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Health care costs up 13%
for 2001 and rising: Survey
Employee and retiree health care plan

costs are increasing by an average of 13 %
this year, with no end in sight to the soar-
ing costs, according to a survey of employ-
ers released today by consultant Towers
Perrin in New York.

The survey of 221 U.S. employers-pri-
marily Fortune 1,000 companies-was
conducted last October and November.

While survey respondents said they ex-
pect employee health plan costs to rise an

See Updates on nezt page

Kaye deal boosts Hub in U.S
By SALLY ROBERTS

- TORONTO-Hub International
Ltd.'s planned acquisition of bro-
ker Kaye Group Inc. not only
moves Hub into the U.S. insur-

ance spotlight but it also brings
the Canadian broker closer to its ·
goal of becoming one of the
world's largest insurance brokers.

Since the Toronto-based bro-
ker's creation in November 1998,
it has acquired approximately 40
agencies in Canada, which has

Z:

helped make it one of the three brokerage revenues, but the bro-largest brokers in that country, ker was not among BI's 100along with Aan Group Inc. and largest brokers of U.S. business,Marsh Inc. The proposed acquisi- because most of its business is de-
tion of New York-based Kaye rived from Canadian clients.
would be Hub's third purchase in Hub's total gross revenues forthe United States and would be internanonal 1999 were $57.4 million. Neitherthe largest deal it has done to date
in either country. 2000.

company has released results for
Kaye reported $47.2 million in ' "Our goal is to have $300 mil-brokerage revenues in 1999, mak- lion in revenue by the end of 2002ing it the 30th-largest broker of Kaye posted $78.6 million in total or beginning of 2003," said MartyU.S. business, according to Busi- gross revenues in 1999. Hub in Hughes, chief executive officer ofness Insurance's annual ranking. 1999 reported $54.5 million in Hub's U.S. operations. 'This ac-

'4tle
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Warehouse employees in San Francisco wait for power to be
restored after a rolling blackout on Jan. 18.

Few insured losses

Companies cope
with outage risk

By ROBERTO CENICEROS

Risk managers are developing contingency plans to minimize
losses stemming from the power outages currently plaguing Cali-
fornia, but they expect few insurance claims to develop if the
lights go out.

Business interruption claims are unlikely because outages are
too brief to trigger coverage under most property policies, brokers
say. There is always a possibility that some insurable claims could
arise from outages, but most risk managers are focusing on imple-
menting contingency plans to minimize potential losses rather
than considering whether their policies would apply.

While Southern California had, as of last week, been spared
from power outages, Northern California communities have suf-
fered through several. The power problems stem from the way in

See Outages on page 21
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MGA facing
fraud suit

By DOUGLAS McLEOD

AKRON, Ohio-A California managing general agency and
the insurer it represents are facing civil bankruptcy fraud
charges, the latest twist in a saga that began with a fatal auto
accident on a nearly deserted California highway in 1996.

The bankruptcy trustee for Irvine, Calif.-based API Insur-
ance Services Inc. filed the fraud lawsuit last month against
an alleged API successor corporation, Carousel Insurance
Services Inc., and Guaranty National Insurance Co. of Con-
necticut, a unit of Royal & SunAlliance Insurance Group
P.L.C. for which Carousel manages an auto dealer insurance
program.

The trustee alleges that API's operators put the MGA in
bankruptcy to defraud creditors-including the surviving
driver in the 1996 accident, who is suing the MGA-and that
they set up a series of successor corporations to carry on the
MGA's business with Englewood, Colo.-based Guaranty Na-
tional.

API principals "engineered :he demise of the debtor corpo-
ration for personal advantage, namely to enable (them) to
avoid their obligations to creditors and emerge with newly
formed corporations," the trustee's complaint chaes

None of the defendants has yet answered the fraud complaint.
Dennis M. Smith, a principal of API, referred questions to Carousel

President Christopher Mercer, who denied the charges. "We don't
think there is any basis to them," Mr. Mercersaid.

See API on page 6

quisition, plus a couple of others
:hat we'11 do shortly, will put us in
excess of $200 million in rev-
enues," he said. Mr. Hughes
stressed, however, that although
Hub is pursuing an aggressive
growth-by-acquisition strategy, it
is not just buying revenue. "We're
not a typical consolidator," he
said. "We're very selective."

Mr. Hughes is the former presi-
dent of Chicago-based Mack &
Parker Inc., which Hub acquired

See Hub on page 22

MGA timeline
August 1997:

November 1997:

October 1999:

November 1999:

Aprjl 2000:

May 2000:

December 2000:

Charles Stevens sues API

Automobile Insurance Ser-

vices and Guaranty Na-
tional Insurance Co.

Guaranty National ap-
points A&S Insurance Ser-
vices Inc. as agent in Cali-
fornia

California appellate courl
rules thal Mr. Stevens

may sue API on behalf of
other car buyers under
state unfair business prac-
tices law

API files for bankruptcy
liquidation in Ohio
Guaranty National ap-
points Carousel Insurance
Services Inc. as agent in
California

Bankruptcy judge adds
A&S Insurance Services to

API bankruptcy
Bankruptcy trustee for API
sues Carousel and Guar-

anty National for fraud

Source: Court filings and California Insurance Department
records

Mine premiums to rise
New black lung regs increase benefit costs
By MEG FLETCHER

WASHINGTON-The U.S. De-

partment of Labor's new federal
black lung regulations, which
greatly expand the ability of min-
ers to obtain benefits for the dis-
ease, are being challenged in court
by the National Mining Assn. and
other plaintiffs, including some
workers compensation insurers.

If implementation of the new
regulations is not halted, mine op-
erators will face huge premium
increases to pay for the benefits
under a liberalized claim determi-

nation system. Estimates of those
premium increases vary widely,
from 39.3% projected by the La-
bor Department, to anywhere
from 230% to 540% estimated by
the National Council on Compen-
sation Insurance.

The new regulations "will cer-
tainly put. an additional financial
strain on our company," and
'self-insured coal operators will
have to bear the additional costs
directly," said Paul Piccolini,
manager of personnel and em-
ployee relations at the Ohio Valley
Coal Co. in Alledonia, Ohio. The

company employs about 435
salaried or hourly workers in the
underground mining of bitumi-
nous coal in southeastern Ohio. It
self-insures its black lung liabili-
ty.

"Our company is already oper-
ating marginally and these new
regulations may push us into re-
ducing production, which would
result in a loss of jobs," Mr. Pic-
colini added.

The regulations also may cause
higher coal prices, which heavy
users such as electric utilities may
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Health care costs still rising
Continued from previous page
average of 12% this year, they predicted even-steeper cost increases for
their Irtiree health care plans.

For example, survey respondents said they expect costs for plans cover-
ing retirees under age 65 to increase by an average of 17% this year, whjle
costs for Medicare-eligible retirees are expected to climb by 18%.

Because prescription drug use is much higher among retirees than
among employees, the sharp rise in prescription drug costs in recent years
has an even greater impact on retiree health plans than on plans covering
active employees.

With a tight labor market, employers have been mluctant to pass on cost
increases to plan participants. This year, for example, employees will pay
an average of 19% of the premium for coverage of sindle individuals, down
from 21% last year, and 22% of the premium for family coverage, down
from 23%.

More than 90% of respondents said they expect double-digit annual cost
increases to continue over the next several years.

Individual copies of the 2001 Towers Perrin Health Care Cost Survey are
available by calling Towers Perrin at 800-525-6741.

A similarsurvey of 360 large employers in December, the preliminary re-
sults of which were released late last week, projects overall health care
costs rising by 10.3% this year and prescription drug costs growing by
14.6%. Results of that SUIVey, conducted jointly by Watson Wyatt World-
wide, the Washington Business Group on Health and the Healthcare Fi-
nancial Management Assn., are available at www.watsonwyatt.com, Com-
plete sumey findings will be published in March.

P/C rates hardening: CIAB
WASHINGTON-Commercial property/casualty insurance prices are

continuing their climb for all sizes of accounts, according to a survey re-
leased today by the Council of Insurance Agents & Brokers.

The survey, which drew 121 responses from CIAB members, asked re-
spondents to compare pricing on Jan. 1, 2001, to that of a year earlier. Re-
spondents reported no decrease for any size account over the past year.

Among large accounts-those generating more than $100,000 in annual
fees and commissions-29% reported increases of up to 10%, and 66% re-
ported increases of mom than 10%. Information was not available for 5%
of those accounts. Seventy-eight percent of the medium-size accounts-
those generating between $25,000 and $100,000 in fees and commissions-
reported increases of more than 10%, as did 36% of the small accounts.
The majority of the small accounts-58%-reported increases of up to
10%, as did 18% of the medium-size accounts, with the rest in both cate-
gories not reporting.

