar and ask, "Why? Oh, why
didn't I listen to my mother and
enter dental school?"

Scientists have found the an-

swer.

Medical researchers at Emory
University in Atlanta have pub-
lished a study that shows that
more than sex, more than food,
the human brain craves a good sur-
prise. See? You're delighted al-
ready!

The scientists subjected a group
of men and women to simple tests
in which they received drops of
water or fruit juice in a repetitive,
monotonous pattern and tracked

the response of each of their plea-
sure centers. It quickly became
clear that no one was very excited
by getting water, water, juice, juice,
water, water-especially in such
tiny quantities. Then, they began
to vary the routine to see what
happened. A simple disruption in
the routine-such as water, water,
juice, water, juice, water, juice-
made the test subjects sit up and
take notice. They were surprised!
And, what's more, they were de-
lighted by the experience. The im-
ages of these brains began to light
up like the $ 1,000,000 slot ma-
chines at Bally's after someone hits
a jackpot. Can you imagine the re-
sponse if the study group had been
given water, water, juice, juice,
bourbon and water? Wow.

From this simple experiment,
scientists deduced that people are

bored by droplets of water and
fruit juice in general, but if deliv-
ered in an unpredictable manner
they can be very stimulating. In
short, people enjoyed being sur-
prised.

And what industry is more full
of surprises than insurance?

What is insurance other than

trying to prepare for and minimize
the effects of unexpected events
while hoping that they never oc-
cur? Surprises; which come in all
areas of insurance, can be of the

pleasant variety or the unpleasant
variety-and that in itself can be a
surprise.

Imagine the risk manager of a
major corporation who challenges
a spurious third-party claim in
court, only to have a jury return a
multimillion-dollar verdict, with a
punitive damages award that is five
times greater? Surprise! His bleed-
ing ulcer may tell him otherwise,
but his brain is delighted by the
outcome.

Consider how much more

pleased he will be on a neurologi-
cal level if he then forwards a claim

to his company's insurer for cover-
age, only to have the claim denied
on some technicality after paying
premiums to that insurer for years.
That risk manager is a surprise ad-
dict by now-he is hooked!

Or, take the perspective of the
insurance underwriter who, year
after year, cuts her rates because in-
vestment returns are so strong that
the business is profitable even
without big underwriting gains.
Then the bottom drops out of the
stock market and investment re-

turns plunge. Surprise! And then
five once-in-a-lifetime catastrophes
strike the industry in a row, result-
ing in millions of claims costing
millions of dollars. Surprise!

Or how about the broker who

faithfully works the market to get
his client the lowest possible price
year after year but has to iump
through hoops in annual reviews
to keep the business and one day
loses the account over 0.05%

worth of commissions. Surprise!
And the next year his firm is swal-
lowed up by that competitor and
he gets the account back. Surprise!

If scientists are correct about

how much individuals crave a sur-

prise, it's easy to see why people
stay in insurance. While on an in-
tellectual level people may ques-
tion their sanity, on a biological
level, they can never leave. Sur-
prised?

Editorial Director Paul Winston is on vacation. This commentary first
appeared on April 23,2001. Mr. Winston can be reached at
pwinston@businessinsurance.com.
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10/18/04 Cardiologist's diagnosis:
Coronary Artery Disease (CAD)

/05 Neurologist prescribes
1 triptan for migraines 4

'/ /.*'- .f,;

08/05 ALERT: Rx increases risk of heart

-attack for patients with CAD

06/08/05 Care Consideration sent to .4 *Y.

neurologist: Stop triptan -
switch to other medication :r».:-

42

A heart auack that didn't happen.
Because we got information where it was needed.
Patients don't always communicate with their doctors. And their

various doctors may not communicate with each other. This can

lead to serious and expensive medical problems. ActiveHealth

Management has a solution. As part of your benefits plan, our

patented CareEngine® System continuously scans and analyzes

patient information, then compares it with the latest evidence-based ./ rE,7-

clinical literature. When potential medical errors or opportunities to

improve care are discovered, we contact physicians and patients with ACTIVEHEALTH
Care Considerations that can save lives and money. See how much MANAGEMENA

smarter your health plan can be, with ActiveHealth Management. Life-Saving. Cost-Saving.

00.
activehealth.net

888.803.7430

©2005 ActiveHealth Management. CareEngine is a registered mark of ActiveHealth Management. Inc. Care Consideration referenced is 207 (SHT Agonlsts - Vascular Disease).
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Editorial Schillerstrom

-

Pension bill conferees
\\

can save defined benefits D 444 HAS ANYONE td 5327
SEEN%

. .:46.  MINNESOTA? - ' 461
IF EVER THERE WAS a congressional con- contributions to their plans, while when in- 16.1.
ference committee with a crucial mandate vestments do better than expected they can X255/

before it, it is the committee that soon will cut back on contributions That volatility is 
meet in an effort to iron out differences in why some employers prefer deftned contri-
House and Senate-passed pension funding button plan sponsorship - W ' Fi/

reform measures But plenty-thousands m fact-of em-
As we report on page 1, the differences in ployers want to continue to offer deftned r &=51

the two bills are significant, makmg compro- benefit plans They believe the advantages of 1/1 « .*/i't/A

mise difficult The two bills take very differ- the plans-not the least is to encourage,
ent approaches to resolving the long-stand- long-term service-outweigh problems posed 2.- 0r

ing controversy on whether the design of by volatihty of contnbution requirements.
cash balance plans discnmmate agamst old- It is for those employers that the outcome

1

d

f 1
er employees The Senate bill also would re- of conferees' negotiations is so important. If
quire that a company's credit rating be taken the conferees get it wrong, surely the exodus 

..

into account in determining how much it of employers from the defined benefit plan
has to contnbute to its pension plan, while system will accelerate and even more em- 1
the House billlacks such a requirement ployees willlose the benefit protections that

Finally, the two bills differ considerably in are umque to the plans
the length of time changes in interest rates To that end, we encourage the conferees
could be taken into account to measure pen- to adopt the House provision on cash bal- 84'BESS Asoe•JCE @2064 4

sion plan liabilities, an issue of vital impor- ance plans, which-unlike the complicated t

tance as its resolution will determine the ex- Senate approach-makes clear in a very
tent to which companies could predict and straightforward way that the basic design of
budget how much they would have to con- cash balance plans is not age discriminatory Letters
tnbute to their pension plans. We also think the funding level of a pen-

It is safe to say that however conferees re- sion plan-not the sponsor's credit rating-
solve these and other issues, their agreement which is not necessarily a rehable indicator
wlll not slow down the ongoing exodus of em- of a company's ability to fund its pension AIG bashing constitutes trial by media'
ployers trom the defined benefit plan system plans-should determine how much em-

Many employers are leaving because they ployers have to contnbute to their plans To the editor I have plied the waters of malor of "allegations" unspecified and not proven
no longer want to be exposed to the Invest- Finally, we encourage the conferees to commercial brokerage for over 40 years, bullt In attacking one of us in this fashion, you at-
ment volatility that is inherent with defined give employers the time they need to pre- an Independent petroleum marketer special- tack all of us, not because of the content of
benefit plans Simply put, when plan invest- pare for the changes in funding rules that ization m all states, become a name at Lloyd's the allegations but because you disregard our
ments do badly, employers have to boost will be made. Employers deserve no less of London, been a membeI of the Council of twin safeguards in forming your judgment

Insurance Agents & Brokers since 1984-and There is no gray area here We either enloy
with all that experience I have never read as freedom's two safeguards or we do not!
blatantly incorrect an editorial as what you Your own Hank Greenberg quote analo-

Arbitration ruling welcome penned for your Feb 13 edition My estima- gizes my thoughts best-"(It's like saying)
tion of Business Insurance has hit bottom 'Bring the guilty guy in, we'11 give him a fair

The only accurate word in your piece was trial
THE SUPREME COURT has an admirable equal footing with all other contracts " the repeated use of the word "alleged" as you John Sullivan
record of encouraging the use of arbitration The federal government's favoring of arbi- attempted to keep your remarks within the Sullivan Risk Management Group
and other forms of alternative dispute resolu- tration is well founded Arbitration and oth- Fust Amendment and out of court Your edi- Waltham, Mass
tion through a series of decisions supporting er forms of alternative dispute resolution tonal did Just what Ehot Spitzer has been do-
alternatives to the courthouse We were cer- tend to handle certain types of commercial ing to our industry since day one con-
tainly happy that the high court saw fit to bur- disputes in a more economical and speedier demned AIG by conducting a "trial by me- Write Us
nish that record m its decision m Buckeye Check way than the court system Those are key dia," which is condemnation of companies,

Business Insurance welcomes letters to the
Cashinglnc. vs John Cardegna et al. last week reasons why so many businesses support people and practices based upon media-re-

As we report on page 4, the majority of ADR And, at a time when courts face crowd- peated allegations alone-but never a con- editur. Tlie section is ultended to bea /brum
16r readers' opimons and comments. Wethe Justices joined in an opinion that upheld ed dockets, anything that streamlines the viction or ultimate finding in a court of law
reserve the rightto edit letters for clarity ora clause in a financial services contract that process without stripping citizens of their We are a country of laws. a republic prized
space. We will not publish unsigned lettersrequired all disputes to be referred to arbitra- right to recourse deserves support as the only country that uses both of liber-
Send your letters b. I,etteis to the Editor,tion rather than the courts As Associate Jus- That's lust what the lustices provided in ty's safeguards. the accused is innocent until
Business Insurance, 360 N. Michigan Ave.,tice Antonin Scalia noted in the malority their decision We welcome this latest exam- proven guilty and the burden of proof is on
Chicago, Ill 60601-3806; fax. 312-280-opinion, part of the Federal Arbitration Act ple of the high court's trend toward encour- the accuser, not the accused With one edi-
3174; e-mmt: moccia@businessinsurance com."embodies a national policy favonng arbitra- aging alternatives to litigation and hope that torial you have lettisoned those twin safe-

tion and places arbitration agreements on It continues that trend in the future guards and used BI to condemn AIG because
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Employers ease away
from full dental coverage

Page 12

VOLUNTARY BENEFITS

Limited-benefit medical policies
offer bare-bones coverage

Page 14

Employees embrace pay-it-yourself perks
Elective benefits popular amid cutbacks

By JOANNE WOJCIK

As employers continue to cut back
on their core benefit programs,
many are offering their employees
as consolation the ability to pur-
chase voluntary benefit products
through the workplace.

And even though employees of-
ten are required to pick up the
whole tab for these elective bene-

fits-which include everything
from term life and disability insur-
ance to homeowners and automo-

bile insurance-they seem to
be embracing many of the
benefits as if they were being
given away.

Today, nearly 64% of U.S.
employers offer at least one
voluntary benefit product, ac-
cording to Eastbridge Consult-
ing Group Inc., a marketing
advisory firm serving insur-
ance and financial service or-

ganizations in the United
States and Canada.

Meanwhile, worksite sales of vol-

untary benefits have more than
doubled from $2 billion in 1997 to

$4.22 billion in 2004, Eastbridge
also found.

Life insurance accounted for the

largest share of sales, followed by
disability coverage. And short-term
disability sales outpaced long-term
disability purchases by a significant
margin, representing 72% of total
disability product sales, according

to Eastbridge's annual analysis of
the voluntary benefits marketplace.
Other product lines that Eastbridge
found to have experienced a sizable
growth spurt during 2004, the year
for which these statistics were gath-
ered, were hospital indemnity and
supplemental medical plans.

So what's fueling this surge?
Three things: employer cutbacks,

efforts to attract and retain workers,

and new product development, ac-
cording to Mike Witwer, senior vp
for marketing and product develop-

Critical illness insurance helps fill

the gaps left by health care

coverage cuts. PAGE 10

Voluntary benefits can

encompass an array of

offerings. PAGE 10

ment in AIG Benefit Solutions at

AIG American General Insurance

Co., a unit of American Interna-

tional Group Inc. in Neptune, NJ.
AIG American General markets life

and accidental death and dismem-

berment policies and supplemental
medical insurance including cover-
age for cancer, critical illness, hospi-
tal indemnity, dental, vision and
both short-term and long-term dis-
ability insurance.

"The big issue for both large and

small corporations is that the cost
of medical care is continuing to in-
crease. They have to cut back, and
so they feel they need to give some-
thing back to employees, even
though employees are paying for
these benefits themselves," Mr.
Witwer said.

Indeed, voluntary benefits are of-
ten a low- or no-cost solution for

employers that want to add to their
benefits offerings at a time when
they otherwise would have to cut
back, according to Barbara Howe,

vp of the consumer segment at
Hartford Life in Simsbury,
Conn., which has seen volun-

tary benefits sales increase 25%
in the past year alone.

The consumer-driven health

care movement also is helping
to fuel employer interest in of-
fering voluntary benefits, ac-
cording to Tom Billet, senior
consultant at Watson Wyatt
Worldwide in Stamford, Conn.

"Companies are interested in mov-
ing toward individual responsibili-
ty," Mr. Billet said. Because employ-
ees typically pick up the tab for vol-
untary benefits, it gets them accus-
tomed to paying more for their in-
surance needs, he added.

Voluntary benefit vendors also
generally provide robust communi-
cations that can help employers ex-
plain the cuts they are making in
their core benefit programs, accord-
ing to Mike Simonds, vp of market-

'1

ing and product development at
Chattanooga, Tenn.-based Unum-
Provident Corp. That allows em-
ployees to see where supplemental
coverage may be desirable, Mr. Si-
monds said. "There is more onus on

the employee to understand and
plan for these types of needs. As
you're shifting from a paternalistic
employer approach to a consumer-
driven model, you've got to educate
those employees," he said.

UnumProvident markets disabili-

ty insurance, long-term care insur-
ance, life insurance and supplemen-
tal health products such as critical
illness coverage, accident coverage
and medical support coverage,
which is designed to cover gaps in
traditional coverage. Among other

things, it covers certain tests, hospi-
tal stays and other procedures not
covered by insurance that may re-
sult in a significant out-of-pocket
expense to the employee, according
to Mr. Simonds.