The same pattern emerged in results for the fourth quarter of 2000,
though some respondents reported no change for accounts of all three sizes
during the quarter. But the overwhelming trend was upward, with medi-
um-size accounts reporting the most hardening and small accounts the
least.

Workers compensation appeared to have hardened the most since Jan. 1,
2000, with 91% of respondents calling conditions "somewhat hard" or
"very hard." Eighty-seven percent of Iespondents used the same two terms
to describe both commercial automobile and property coverages, while
smaller percentages deemed general liability or umbrella "somewhat
hard" or "very hard."

Munich Re securitizes cat risks
MUNICH, Germany-Munich Reinsurance Co. has placed $300 million

of risk-linked securities in what the reinsurer says is the largest-ever place-
ment to provide reinsurance protection against multiple natural catastro-
phes.

The company said the placement will give it additional protection from a
"super cat" in areas with particularly high insurance exposure. The deal
covers Munich Re's exposure to hurricanes in Florida and New York,
earthquakes in California and windstorms in Europe. The placement has a
three-year term, which began Jan. 1.

The securities are based on five triggers by which any losses are directly
linked to parameters published by government geological and meteorolog-
ical agencies.

In gmaterMiami and greaterNew York, triggers are based on the central
pressure of hurricanes making landfall along specified sections of coast-
line. For the San Francisco Bay and greater Los Angeles areas, triggers are
based on earthquake magnitudes within several areas surroundingsources
of major tectonic activity. The European windstorm trigger is a weighted
index calculated from wind speeds measured at 600 stations across five
countries in Western Europe.

Manfred Seitz, head of Munich Re's alternative risk transfer division,
said in a statement that "the parametric tliggers wen designed to serve as
benchmarks for risk transfer to capital markets." He expects them to be-
come "a standard feature, facilitating greater standardization, acceptance
and liquidity in the catastrophe securitization market."

Mr. Seitz noted in the statement that Munich Re would like to have
placed even more than $300 million, but "the capacity available in the cap-
ital markets for catastrophe risks is limited."

Risk modeling company Risk Management Solutions provided the risk
analysis, and Goldman Sachs, Lehman Brothers and American Re Securi-
ties Corp. placed the bonds.

See Updates on page 22

Errors & omissions
• Due to an editing error, a Jan. 8 story on surplus lines re-

newals incorrectly stated that Reliance Group Holdings Inc. was
seeking bankruptcy protection. While Reliance has presented a re-
organization plan to Pennsylvania insurance regulators, the insur-
er as of Friday had not formally filed for Chapter 11 bankruptcy
protection.

New commissioner aims
to regain accreditation

By ROBERTO CENICEROS Commissioner last year withdrew from the accredita-

tion program after the NAIC proposed suspending its
OLYMPIA, Wash.-Insurers in Washington state accreditation because Washington had too few finan-

are looking forward to relations with the new insur- cial examiners reviewing insurer operations (BI, June
ance commissioner that are warmer than those they 5,2000).

had with his predecessor. But insurers say they are most encouraged by Mr.
Mike Kreidler, a Democrat Kreidler's demeanor and early indications that he

who was sworn into office Jan. will consider their input in the regulation-making
10, said he will review a con- process. The new commissioner replaced Deborah

4/.4 troversial contraceptives cov- Senn, who did not seek re-election. She was known
erage mandate imposed on for her contentious relations with insurers and her

of his predecessor's tenure. tle newspaper, in an editorial endorsing Mr. Kreidler,
health plans in the final hours » strong pro-consumer stance, to the point that a Seat-
Another top priority, he said, referred to Ms. Senn's style as "bombastic pop-
is winning. back accreditation ulism."

by the National Assn. of Insur- Ms. Senn sought a seat in the U.S. Senate but lost
ance Commissioners. The her bid in the Democratic primary election. She

Mr. Kreidler state's Office of the Insurance See Kreidler on page 10

Potential competitors cry foul

Utah comp fund seeks to expand
By ROBERTO CENICEROS

SALT LAKE CITY-Insurers
are charging unfair competition
over moves by state workers com-
pensation funds to expand their
underwriting to provide coverage
to employers outside their home
state boundaries.

The latest political battle over
the issue is shaping up in Utah,
where a bill, H.B. 59, is moving
quickly through the state Legisla-
ture that would give the Salt Lake
City-based Workers Compensa-

tion Fund the ability to sell insur-
ance to employers operating in
states outside of Utah.

Proponents who favor such ex-
pansion say it is a progression of
the trend to privatize state comp
funds, many of which have moved
beyond their roles as residual
markets. The fund proponents
contend they must expand their
geographic reach to diversify their
risks as well as boost their premi-
um volume. They are not apolo-
getic for their competitive bent.

"We were formed to compete

and compete is what we are all
about," said Lane Summerhays,
president and chief executive offi-
cer of the WCF. Mr. Summerhays
is also a board member of the
American Assn. of State Compen-
sation Insurance Funds.

Utah-based employers stand to
benefit from the bill's passage,
said Gene Denning, risk manager
for Salt Lake City-based Associ-
ated Food Stores Inc. Associated

purchases coverage from the WCF
and wants the insurer to meet all

See Funds on page 21

Third party suing insurer
NAll asked to file brief in case over delayed payments
LOS ANGELES-A Califor-

nia appeals court has asked the
Des Plaines, Ill.-based National
Assn. of Independent Insurers to
file an amicus brief in a case
that will decide whether a non-

insured third party can sue an
insurer based on the insurer's

alleged negligence in delaying
claim payments to a policyhold-
er.

The case of Adetman vs. Asso-
ciated Internationat Insurance

Co. involves a property insur-
ance policy sold to a condomini-
um association in Southern Cal-

ifornia. The policy covered the
condominium association's prop-
erty but not the individual con-
dominium units. The condo-
minium complex was damaged
in the 1994 Northridge earth-
quake, and the condominium
association sued Woodland

Hills, Calif.-based Associated

/NS/DE

International over a claims-pay-
ment dispute. But a Los Angeles
County Superior Court granted
Associated International's re-

quest for a summary judgment,
concluding that the insurer's
handling of the claim was rea-
sonable.

In a separate action, though,
owners in the condominium
complex sued Associated Inter-
national for negligence based on
the insurer's alleged delay in
handling the condominium as-
sociation's claim. The owners

claim they suffered damage as a
direct result of the defendant's

alleged breach of contractual
obligations to the eondominium
association. A superior court in
1999 ruled in favor of the insur-

er, and the plaintiffs appealed
to the California's 2nd Appel-
late District Court in Los Ange-
les.

• Employers and other health care payers that want to be
sure that their dollars are being well spent should make
greater efforts to obtain-and use-outcomes data about
medical procedures, this week's editorial says. PAGE 8

• In Perspectives, Jerry Dudek, vp-financial services at
Near North Insurance Brokerage Inc. in Chicago, writes
that risk managers should take an active role in safe-
guarding executive benefits. PAGE 12

• Chubb Corp. is making a bid to acquire Hiscox P.L.C.,
a leading insurer within Lloyd's of London. PAGE 15

Departments
Advertiser Index 90

If the appeals court finds for
the condominium owners, insur-
ers could be liable to non-in-
sured third parties in other cas-
es, including those involving
commercial insurance policies,
said Sam Sorich, NAII vp and
Western regional manager in
Sacramento, Calif.

"A decision by this court to
expand liability exposure for in-
surers could mean drastically
reduced availability of insur-
ance in California," Mr. Sorieh
said.

Among other arguments, the
NAII in its brief maintains that
finding in favor of the plaintiffs
would mean that, while an in-
surer may not have liability to
its insured under its insurance

policy, it could, nonetheless, be
liable to third parties for negli-
gence in claims handling.

-By Roberto Ceniceros
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New U.S. head of IUMI

stresses recruiting, safety
I By MICHAEL BRADFORD rine market "historically has been the cen-

ter of the manne universe, over time there
NEW YORK-The first American presi- has been a dispersion of that The expertise

dent of the Intei national Union of Marine in the USis equal to or greater than any-
Insurance is working to expand the orga- where in the world There is a solid base of

nization's membership and tackle marine companies here "
a + tly safety issues During his tenure, Mr DeSimone said he

Richard DeSimone, New York-based and IUMI will make a "concerted effort to

-444 president of global marine for St Paul Fire expand the membership," which currently
- & Marine Insurance Co , was elected to a stands at 52 associations Those members

three-year term as president of the organi- are heavily concentrated in Europe and

-_ 'Ir '6-
zation of manne insurance associations at North America, though there are smaller

PHOTO REUTERS
its annual conference in London last fall Mr. DeSimone concentrations in Asia and North Africa

Recent snowstorms. such as this one at Chicago's O'Hare Interna- He is the first American to lead the group The new president said he would like to

tional Airport on Dec. 11, have highlighted weather-related risks. in its 126-year history see a larger number of Asian members and the inclu-
"From a personal point of view, lt'S an honor," Mr sion of members from Central America and South

Weather cover sees
DeSimone said of being IUMI's first American presi- America
dent "But it also reflects on the U S marine market, Apart from increasing IUMI's membership, Mr
which 15 a strong, well-financed marketplace It re- DeSimone said he will focus on the group's commit-
flects the quality and status of the U S market " ment to safety issues

potential buyers
Mr DeSimone said that although the London ma- See DeSimone on page 19

come in from the cold
Scientific validity, effectiveness

By RODD ZOLKOS of therapy questionnaire debated
insurance can only be pui-

The unusually harsh winter chased prior to the start of the By JOANNE WOJCIK years ago by Laguna Hills, Calif - progress, Mr Jones said during a
weather that much of the Unit- season That isn't the case." based PacifiCare Behavioral recent telephone press conference
ed States has already experi- Ms Tillman said In fact, now, LAGUNA HILLS, Calif -A Health, a subsidiary of PacifiCare The program also has Identified
enced this season is increasing because much of the current new program that systematically Health Systems Inc The results some undetected risks-such as
interest in various tools to winter season is already past measures patients' progress in have been gathered into a single suicidal patients and those with
manage weather-related risks and policies are priced propor- psychotherapy could improve the database that is now being tapped chemical dependency problems-

And though this year's severe tionally to the amount of the effectiveness and reduce the cost to benchmark and improve treat- that therapists missed, he said
cold and heavy snowfall-fol- season remaining, "cost is at its of mental health treatment, ltS ment methods, according to psy- "What we found lS that there lS

lowing several consecutive lowest," she said promoters say chologist Edward Jones, Pacifi- frequently a lack of congruence
mild winters-migh: be taking "It's never too late to buy But at least one independent Ca, e Behavioral Health's corpo- between the provider's assessment
some insurance buyers by sur- weather insurance," Ms Till- psychologist is skeptical of the rate clinical director and the patient's LSQ score in
prise, ultimately, it should be man said "But a lot of clients program's validity, saying that lt By comparing information pro- suicide risk cases It was the same
good for the weather risk mar- don't think they can bub it this needs to reviewed by experts out- vided by both the patient and his for chemical dependency," Mr
ket, industry participants say late in the season " side the field of managed care or her psychotherapist to that Jones said

The most common winter Ms Tillman said she defi- So far, more than 20,000 pa- contained in the database, the The "LSQ" Mr Jones referred

weather risk products are snow nitely expects interest in tients have been put through the program can predict how a pa- to is an acronym for the "life status
removal cost insurance, which weather insurance to increase program, which was launched two tient in treatment lS likely to See LSQ on next page
is typically purchased by mu- next winter Severe weather
melpalities, airports, hospitals, creates a weather insurance
large condominium associa- "domino effect" for future
tions and shopping mall own- years, she said, though "not the Refocusing on quality
ers, and weather derivatives, current year, unfortunately "
typically purchased by utilities But many businesses could Changes, spinoffs lead BHCAG back to its original missionto hedge the impact of unusu- still do well this winter to pui-
ally warm winters on their rev- chase weather insurance for By MICHAEL PRINCE zell's re- work in conjunction with its other
enues key sales or manufactunng pe- sponsibili- efforts to improve quality "But it

Lauralee Tillman president riods that might be afiected by BLOOMINGTON, Minn -Four Ties on Jan became the center of our focus,"
of Good Weather Insurance severe weather, she advised years after it started operating its 1 Ms Pare Ms Pare said The organization
Agency in Salem, Mass, noted "Because of the severe own health plans in an attempt to said the or- talked about this product, and
that her firm quotec a number weather in the Midwest, they improve the health care market in ganization "we weren't talking about what
of weather insurance programs should also be thinking about Minnesota, the Buyers Health has no plans was next," she said
early in the season, but in the weather insurance for specific Care Action Group lS undergoing yet to re- In particular, she said the group
wake of three consecutive mild dates for key periods," she a dramatic change of its own place Mr started to focus less on improving
winters in the Midwestern and said "So there are still lots of Steve Wetzell, the longtime ex-  Wetzell health care quality, one of its pri-
Northeastern United States, opportunities to purchase in- ecutive director, left the employer In 1997, rnary goals
many potential clients chose surance to contain their costs purchasing coalition at the end of Ms. Pare the Bloom- Over time, the BHCAG also has
not to buy or protect their earnings last year, along with some other ington, found that ltS members have be-

"A lot of them didn't buy this One entity that did buy snow staff members And the buyers Minn -based BHCAG started its come less engaged in the group's
year because of past winter insurance this year is the coalition that had hoped to trans- care systems in an attempt to sig- activities, she said This was most
weather and have not taken Alexandria, Va -based Metro- form the health care marketplace nificantly change the health care dramatically displayed when a
advantage of buying during the politan Washington Airports in Minnesota iS refocusing ltS ef- marketplace in Minnesota The founding member, Wells Fargo,
season," Ms Tillman said Authority forts, said Carolyn Pare, chair- systems-groups of nealth care pulled ltS employees out of the

"Most clients believe weather See Weather on page 10 woman of BHCAG's board of di- providers that contracted directly care system in 1999 "The loss of a
rectors, which took over Mr Wet- with BHCAG members-were to

Managing data helps keep medical cases small
By MICHAEL PRINCE patient-centered health care pro- To achieve its goal, Merrill management company based in rors For example, his company

grams that would generate mean- Lynch relied on a medical data New York Its system uses the In- has found that of all the drugs
NEW YORK-Sophisticated ingful feedback from employees management system that helps ternet to obtain health care infor- prescribed, many are never taken

data management using the Inter- and improve outcomes At the spot potential malor health care marion from various sources and by the patient and some are the
net can improve patient quality same time, the company wanted a cases before they turn into severe create detailed profiles of individ- incorrect drug for the patient
and dnve down the cost of health high level of employee satisfaction problems with high costs This is ual patients Drugs that should not be taken in
care, experts say from its plan while Keeping its critical to the success of the pro- In today's health care system, a combination are also frequently

Merrill Lynch & Co, the New costs in check gram, Mr Reifert said, because few patients account for a lot of prescribed to the same person, he
York-based securities firm, set out It's hard to get all of this in one the company found that 5% of ltS costs, said Charles Blanksteen, said
a few years ago to improve its plan, so the company found a employees account for 55% of its vice chairman of AetiveHealth These problems reveal them-
health care system Its new system number of plans and 'integrated costs Helping this small group of Management For example, 05% selves in patient care and in costs
centers on the employer's "man- them into a customized health employees get better care will of patients account for 25% of all In a sample of 100 large-cost cas-
age care, not access" philosophy, plan," Mr Reifert said last week produce an increase in productivi- costs and 17% of all families ac- es-those costing more than
said Kenneth Reifert, director of at The 2001 Employer Health ty while lowering costs, he said count for 75% of all costs, he said $50,000-50 were handled cor-
global benefits for Merrill Lynch Care Conference, sponsored by The system the company chose Also, he maintains that the cur- rectly, 25 were preventable and
m New York The Conference Board in New iS offered by ActiveHealth Man- rent health care system in the the other 25 could have been

The company wanted to develop York See Data on Daae 20
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LSQ
Continued from previous page
questionnaire," a form developed by
PBH in conjunction with researchers
at Brigham Young University in Salt
Lake City. Its questions focus on the
quality of the patient's family life, his
or her moods and feelings about the
future, his or her degree of satisfaction
with work, and whether he or she has
problems with alcohol or drug use.

If there is a discrepancy between
what the patient reports on the 30-
item questionnaire and the diagnostic
information provided by the therapist,
a care manager from PBH alerts the
therapist that he or she may need to Eli-
ter the treatment plan, Mr. Jones said.

In fact, the program is even called
"ALERT," an acronym for "algo-
rithms for effective reporting and
treatment"

"We've identified cases where doc-

tors were not aware of the level of
risk," Mr. Jones said, because, "with
any paper-and-pencil test, people will
respond diffenently than they would in
an in-person interview with a thera-
pist.' Typically, individuals are more
likely to disclose sensitive personal in-
formation in writing than in conversa-
tion, Mr. Jones said.

"When we see a disparity, we call
the doctor and discuss the treatment,"
he said. "But that's all. The doctor still
controls the treatment."

The provider groups under contract
with PBH can use the ALERT out-
comes data, though, to improve their
own performance compared to that of
other groups under contract.