Another reason many employers
are offering voluntary benefits is
that it can be "a tool for attracting
and retaining a high-performing
workforce," suggested Maria R. Mor-
ris, executive vp of employee benefit
sales at MetLife in New York. "Em-

ployers want to offer tailored bene-
fits to fit employees' lifestyle needs,"
and voluntary benefits are a way to
meet those needs at a low or no cost

to the employer, she said.

See VOLUNTARY / next page

Few employees opt to buy long-term care coverage
DEBORAH SHALOWITZ COWANS

Although group long-term care in-
surance slowly is becoming more
popular, several significant obsta-
cles still prevent the coverage from
becoming a mainstream benefit of-
fering, experts agree.

Perhaps the most significant im-
pediment is that most employers
have few or no benefit dollars left to

spend after contributing to health
care and retirement benefits.

LTC coverage also has not taken
off because employees often think
they do not need LTC insurance, be-
lieving mistakenly that Medicare
will pay for these expenses if neces-
san, or that long4erm care is not ex-
pensive. Young and middle-age
adults also tend to deny that they
eventually may need long-term care.

Generally, employers that do put
forward LTC insurance tend to offer

the coverage on a voluntary basis,
typically meaning that the employ-

er does not contribute toward the

cost of the premiums but employees
can buy policies at a group rate and
sometimes with different underwrit-

ing requirements than those associ-
ated with individual LTC policies.

Only 13% of all full-time work-
ers in private industry had access
to group LTC insurance last year,
according to the U.S. Labor De-
partment.

"We have continued to be sur-

prised at how slowly long4erm care

insurance has grown," said Randall
Abbott, a senior consultant in Wat-

son Wyatt's Boston office. And
"we've been disappointed in the par-
ticipation levels" among employees
when companies do offer it on a vol-
untary basis, Mr. Abbott said.

Yet the U.S. population is aging
quickly, and insurers caution that
many older people will need long-
ternn care.

By 2030, there will be approxi-
mately 71.5 million people age 65

Next Benefit Managenient section : Health Care Coalitions - March 13

or older-more than twice the

number of older persons than there
were in 2000, according to the U.S.
Census Bureau.

Some 19% of Americans 65 and

older experience some degree of
chronic physical impairment, ac-
cording to America's Health Insur-
ance Plans, a Washington-based
trade association representing near-
ly 1,300 members providing health

See LTC / page 13
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Voluntary: Pay-it-yourself perks grow amid employer cutbacks
Continued from previous page

According to a recent MetLife
survey, 33% of employers consider
voluntary benefits to be a cost-effec-
tive way to meet the diverse needs
of employees, while 32% offer them
to enhance their benefits offerings.
MetLife markets life insurance, criti-
cal illness insurance, long-term care
insurance, disability insurance, pet
insurance, AD&D coverage, home-
owners insurance and auto insur-

ance.

The availability of new products
that historically have not been avail-
able through work, such as home
and auto insurance, that is often of-

van said. The cost of "health care

programs are going up and employ-
ee contributions are going up, so if
employers can offer a personal lines
program that saves employees $400
or $500 a year, that gives them more
disposable income to pay for the ad-
ditional cost of health care," he said.

The convenience of paying by
payroll deduction also makes vol-
untary benefits attractive to em-
ployees, especially for high-cost
items such as auto insurance, for

which they can spread out the pre-
mium payments over the course of
the year, rather than paying all at
once, which sometimes is required

Voluntary benefits sales increase
New business premium, in millions of dollars
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fered at a discount, also is making
voluntary benefits more popular
among employees, according to Gar-
ry Sullivan, senior vp and national
practice leader for elective benefits at
Aon Consulting, a division of Chica-
go-based broker Aon Corp.

For example, though employer
discounts vary from state to state,
they usually average between 5%
and 10% off the retail rates that in-

surers typically offer, said Rob Mal-
oney, vp and manager of affinity
marketing at Liberty Mutual Group.
Liberty markets auto, home and oth-
er personal lines insurance, includ-
ing umbrella, rental income and
coverage for recreational vehicles.

These savings can help those em-
ployees who are strapped for cash
because they have to pay more for
their health care coverage, Mr. Sulli-

4,027 4,100
4,223

2002 2003 2004

in the individual market, according
to Mr. Maloney.

"The average auto premium is
$1,400, and often a 25% down pay-
ment is required," he said. By con-
trast, «the payroll deduction has
less impact. They can divide the
payments over 24 pay periods" or
more, depending on how often the
employee is paid, he added.

Another attractive feature of buy-
ing voluntary coverage via payroll
deduction is that federal tax law al-

lows employees to pay for some of
the benefits, such as supplemental
health and medical coverage and
disability insurance, on a pretax ba-
sis, voluntary benefits experts say.

In some cases, though, employees
may be better off paying for some
products, like short- and long-term
disability coverage, on an aftertax ba-

sis, should they ever need to use
them, according to Joe Sevcik, sec-
ond vp of voluntary segment market-
ing at Assurant Employee Benefits in
Kansas City, Mo. "The benefits paid
are taxed if the premium is paid on a
pretax basis," he explained. "So if the
employer wants the benefits to be
tax-free, the premiums have to be
paid on a post-tax basis."

Assurant markets life insurance,
AD&D, short-term and long-term
disability coverage and dental in-
surance.

Even though they are initially of-
fered on a group basis via worksite
marketing, many voluntary benefits
are portable and can be converted
into individual products if an em-
ployee leaves the employer for any
reason, according to Mr. Maloney of
Liberty Mutual. "They are portable.
However, when they leave the
workplace, they lose the employee
discount at renewal," he cautioned.

Despite their apparent popularity,
employers do need to be careful
when they offer voluntary benefits,
experts say.

Employers should be careful not
to appear to be endorsing the prod-
ucts they are offering, they say.

"The one pitfall to watch out for
is employees assume that if their
employer offers a product that it's
been screened. So employers need
to make sure they are familiar with
the product" and the vendor that is
selling it, said Assurant's Mr. Sevcik.

"Employers should use the same
scrutiny they apply to selecting
their core health benefit programs,"
advised Hartford Life's Ms. Howe.

Another potential pitfall is the fact
that most of the personal lines prod-
ucts, such as auto insurance, are still
individually underwritten, which
means employees who have bad
driving records or teenage drivers liv-
ing at home may not be able to ob-
tain their coverage through the em-
ployer-sponsored plan, voluntary
benefits experts acknowledge.

But in those situations, it s not

uncommon for the voluntary bene-
fit vendor to act as a broker and

help the employee find coverage
elsewhere, according to MetLife's
Ms. Morris.

So what exactly are
voluntary benefits?

Definitions of the term "volun-

tary benefits" are about as varied
as the products that fill this
niche market.

MetLife, for example, consid-
ers as voluntary benefits "any
elective benefit program in
which employees are required to
pay more than half of the cost,"
according to Maria R. Morris, ex-
ecutive vp of employee benefit
sales in New York.

Chattanooga, Tenn.-based

UnumProvident Corp. defines
them as any benefit that has an
employee contribution, accord-
ing to Mike Simonds, vp of mar-
keting and product develop-
ment based in Portland, Maine.

Others, such as Watson Wyatt
Worldwide Inc., define as volun-
tary those benefits to which em-
ployers do not contribute, ac-
cording to Tom Billet, a senior
consultant based in Stamford,
Conn.

By contrast, Aon Consulting,
a division of Chicago-based bro-
ker Aon Corp., defines as volun-
tary benefits any type of product
that is offered as a supplement
to an employer's core benefits
program and that is paid for via
payroll deduction, according to
Garry Sullivan, senior vp and na-
tional practice leader for elective
benefits based in Chicago.

If that broad definition is

used then voluntary benefits
would include such products as
long-term disability and term
life insurance buyups and vision
and dental plans, as well as per-
sonal lines insurance such as

home, auto and pet insurance.
Kansas City, Mo.-based Assur-

ant Employee Benefits addresses
the confusion by dividing its
marketing of ancillary benefit

products into two segments: true
group and voluntary. True group
products are those to which em-
ployers contribute either all or a
portion of premium; voluntary
are entirely employee-paid. Both
types of products are underwrit-
ten on a group basis.

The type of voluntary benefits
products to which employers
are likely to contribute varies
widely, according to Barbara
Howe, vp of the consumer seg-
ment at Hartford Life, a unit of
The Hartford in Simsbury,
Conn. "Most companies will
provide some payment toward
medical, dental and life, and
then it's really all over the
board," Ms. Howe said.

For example, most employers
typically pay for LTD coverage,
providing up to 50% of an em-
ployee's salary and then give
employees the option of buying
additional coverage to replace
up to 70% of income.

In addition to LTD coverage,
many employers provide a basic
life insurance policy, usually the
equivalent of one year's salary,
allowing employees to purchase
additional multiples at their
own cost, experts say.

And 99% of employers that
offer dental insurance usually
contribute to its cost, according
to Mr. Billet.

But rarely do employers con-
tribute to personal lines cover-
age, such as home or auto.

Though, "once in a while, if a
company is taking away compa-
ny cars, they will sometimes
fund the premium," noted Rob
Maloney, vp and manager of
affinity marketing at Liberty Mu-
tual Group in Boston.

-By Joanne Wojcik

Critical illness insurance fills gaps left by other coverage cuts
Critical illness insurance is becom-

ing increasingly popular as employ-
ers shift more of the cost of health

care onto workers through higher
deductibles and coinsurance, ex-

perts say.
When such policies were first of-

fered, they mainly provided indem-
nity payments to individuals who
were diagnosed with cancer, but
over the years the coverage has
been expanded to include as many
as 10 different conditions, or the so-
called "dread diseases."

The list of dread diseases include

heart attack; stroke; kidney failure;
coma; coronary artery bypass; loss
of sight, speech or hearing; major
organ transplant; various forms of
paralysis; severe burns; and certain
types of carcinoma.

"Cancer is where all this began,"

recalls Garry Sullivan, senior vp and
national practice leader for elective
benefits at Aon Consulting, a divi-
sion of Chicago-based broker Aon
Corp. "The cancer policies are being
replaced by the critical illness poli-
des," he said. "It's like umbrella
coverage."

Employers that have moved to
high-deductible health plans are be-
ginning to offer critical illness cov-
erage to their employees so that
their workers won't exhaust their

health savings accounts with a sin-
gle claim for a catastrophic illness,
according to Mike Simonds, vp of
marketing and product develop-
ment at UnumProvident Corp. in
Portland, Maine.

Critical illness in-force business

has grown at a rate of 36% annually
over the past three years for the

Chattanooga, Tenn.-based insurer,
he said.

Under guidelines promulgated by
the federal government, specified
disease or illness insurance or in-

demnity coverage that pays a fixed
amount per day of hospitalization
can be purchased in conjunction
with an HSA.

'As employers cost-shift, they're
cost-shifting through a lot of dif-
ferent ways, but mostly through
higher out-of-pocket expenses, co-
payments and coinsurance for hos-
pital stays. As you're doing things
like that on the base employee
medical plan, you want to find
products that can bridge the gap,"
Mr. Simonds said. For example, if
an individual has a heart attack,
critical illness coverage would pro-
vide a lump sum payment he or

she could use to help pay the de-
ductible, copayments and coinsur-
ance and any other expenses asso-
ciated with the condition, he ex-
plained.

Such supplemental medical poli-
cies can be useful «at times when

your core medical insurance may
not be enough, like if you're getting
treatment at the Mayo Clinic and
your core plan may not pay all the
benefits. This would supplement
the cost," said Mike Witwer, senior
vp of marketing and product devel-
opment of AIG Benefit Solutions at
AIG American General Insurance

Co. in Neptune, NJ.
Several of AFLAC's cancer and

critical illness insurance programs
include a transportation benefit to
cover the cost of travel to specialist
providers, according to Karen

Riedel, senior vp of product and
market development at the
Columbus, Ga.-based insurer.

"Those things are not covered by
major medical plans. They also
have a lodging benefit for patient
and family members," Ms. Riedel
noted.

In addition to cancer insurance,

AFLAC also sells specified health
event coverage, hospital indemnity
and intensive care insurance, as

well as life, dental, vision and long-
term care insurance.

The lump sum payments of criti-
cal illness insurance policies typical-
ly provide from $10,000 to $50,000,
with premiums ranging between
$250 and $400 per year, depending
on age, health status and geograph-
ic area.

-By Joanne Wojcik
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Some employers pullback from dental cover
Most keep a
valued, cheap
coverage in place

By JUDY GREENWALD

Some employers are beginning to
inch their way toward voluntary
benefits for their group dental
plans.

But where they wind up depends
oil their starting point, say ob-
servers. Those that have never of-

fe-ed dental coverage or that al-
ready ask their employees to con-
tribute significantly to their cover-
age may make the move toward full
vcluntary programs. But employers
that had been substantially subsi-
dizing their prcgrams are asking

Widely covered
Number of emp oyers that offer
cental bene'its

26%

Do not

offer

Source: MetLife 2CO5/2,306 Employee
B.nefits Trenc Stldy

employees only to contribute more
than thev had prev. ously and are
not making the bigger leap toward
employees paying all or most of the
total cost.

Many employers, though, partic-
ularly large companies, are not
making any significant changes in
their denta. programs.

MetLife' , 2005/2006 Employee
Benefits Tiends Study found that
employees pay f6r all of the cost of
their OwE dental insurance at only
7% of all ccmpanies, while 4896 of
employer: ?ay part cf the cost and
19% pay their employees' total cost.

The Aecspace Corp., based in El
Segundo, Calif., for instance, not
only has no plans to discontinue
paying 75% of its dental premiums
but recently increased its maximum
for orthodontic services to $2,OCO

from $1,500, according to Charlote
Lazar-Mo-rison, the company's
director of human resources.