One employer enrolled in the pro-
gram said that it's about time that
mental health treatment was evaluat-
ed scientifically.

"This is how we handle medical.
Why should we handle mental any dif-
ferently?" said Patti Bennett, regional

director of benefits and'en*loyee ser-
vices at Catholic Healthb@e West's
Southern California regi6n in Pasade-
na. "I think this is taking the (employ-
ee assistance program) and mental
health programs many steps ahead,"

Catholic Healthcare West enrolled
its 12,000 California employees and
their dependents in the program at the
beginning of this year, after reviewing
the ALERT program's results.

But Laguna Nigel, Calif., psycholo-
gist Marc Skelton, who serves as the
chair of the division of clinical practice
of the California Psychological Assn.,
questioned whether the approach re-
ally is scientific.

"Any effort to try to systematically
review treatment is a good effort," Mr,
Skelton said. "But I'm not sure that's
what this is. It may be being used as a
vehicle to cut off treatment early in or-
der to cut costs."

And "the measuring process itself
introduced to something as confiden-

Ual as therapy can potentially affect
the outcome negatively," he said "It's
intrusive."

"It's fine to come up with a mea-
surement system, but to say it's a sci-
entific, state-of-the-art standard is an-
other thing. It needs to be reviewed by
an impartial third party outside of
managed care," he said.

Mr. Skelton also questioned the va-
lidity of the 30-item questionnaire,
contrasting it against the Minnesota
Multiphasic Personality Inventory,
which is widely used to conduct psy-
chological evaluations. The 1V[MPI, he
said, "is 567. items long and includes a
validity scale."

A validily scale is a method of deter-
rnining whether a respondent is an-
swering questions truthfully, The
NIMPI asks the same question in a va-
riety of ways to see whether the re-
sponses are consistent, he said.

He also questioned whether the
sampling of patients used as a bench-

74

mark in the ALERT database is a sci-
entifically valid cross-section similar
to that used in independent studies.

Furthermore, many people seeking
psychological treatment are suffering
great psychological distress, so "their
ability to accurately report what's go-
ing on is questionable," he said.

PBH's Mr. Jones explained how the
ALERT program works by providing
an example. "A 28-year-old woman
called for an authorization to see a
therapist," he said. "At the first ses-
sion, the patient does the initial LSQ,
which is faxed to PacifiCare Behav-
ioral Health and uploaded into the
database, where it is scored and com-
pared with normative data."

In this case, the patient scored 65
points, which indicates a relatively
high level of stress but is not a "red
flag" that would signal suicide risk,
Mr. Jones said. The highest score pos-
sible is 120 points, with each question
given a weight of four points.

At the second session, the therapist
completes a Provider Assessment Re-
port, which includes his orherdiagno-
sis of the patient, a rating of the pa-
tient's symptoms, an assessment of the
patient's risk of suicide and an estima-
tion of the likelihood that the patient

See LSQ on page 6

B/promotes
two staffe rs
CHICAGO-Business Insurance

has promoted two members of its edi-
torial staff.

Mark A. Hofmann has been pro-

Barnes has been promoted to assistant
managing editor·-graphics in Chicago.

Washington editor since 1996, coordi- j

state government issues. He joined the
magazine in 1987 as an associate edi-
tor in Chicago before moving to Wash-
ington in 1991.

Before joining BI, Mr. Hofmann was
associate editor of Professional Agent

magazine in
Alexandria,
Va. Prior to

Cr 1 that, he wasi in the editori-
I al department

--TJ- 14, of the Win-

Winston-h# Salen, N.C.
Mr. Hof-

Mr. Hofmann
mann has a '

bachelor of arts degree in history frum ,
Wake Forest University in Winston- i
Salem, N.C.

He can be reached at 202-662-7244.

Ms. Barnes, 44, has served as Brs
graphics editor since 1996. In her new
role, she will be responsible for the
production and layout as well as
graphic design of the newsmagazine
and special editorial projects.

Before joining BI, she was in charge
of editorial systems support in the pro

Crain Com- "' t
munications -. 

Inc. Prior to F-1-,Ifiqll

that, she held 

53' nt{i 
Supel«Soly A-
roles for the %111/84composing 5NaNS*
and typeset-
ting depart- Ms. Barnes

ments at Crain in Chicago. Ms. Barnes
joined Crain in 1979 as an advertising
production manager.

Ms. Barnes has a bachelor of arts
degree in graphic arts from Illinois
State University in Normal.

She can be reached at 312-649-
5485. m
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LSQ
Continued from page 4
has problems with chemical depen-
dency. The completed report is also
faxed and uploaded into the database.

At the third session, the patient
completes another LSQ. "We found an
increase in the score to 74, and there
were red flags now indicated for sui-
cide risk," Mr. Jones said.

This information is collected by the
PBH care manager, who then calls the

API
Continued from page 1

Guaranty National officials did not
respond to calls seelcing comment.

API, Carousel and Guaranty Na-
tional, meanwhile, are facing the law-
suit filed by Charles Stevens, the driv-
er who caused the 1996 wreck. Mr.

Stevens charges, among other things,
that API was never licensed by the
California Insurance Department and
that its auto physical damage program
represented an unfair business prac-
tice for which it should be forced to

disgorge about $7 million in commis-
sions and fees.

Mr. Stevens earlier won a California

appeals court ruling allowing him to
sue on behalf of other consumers un-

dera state unfair competition law, and
his suit has named dozens of Califor-

nia car dealers that participated in the
API program.

API and Guaranty National have
flatly denied Mr. Stevens' charges,
maintaining among other things that
Mr. Smith-not API-was the li-

censed agent for the program; that
API performed only clerical, back-of-
fice functions, and that the program's
structure was approved by California
regulators.

Guaranty National and otherdefen-
dants have filed motions to dismiss the

suit. A heating is scheduled in Los An-
geles County Superior Court for early
Februaly

The insurance pI'ogram at issue was

therapist to discuss the patient's treat-
ment plan. In this case, the patient was
referred to a psychiatrist, who pre-
scribed antidepressants.

At a subsequent session, after the
medication had taken effect, the pa-
tient was given the LSQ again and her
score had dropped to 60.

"So, we're seeing clear improve-
ment," Mr. Jones said. "At session five,
she completes the psychotherapy but
continues on the medication. Then, six
months later, the LSQ is mailed to the
patient. The score is now just 40."

launched by Guaranty National in
California in 1995. According to the
insurer's court filings, the program
was designed to provide short-term
physical damage coverage protecting
car dealers and buyers in cases wheip
buyers had no auto insurance aliady
in place.

Under the program, Guaranty Na-
tional's MGA issued master policies to
dealerships, which could then add
uninsured car buyers as additional in-
sureds. Often using brokers who
worked on their lots, dealers could fax
applications to the MGA for immedi-
ate binding. The insurance was aimed
largely at covering the dealers' risk in
cases where the buyer takes posses-
sion ofa car pending completion of fi-
nancing and title transfer, according
to Guaranty National.

The trouble now facing the insurer
and its MGA began in 1996, when Mr.
Stevens bought a Ford Mustang from
a dealer in Glendale, Calif., along with
physical damage coverage through
API.

A few months later, Mr. Stevens
rammed another car while driving
drunk on a California highway, killing
the driver of the other car. He served

three years of a six-year prison sen-
tenee for vehicular manslaughter and
paid $341,000 in restitution to the es-
tate of other driver, according to court
filings and Mr. Stevens' lawyer in the
civil case, Norman Goldman of Enci-
no, Calif.

In 1997, Mr. Stevens launched his

suit against API, Guaranty National

arvi
Reinsurance Intermediary

INDEPENDENCE

INTEGRITY

SERVICE

In the last step of the process, the in-
formation from the case is aggregated
with that from other cases and added

to the ALERT normative database,
Mr. Jones said.

Based on a sampling of more than
7,300 patients who participated in the
program between May 1, 1999, and
April 30,2000, ALERT found that, on
average, 10% of changeor improve-
ment occurs after the first call is made

to an intake counselor. The sampling
also found that, on average, 62% of
change occurs during treatment and

and a number of other defendants.

The complaint leveled multiple
charges against various defendants,
including that API and the dealer im-
properly sold him unnecessary cover-
age intended for the dealer when Mr.
Stevens in fact paid cash for the car;
and that he was charged unjustified
policy and broker fees for which no
services were per[ormed.