"It's kind Y a low-cost benefit, so it
hasn't been a large concern," she
said. "We haven't made any move-
ment towad making it a voluntary
benefit. W€ don't see that as being
very competitive,'' nor have others
in the indisiy mcved in that ditec-
tion, said .6. Lazar-Morrison.

Observers say employers recog-
nize that employees appreciate the
benefit ard feel that any cost sav-
ings would be more than offset by
its damage to morale.

"We're a very employee-focused
organization," said Jenny Kazar_-
Mills, vp/human resources manager
at La Jolla, Calif.-bas 1st Pacific
Bank of California, which has no

Under FMLA. do I have

to allow him the same amount

o f leave that I give new moms?
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plans to discontinue its policies of
paying all dental premiums on be-
half of its 70 employees and their
dependents.

Furthermore, although costly,
the expense of a dental program is
still less than what employers pay
for health coverage and has re-
mained relatively stable over the
past several years. According to the
Towers Perrin 2006 health care cost

survey, average cost increases for
dental plans for active employees
were 4% in 2006, compared with
7% for health care plans.

Some observers, though, believe
the move toward voluntary benefit
plans may accelerate as employers
continue to face cost pressures.

"To a certain extent, the employ-
ers may tell you, we've been going
in that direction for years," said Dr.
Alan Vogel, Bridgewater, N 1.-based
MetLife vp, dental product manage-
ment, pointing to cafeteria plans, in
which employees are given a set
amount of dollars to spend and
choose among various benefits.
"The major movement is to fix (em-
ployers') costs for benefits," so that
employees pay any additional cost,
Dr. Vogel said.

Voluntary programs are generally
defined as plans that ask employees
to contribute either all or at least

half of the cost of their dental pro-
grams.

Observers say 100%-employee-
paid programs are particularly pop-
ular among smaller employers.

"The smaller end of the segment
has continued cost pressure on
their overall employee benefits dol-
lar," said Rebekah Whitehorse,
CIGNA Dental's chief marketing of-
ficer, who is based in Phoenix.

But the trend toward more em-

ployee contributions is across the
board, observers say.

"I think there's a fair amount of

action, depending upon how you
define voluntary benefits," said
Tom Dolatowski, vp, marketing, at
Delta Dental Plans Assn. in Oak

Brook, Ill. "We've really seen an in-
crease in the amount of contribu-

tions that employers are requiring
for dental insurance, so the path to-
ward going voluntary is being pur-
sued by many employers.'

Those, for instance, who used to
ask for a 25% contribution from

employees may now be asking for
5096, said Mr. Dolatowski. Employ-
ers that have never offered any den-
tal program at all before are the
ones that are most likely to intro-
duce a voluntary program, he said.

Employers' perspectives depend
"on where we are today," said
Cathye Smithwick, San Jose, Calif.-
based national practice leader for
dental for Mercer Human Resource

Consulting. For example, large em-
ployers that are paying the full cost
of their dental program may ask
workers to contribute 10% of the

cost. "We're seeing a little bit of
that activity," Ms. Smithwick said.

Conversely, in cases where em-
ployers do not already have dental
plans, such as startup or retail estab-
lishments with thin profit margins,
employers may tell their employees
that they will begin to be offered a
dental benefit. "The catch is, you

Growth in health care costs vs. dental costs

All plan types and participant groups combined
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will have to pay for 100% of the
premium cost, but you're getting it
at a group rate," said Mr. Smith-
wick.

In these cases, employers are «of-
fering access to a better denta- prod-
uct, where they didn't have one be-
fore," said Mike Colhoun, vp,
health and welfare practice, for Aon
Consulting in New York. "From the
employer's perspective, essentially
they're putting in a benefit that
their employees generally want
that's having a minimal or no fi-
nancial impact on the overall cost
to the employer," said Mr. Col-
houn.

There has also been a trend to-

ward asking employees to pay a
greater percentage for certain ser-
vices by cutting back, for instance,
the reimbursement for crowns or

the treatment of periodontal dis-
ease to 50% from 8096. "We'ze not

seeing employers raise the-r de-
ductibles, but we are seeing cost-
shifting" in these more subtle ways,
said Ms. Smithwick. "You would

not say that the majority of people
are doing that right now, but virtu-
ally every major dental insurance
company is now offering that as an
option." It is "not as painful as
some other changes that can be
made," she said.

In some cases, employers are call-
ing for increases of contributions
for dependents rather than for em-
ployees, said Dr. Marvin Zatz, Parsi-
panny, NJ.-based national dental
consultant for Towers Perrin.

"There's kind of a feeling that these
dependents don't work for us...and
so we have less allegiance to them
than we do to our actual employ-
ee," Dr. Zatz said.

Some companies are also shifting
their plan design so that they are re-
ducing benefits for employees who
go to out-of-network dentists. said
Mr. Colhoun.

Overall, though, there has been
little dramatic movement among
employers, say observers. Despite a
lot of talk about voluntary benefits,
dental is "a great benefit, with little
service issues, and employees love
it, so employers are not pulling
away...as fast as people expected
and moving to the voluntary side,"
said Jerry Ganoni, Green Bay, Wis.-
based president of HumanaDental.

This has been particularly true of
large employers, say observers. Salt
Lake City-based Zions Bancorpora-
tion, for instance, which has 10,000
employees, already asks employees
to pay half the cost of their dental
expenses under a direct reimburse-
ment program and has no plans to
make any changes, said Diana An-
derson, senior vp, corporate bene-
fits. "We're already bare bones at
50%," she said.

The Manitowoc Cos. plans to
continue to ask its employees to
pay a dollar a week for dental cover-
age for its 5,600 U.S. workers and
their dependents, according to
Mark Haupt, vp and compensation
and benefits for the Manitowoc,
Wis.-based company, which manu-
factures cranes, food service equip-
ment and ships. "We believe, in the
intermediate and longer term, it
will reduce our costs by increasing
the health of the employees and
their dependents," he said.

Among large employers, with few
exceptions, «it has been a very quiet
scene," said Randall K. Abbott,
Boston-based senior consultant

with Watson Wyatt Worldwide's
health care practice. "The major
trend is no trend. Dental benefits

seem to be simply chugging along.
The benefit levels are remaining vir-
tually unchanged."

Some observers believe, though
that the move toward voluntary
benefits will nonetheless endure. It

"will at least continue and may ac-
celerate" because of rising medical
costs, said Kelly McCrann, presi-
dent of Santa Ana, Calif.-based Paci-
fiCare Dental & Vision Administra-
tors Inc.

In the large employer market,
there "is not a groundswell market
at the moment, but we're starting
to see more activity, and my expec-
tation is that activity generally leads
to emerging trends" said Dana Ben-
bow, Fairfield, NJ.-based head of
dental products and services for
Aetna Inc.

Meanwhile, said Mr. Benbow, "1
continue to see evidence that sug-
gests to me opportunities for
growth in the voluntary dental ben-
efits in the mid and lower markets,"
which is an "inevitable conse-

quence of continuing pressure on
the medical side."
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LTC: Few employees opt to buycoverage for future long-term care needs
Continued from page 9

benefits to more than 200 million

people. By the year 2020, approxi-
mately 12 million older Americans
will need long4erm care, the group
estimates.

"The need for long-term care cov-
erage is acute," Mr. Abbott ob-
served. "Yet employers simply
aren't focused on this because

they're focused on health care and
increasing pension expenses."

"The high cost of benefits in gen-
eral, and health care in particular...
have employers squeezed right
now, so they're less interested in of-
fering additional benefits," agreed
Jonathan Shreve, a principal in the
Denver office of Milliman Inc.

"We're competing against limited
resources," acknowledged Dennis
Healy, assistant vp of the group long-
term care division of Boston-based

John Hancock Life Insurance Co.

Furthermore, most people do not
realize how expensive long-term
care is.

For example, the average daily rate
for a semi-private room in a nursing
home facility is $147-or $53,655 an-
nually, according to a recent survey of
approximately 530 nursing home fa-
cilities around the country by Pruden-
tial Financial Inc. Room, board and

personal care in an assisted living fa-
cility averages $2,255 monthly-or
$27,060 annually. Rates for care in
large urban areas tend to be even

Access to LTC coverage
Percentage of workers with access to long-term care insurance, by
selected characteristics

All workers

White-collar occupations

Blue-collar occupations
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100 workers or more

Source: National Compensation Survey, March 2005

higher, as do rates for private rooms,
according to the survey.

From a psychological point of
view, it's hard to convince young and
middle-age adults that someday they
may need long-term care, experts
concur. "I'd rather kill myself than go
into a nursing home" is a common
refrain among employees when dis-
cussing long4erm care, they say.

"We're all in denial," said Chris-

tine McCullugh, president of LTC
Solutions Inc; a Redmond, Wash.-

based brokerage. People think "it's
not going to happen to them," Ms.
McCullugh said.

"In general, people who want this
(coverage) have already had a parent
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go through this," Mr. Shreve noted.
"If people haven't experienced it,
they tend not to place much value
on" LTC insurance, he said.

Many people are unaware that
Medicare does not cover long-term
care and Medicaid covers these

needs only after a person's financial
resources have been depleted.

Both employers and workers need
to understand that LTC insurance

helps employees protect the nest
eggs they spend years building up,
Ms. McCullugh advised. "When we
talk to an employer about long-term
care insurance, we really look at it as
a financial tool," she said.

Group LTC insurance tends to be

more prevalent in industries with
many well-paid or highly educated
workers, such as law firms, financial

services companies, insurance com-
panies and colleges and universi-
ties, Mr. Healy said.

Government entities also fre-

quently offer LTC coverage to their
workers, Mr. Shreve noted.

Some 44% of companies offered
LTC insurance last year, up from
41% the previous year and 35% in
2003, according to a Watson Wyatt
survey of 750 medium and large
employers.

These companies generally offer
voluntary LTC coverage on an em-
ployee-pay-all basis, Mr. Abbott
noted.

Still, workers can enjoy signifi-
cant benefits from buying this cow
erage through their employer rather
than on an individual basis.

Voluntary group plans may offer
premium discounts of up to 10%
compared with individual LTC poli-
des, along with simplified or modi-
fied underwriting requiring an em-
ployee to answer only a few ques-
tions instead of filling out a lengthy
health questionnaire, according to
Ms. McCullugh. Enrollment may be
offered online, further simplifying
the process.

Some group LTC policies offer
workers guaranteed acceptance for
coverage, which is significantly
more advantageous, Ms McCul-

lugh pointed out. Employers should
make sure they understand thor-
oughly the specific provisions of
the LTC policy they are offering
workers, she advised.

Nonetheless, in most industries,
few employees buy voluntary LTC
insurance.

Participation rates average 3% to
8% of eligible employees, according
to Mr. Healy. At colleges and uni-
versities, participation rates average
8% to 10%, while law firms typical-
ly attain average participation rates
of around 15%. These rates histori-

cally have remained low because
LTC coverage is "competing for not
only benefit dollars but dollars peo-
ple could spend on something
else," he said.

If employers contribute to LTC
insurance premiums, those contri-
butions are tax qualified under Sec-
tion 213 of the U.S. Internal Rev-

enue Service Code. However, em-

ployees cannot pay for LTC insur-
ance premiums with pre-tax dollars
from flexible spending accounts.

"That's the one thing the indus-
try is pushing hardest on to try to
get changed," Mr. Shreve said.

Experts expect growth in volun-
tary LTC coverage will be slow but
steady unless employers provide
significant information about the
coverage or the law is changed to al-
low employees to pay for premiums
with pre-tax dollars.
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Limited-benefit plans offer bare-bones cover
Some coverage is better
than none," say advocates

By KAREN PALLARITO

Like many in the food service busi-
ness, Fired Up Inc.-parent of the
Johnny Carino's Italian Restaurants
chain-says it cannot afford tc pro-
vide major medical benefits -0 its

hourly employees. Instead, the
Austin, Texas-based owner/operator
and franchiso: offers the non-

salaried staff at its 75 company-
owned restaurants a choice of two

"limited-benefit" plans.
The program is offered through
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SRC, An Aetna Company, a unit of
Hartford, Conn.-based Aetna Inc.
The basic plan costs $45 a month
for an individual or as much as

$161 a month for a family. It covers
some routine and preventive care
and up to five doctor visits a year.
Inpatient care is capped at $2,000 a
year. A second option provides
more hospitalization coverage-up
to an annual maximum of $7,500.

Fired Up subsidizes the employ-
ee-only portion of the premium on
a percentage basis determined on
tenure. New hires pay the entire
cost out of pocket. The company
picks up 25% of the premium in the
employee's second year of service,
50% in the third year and pays the
entire premium by the fifth year.

Employees often just want to be
able see a doctor when they are sick,
noted Vici Wilkerson, Fired Up's di-
rector of human resources "and so

this provides them with that," she
said.

Still, Ms. Wilkerson acknowl-
edged, some employees do not
grasp the concept of a limited-bene-
fit plan and ask questions like,
"Why am I paying for coverage that
pays nothing when I'm in the hos-
pital?" That is the biggest problem
with these policies, she admitted,
but Ms. Wilkerson stressed that

Fired Up is not backing off limited
benefits. "I look at it this way," she
said, "some coverage is better than
none."

As employers cope with ever-ris-
ing medical benefit costs, interest in
limited-benefit plans-sometimes
called "mini-medical" policies-ap-
pears to be on the rise. And the
number of insurers serving the mar-
ket has expanded.

Star HRG, a Phoenix-based
provider of limited-benefit plans,
has experienced a 25% year-over-
year growth rate in the past five
years, a level of growth it expects to
maintain.

These plans typically provide
some coverage for routine medical
expenses, including physician of-
fice visits, diagnostic testing and
laboratory services. They even cover
a very limited amount of inpatient
care but offer no catastrophic cover-
age. Because workers buy the bene-
fit through their employer on a vol-
untary basis, instead of on their
own, no medical history is required
to qualify.