The lawsuit also charged that API
was never licensed as an agency in
California, despite being named by
Guaranty National as an MGA for the .
dealer program, and that the program
was therefore illegal and constituted
an unfairbusiness practice under state
law. In this charge,Mr. Stevens sought
to act as a "private attorney general"
under California law, representing all
other consumers who bought the
Guaranty National coverage through
API, and sought to have Guaranty Na-
tional held liable for restitution for the

acts of its agent.
API and Guaranty National coun-

tered that the state's Unfair Competi-
lion Act does not allow private citizens
to sue for alleged violations of the in-
surance law, which they said is the
province of state regulators. A Los An-
geles Superior Court judge agreed, but
in October 1999 a three-judge panel of
the California Court of Appeal unani-
mously overturned the ruling, finding
that state law does allow a private ac-
tion like Mr. Stevens' because the in-

surance code does not specifically pro-
hibit it.

The appeals ruling signaled the be-

CONSISTENT PHILOSOPHY & PERFORMANCE

SINCE 1977

Atlanta Bermuda Chicago London Stamford

www.carvill.com 1-800-CARVILL

28% occurs after treatment has

ceased, Mr. Jones said.

Because the system monitors the
progress of individual patients, it can
quickly isolate problematic cases, such
as those patients who are at high risk
of suicide. The monitoring also can
spot instances of unmanaged long-
term therapy. In that way, "it helps to
control costs, but not at the expense of
quality," he said.

And, because the LSQ "is an instru-
ment sensitive to change, it can pick
up daily changes, disparity or lack of

ginning of the new phase in the court
battle.

A month after the ruling, API filed
for Chapter 7 liquidation in U.S.
Bankruptcy Court for the Northern
District of Ohio in Akron.

Mr. Mercer, an official of API and
Carousel, said that bankruptcy was a
result of long inactivity at API: "The
company had shut down. It had not
been active in business for a couple of
years."

In a letter to the court-appointed
bankruptcy trustee, though, a lawyer
for Mr. Smith and' Mr. Mercer cited

another reason. "According to my
clients, this bankruptcy was filed for
the primary reason of obtaining pro-
tection from the California state supe-
rior court action known as ,Stevens vs

API et aL," wrote Donald W. Sieveke,
a Santa Ana, Calif., bankruptcy spe-
cialist.

Mr. Sieveke and Mr. Mercer de-
clined to comment on the letter.

API's reasons for filing its petition in
Ohio are also in dispute. William P.
Holder, a Fairlawn, Ohio, lawyer who
initially represented API in the
bankruptcy, said that the MGA had
an Ohio office for about two years be-
fore the filing and that it had planned
to market a warranty program in the
state.

Mr. Sieveke, however, said in his
Oct. 20,2000, letter to the bankruptcy
trtistee that API's earlier filings "false-
ly represent that API Insurance Ser-
vices Inc., a California corporation,
had its principal place of business in
Ohio." The letter goes on to suggest
that the liquidation be moved to Or-
ange County, Calif.

Rather than change jurisdictions,
though, the trustee, Akron lawyer
Kathryn A. Belfance, last month filed
suit in bankruptcy court charging that
business assets of API had been fraud-

ulently transferred to successor com-
panies, including Carousel.

The suit was brought on behalf of
both API and Irvine-based A&S In-

surance Services Inc., which U.S.

Bankruptcy Judge Marilyn Shea-
Stonum had previously added to the
liquidation after identifying it as a
"doing business as" name for API.

Named as defendants are Carousel

and Guaranty Gap Plus Insurance
Services Inc., both based at the same
Irvine offices used by API and A&S;
Mr. Smith and Dennis M Smith Inc.;

Mr. Mercer; Barbara Ann King and
Richard O. Davis, California agents
working for Carousel; and Guaranty
National.

The complaint alleges that "one or
more" of the individual defendants

formed Carousel and Guaranty Gap
Plus to eany on the same business that
API and A&S had done, and that they
channeled business to the new corpo-
rations, triggering API's demise.

"The newly formed defendant cor-
porations were formed for the purpose
of continuing (API's) business and
were employed as a means of perpe-
tratirig fraud upon (API's) creditors,"
the lawsuit charges.

The trustee's complaint asks the
court to order that the defendants be

considered "alter egos" of API and
A&S and held responsible for the two
agencies' debts.

California records offer conflicting
information about the roles played by
the diffemnt agencies at vanous times.

The Insurance Department has no

congruence in a short time," he said.
The care managers, who are mas-

ter's- and doctoral-level psychologists
with clinical experience, also work
with the treating therapists in a colle-
gial way, "to focus on the high-risk
cases and better allocate our human
resources," Mr. Jones said.

Ms. Bennett predicted that the
ATFRT system will reduce costs while ,
increasing the level of patient care, be-
cause, she said, PBH's case managers
follow patients' progress both during
and after treatment has ended. tm

licensing records for API, which Mr.£
Stevens alleges was never licensed as
an agency.

A&S Insurance Services was li-

censed in June 1997 and appointed as
an MGA for Guaranty National in
November 1997; a few months after
Mr. Stevens sued API, according to In-
surance Department records. Carousel
was incorporated in California in Jan-
uary 2000 and was licensed and ap- J
pointed as an MGA for Guaranty Na-
tional in April 2000, shortly before
A&S was added to the Ohio

bankruptcy, records show.
Guaranty National, meanwhile, of-

fers different reports of its MGA deal-
ings in annual statements filed with
the California department. For year-
end 1997, it reported API as its non-
exclusive MGA for auto physical
damage business and said that API
had produced $3.4 million in premi-
ums. For 1998, the insurer again re-
ported API as its MGA, with premium
volume falling to $2.9 million for the
year.

For 1999, though, Guaranty Nation-
al reported Carousel as its MGA, de-
spite Insurance Department licensing
records that show Carousel was not 
appointed until April 2000. Carousel 1
produced $1.1 million in 1999 premi- f
ums, according to Guaranty Nation-
al's statement.

Guaranty National's filings also i
show the same Federal Employer 
Identification Number for API and i
Carousel.

In an interview, Mr. Mercer suggest- I
ed that Guaranty National's Wings are
mistaken in reporting API instead of
Mr. Smith personally as the insurer's
MGA. The filings are also mistaken in '
reporting the same federal identifica-
tion number for API and Carousel, he
said.

"There is no relationship" between
the two companies, Mr. Mercer said.

He added that there are two differ-

ent Carousels, one of which was a "do-
ing business as" name for A&S-a li-
censed MGA for Guaranty National-
and the other of which was incorpo-
rated in January 2000. Mr. Mercer said
he is "not aware" that the Carousel in- ,

corporated last year was licensed as an
MGA for the insurer.

Insurance Department licensing
records do not show Carousel as a
"dba" name for A&S.

As the bankruptcy trustee's suit
against Carousel and others moves
forward, so will Mr. Stevens' suit
against API: The bankruptcy judge
lifted the automatic stay against liti-
gation to allow the Stevens case to
proceed.

Mr. Stevens' lawyers have also in-
corporated some of the same charges
leveled by the API trustee: An amend-
ed complaint filed this month adds t
A&S and Carousel as defendants, and
Mr. Stevens argues that they should be
held liable for API's actions as succes-

sor corporations.

Carousel "is right now conducting
precisely the same business as
API/A&S, with the same post office
box, the same phone number, same
address, same people and so on," Mr.
Stevens' lawyers say in court filings.
"Bankruptcy should not protect
API/A,&S/Carousel. Carousel is now a
busy company, carrying on API's
business from API's offices with API's

crew. Nothing has changed but the
name." U



THINK

 of that feeling

We know how to get you there
without seeing red

when you hit

green lights

all the way

downtown

*RE
expect more

WWW.XLRE.COM

7



8 / Business Insurance, January 29, 2001

OPINIONS

Teamwork yields best outcome
mployers and other health care payers that
want to be sure that their dollars are being
well spent should make greater efforts to ob-

tain-and use-outcomes data about medical proce-
dures.

This data would be extremely valuable to all who
have a stake in the quality of the health care sys-
tem-patients, payers and providers. The data could
be used to ensure that the most effective procedures
to treat injury and illness are being performed, and
that the use of such procedures is being rewarded by
payers. While top-quality health care may cost more
initially, it will ultimately lead to lower medical
costs.

In brief, outcomes data is information about how
patients fare after various medical procedures. Ex-
amples include data about how many patients devel-
oped infections after a particular type of surgery,
how many died following a procedure and how many
made a full recovery from a certain injury or illness.

Some employers have been talking for years about
using such data to make sure their resources were
being used to pay for only the most effective and
highest-quality treatments. Until now, though, rela-
tively few made the effort to obtain this data-let
alone use it-to shape their purchasing decisions.
That is changing, however, as medical inflation has
resumed an upward trend.

Unfortunately, both the quality and the quantity
of the outcomes data that is available to payers often
is poor.

The reason behind the poor quality of outcomes
data is clear: There are no standards for how the in-

formation is gathered, analyzed or reported. Each
provider may use a different way to describe the
outcomes of a particular procedure, even though
their results may be the same.