Attract workers

Experts cite several reasons for
the growing popularity of these
bare-bones policies. Among service
industry employers such as restau-
rants, they're seen as a way to re-
duce turnover. By appealing to
workers who do not qualify for tra-
ditional health benefits, companies
hope to attract good workers and
keep them from fleeing to the com-
petition.

Some employers, especially in
high-turnover retail and service in-
dustries, offer limited-benefit plans
for, say, the first year of employ-
ment, said Dick Tewksbury, a client
leader at Trion, a King of Prussia,
Pa.-based employee benefits con-
sulting, brokerage and administra-

tive firm. An employee who s-ays
longer than a year would qualify for
traditional benefit plans. It costs the
employer little or nothing to ofer a
limited-benefit plan to new kires
and helps control costs, he said.

The growth of part-time opportu-
nities, including retail positons
held by second-career retirees, also
is fueling demand among emfloy-
ers for a less-costly benefit. "These
mini-med plans are one of the ways
that they don't have to incur the
full expense of health care," which

runs $6,500 to $7,000 per employee
these days, Mr. Tewksbury said.

Still others see these plans as a
way to help chip away at the Frob-
lem of the uninsured. Last October,

the Washington-based HR Policy
Assn. rolled out National Health Ac-

cess, a program created to cover up
to 3 million uninsured workers and

their dependents at 60 large nation-
al companies. Just 10 companies
participated in the initial enroll-
ment period, with fewer than 6,000
enrolled out of a pool of more shan
900,000 eligible participants, with
takeup ranging from 0% to about
9% across participating employers.

Despite the tepid response, the
HR Policy Assn. is moving forward
with a second launch involving an-

"These mini-med

plans are one of

the ways that

employers don't have
to incur the full

expense of

health care."

Dick Tewksburv
Trion

other six companies on July 1. "Ev-
eryone's committed to making
whatever adjustments need to be
made to try to make it successful,"
said Marisa Milton, the associa-
tion's associate general counse- and
director of health care policy.

Initial results suggest that senior
management involvement, cirect
conversations between managers
and employees and the use of mul-
tiple forms of communication
boosted employee participation,
noted Steve Coppock, a senior
health care actuary with Hewil As-
sociates, the Lincolnshire, Ill.-based

benefits consulting firm that _s ad-
ministering the program. The take-
up rate also tended to be higher
among older employees, ages 55 to
64, relative to other employees, he
said, suggesting a need among old-
er, pre-Medicare employees for a
product like this.

Few employers are dropping tra-
ditional health benefits altogether.
One exception is nursing homes,
according to Thorn Mangan, oresi-
dent of employee benefits at Hub
International Northeast in New

York, a unit of Chicago-based bro-
ker Hub International Ltd. "This is a

replacement product for nursing
homes," Mr. Mangan said. "With

low Medicaid reimbursements, they
can't afford to offer the health in-

surance any more."
Hub Northeast recently launched

its own limited-benefits program,
called CoverEdge, designed for em-
ployers with large part-time, sea-
sonal or low-paid hourly work-
forces. Columbus, Ohio-based Na-
tionwide Health Plans and Pan-

American Life Insurance Co., based
in New Orleans are underwriting
two separate CoverEdge products
with similar benefits. Each may be
customized as employers see fit.
Premiums range from $10 to $25 a
week, and Hub handles administra-
tion so human resource managers
won't be burdened by paperwork.

Some criticisms

Proponents of limited-benefit
plans argue that curbing coverage
for hospitalization holds down the
cost of benefits, making these poli-
des affordable for lower-wage work-
ers. But critics say the strategy could
backlash against employers, espe-
cially if they fail to explain the ben-
efit in a way that employees under-
stand.

"I really feel like it's not a good
approach," said John C. Garner,
chief executive officer of Garner

Consulting in Pasadena, Calif. "I
would rather see us cover the other

end of the spectrum, you know,
provide $5,000- or $10,000-de-
ductible policies that provided
catastrophic coverage in case some-
body had the really expensive care
that could bankrupt them." The
problem is that such a policy is like-
ly to be more expensive than a
mini-medical plan, he acknowl-
edged.

There's also concern that the rise

of limited-benefit plans provides a
convenient way for employers to
ease themselves out of the health

benefits business. "I think it has

that potential, yes," acknowledged
Mr. Tewksbury, who said he sus-
pects that employers may reduce
their responsibility for health bene-
fits in much the same way that they
discontinued traditional pension
plans in favor of 401(k) plans.
"There's been this big shift in the
retirement area," he said, "and I
think we're starting to see some of
that same shift in mindset in the

health benefits area."

Timothy L. Cook, president of
Star HRG, said he doubts compa-
nies would begin scrapping major
medical coverage just because limit-
ed-benefit plans are available. Star
HRG's latest product, called Funda-
mental Care, which is designed to
fill the gap between major medical
and limited-benefit plans, is garner-
ing interest from employers that
have never offered health benefits

but cannot afford to foot the bill for

major medical plans.
In today's market, there are going

to be employers that cut major
medical benefits for certain classes

of employees, and that's due to cost
pressures, Mr. Cook said. «I think
the reality is that when a corpora-
tion has to make that tough deci-
sion, at least we're there to soften
the blow," he said.
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COMMENTARY

Senior Editor Rodd Zolkos

Gastronomic risks

need mitigating too
There is always risk associated with
change, and, on a personal level for
me and many Chicagoans, that risk
becomes a very real loss this week
with the closing of a Chicago din-
ing institution.

They'll serve the final helpings of
wiener schnitzel, creamed spinach
and apple strudel Tuesday at the
Berghoff Restaurant in Chicago's
Loop, and the popular spot that's
been in business for 107 years and
boasts the first Chicago liquor li-
cense issued after Prohibition will

be no more.

I was taken aback, at first, by the
extent of the outcry greeting own-
ers Herman and Jan Berghoffs Jan-
uary announcement that they were
closing their restaurant and would
lease the building to their daughter
to house her catering business. I
was more surprised when I saw
news of the Berghoffs imminent
demise popping up in newspapers
elsewhere in the country.

I guess I should have expected
the response. With the pace of
change growing ever faster in our
modem world, it's probably natural
to try to cling to whatever institu-
tions we can. And with its wood

paneling and stained glass, pictures
from Chicago's 1893 World's Col-
umbian Exhibition adorning its
walls and career waiters serving up
plates visit after visit, year after
year, the Berghoff fit the bill.

For me, as for many who grew up
in the Chicago area, the restaurant
played a part over the years in vari-
ous family gatherings and celebra-
tions.

When I was growing up, the
Berghoff was often our choice for
lunch on family trips downtown.
After we'd grown, my brothers and
I would often meet there when we

were in town. It was where I first

met one brother's future wife, and

it's where my wife, Kathy, and I
first introduced our parents before
our own marriage.

For several years, I'd made a
point of ending one after-work
Christmas shopping outing each
year with dinner at the Berghoff.
This past December, probably due
to an increased reliance on online

shopping and various calendar is-
sues, I failed to keep up the tradi-
tion. I regret that now.

The lines that have stretched out

the restaurant's door in the weeks

since the Berghoffs announced
their plans suggest that I'm far from
alone in feeling a connection to the
place.

Senior editor Rodd Zolkos can be reached at

rzolkos@businessinsurance.com.

It was a connection I tried to

share. In 2003, when the annual
RIMS conference convened in

snowy Chicago (note to future con-
ference planners: the first week of
April is not a good time to gather
on the shores of Lake Michigan), I
steered anyone who asked for a
lunch recommendation to the

Berghoff. I got no complaints.
The Berghoff wasn't the fanciest

place in town. And while the
restaurant gave an obligatory nod
to such contemporary trends as
"heart healthy dining," traditional
German fare was always prominent
on the Berghoff menu.

Then there were the waiters, for
whom the job was a profession
rather than a stop-gap while pursu-
ing an acting career. They certainly
were efficient-some would say
brusque. And yet, on occasion, one
might even display affection by
producing an extra bowl of spinach
for a blonde at the table (Kathy).

There were suggestions that
those waiters, or, more specifically,
the benefits they enjoyed, were a
factor in the Berghoffs closing.
Working at one of the last union-
ized restaurants in Chicago, the
Berghoff's waiters enjoyed health
benefits, pensions and paid vaca-
tions. The family denied economic
issues had anything to do with
their decision, though, suggesting
it was simply time to move on.

If there's a lesson here, I guess it's
that change is inevitable and the
best way to mitigate the risks asso-
ciated with it is to plan for change
and manage it where possible.

There was another restaurant, an

Italian place around the corner
from us in Chicago's Lakeview
neighborhood that had been a
longtime favorite. Kathy and I dis-
covered it shortly after moving into
our current home and, aside from

being a place to bring family and
friends, it became a regular spot for
Friday night dinner, a place to un-
wind over calamari and pasta and a
bottle of wine and to leave the

events of the week behind.

We were crushed, of course,
when the restaurant moved to an-

other neighborhood. They're doing
great, we're happy for them and we
still visit on occasion, though it's
not the same. And, a year or more
on, we still haven't settled on a

new favorite spot.
So, when we do find a new fa-

vorite restaurant, some contingen-
cy planning is in order-we'd bet-
ter find two.

Business Insurance

PRODUCTS & SERVICES

National Union adds package
for small-cap companies

NEW YORK-National Union Fire

Insurance Co. of Pittsburgh, Pa., a
subsidiary of American International
Group Inc., has introduced a
coverage package intended to help
protect small-capital public

companies from management
liability exposures.

The ManagementRisk Protector is
available to companies with under
$75 million in market capitalization.
MRP offers a choice of several

management liability coverages.
including directors and officers
liability, employment practices
liability and pension trust liability.
For an additional premium,

policyholders can obtain
independent director liability
insurance as well.

For more information onche MRP

program, contact the company at
managementliability@aig.com or
visit www.aignationalunion.com.

GE Insurance, Klein offer
hotel insurance program
KANSAS CITY, Mo.-GE Insurance

Solutions has introduced an

insurance program for business
hotels.

The program is offered through
West Patterson, N.J.-based Klein

Insurance Services, and it is designed
for hotels specializing in business
and short-stay leisure travelers. Any
hotel or motel is eligible, provided it
is not considered a destination

resort, a residential hotel 0- a
convention center.

The program includes coverage for
liquor liability, garage keepers
liability and hired and nonowned
auto liability. The available limits are
$20 million for property and $1
million per occurrence/$2 million

general aggregate/$2 million
products aggregate.

For more information on the KIS

program, contact Jonathan Kle n,
secretary/treasurer of Klein
Insurance Services, at 520-615-
9090. For more information on GE

Insurance Solutions, contact Lois

Massa, vp-sales, at 401-245-6587.

Beazley adds to EPL policy
with wage and hour cover
FARMINGTON, Conn.-Beazlev, a

specialty lines insurer, has expanded
its employment practices liability

coverage by adding wage and hou-
coverage.

The wage and hour extension is
intended to protect companies 'rom
miscalculations in employee pay-
such as employee claims that arise
due to the possible miscalculatbn of

overtime pay. It is available by
endorsement and on Beazley's
stand-alone EPL policies, as well as
on BeazleyOne, a private-company
liability offering that includes EPL
and directors and officers coverage.

For more information, contact

Carrie Brodzinski, EPL product
manager, at 860-677-3750.

Philadelphia Insurance
offers fitness product
BALA CYNWYD, Pa.-Philadelphia

Insurance Cos. is offering an
insurance product for fitness and
wellness studio owners.

The product covers wellness and
fitness studios that cffer one-on-one

fitness training or group fitness
training including aerobics, pilates,
personal training, martial arts and
elite athlete training, among others.

It offers business owners policy
property and general liability ard
professional liability .overages. In
addition, an enhancement form s
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available that increases coverage
offered by the business owners

policy. Some o' the enhancements
available include additional limits for

interior glass and sewer backup and
broadened bodily injury.

For more information, contact the
company at 610-617-7900, or visit
www.phly.com.

Hartford enhances

group LTD program
SIMSBURY, Conn.-The Hartford

Financial Services Group Inc. has
expanded its employee assistance
program, Ability Assist, making it
available to those covered under the

company's group long-term disability
program.

Ability Assist is intended to help
employees adcress emotional and
work/life issues. Covered employees
can access the service toll-free at all

times. It offers access to a variety of
counselors who can provide
assistance with emotional, financial

and legal issues. In addition,
counseling is available in person and
includes up to five sessions.

Ability Assist is available to LTD ·
customers with up to 5,000
employees. These services are
offered through Chicago-based EAP
provider ComPsych Corp.

To obtain more information, visit

http://groupbenefits.the
hartford.com/employer/e_ap.html.

We'd like to report on new risk

management and employee benefit
products and services offered by
your company. Send information
about your new offerings to: Carrie
A. Peinado, Business Insurance, 360

N. Michigan Ave., Chicago, 111.60601-
3806; telephone: 312-649-5313; fax:
312-649-7801; e-mail:

cpeinado@bus]nessinsurance.com.
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Employer group fights pension proposal
Forced contributions neither fair, nor equitable or sensible,' CBI says

By SARAH VEYSEY

LONDON-U.K. employers should
not be required to make compulso-
ry contributions to a national pen-
sion plan proposed by the Pensions
Commission, the Confederation of
British Industry has said.

Instead, they should be encour-
aged to automatically enroll staff
into workplace pensions, operate
"pension builder" plans into which
employees could contribute wage
increases, or enroll staff into a
"partnership pension" program to
which the government would also
make contributions.

The London-based CBI, which
represents employers in the United
Kingdom, in response to a report by
the Pensions Commission, an inde-
pendent body set up by the govern-
ment to look into pension reform,
said that forcing employers to con-
tribute to pension plans is "neither
fair, nor equitable or sensible."

In its second report, published
last fall, the Pensions Commission,
which was headed by Lord Adair
Turner, recommended the intro-
duction of a National Pension Sav-

ings Scheme to which employers
that did not offer a more generous
occupational pension than mandat-

Top five E.U. countries in product recalls
Number of product recalls reported per country in 2005
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E.U. directive boosts

product reca 11 totals
Product recalls across the Euro-

pean Union have increased sig-
nificantly following the intro-
duction of the General Product

Safety Directive in 2004, ac-
cording to a report.