The reason for the scant quantity of data is less ev-
ident; for some reason, many providers do not make
this data more widely available-at least not to
those footing the bill for their services. Physicians
may worry that the gathering of data will become
yet another layer of administration imposed by
health care plans on top of other rules that they view
as burdensome. Or the dearth of information may re-
sult from nothing more than hubris, as physicians
balk at the thought of medical decisions being guid-
ed by statistical analysis rather than by training and
instinct.

Whatever the reason, this situation has to change.
If employers are to continue to finance the majority
of private health care services, they must ask for-
and use-better information about what their health

care dollars are buying.
Solving the problem of the poor quality of out-

comes data should be fairly easy, provided there is
resolve among the stakeholders to find a solution.
For starters, advances in information technology
should be applied to the collection and tracking of
this information. Next, standards for the reporting
of outcomes should be developed and implemented.

While it may be impossible to develop standards to
report the precise outcome of every procedure, there
is no doubt that the vast majority of commonly un-
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dertaken procedures could be described using com-
mon medical terms and information. That would be
a good start.

One means of ensuring a successful effort-as well
as achieving greater uniformity-would be to in-
volve the federal Health Care Financing Administra-
tion, which, among its other responsibilities, runs
the Medicare program. There is no reason that pri- -
vate and public payers should rely on differing sys-
tems for the reporting of outcomes, and the partici-
pation of the HCFA would ease any reporting bur-
den on providers now caused by the use of dual sys-
terns.

As for compelling physicians and hospitals to pro-
vide this data, the first step should be for payers to
engage them in a dialogue about how the analysis
and dissemination of outcomes data will benefit

them just as it will benefit payers. Once the data is
gathered, analyzed and disseminated, providers
would have statistical evidence about which medical

procedures work best. Medical schools could focus
their training on the most effective courses of treat-
ment. Medical researchers could gain a huge body of
information to use for their studies and for the es-
tablishment of benchmarks.

Finally, lawmakers and regulators should work to
ensure that medical privacy guidelines will not re-
strict the collection of outcomes data. It should be

possible to collect, analyze and disseminate this in-
formation without having the identity of individual
patients known to anyone but the patients' own
physicians.

It is to be hoped that providers would readily see
the benefit of working with payers to develop such a
uniform information-gathering system. Improve-
ment in the delivery and financing of care is the like-
ly result. If providers remain unwilling to partici-
pate, though, private and public payers surely have
the clout to force them to provide such data, either
through their purchasing power or through their
lobbying of lawmakers.

LETTERS TO THE EDITOR

Business Insurance welcomes letters to the edi-

tor This section is intended to be a forum for read-
ers' opinions and comments. We reserve the right
to edit letters for clarity or space. We will not pub-
lish unsigned letters. Please send your letters to
Letters to the Editot Business Insurance, 740 N.
Rush St., Chicago, Ill. 60611; fax: 312-280-3174;
e-mail: pwinston@crain.com
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Kreidler "It won't come without some comments from employers, insur- ceptive drugs and devices as well down and talk with all parties,"
pain, however," he said That's ers, and consumers concerning the Mr Kreidler said insurers have he said "It is not (an approach)
because maintaining accreditation contraceptive-coverage rule adop- indicated their opposition, but he where you are going to dictate aContinued from page 2 has the potential to create a sig- ted by Ms Senn, he said Depend- had not yet gotten input from em- solution and make one party the

served two four-year terms as in- nificant financial strain on his de- ing on the input he receives, he ployers He said he realizes, bad guy and the other party the
surance commissioner partment's annual budget of ap- may consider changes though, that placing such man- good guy It's going to involve us

"Clearly, we are very positive proximately $13 million Paying The rule was adopted Jan 9, dates on health plans could in- dealing with (insurance) compa-
and excited about the opportunity the salaries of financial examiners Just one day before Mr Kreidler crease employer benefit costs nies and saying, 'How can we ad-
to increase the level of collabora- will take more of his department's was sworn m It states that health The Assn of Washington Health dress what we see as the most-
tion we have with the office of in- financial resources and could re- plans that provide maternity ser- Plans wants the commissioner to overriding issue most effective-surance commissioner," said a review the rule's adoption to make ly'>"'
spokesman for Regence Blue- sure the legal process for doing so Observers in Washington sayShield, a Seattle-based health

was not violated in the rush to im- the difference between the stylesplan with 1 1 million members Mike Kreidler is confident he will be able
plement it, Ms Steward said It lS of Ms Senn and the new commis-"He has a very different style than to restore NAIC accreditation. 'It won't possible that parties significantly sioner may stem, in part, from(former) Commissioner Senn " affected by the rule may not have their varied political career paths"The last four years have been come without some pain, however,' says been given the appropriate oppor- The insurance commissioner postchallenging," said Donna Stew- tunity to voice concerns that is re- was Ms Senn's first ma]or politi-ard, directoi of the Assn of Wash- the insurance commissioner.
quired by law, she said cal office, coming before her bidington Health Plans in Lacey, "It vastly expands what an em- for the U S Senate In contrast,Wash She said her organization ployer may feel comfortable offer- Mr Kreidler served In the U Sfeels very optimistic about ltS ing to their employees," Ms Stew- House of Representatives from

chances of establishing "a work- sult in a $1 million deficit after vices must cover "the full range of ard said "Plus, ICS expensive " 1993 to 1995, after 16 yeais spenting relationship" with Mr Krei- two years related services, including preg- Mr Kreidler said his willingness as a state legislatordler oveI the next four years But Mr Kreidler vowed to seek nancy prevention, (voluntary) ter- to receive insurer comments and A fol mer optometrist, Mr Krel-
Mr Kreidler said he lS confident from state legislators the neces- mination and sterilization " The re-evaluate the rule is an opportu- dler most I ecently worked as a re-

he will be able to restore NAIC ac- sary funding to cover the short- rule also states that health plans nity to show he has a different gional head of the U S Depart-
creditation, possibly by late fall that cover prescription drugs must style than his predecessor ment of Health and Human Ser-
spring Mr Kreidler also is seeking provide for prescription contra- "I fully recognize you need to sit vices m

Weather "From a planning perspective, positions," Mr Phelan said way market " accustomed to focusing on the lIn-
we can well afford a couple thou- In a typical year, 'most of the Lynda R Clemmons, president pact of weather on theiI bottom
sand dollars up front," as opposed positions are put on by mid- and chief operating officei of Ele- lines

Continued from page 3 to the hundreds of thousands ln September," Mr Phelan said This ment Re Capital Products Inc in "It's not all that easy a Job for
"My story is that when I buy the costs that can be associated with a year, however, "in a lot of areas, Stamford, Conn, agreed that this someone who has not been fo-

insurance, it doesn't snow, and worst-case winter, Ms Stewart November-December has been winter's cold, coupled with dra- cused on that in the past, and util-
when I don't, lt does," said Mary said one of the coldest time frames m matically higher natural gas ities have been focused on that for
L Stewart, the authority's risk Snowfall is the only weather the past 20 years," he said prices, is increasing interest in a long time That's what they do,"
manager "And so we've had a event for which the authority "So it's certainly good for the cold weather hedges he said "It will not come as easilyvery good year " buys insurance "I know there aIe market, because there was the "A lot of your traditional energy to those (other) industries in pur-

"Ever since I've purchased this, other policies out there, but for us, fear that, after the past three companies who've always thought chasing these types of products "
I've never had to really present a that's the only thing that applies," warm winters, clients would never 'cold winter-good, warm win- Pamela G Rogers, assistantclaim," Ms Stewart added she said want to protect against cold win- ter-bad,' now realize it can be treasurei-risk management at

Despite that, the authority each In the weather derivative mar- ters again," Mr Phelan said "We too cold," in certain fuel-price Sears, Roebuck & Co m Hoffman
year evaluates whether to pur- ket, Brock Webel, manager of the have started to see some interest scenarios, she said Estates, Ill, said Sears' business is
chase the coverage, Ms Stewar t weather desk at Hamilton, affected by weather, "but it's notsaid And after looking at this Bermuda-based Tempest Reinsur- something we look to transfer atyear's forecasts, it decided the ance Co Ltd, said a combination this point "
premium cost was a worthwhile of factors reduced utilities' activi- 'Now you need to protect yourself from "Probably down the road, butexpenditure, she noted ty in warm weather hedges this something that's warmer than normal as not right now," Ms Rogers said"We evaluate it every year," the season For many businesses, "The
risk manager said "We didn't buy "We've Just come off three very well as colder than normal if fuel prices are awareness of exposure is com-it in '99, but we did purchase it in warm winters in the Northeast monplace, but when you get tothe fall of 2000 I went with the and the Midwest," Mr Webel at a certain level,' says Lynda R. Clemmons. where (companies at e asking),
almanac, and it said we were go- said, noting that the successive 'Has anybody really focused oning to get hit hard " mild winters drove up the cost for this and determined how bad this