An analysis by Pricewater-
houseCoopers L.L.P. of weekly
product recall figures in 2005
posted by the European Com-
mission shows 706 recalls were

reported last year, a 126% in-
crease over 2004, when figures
were first compiled, the ac-
counting and consulting firm
reports.

Mandatory recalls, as op-
posed to voluntary action taken
by suppliers, totaled 447 in
2005, a 15496 increase over
2004.

The General Product Safety
Directive, which has been im-
plemented by European Union
countries over the past two
years, is intended to help pro-
tect consumers from unsafe

products by harmonizing and
increasing the notification obli-
gation on companies in the
supply chain. Mandatory recalls
are imposed on companies that
are determined not to have tak-

en sufficient steps to safeguard
consumer safety.

"As governments across the

E.U. begin to incorporate the
directive into their own

regimes, manufacturers are real-
izing how dramatically the legal
environment has changed,"
Graeme Berry, director in the
insurance claims and forensic

services practice at PwC, said in
a statement.

The surge in recalls has in-
creased demand for product re-
call insurance, Mr. Berry said.

"I would expect the product
to develop as demand increases
further and underwriters begin
to get a clearer picture of the
risk," Mr. Berry said.

In addition, companies are
devoting more resources to sup-
ply chain risk management, he
said.

"There is increased board-lev-
el awareness of the risks of

product recall, particularly
among consumer product busi-
nesses," said Mr. Berry. "There
is an increased focus on risk

management within the supply
chain. Systems are being put in
place to be able to trace ingredi-
ents and components both
from suppliers and to cus-
tomers, to help companies react
to a recall and mitigate its im-
pact," he said.

-By Carolyn Aldred

ed by the NPSS would be required
to contribute the equivalent of 3%
of an employee's salary (BI, Dec. 5,
2005). Employees would be auto-
matically enrolled into the plan
and would be required to con-
tribute 5% of their salaries.

The U.K. government has said
that it will likely introduce a white
paper outlining its proposed pen-
sion reforms in the spring.

Making employer contributions
compulsory, the CBI argues, would
swell the costs to employers of pro-
viding pensions and could result in
employers with existing occupa-
tional pension plans to lower the

benefits they offer to the minimum
level provided by the NPSS.

The CBI set out its own series of

proposals that it said would in-
crease the takeup of pensions with-
out overburdening employers.

The CBI suggested the introduc-
tion of a "pension builder" system
where employees would place a cer-
tain amount of their annual gross
salary increases into their pensions.

The CBI suggests that an employ-
er choosing to operate such a sys-
tem contribute the equivalent of
3% of an employee's salary to the

See CBI / next page

Cat losses hit record high
By SARAH VEYSEY

While natural catastrophes caused
most of the more than $80 billion

in insured property losses in 2005,
manmade disasters contributed
about $5 billion to the total, accord-
ing to a report from Swiss Reinsur-
ance Co.

Swiss Reinsurance Co. put the to-
tal of insured property losses from
catastrophes-both natural and
manmade-at a record $83 billion

in 2005, up from about $48 billion
the previous year. Of that total,

Thieves stole at least $438
million from a security com
pany in Tonbridge, England

Hurricane Katrina alone caused in-

sured losses of $45 billion, the study
said.

Of the total, about $5 billion in
losses resulted from manmade dis-

asters, Swiss Re said, including
claims stemming from the terrorist
attacks in London in July, explo-
sions at oil plants in Canada in Jan-
uary and the United States in
March, and rioting in France in Oc-
tober and November.

In its report, Zurich-based Swiss

See CATASTROPHES / next page
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Lloyd's syndicates lead cover
for Bank of England note heist
TONBRIDGE, England-Syndicates at Lloyd's of London lead the coverage for
security company Securitas A.B., which lost at least £25 million ($43.8 million)
in a raid on its Tonbridge, England, depot on Wednesday.

The Stockholm, Sweden-based security company carries primary and
excess coverage above a €12.5 million ($14.9 million) aggregate deductible,
sources say.

The primary layer is led by Ascot Underwriting Ltd.'s syndicate 1414,
sources say, and the excess coverage is led by the Millennium syndicate 1221,
which is operated by Navigators Underwriting Agency Ltd.

Securitas and its insurers have offered a £2 million ($3.5 million) reward for
information leading to the recovery of cash and the conviction of the thieves.

At least £25 million that was being stored for the Bank of England, the
United Kingdom's central bank, was stolen during the raid, though police said
the total amount stolen could be almost double that figure.

The theft occurred after the manager of the depot and his wife and son
were kidnapped. The manager was driven to the depot and a further 14 staff
were tied up and held in a room while the cash was stolen, the police said.

Three arrests have been made so far by police investigating the robbery.
-By Sarah Veysey

Updates
Benfield offers online

reinsurance placement
Broker Benfield Group Ltd. has
launched a Web-based platform to
help place facultative reinsurance
programs that include large
catastrophe exposures. The
platform, eCatFac, allows cedents
to receive quotes online and
negotiate pricing and coverage
terms. The system has been
developed by Salt Lake City-based
eReinsure, which produces
Internet-based technology for the
reinsurance market. Grahame

Chilton, chief executive of London-
based Benfield, said in a statement
that the system will enable the
broker to "enhance our efficiency
in quoting and placing facultative
catastrophe covers and, at the
same time, ensure contract

certainty for our customers
around the world."

QBE reports increase
in profits, premiums
Sydney, Australia-based insurer
QBE Insurance Group Ltd.
announced a net profit of $1.09
billion Australian ($800.3 million)
for 2005, a 27% increase over the
previous year. Gross written
premiums increased 7% to $9.41
billion Australian ($6.91 billion), the
company said in a statement. Also,
the company said it expects rates
to increase by about 4% overall in
2006, with larger increases in
catastrophe-exposed classes but
slight reductions in some liability
classes.

Sidley Austin to open
London practice
The law firm of Sidley Austin
L.L.P., a Delaware-based limited
liability partnership with offices
throughout the United States, is
setting up a London-based
insurance practice. Sidley Austin
announced that Nigel
Montgomery, currently a partner
in the insurance practice at DLA
Piper Runick Cary U.K. L.L.P. in
London, will join in its new practice
in May. The company said in a
statement that it would seek to

make other lateral hires to the

team.

E.U. starts probe
of Equitable Life
The European Parliament last
week launched its probe into the
collapse of Equitable Life
Assurance Society, which closed to
new business in 2000. London-

based Equitable Life failed after a
court ruled it must pay out about
£1.50 billion ($2.61 billion) to
policyholders with guaranteed
annuity rate policies to whom it
had reduced final bonus payments.
The European Parliament will seek
to interview former policyholders
of the failed life insurer as well as

representatives of the United
Kingdom's insurance regulator,
the Financial Services Authority,
among others.
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CBI: Employer, insurer groups offer alternatives to UK. pension report proposals
Continued from previous page

plan, while the employee would be
asked to contribute 5% of salary,
which would be supplemented by
the one-time transfer of part of his or
her annual salary increase and
which would be subject to tax relief.

This system "would help insulate
companies from claims for bigger
Fay rises from employees to com-
pensate for the cost of pensions con-
tributions," the CBI said in a state-
ment.

For smaller employers, the CBI
suggested that a "partnership pen-
sion" be set up that would require
small employers to contribute the
equivalent of 3% of an employee's

salary, 1% of which would be paid
by the government, and employees
to contribute 5% of salary, 1% of
which would be tax deductible.

Alternatively, the CBI said, a pen-
sion tax credit should be introduced

that would reduce a 3% contribution

made by employers to 2.1%.
Companies that opted not to con-

tribute to pension plans would be re-
quired to explain their decision to
employees, the CBI said.

A spokeswoman for the National
Assn. of Pension Funds said it did

not agree with the CBI's argument
that employers should be able to opt
out of the proposed NPSS and mak-
ing compulsory pension contribu-

tions. Such an approach, the
spokeswoman said, "undermines the

Arguing against
compulsory contributions

"is what you'd expect the

CBI to say, because it
would be an additional

cost on their members."

Deborah Cooper
Mercer Human Resource Consulting

prindple" of trying to get more peo-
ple to save for their retirement.

Catastrophes: Losses hit record high in 2005
Continued from previous page

Re notes that while North America

experienced only 13.6% of the total
number of natural catastrophes that
took place throughout the world in
2005, it suffered 87.1% of the
worldwide total insured losses from

2005 catastrophes. Swiss Re also
noted that in 2005,92.4% of all fa-
talities from natural disasters oc-

curred in Asia, but only 3.2% of the
worldwide insured loss total from

natural catastrophes occurred there.
In a separate report, reinsurer

Munich Reinsurance Co. said that

natural catastrophes caused eco-
nomic losses of about $210 billion

in 2005, dwarfing the previous
highest-ever figure of S 175 billion
recorded in 1995, and insured losses
of about $94 billion, twice the high-
est previously recorded figure set in
2004.

The hurricanes that hit the Unit-

ed States, the Caribbean and Men-
co alone caused $83 billion of in-
sured losses, according to the report
from the Munich, Germany-based
reinsurer.

In Europe, Windstorm Erwin,
which hit parts of Northern Europe
in January, caused insured losses of
about $2.5 billion, the report notes.

Copies of the two reports are
available at www.swissre.com and
www.munichre.com.

The NAPF, in its own submission
to the DWP earlier this month, pro-
posed the introduction of so-called
"super trusts"-up to 20 collective
defined contribution pension
plans-into which employees would
automatically be enrolled. An em-
ployer would be required to join one
of the trusts unless it provided a
more-generous occupational pen-
sion for its staff.

The trusts would be nonprofit or-
ganizations set up by existing multi-
employer pension plans, labor
unions or affinity groups.

The Assn. of British Insurers also

recommended an alternative to the

proposed NPSS in its submission to
the DWP earlier this month. The

London-based ABI suggested that
its own so-called "partneship
pension"-a different model than
the CBI's proposal of the same
name-be operated by a list of pen-
sion providers approved by a pro-
posed Retirement Income Commis-
sion.

The plans would take the form of
individual accounts for employees
that would be portable, the ABI said.
Any employer that did not operate
an occupational pension that offered
more-generous benefits than the ABI
proposal would be required to auto-
matically enroll its employees into a

plan offered by one of the providers
on the approved list.

Each employee would be required
to make a contribution of 5% of his

or her salary, 1% of which would be
tax deductible, while the employer
would be required to contribute the
equivalent of 3% employees' salary
to one of the funds.

The proposed NPSS, could dis-
courage employers from providing
more-generous benefits for their
staff, said Donald Duval, chief actu-
ary at Aon Consulting, a London-
based unit of Aon Corp.

A voluntary system that offers in-
centives to employers to provide oc-
cupational pensions likely would be
a more effective way of boosting
pension participation than a com-
pulsory plan, he said.

Arguing against compulsory em-
ployer contributions "is what you'd
expect the CBI to say, because it
would be an additional cost on their
members," said Deborah Cooper, a
senior research actuary at Mercer
Human Resource Consulting in Lon-
don.

Any pension reform modeled on
the proposed NPSS might result in
employers cutting benefits, she said,
but "hopefully there will be some
encouragemen: not to do that," Ms.
Cooper said.
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HELP WANTED HELP WANTED

11 Agency Marketing
»Eze<*A=Ji*- Representative
gi.:,Ir-- General Agencies

1apsm Capitol Insurance Companies, a fast-paced,
 growing Commercial Lines Insurance/Surety Company

; in Madion, Waconsi Seeks an expedenced Agert
19' Representative for their Sales & Marketing Team.

This customer-focused position will achieve profitable growth in line with underwriting and marketing
objectives by establishing and maintaining functional relationships beveen the Company and the
agency force. Will also achieve our corporate objective to ensure that we are the easiest company to
do business with and be the eyes and ears of the agent to the entire organization.

 Successful candidates will have a Bachelor's degree, or equivalent, with 5-7 years of underwriting,
' sales, or agency management experience. Professional licenses of CPCU or CIC helpful. Must

possess: an understanding of standard and surplus lines insurance operations; strong verbal and
written communication skills; an ability to build strong working relationships with agency and company
employees; be proficient with use of computer information systems/technology; skilled in developing
and conducting training sessions; and the ability to resolve difficult customer problems while working
both independently and within a team environment Must be flexible and able to meet significant travel
requirements for this position.

Capitol offers a friendly, exciting and team-oriented environment with flexible hours, and a competitive
compensation and benefits package. If interested, please send resume and salary history/expeclations to:

 Human Resources/GACapitol Insurance Companies
RO. Box 5900

Madison, WI 53705-0900
m CAPITOL
V/ INSURANCE COMPANIES

jobs@capitolindemnity.com
www.capitolindemnity. com Equal Oppo,lunily Employer M/F/DN

REQUEST FOR PROPOSALS

The Medical Malpractice Joint
Underwriting Association of

Rhode Island

Request for Proposals
("RFP")-Servicing Carrier

The Medical Malpractice Joint Under-
writing Association of Rhode Island
("JUA") was established by the laws
and regulations of Rhode Island for
the purpose of providing medical mal-
practice insurance for licensed physi-
cians, hospitals and other licensed
health care providers.

The JUA is seeking proposals to se-
cure an entity to act as a Servicing
Carrier, Central Processing Agent,
and Manager for the JUA, for a three
(3) year term, commencing on Jan-
uary 1, 2007, in return for mutually
agreed upon compensation.

To secure a copy of the RF?, please
send an e-mail message to David P.
Whitman, Esq., Counsel to the JUA,
at dpw@hansoncurran.com or a writ-
ten request may be sent to David P.
Whitman, Esq., Hanson Curran LLP,
146 Westminster Street, Providence,
R102903.

REINSURANCE

We are Looking for Loss Portfolio Transfers
Between $200,000 and $10mm.

Are you Looking to Close Out Outstanding
Captive Years, Transfer Reserves frcm 1

Or Multiple Years?
Visit our website at: www.jrso-inc.com or

Email us at: mike@jrso-inc.com
Call: (847) 778-7969

For 2006 B/ Rates or Editorial Calendar
Call Tina at 312-649-5340
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Searching for the
missing link?

Use Brs

Professional Mari(etPlace
to find who you're

looking for.
Call 312-649-5340

Ae<Crni » .

Some things just work better in color.
Like your PROFESSIONAL MARKETPLACE ad in Business Insurance.

Contact Tina Vasilakis at 312-649-5340.

Help Wanted, Agency For Sale, Legal Notice, Business Opportunity ...
Whatever your needs in the Corporate Risk Management, Employee Benefits, and Managed Health Care arena, advertising in 8/'s Professional MarketPlace can help you fulfill them.

TO PLACE YOUR AD IN AN UPCOMING ISSUE CONTACT TINA AT 312-649-5340

March 13

Benefits Management Section: Health Care Coalitions
Bonus Distribution at NBGH & ECFC

Ad Closing: March 7

March 20

Claims Management
Ad Closing: March 14

March 27

Open News & Features
Ad Closing: March 21



UNLOCK THE BENEFITS OF

BUSINESSINSURANCE.COM

(WE'LL GIVE YOU THE KEYS!)

WEB SITE OPEN HOUSE
JANUARY 1 - FEBRUARY 28, 2006

Beginning January ist, we're holding an Open House at Businesslnsurance.com
andyou're invited. Please join us for free unlimited access tothe premium
content contained within the site-content normally restricted to registered
subscribers of Business Insurance - including:

· Full text from the current week's issue of Business /nsumnce,
· Archives from 1996 tothe present of all articles published in

Business insurance and posted online,
· Searchable directory databases of industry vendors, plus B/'s

exclusive rankings of commercial insurance service providers.

Please visit Businesslnsurance.com during our Open Houseto see foryourself the
many online benefits that accompany a paid subscription to Business Insurance.

And take advantage of our special subscription offer and your chanceto win a set of
Bose® OuietComfort® 2 Acoustic Noise Cancelling® headpnones.

Remember, this house is only open until February 28,2006. After that, only
registered paid subscribers will be able to unlock the door. Don't miss this exciting
opportunityto learn what Businesslnsurance.com hasto offer all year round!

ne 1
www.businessinsurance.com

@
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Blogs: Ruling on jurisdiction could limit options in Internet-based liability cases

Continued from page 1 Plaintiffs have claimed that the means it is more likely to be cited in law with respect to jurisdiction and ing about the way ludges will evalu-
make them more likely to be called Web site is interactive because it of- other cases, the opinion, even if un- Internet-based cases, " said Sandra ate blog law in the future "
up by search engines Traffic-Power fers a book for sale to Nevada resi- published, is hkely to remain influ- Baron, executive director cf the Observers note, though, that the
filed suit in August 2005 against dents, the opinion notes "Howev- ential as one of the few decisions so New York-based Media Law Re- decision was made essentially on
blogger Aaron Wall for allegedly er, without plaintiff proffering a far to deal with blogging, observers source Center "As the technclogies procedural grounds "It's not really
posting defamatory communica- scintilla of evidence as to whether say. change or morph, the courts have a decision on the merits of thelions on his Web site, as well as pro- defendant actually sold his books to

"The court gives us to take concepts from one s de of case," said Kurt Opsahl, an attorneyprietary information about the Nevada residents, this court cannot the Internet and sort of apply them with the San Francisco-based Elec-
company's solicitation procedures conduct a proper analysis of the someth i ng encouraging to the other, and that's what this tronic Frontier FoundationComments made by Mr Wall quality and nature of the alleged court seems to be doing." Ken Ebanks, an attorney withand others Included that Traftic- commercial activity, nor can it de- about the way j udges
Power uses She added, "I think it's an ex- Covington & Burling in San Fran-idiotic high-pressure termine whether defendant pur- tremely realistic approach to the In- cisco, said, "It's arguable that thesalesmen" to sell its services, ac- posefully availed himself of the wl I evaluate blog law in ternet, and critical to the prosperity existing body of law out there ulti-

I cording to the opinion privileges of conducting activities the future." of the Web, that courts not tace the mately will be found to be quiteThe "plaintiff bears the burden of in this forum," says the opinion
establishing that the defendant iS position that a number of courts adaptable to the blogosphere, and

"Similarly, defendant's blog site,
Eric Goldman overseas have taken, which is, if we're not necessarily going to seesublect to personal lunsdiction in while interactive in the sense that it you can bnng it down in our coun- widely different regulations andNevada" but has not done so, said allows individuals to read and post Marquette University

Judge Hunt in his decision try, you can take lunsdiction over governance of the blogosphere
comments on a forum, does not rise The case is significant as "one of it than what you see on the Internet

According to the decision, earlier to the level of interactivity to tip the first cases to address this ques- Bruce E H Johnson, an attorney body of law But that lust remains
court cases have established that the 'sliding scale'in favor of person- tion of whether writing a blog iS with Davis Wright Tremane in to be seen "
there is a "sliding scale" between al jurisdiction," says the decision sufficient to confer jurisdiction over Seattle, said, "One of the cor cerns
"passive" Web sites, which do not The opinion does give Traffic- a court of another state," said Rock- that bloggers have ts, do the> have SoRware Development & Investment Of
confer jurisdiction, and "interac- Power 30 days to amend its com- port, Mass,-based attorney Robert J, to hire a lawyer in every state Nhere Nevada, d/b/a/ Tra#icpower com, a
tive" Web sites, which may confer plaint "to set forth facts sufficient Ambrogi Regardless of whether it is they might gets sued, and the an- Nevada corporation, plamtiff, vs
lunsdiction The degree to which to persuade this court that it has eventually published, the decision swer to this question, fortunately, iS Aawn Wall, an mdividual, d/b/a/Seo-
they do SO lS "directly proportion- proper personal Jurisdiction over "is worthy of consideration, and I 'no .,

book com und Does I through X, andate to the nature and quality of defendant " think other courts will look at it,"
commercial activity that an entity Eric Goldman, an assistant pro- ROE Corp I through X mcluslve, de-

Observers point out that it iS not he said fessor at Marquette University Law fendant, U S Distnct Cold, Distnet ofconducts over the internet," the de- clear whether the decision will be The decision "seems to follow School in Milwaukee, said, "The Nevada, Case No 2 05-cv-0-1109-cision says published While publishing it what is the general trend of modern court gives us something encourag- RLH-LRL

Models: Cat firms under fire after 2005 storms Mayfield: Hoping for El Nino
Continued from page 4 count for, Mr De- r,

% Continued from page 4 had more tropical storms, morecatastrophe models, Mr. DeMartini Martini said
said "We are talking about cata- When viewed .

urban *ear r and 2002-years in whict the hurricanes and more malor hurn-U

W weather phenomenon fl Nin-an canes since 1995 than in any otherdysmic events What I heard in the that way, "I j Z

marketplace after Katrina, Rita and wouldn't find occasional warming of the xean 11-year period on record," said Mr
surface of the western coast of Mayfield

Wilma was almost as if all the users myself all that
of these models said, 'Why didn't unhappy," with a 2 1 South America-materialized and Mr Mayfield said the jury is still

, they give me the exact answer?' modeler's projec- *, .0-

Well, it doesn't work that way and tion that was not 1

E created weather conditions that out on whether global warming is a
1 , moderated humcane formation in factor causing increased hurricane
r I the Atlantic Ocean activity, as some have proposedit's never actually going to work very close to actu- pl

that way " al losses, Mr. De- rn "I pray for El Nino," said Mr. "This will play out in the scientific
Mayfield, who spent long da>s

And the models performed well Martini said "Yet -#1-£Ap and literature, and we'11 have a very
nights last summer at the hurricane healthy debate on that," he saidconsidering some of the factors all I heard going Y

they exclude from their proiections around the mar- 6 "But my point ls, even without in-

When those variables are consid- ketplace over the a "Even without invoking voking any global warming argu-7- : _ 2. 4 0.-&*r. r
ered, the results are a clearer picture weeks ment, we're in this active period

and A worker clears debris from a clothing store in New any global warmirg that Will likely last another 10 to 20of expected damages, Mr DeMarti- months after Kat- Orleans damaged by Hurricane Katrina.
ni said, years "

rina was how bad argument, we're in this And those who thought Hurri-I For example, some of the models the models did, they underestimat- known for some time
include estimates for damage from ed the losses, they got this wrong, He pointed out, too, that the active period that will cane Katrina was the doomsday sce-

nario for New Orleans are sadlystorm surge but not from flooding they got that wrong I'm not so sure models performed poorly in one re- likely last another 10 to mistaken, Mr Mayfield warned He
or "demand surge," which 15 made that that's actually the case gard "Every place we looked, we pointed out that the strongestup of costs related to labor and ma- Mr DeMartlm did note that loss- found business interruption under- 20 years. winds of the storm passed well toterials to repair damaged property, es from the three storms remain un- estimated by the models All of the east of the city, barely clippinghe said clear and total losses, particularly you that are users out there, I would Max Mayfield the "extreme southeastern tip ofDemand surge is difficult to ac- for Hurricane Katrina, may not be caution you and say that is some- U.S. National Hurricane Center the Mississippi River delta" before

thing that needs to be considered moving north into Mississippi
quite closely." center, as 27 named storms devel- "The people who think this is the

Catastrophe modeling seminar The business interruption losses oped, eclipsing the record of 21 in worst that could happen in the
in New Orleans, for example, were 1933 Fifteen tropical stom s be- New Orleans area are mistaken,"

draws 220 attendees to Tampa exacerbated by the social disruption came hurricanes, he pointed out, said Mr Mayfield The city experi-
encountered there as residents fled breaking the previous high of 12 in enced Category 1 and Category 2
and often have not yet returned to 1969

TAMPA, Fla.-A three-year-old seminar winds, he noted "They did not
the city Many businesses in New While it remains to be seen have malor hurricane force windscatastrophe modeling seminar is The seminar, which is pre- Orleans have delayed reopening be- whether prayer will affect climatic in the greater New Orleans area," hegrowing in leaps and bounds. sented by the Remsurance Assn. cause residents in some parts of the conditions, Mr Mayfield said early said

The seminar, Cat Modeling of America, has proved popular city have not come back in large indications are not encouraging It Mr Mayfield said he heard from2006: Shifting Paradigms, drew in its short history. The first numbers is conceivable that humcane activi- many Mississippi residents whoabout 220 registrants to the Re- meeting in 2004 attracted Meanwhile, modelers are updat- ty could be moderated at some rode out the storm thinking that,naissance Tampa Hotel Interna- around 100 attendees and last ing their products to account for point during the next 10 to 2C years because they had survived the dev-tional Plaza to hear a range of year there were 150 registrants some shortcomings thev encoun- by El Nino conditions, he said, astation wrought by Hurricaneexperts cover several subjects re- Around 50 hopefuls were placed tered during the heavy storm sea- "but, unfortunately right now, Camille m 1969, nothing could belated to catastrophe modeling on a waiting list for this year's sons of 2004 and 2005, according to we're in what is called a  eak worse Katrina, which took moreMax Mayfteld, director of the seminar. Mr DeMardni

U S National Hurricane Center, La Nina," a cooling of the ocean than 1,000 lives and was the costli-More information on the sem- Demand surge is getting more at- surface off the western coast of est humcane m US history, provedwas among the general session mar is available from Sandra L. tention in the new versions, he South America that is conduave to them wrong
speakers, and executives from LaFevre, vp and director of said, and some construction classes, hurricane productivity in tt e At-
insurance companies, broker- education at the RAA She can "It's the same thing in New Or-

such as light-metal. will be more lantic
ages and catastrophe modeling be reached at lafevre@reinsur-

leans now," Mr Mayfield said
carefully modeled after experienc- If historical patterns holc, the "People think Katrina is the worstfirms also presented at the ance org ing heavier than expected losses in coming years will be busy for prop- case they could ever have And lt'S
recent years erty owners and insurers "We've not, by far, the worst case "
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Brokers: Results show impact of settlements, loss of contingents
Continued from page 3

thing the industry has not yet navi-
gated through," Mr. Ryan said.

Marsh & McLennan

Total brokerage and consulting
revenues increased less than 1% to

$10.01 billion in 2005, buoyed by
risk consulting unit Kroll Inc.,
which in its first full year of opera-
tion under MMC added $946 mil-
lion in revenues vs. $405 million in
2004.

Excluding interest and invest-
ment income, revenues from its risk
and insurance services unit, which
includes Marsh Inc. and Guy Car-
penter & Co. Inc., were down
11.2% to $5.26 billion, reflecting, in
part, the loss of $402 million in
contingent commission revenues as
well as lost business throughout the
year.

Michael G. Cherkasky, president
and chief executive officer, said on
a conference call to analysts that
while Marsh Inc. has lost market

share in the U.S. over the year,
client retention levels "improved
significantly" in the fourth quarter
of 2005 and he's "cautiously opti-
mistie" about new business devel-

opment in 2006.
Profits more than doubled in

2005, soaring to $404 million,
compared with 2004 when the
company set aside money to pay for
its $850 million settlementwith
New York Attorney General Eliot
Spitzer.

It's "clear that we're not where

we want to be, but we are headed
in the right direction and 2006 will
be a better year," Mr. Cherkasky
said.

Aon

The loss of $100 million in con-
tingent commission revenue con-
tributed to a 2.6% decline in 2005

brokerage commission and fee rev-
enues to $6.65 billion at Chicago-
based Aon.

Gross revenues, which include

Arbitration: Supreme Court
decision bolsters contracts

Continued from page 4

decision were allowed to stand, the
plaintiffs bar would then embark on
a strategy of characterizing the en-
tire contract as illegal, void on its
face," said Mr. Sarwal. "This is con-
trary to long-standing Supreme
Court precedent." Mr. Sarwal added
that "Justice Scalia, in his opinion,
makes it clear that they are relying
on previous decisions."