'For us, it becomes more of a coverage for an unusually warm can be?'-that's largely un-planning issue The premium isn't winter Given that higher cost, for next winter alread " Natural gas prices are four touched," said William W John-
that much," she said "We present and the absence of an El Nino or This w_nter's extreme weather times what they were a year ago son, risk financing manager at
n to our upper management and La Nina phenomenon, fewer utili- should prove beneficial not only That's unheard of, even for a Hallmark Cards Inc in Kansas
our board every year " ties purchased warm weather for parti.lpants in the weather highly volatile commodity," Ms City, Mo

The airport authority's current hedges this year, he said market, but also their clients, Mr Clemmons said "Now you need to Hallmark fits that description,
coverage is triggered on the basis But the weather derivatives Phelan suggested protect yourself from something Mr Johnson saidof cumulative snowfall at each of market has seen another sort of "We're seeing activity in both that's warmer than normal as well Weathet exposure for us in our
its airports 35 inches at Ronald activity this year, said Christo- directions," he said, with a mar- as colder than normal if fuel core business is what a prolonged
Reagan Washington National Air- pher J Phelan, managing dliector ket for hedges against both un- prices are at certain levels You period of bad weather might do to
port or 41 inches at Washington at Commet cial Risk Capital Mar- usual warmth and unusual cold get that dual-trigger approach " us around a key selling period,
Dulles International Airport kets in Hamilton, Bermuda "So it'E going to be good for "In addition, you've got the air- like a holiday," he said "The one

Ms Stewait noted that the air- "This winter has been diffei ent both buyers and sellers," he said ports and the municipalities," she that is the most volatile for us is
ports' operations staffs base their from last winter in the weather "If no one wants to buy protection said "Those guys are blowing Valentine's Day "
budgets on whether the authority derivative market, in that you've against cold and there's a trend through their budgets " In the greeting card business,
has purchased insurance and the seen a lot moie activity after the toward warming and everybody Those in the weather risk mar- the Valentine's Day sales window
point at which the coverage at- start of the season than you have wants to buy protection against kets note there are other business- lS a brief one, Mr Johnson noted,taches previously A lot of fine-tuning of warm, you'll have kind of a one- es with weather exposures that adding, "We've had some experi-

could probably benefit from the ence with real nasty weather just
various risk transfer products a few days before Valentine's Day,

66 Be sure that youretumit. The difficulty, generally, lS ln which lS when that window
quantifying those exposures opens "

"By and large, in the U S espe- The bad weather Immediately
Clally, it's still an energy-driven affects the Independent retailersIf you're racing through this issue of Business Insu,ance because you "borrowed" it from a market," Commercial Risk's Mr selling Hallmark's caids, hitting

colleague, you should have your own subscription. Then you'll be first on the list. You can Phelan said "It only stands to Hallmark the next year when
reason-the energy market has those retailers order fewer cards

take as much time as you like with all of Business Insurance's exclusive worldwide news of the highest correlation with because of the weather's impact
weather " on the prior year's salescorporate nsk, employee benefit and managed health care every week. In other industries, it's more "We've looked at finite arrange-
difficult to use a hedge, as compa- ments from time to time to solve

To subscribe, use the card in this issue nies often don't have as precise an certain problems and we've
idea how changes in weather cor- looked at what we might sweepor call 1-888-446-1422 toll free. relate to the bottom line, he noted into that, and some type of weath-

Tempest Re's Mr Webel said the er insurance is one of the things
bulk of the interest he's seen thus we've talked about " Mr JohnsonSubscription rates in U.S. dollars

for 1 year, 52 issues. Business far in derivatives to hedge ex- said "But we've never been out to
treme cold weather events has a market to evaluate that expo-

Ask about our special US $95
insurance been from businesses such as or- sure "
www buslaessinsurance com ange growers looking to hedge "Like so many companies, we're20% off group rate Canada*/Mexico $114

against crop failures due to working our way through an en-All other countries Subscription Dept.
for five or more freezes terprise risk-type of analysis,"by expedited air $215 965 E. Jefferson

And Mr Webel agreed that Mr Johnson noted "In that kindsubscriptions. Detroit, MI 48207* Price includes Canadian GST while the weathei derivatives of project, we at some point might
Outside the U.S., call (313) 446-0450 might be applicable for businesses get to where we decide where we

other than the utility industry, 11's want to go" with regard to weath-
difficult for companies that aren't er Iisk, he said m



Legislation top issue for benefit managers

Q What do you see as the key
issues confronting benefits
professionals in 2001?

As usual, there is no shortage

 of issues with which we need tobe concerned, but I will attempt
to keep the list short. The major
issues that I see include:

legislative efforts-both
ongoing and potential; the stock

market and how it may affect
what you do with your retirement plans; health care
costs; the use of technology for the administration
and communication of your benefit plans; and the
importance of conveying to employees the value of
their benefits.

With regard to legislative and regulatory matters,
although not much legislation passed in 2000, we
can expect some activity in the new Congress. Some
issues that were addressed in failed legislation last
year include pension simplification, a so-called
=patients' bill of rights," and matters relating to
cash balance plans and stock ownership. In
addition, some very big issues regarding the long-
term viability of Social Security and Medicare have
been under consideration by lawmakers. With the
elections now behind us, I expect that Congress will
pass legislation that addresses some of these areas.

Some significant regulations from the past year
include final rules on electronic administration,
plan loans, rollovers, mandatory cash-outs and the
elimination of certain optional forms of benefits. In
addition, regulations have been proposed with
regard to the use of cross-testing for defined
contribution plans. Also, the Treasury Department
has issued cafeteria plan regulations that clarify
when a participant may revoke an existing benefit
election and make a new election during a period of
coverage.

: In another area of interest, the stock market has
been extremely strong during the past several years,
and, as a result, employees have become accustomed
to double-digit returns in their equity funds. Given
-the recent downturn in the stock market, however,
plan participants are now struggling with how to
invest their funds.

Employees currently have many more investment
choices than they had in the past. Surveys show
that the average number of funds offered to
employees ranges from eight to 12, with some plans
offering an entire family of funds.

Furthermore, some plans offer the ultimate in
investment options by providing a brokerage and/or
mutual fund window. In such situations, employees
can invest in individual stocks or can choose from

among hundreds of mutual funds.
Although it is good to give plan participants

choice with regard to investment options, employees
need to know more about investing if they are to
make good choices. I see the potential for many plan
participants to make poor investment choices. The
most common situation that I see is plan
participants "chasing rates"-reviewing the latest
investment returns and moving their money out of
funds that performed poorly in the latest period and
into those funds that have performed well. This
practice will ensure that the participant is selling at
a loss and possibly buying high, which is not a
sound investment strategy.

Given the volatility of the stock market and the
increased choice of investment vehicles, plan
participants need help in making the right
investment decisions. Plans can help employees by
improving the investment education they offer and

even by providing investment advice. Many

employers offer some sort of investment education;
according one survey by Hewitt Associates L.L.C.,
86% of plans do so.

But most of the education I see takes the form of

retirement planning and is usually offered to those
employees who are closer to retirement age. There
needs to be more education for younger employees,
so that by the time those employees qualify for the
retirement-planning education, they will have had a
savings and investment plan in place for many years
and will not need to scramble to save late in their

careers.

I am seeing more investment education taking
place online. And, in addition to education, I am

seeing an increasing number of plans using online
tools to offer investment advice. Through the use of
such tools, investment advice can be combined with

investment education and, ultimately, the online
tools will provide specific investment advice for
individual plan participants. Such online
investment advice can specifically recommend
which particular funds offered in your plan an
employee should consider based on his or her
responses to a set of questions. Such a tool could be
a very good option for many plans.

Given the increasing balances in our defined
contribution plans, it is critical that employees
invest these funds effectively.

In the area of health care, one disturbing trend is
that costs are continuing to rise. According to the
William M. Mercer Inc. annual health care cost

survey, total health care costs over the past five
years have increased or decreased as shown below:

Health care cost rise

Year

1996

1997

1998

1999

2000

Source: William M Mercer Inc.

1.4%

(2.9)

6.2

7.3

8.1

%

increase

While there are many reasons for this trend-
including rising prescription drug costs, Medicare
cost-shifting and improvements in technology-it
appears to me that we have "maxed out" with
respect to what managed care can do in terms of
containing costs.