"It's not like the biggest case that
came around the pike; we're talking
about further solidification of the

"We reaffirm today

that, regardless of

whether the challenge
is brought in federal or
state court, a challenge

to the validity of the
contract as a whole,

and not specifically to
the arbitration clause,

must go the arbitrator."

Associate Justice Antonin Scalia

long-standing rule that arbitration
is favored. It is clearly a victory for
the business community," Mr. Sar-
wal said.

"Obviously we're disappointed in
I the decision, and frankly think the

court has gone too far in extending
the separability doctrine to claims
that contracts are void," said Debo-
rah Zuckerman, senior attorney for
the AARP Foundation in Washing-
ton, which filed a brief supporting
Mr. Cardegna. "When you're saying
that the contract is void-that it
never came into existence-then it's

bizarre to say that the arbitration
clause can be enforced separately."

In another case of interest to

some employers, the high court
ruled on Feb. 22 that an employer
with fewer than 15 employees is not
automatically shielded from sexual
harassment lawsuits brought under
Title VII of the Civil Rights Act of
1964.

The case, Jenifer Arbaugh vs. Y&H
Corp., involved an employee of the
Moonlight Caf6 in New Orleans
who claimed she was the victim of a

sexually hostile work environment
during her tenure at the restaurant,
which was owned by Y&H Corp., a
corporation with two individual
owners.

After a federal district court

awarded Ms. Arbaugh $40,000 in
damages, Y&H's owners sought to
have the case dismissed. They ar-
gued that the federal court lacked
jurisdiction in the case because
Y&H did not have 15 employees
and Title VII does not cover busi-

nesses with fewer than 15 employ-
ees.

The district court voided the

award, and a three-judge panel of
the U.S. Sth Circuit Court of Ap-
peals agreed with the lower court.

Last week, the U.S Supreme Court
overturned the appeals court on an
8-0 vote, with Associate Justice Alito
taking no part in the ruling because
he had not been on the court when

the case was argued. Writing for the
court, Associate Justice Ruth Bader
Ginsburg said that the size of the
employer alone did not bar the case
from federal court and that Y&H

could not raise the issue after the tri-
al had concluded.

The justices sent the case back to
the lower court for reconsideration.

Buckeye Check Cashing Inc. vs. John
Cardegna et al., US. Supreme Court,
No. 04-1264, decided Feb. 21, 2006.
Jeni»Arbaugh vs. Y&HCa/E, dba Tlie
Moonlight Ca/F, U.S. Supreme Court,
No. 04-944, decided Feb. 22,2006.

2005 broker results

In millions of dollars
% % Contingent %

Brokerage change Net income change commission change

Brokerage revenuest from 2004 from 2004 income from 2004

Marsh & McLennan Cos. Inc. $10,009.0 0.41% $404.0 129.5% $124.0 -77.1%

Aon Corp. 6,646.0 -2.60 737.0 35.0 32.0 -75.8

'j@{'*.- *

Willis Group Holdings Ltd. » 2.194.0 0.5 300.0 -29.7 13.0 -81.7

Arthur J. Gallagher & Co. 1,350.6 8.0 30.8 -83.7 28.8 14.8

1. Brokerage revenues exclude revenues not related to brokerage and consulting services as well as all corporate and fiduciary investment income.
Source: Company reports

underwriting, investment and oth-
er income, remained essentially
flat, falling less than 1% to $9.84
billion.

Aon reported $737 million in
profits in 2005,•a 35% increase over
2004 when it set aside $220 million

to pay for regulatory settlements

and related litigation.
In the fourth quarter, Aon's Bro-

kerage-Americas segment beat ex-
pectations by posting 10% organic
revenue growth, which the broker
attributed to new retail business in

all geographic regions as well as in
its affinity business.

21

While expenses remained in
check in 2005, Aon did incur $158
million in costs in the third and

fourth quarters of 2005 relating to
its previously announced three-year
restructuring plan. The company

See BROKERS / next page

Oscars: Insurers help keep films in production
Continued from page 3

age and delays or cancellations in
production, cast policies cover some
of the largest losses typically arising
from filmmaking, said Martin
Ridgers, a partner at Entertainment
Brokers International, a managing
general underwriter in Los Angeles.

EBI, which underwrites film cov-
erage on behalf of the New York-
based Clarendon Group, provided
insurance for "Crash" and for "Cin-

derella Man," which was nominat-
ed for three Academy Awards.

Insurance sources say "Cinderella
Man" spurred a substantial cast
claim when lead actor Russell

Crowe suffered a shoulder injury
while training for his role as a boxer
just before filming started.

Mr. Ridgers declined to discuss
his policyholders' coverage, but he
noted that cast policies typically
provide coverage beginning 60 days
before the start of principal photog-
raphy.

Despite the exposures posed by a
major movie star filming boxing
scenes, "Cinderella Man" obtained
full cast coverage, even though
there is a "hazardous act" exclusion

that includes actors doing their
own stunts in most policies, insur-
ance sources say.

Cast coverage losses typically are
insured to limits totaling a movie's
budget, explained Konrad Dowling,
a broker in Los Angeles for Aon/Al-
bert G. Ruben Insurance Services

Inc. The Aon Corp. unit placed cov-
erage for many of this year's Oscar-
nominated films.

"Whether it's a $10 million film
or a $200 million film, you are in-
suring the entire budget," Mr. Dowl-
ing said. "That's what's at risk."

Abandonment of a production
would mean investors or the studio

would lose the portion of a film's
multimillion-dollar budget already
expended on filming, insurers say.
Or they could lose the entire
amount, depending on circum-
stances.

Package policies also protect
against losses such as those to props
and wardrobes, damage to third-
party property in the care of a pro-
duction company, extra expenses
resulting from delays or cancella-
tion due to property damage and
damage to film negatives.

Policyholders sometimes also
purchase contingency coverages
that complement a production
package, because insurers rarely ex-
tend cast insurance to cover events

beyond those caused by the acci-
dent, sickness or death of an artist,
Mr. Ridge said.

For example, some policyholders
recently shopped for contingency
insurance that would pay for extra
expenses in case certain actors trav-
eling to the March 5 Academy
Award presentation in Los Angeles
are unable to return to a filming 10-
cation at a scheduled time and thus

cause a production delay, Mr.
Ridgers said, though he declined to
provide further details.

Risks big and small

Even something as minor as a
cold could keep an actor from film-
ing and trigger cast coverage.

One of the two cast coverage
claims filed for the making of
"Crash" stemmed from a virus suf-

fered by a cast member, the
spokesman for Ms. Schulman said.

But because the film was made

with a $7 million budget, the
claims it generated were not as large
as those arising from bigger-budget
productions, observers say.

For a $10 million film, daily loss-
es from a cast claim would typically
run from about $75,000 to $80,000
per day, Mr. Dowling said. In con-
trast, losses for a studio-financed,
larger-budget film could run 10
times that amount, insurers say.

But because "Crash" producers
encountered funding challenges re-
quiring Ms. Schulman to charge
filming expenses to her personal

credit cards, the film could not have
been finished without the payment
of the cast claims, her spokesman
said.

The spokesman declined to state
the specific amount of the two
claims paid out in the making of
"Crash," other than to say it was a
six-figure sum.

To provide production coverages,
including cast insurance, for other
Oscar-nominated films, underwrit-
ers weighed potential hazards
specific to each film that could de-
lay or end filming, said Denise K.
Dimin, property line manager for
entertainment claims for Fireman's

Fund Insurance Co. in Universal

City, Calif., which placed coverage
for at least 18 Oscar-nominated
films.

For example, the storage of the
miniature creature models and sets

used in the filming of "King Kong"
in New Zealand posed a loss control
challenge because of their concen-
tration in one location, according
to Fireman's Fund.

The miniatures could not have

been quickly replicated if, say, a fire
were to have destroyed them, she
explained.

"All you need is one catastrophe,
and there is nothing left to shoot,"
Ms. Dimin said. Such a loss would

trigger the extra-expense coverage
under a production package.

For best-picture nominee "Broke-

underwriters had to weigh the odds
of production delays resulting from

or riding horses, said Ms. Dimin.

nich," another best-picture nomi-

Because the Mediterranean island

lacks certain infrastructure, equip·

cessitated the delivery of replace·
ment equipment.

ing,"Ms. Dimin said.
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Sullivan: AIG chief plans to increase transparency, maintain entrepreneurial culture
Continued from page 1 opportunities to grow the asset ing, we have a mandatory retire- leged. How would you com- business. That's what I'm very fo-
A Part of that entrepreneurial management business. And we cer- ment age for directors There are ment on that? cused on doing now, to make sure

1-«lculture is the product innova- tainly haven't finished growing our only two executive directors on the that the strategies we've laid out are
tion, which is part of what you Just P&C business or our life business on board now, myself and (AIG Senior A I'm not going to comment executed As I tell my colleagues,
referenced What we're doing is a global basis, There's a lot of op- Vice Chairman, Life Insurance) Ed- tlspecifically on the settlement you can have the best strategies in
staying very close to our customers portunity for us to grow organical- mund Tse What is a real credit to number, other than to point out the world, but unless you execute
and listening to what their require- ly There are opportunitles to grow the orgamzatlon through all of this that other than $123 million, the them, they're not going to do you
ments are and try to respond as pos- by acquisition if need be .. On the period is the fact that we've been balance 15 available to settle any too much good. One of the great
itively as we can to their require- P&(side, there's a lot of areas for us able to attract new directors of lawsuits out there and to pay the things about AIG is the depth of its
ments If you look at our Domestic to continue to grow If you look at tremendous quality.... We've also workers compensation payments management team, and I think
Brokerage Group, I think they've our foreign general business, it's been able to make improvements in that are attached to the settlement that's been demonstrated very
launched over the last 12-18 one of the many jewels in the our internal controls.. and we've at- clearly over the last 12 months
months something like 20 new crown for AIG But in many mar- tracted a new CFO of DBG, a new h: What are your thoughts Two of the takeaways from our in-
products, and I believe they have kets around the world, we have very CFO of financial services and a new on the proposals on fund- vestor day in September were that,
another 20 or so in the pipeline small market share There's reasons head of Internal audit Again, that's ing for natural catastrophes? one, everybody got the chance to
right now From that perspective, for that because there are some seg- a great credit to the organization. meet the entire management
it's a key part of the entrepreneurial ments of the marketplace where The other area of reform is clearly A . If you look back over recent team and the second thing is that
culture at AIG It's a leader, as you can't generate an underwriting transparency, and obviously we've tiyears, we've had some terrible there was golng to be no wholesale
you know, in D&0, excess casualty profit, and that's not the market got work to do there in accordance disasters, both the tragic events of change to the business model Be-
and risk management m the we're in with the settlement, and that is 9/11 and natural disaster, whether fore the issues emerged in March of
U S, and we've taken a lot of those work in progress as we speak Trans- they be hurricanes, tsunamis, earth- last year, nobody indicated for one
market-leading positions and ex- rh: What kind of solutions parency and corporate governance quakes, etc, I think the industry has moment that AIG's business model
ported those very successfully to do large commercial are cntlcal parts of the settlement. done a good lob in responding to was wrong. What we need to do is
our businesses outside of the U S. clients most look to AIG to those events ... I think the role for build on that business model and
If you look at D&0 now, we're provide? A : One of the elements of government to play is when you're respond to the opportunities that
market leaders m the U.K, Europe, the settlement involved in the situation of having finite cap- are out there for us,
Australasia and the Far East That's A We're getting a lot of requests broker compensation. Tell me ital for infinite risk. There's no ques-
a great way of taking products that tlfor advice, particularly as they your thoughts on the role of tion, m the terrorism area, that's an rh: Having worked at AIG
have been developed in the U S expand internationally and become contingent compensation for issue, and there's a role for govern- for nearly 35 years, whatand taking them internationally. more global in nature They know brokers and why is it impor- ment to play in that Whatever the are some of the most valuable

that we're trading m 130 countnes tant to get away from that? permanent solution for TRIA is has lessons you learned from (for-
8'h: What would you consid- and jurisdictions, and they ask our yet to be determined When it mer Chairman and CEO) Mau-

er to be keys to AIG's suc- advice as to ease of access of mar-  : As you know, we're not pay- comes to nuclear, biological, chemi- rice R. Greenberg?cess as an insurance organiza- kets, ease of establishment, things ing contingent commissions to cal and radiation, you cannot ex-
tion? of that nature They're also talking brokers, and we haven't been pay- clude terronsm in such classes of A I joined when I was 17, It was

to us about transferring risk, in the ing contingent commissions for a business as workers comp If you rlmy second lob Through a
A . When you look at AIG as a areas you would expect them to be considerable time now, back into want to write workers comp, you've friend, I got an application form to

whole, it's the diversity . discussing with us, But some of the fourth quarter of 2004 Trans- got to write terrorism, There s a lot join AIG, and I ftlled it in Candid-
There's no question about that them are also thinking much parency and disclosure are the key of concentrated rlsk in that area, if ly, the person receiving the form-
There are really four legs to the broader now in the definition of issues there We're not paying, oth- you're looking at some of the malor I was so underqualified for the job
stool, the way we look at this risk Risk managers, corporate buy- ers are paying. I've said simply, urban locations. There's a clear role I was applying for-if he had any
There's the P&C business, both do- ers, are thinking about the broad we're not paying and we're not go- for government to play when there sense, he would've filed it m the
mestically and internationally. We deftnition of nsk, whether it's repu- ing to start paying them going for- is finite capital responding to infi- trash can In my good fortune,
have life and retirement services, tational, whether it's operational... ward. nite risk When you're looking at he called me and said, "Mr Sulli-
again domestically and intemation- there's a lot of risk emerging which the current issue on the table of van, I think you have something
ally We have financial services, isn't necessarily transferable Cer-
which comprises the aircraft-leas- tainly, the role of the risk manager Q : Is that problematic, be- (funding) natural catastroFhes, I that tells me you'll do very well in

cause some other insurers think the real Issue there is are you our organization " What the late
ing, capital-markets and consumer- is to manage that The risk man- may be paying them and some able to price the risk' I don't think Paul Acratopulo taught me was to
finance businesses. Then we have agers are seeing different chal- not? Likewise, some large bro- that government intervention is re- have standards and never let those
the asset management business lenges, and we try to guide them ac- ken have agreed not to accept quired as a solution, but I dc think standards drop. He drilled that
that's growing very nicely SO lt cordingly them but others have agreed the marketplace has to get the right into me at a very young age, and
comes back to building upon that to continue? price for the exposure that it's carry- that gave me a great start within the
product diversity AIG SunAmerica rh: In the recent settlement, ing We're not in favor of a fund. organization. And the one thing
is a leading player in the retirement AIG committed to certain A We haven't seen it as an issue We are in favor of finding E more that I saw constantly throughout
services business in the U.S. We've business reforms. What areas 1-1We negotiate commission on permanent solution to TRIA the organization as I went through
taken a lot of that knowledge here do you see as needing immedi- an ind1Vldual basis, and that's the various stages of my career was thatand transferred it to Japan and Ko- ate attention? way we've been operating, and it A : What are the biggest we all shared a common passion. It
rea, and we've got a fast-growing seems to be working. challenges facing you as really is a place where there's a lot
annuity business there. And I : Clearly, as it's been recog- CEO of AIG over the next 12 to of camaradene, we work very close-would look to expand that in other A

nized, we've taken a lot of steps A : Some might say the size 18 months? ly together, we understand one an-parts of the world, particularly as re- on corporate governance. We've  of the settlement was dis- other, and it iS a passion that 15
ttrement-services issues internation- split the role of chairman and chief proportionately large, relative A ' The challenges are opportuni- shared throughout the organiza-
ally rise to the surface. We've got executive We have malority vot- to the activities that were al- 11 ties, opportunities to grow the tion,

Brokers: Execs putbad yearbehind, look forward toabetter 2006 ADVERTISER

Continued from previous page Organic growth--excluding con- elimination of roughly 500 posi- lated to contingent commissions INDEX
said it now expects the restructur- tingent commissions and other tions That was in addition to a $35 mil-

Issue of February 27ing plan to result in cumulative pre- market remuneration-was 5% for Those charges were partially off- lion pretax first-quarter charge,
ADVERTISER PAGE #tax charges of $262 million by the the year, comprising an approxi- set by a $78 million net gain on the which in part went to fund the
ActiveHealth 7end of 2007, with annualized costs mately 6% increase in net new disposal of operations, pnmanly re- $27 million agreement it reached

savings now targeted at approxi- business and a 1% decrease from lating to the sale of wholesaler with Illinois authorities last May Aetna Corporation 11mately $180 million by 2008 declining insurance premium rates Stewart Smith Group last year settling steering concerns The bro-
Aon also posted an $80 million and other market factors, Willis kerage also took a $131 million pre. AIG 24

after-tax gain in the fourth quarter said. Arthur J. Gallagher tax charge m the first quarter relat-
Aon Corporation 2primarily related to the sale of Costs related to regulatory settle- ing to its settlement with South Jor-

wholesaler Swett & Crawford Group ments and other factors, though, While brokerage revenues at Gal- dan, Utah-based alternative energy Benefit Software 14
last year dragged profits down 29 7% to lagher increased 8 0% in 2005 to technologies company Headwaters

$300 million m 2005 $1.35 billion, various pretax Inc Burnham Systems 16

Willis In 2005, Willis paid $51 million charges taken during the year took Gallagher also recorded a non-
Business Insurance 6,15,19to resolve contingent commission a bite out of profits, which fell cash pretax charge of $15 million in

Despite the loss of $58 million m probes by attorneys general in New 83 796 to $30.8 million. the fourth quarter reflecting a International Foundation 13

contingent commissions in 2005, York and Minnesota; set aside $20 In the fourth quarter of 2005, change in its estimated future costs
brokerage revenues at Willis re- million to resolve further potential Gallagher set aside an additional of providing claims handling and Liberty Mutual 5

mained essentially fiat, down less legal claims, and took a $28 million $38.6 million to resolve outstand- certain administrative services for
VPA, Inc 12than 1% to $2.20 billion severance charge related to the ing regulatory and legal actions re- its reinsurance brokerage clients.
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Pensions: Conferees to iron out final reform bill

Continued from page 1

financially distressed companies
jettison massively underfunded
plans.

That would widen the agency's
already whopping $23 billion
deficit, increasing the likelihood
that Congress would again have to
raise the premiums the PBGC
charges employers with defined
benefit plans. And that, in turn,
could drive away more employers
from defined benefit plans to de-
fined contribution plans, which are
not covered by the PBGC.
Congress, in an effort to shore up
the PBGC's deteriorating financial
position, earlier this month gave fi-
nal approval to legislation raising
the base annual PBGC premium
to $30 per plan participant from
$19.

Conversely, if the legislation
agreed to by Congress proves too
onerous for employers, the trend of
companies moving away from
defined benefit plans could acceler-
ate.

Many employers concur that the
decisions conferees make on several

key issues could have an enormous
impact on the future of defined
benefit plans and the willingness of
employers to continue to offer such
plans.

"We are now entering a critical
stage," said Marty Reiser, manager
of government policy at Stamford,
Conn.-based Xerox Corp.
"Congress really has to get it right,"
he added.

Employers already have begun to
lobby legislators on several issues
and will be stepping up such efforts
in the weeks ahead.

"We want to move the bills in

the right direction," said John
Castellani, president of the Business
Roundtable, a Washington-based
lobbying organization made up of
the chief executives of several ma-

jor corporations.

Smoothing

One of the most important issues
for employers-and one conferees
will have to resolve-involves the

concept of smoothing. Smoothing

is the practice of averaging interest
rates-in this case, yields on corpo-
rate bonds-over a certain period
of time to determine the rate

employers use to value plan liabili-
ties.

Under current law, interest rates

on long-term corporate bonds are
averaged over four years to come
up with a rate used to value liabili-
ties.

Under the House bill, H.R. 2830,

interest rates would be smoothed

over a three-year period, while the
Senate bill, S. 1783, calls for a one-

year smoothing period. Benefit lob-
bying groups say a longer smooth-
ing period-one at least as long as

"Not only is there not
a consensus but in

the House and Senate

there are members

who are not happy
with how the

provisions turned out."

Aliya Wong
U.S. Chamber of Commerce

the period proposed in the House
bill-is crucial for employers so
they can predict and budget with
some certainty the amount of cash
contributions they will have to
make to their pension plans.

"Employers need to know what
their cash liabilities will be" over

several years, said Mark Ugoretz,
president of the ERISA Industry
Committee in Washington.

Business groups also will be urg-
ing conferees to adopt and expand
on a House-passed provision that
would make dear that the basic de-

sign of cash balance plans does not
violate age discrimination law. The
House bill would provide this pro-
tection prospectively, but business
groups want the protection to be
extended to existing plans. The
Senate bill sets several tests-which

employers say are onerous-for
plans to get protection from age
discrimination litigation.

Experts agree that coming up
with a compromise on the cash bal-
ance plan issue will be a big chal-
lenge for conferees.

"Not only is there not a consen-
sus but in the House and Senate

there are members who are not

happy with how the provisions
turned out," said Aliya Wong, di-
rector of pension policy at the U.S.
Chamber of Commerce in Wash-

ington.

Credit ratings

Bi Stock Index i mi - m 1

Additionally, conferees will have
to decide on whether a company's
credit rating should be a factor in
determining how much it must
contribute to its plans. Under the
Senate proposal, companies whose
credit ratings were below invest-
ment grade for two of the most re-
cent three years and whose plans
were less than 93% funded would

have to kick in extra money. The
House bill lacks such a require-
rnent.

Business groups are vehemently
opposed to linking pension contri-
butions to companies' credit rat-
ings. They say such an approach
could play havoc with companies
in cyclical industries, requiring
them to make contributions at a

time when they could least afford
it, and leading some to fold their
plans.

"It will have a chilling effect" on

employers' willingness to offer
pension plans, said Bob Shepler,
director of corporate finance
and tax policy for the National
Assn.of Manufacturers in Washing-
ton.

While there are many tough is-
sues to resolve, there is agreement
between the House and Senate on a

wide variety of other issues, includ-
ing a faster amortization period to
fund plan liabilities, curbing the
ability of employers to boost bene-
fits if they sponsor underfunded
plans and increasing the maximum
contributions employers could
make to their plans.

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

Percentage change of

Bi Stock Index vs. key indicators

Bi Stock Index 
2952.80 1.58

Dow Jones .
11061.85 -0.48

5&P 500 .
1289.43 0.17

Source: Financia[Content Inc. (httpY//inancia/cont

Largest gains Largest losses

Vesta Insurance Group 30.99% PXRE Group Ltd.

CNA Surety Corp. 7.68% United Fire & Casualty

Fairfax Financial 5.43% SCOR S.A.

EMC Insurance Group 4.91% Endurance Specialty

Hub International Ltd. 4.24% Transatlantic Holdings

Weekly change by market segment
Brokers

Insurers/reinsurers

Managed care organizations

ent.com)

-5.93%

4.88%

2.90%

2.34%

-2.16%

0.55%

0.74%

0.71%

Late News
Continued from page 1

says Standard & Poor's Corp. In a
report, the rating agency notes that
during the first three quarters of
2005, insurers made reserve
additions for accident years 2001

and earlier totaling $16.5 billion. That
figure includes an announcement of
$1.69 billion in adverse reserve

development by American
International Group Inc. earlier this
month. "Insurers and reinsurers are

no closer than they were a year ago
to achieving full reserve adequacy
for that business," Siddhartha Ghosh,

analyst for New York-based S&P,
said in a statement.

ACE Ltd. unit hit

with bad-faith verdict

A federal jury has awarded Gallatin
Fuels Inc. $20 million in punitive
damages in a bad-faith claim brought
against a unit of ACE Ltd. Gallatin
lost all the mining equipment it was
leasing to Mon View Mining Co. when
power was terminated to the Mathies
mine and the mine flooded in 2002,

according to Gallatin attorney
Christopher Opalinski of Pittsburgh-
based Eckert Seamans Cherin &

Mellott L.L.C. Westchester Fire

Insurance Co., an ACE subsidiary,
denied the claim in part because it
said there was insufficient

documentation of the loss, said Mr.

Opalinski. The jury also awarded
Gallatin $1.3 million in compensatory
damages. A spokesman for ACE
declined to comment.

White Rock launches
Bermuda cells

White Rock, the protected cell and

rent-a-captive management unit of

Aon Corp., has set up its first
segregated accounts company in
Bermuda. White Rock Insurance

(SAC) Bermuda Ltd. currently has six

cells, according to a spokeswoman
for Aon. The facility is licensed for all
classes of general and life business in
Bermuda, the company said in a
statement. White Rock also has units

in Gibraltar, Guernsey and
Luxembourg.

Jury finds paint makers
responsible for cleanup
A Rhode Island jury last week found

three former lead paint
manufacturers responsible for

creating a "public nuisance" that
endangers children. The Superior
Court jury placed the responsibility

for possible cleanup on Sherwin-
Williams Co., NL Industries Inc. and

Millennium Holdings. A fourth
company-Atlantic Richfield Co.-was
not found responsible. Rhode Island
became the first state to seek

restitution from lead paint

manufacturers in 1999, but an earlier

trial ended with a hung jury.

Aon Corp. names
chief diversity officer
Aon Corp. has named Corbette
Doyle, chairman of its national health
care practice, its first chief diversity
officer. Ms. Doyle, who will retain her
role at the health care practice, will
be responsible for establishing and

implementing a more expansive
global diversity strategy within Aon,
extending traditional efforts that
have been focused primarily on the
broker's U.S. workforce.

NCQA plans to measure
care-delivery efficiency
The National Committee for Quality
Assurance is seeking comment on a
new set of economic measures that

will allow purchasers and consumers
to compare how much health plans
spend on the delivery of care, as well
as how they rate in clinical quality.
The proposed Relative Resource Use
measures, which will be incorporated
into NCQA's Health Plan Employer
Data and Information Set-or HEDIS-

will focus on six high-cost health
conditions that collectively account
for more than half of all direct

medical expenses in the United
States. Those conditions are:

diabetes, cardiac conditions, asthma,

cardiac obstructive pulmonary
disorder, uncomplicated
hypertension and acute low-back
pain.

Former commissioner

sentenced to prison
Former Oklahoma Insurance

Commissioner Carroll Fisher was

sentenced to three years in prison
and ordered to pay a $20,000 fine
for misconduct while in office. The

former elected insurance

commissioner was convicted Feb. 8

on one count each of embezzlement

and perjury. Prosecutors accused Mr.

Fisher of depositing a $1,000
campaign contribution into his

personal bank account and failing to
report receiving the money on his

state campaign reports, Attorney
General W.A. Drew Edmondson said

in a statement.

California sets rules

for comp staff training
All workers compensation insurers in
California will be required to submit
certification to the California

Department of Insurance that their

claims adjusters and medical bill
reviewers meet new minimum

standards of training and experience
by July 1. The new standards, created
as part of the state's 2004 workers

compensation reforms, are designed
to ensure that individuals who are

processing claims "have the
knowledge and experience to make

sure that our injured workers are not
harmed by needless delays within
the system," Insurance
Commissioner John Garamendi said

in a statement.

At Bus/ness/nsurancecom

New Online Poll: New York

Attorney General Eliot Spitzer's
investigations in to certain
insurance industry practices will:

1. Save policyholders' money.

2. Increase policyholders' costs.
3. Have no impact on costs.

Items in the Late News column

originally appeared in Bl's 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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