For example, the increase in the cost of health
maintenance organizations from 1999 to 2000 was
8.7%, while indemnity plans increased 6.2 %. I don't
mean to suggest that we should start moving our
employees back into indemnity plans; indeed, the
cost for such plans remains higher than for
managed care plans. But we may have maximized
what managed care can do for us, because many
organizations have already shifted as many
employees as they can into managed care. In
addition, the last few years have seen something of
a managed care "backlash," in that employees,
employers and Congress have voiced concerns about
certain managed care practices.

The major health care providers are starting to
look for new ways to manage care most efficiently.
Recently, some start-up organizations have emerged
that are taking a fresh look at health care and may
potentially provide employers with new optiohs.
One new option involves what has been referred to
as "defined contribution health care." The concept
in such an approach is to shift the responsibility for

health care decision-making back to employees. In
some cases, this involves employers moving out of
providing health care plans, with employees buying
health care on a fee-for-service basis using

employer-funded accounts. I believe that this may
be the next area of hope in our health care system.
However, there is some controversy surrounding the
notion of employers moving out of the business of

The major health care providers are
starting to look for new ways to
manage care most efficiently.
Recently, some start-up organizations
have emerged that may provide
employers with new options.

providing health care.

The implications of new technology for plan
administration and communications is another

important issue.

The administration of benefit plans has improved
dramatically with the use of the Internet and
intranets. Employers are using such tools for 401(k)
administration and for benefit plan administration,
including inquiries about plan provisions and
coverage levels. The tools also are being used for
certain transactions, including enrollment, both for
new employees and for annual insurance
enrollment.

Online tools for 401(k) administration have been
used for some time and are therefore more efficient

and refined. Administration for insurance plans is
still evolving, but it has progressed considerably in
the past two years.

Some employers have even moved away from
voice response systems and now require employees
to perform all benefits-related transactions via
either an intranet or the Internet.

In terms of cost, personal interface is the most
expensive approach to benefits administration,
followed by voice response systems and then the
Internet/intranet.

Employers and plans can be at their most
efficient by moving as much of the administration
process to the Internet. However, the extent to
which that process can be moved online will be
strongly influenced by that company's culture.
Some company cultures will allow for exclusive use
of the Internet, while others still require personal
interaction.

With regard to the latter, the issue is whether the
interaction needs to involve the benefit

administrator down the hall, someone at a

centralized internal service center, or an outside
vendor contacted via a toll-free number.

From a service and cost perspective, we should be
reviewing how much we can use Internet/intranet
technology in benefit administration.

Communication is critical to benefit plans.
Employees must be aware of the benefit programs
available to them, of how to access information
about the programs-including using toll-free
numbers or the Internet-and of the value of the

benefits your organization is providing. Employees'
level of satisfaction with your organization's
benefit program is dependent on how well you
communicate about that program.

Organizations are investing a great deal of money
into these programs-about 35% of total payroll
costs. I view communication as an investment,n
your benefit program. You can maximize the value
of your program through a generally small-as a
percentage of the total benefits budget-investment
in communication.

Internet/intranet technology can easily expedite
Continued on next page
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the communication of a benefits program. In the
current "war for talent," we need to ensure that
employees know and understand the benefits an
employer is providing.

We need to consider carefully the items discussed
above to ensure that our benefit plan offerings are
meeting the needs of our organizations and that our
programs are being effectively administered. In
today's competitive environment, there is increasing
pressure on all of us to ensure that our programs are
as effective and efficient as possible.

Materials in this article do not constitute accounting,
tar, legal or business advice. You should review your
specijic situation with professional advisors. m

Would you like advice from an eaperienced
colleague on a risk management, benefits
management or actuarial problem? Four quarterly
features in the Perspectives section Of Business
Insurance can giue you some answers.

Ask A Benefit Manager, Ask
A Risk Manager, Ask A Benefit
Actuary and Ask A Casualty

 Actuary answer written
r<F "b>  questions from readers on risk

Ef and benefits management issues
1 and actuarial problems.

This month's column on

employee benefit management
JA issues is written by Dennis J.

Alf Nirtaut, managing director of

compensation and benefits for Arthur Andersen
L.L.P. in Chicago. Ch*topher E. Mandel, senior
director-risk management, claims and safety at
Tricon Global Restaurants Inc. in Louisville, KY,
answers questions on risk management issues.
William J. Miner, retirement practice leader and
actuary with Watson Wyatt Worldwide in Chicago,
answers actuarial questions on benefits issues.
Richard E. Sherman, president Of Richard E
Sherman & Associates Inc. in Ashland, Ore., answers
actuarial questions in the casualty jietd.

Address your questions to ASK, Business
Insurance, 740 N. Rush St., Chicago, Ill. 60611.
Please give w your name, title and employer;
however, Business Insurance will consider unsigned
letters.

Risk managers safeguard exec benefits
By Jeriy Dudek

'ill your company's top executives retirewith their promised benefits packages? Do
they have estate plans in place that will

minimize the taxes and maximize the wealth they
pass on to their heirs? Are they covered in the event
zz------------------ of kidnapping, ransom or
 extortion?

' A sizable majority of risk
¥I managers are increasingly

I - 4 + I being called upon to manage
Yll the assets of their top

- W executives as well as those of
their corporations. And the
trend is not limited to Fortune

1000 companies-risk
I managers at companies of all

sizes must often answer these types of questions.
The ability to address concerns related to executive
asset protection requires a combination of
knowledge and access to resources in three key
areas.

The first area is safeguarding retirement benefits.
If a benefit plan is not properly structured, those
assets may become an easy target. When a hostile
raider acquires a company, an unsecured promise
for deferred compensation or a supplemental
pension may go unfulfilled. The board of directors
may rescind the promised benefits due to either
internal changes or external forces. If the employer
becomes insolvent, creditors may go after the assets
funding the benefits. And if it is the executive who
develops financial troubles, creditors may seek to
collect what is due them from the benefit plan.

Risk managers should be part of the team charged
with building a solid foundation under those
promised benefits. Securing an executive's
retirement benefits should be considered a function
of the risk manager, because it is necessary to insure
the benefits and the assets funding them, either
through a commercial insurance policy or through
self-insurance.

To understand the mechanisms available to secure
executive benefits, it's important first to
comprehend the difference between qualified and
non-qualified retirement plans.

Qualified retirement plans meet Internal Revenue
Service rules and therefore provide tax advantages
to the employer. This type of plan is also beneficial
for the executive. By placing the funds in a separate
trust, totally segregated from the company's and the
executive's other assets, the funds are virtually
untouchable by creditors and raiders.

But even though federal rules and laws protect the
assets in a qualified trust, a change in management
can still threaten the security of these assets. One
way to further safeguard the assets is to add a
section to the trust that prevents potential abuses.
For example, it's advisable to add a statement that
allows only an institution unrelated to a raider to
replace the trustee.

The major disadvantage of qualified retirement

plans is the limit placed on the amount of benefits
that can be paid through them. Additionally, the
IRS code prohibits qualified plans from
discriminating in favor of highly paid employees on
the basis of pay. As a result, a qualified plan
typically provides only a fraction of an executive's
total retirement benefits package.

Conversely, non-qualified retirement plans allow
an employer to offer an unlimited level of benefits to
a select group of management or highly
compensated employees. The major disadvantage to
a non-qualified plan is that it has to be unfunded.

But there is a way to bypass the unfunded rule
and secure the benefits-by creating a rabbi trust. A
rabbi trust typically is an irrevocable trust
established by an employer, which gives up all
rights to the assets and may not terminate the trust.
The irrevocable, untouchable nature of the rabbi
trust satisfies both IRS and Department of Labor

The ability to address concerns related
to executive asset protection requires
a combinations of knowledge and
access to resources in three areas:

retirement benefits, estate planning
and kidnap and ransom.

rules that assets be segregated. It is important to
remember, though, that the employer's creditors
have access to the assets in a rabbi trust should the
company become insolvent.

Yet fully funding a rabbi trust takes a significant
amount of corporate cash out of commission. An
option is a letter of credit that provides immediate
payment of the amount needed to fully fund the
trust upon a change in control or upon the failure of
the company to contribute the necessary amount.

With the appropriate funding method and a
strong, impartial trustee who will fight for the
participants should the company repudiate the
benefits, the assets in a rabbi trust have a higher
degree of security.

Other security devices can be used in conjunction
with qualified and non-qualified plans. One such
device is a non-qualified supplemental executive
retirement plan within a qualified plan, known as a
Q-SERP. This relatively new, still-evolving method
allows an employer to increase the pensions of a
select group of executives by a specific percentage.

Another way to protect assets in an executive's
non-qualified plan is executive deferred income
insurance. An EDII policy pays the vested benefits
in the event of a company's bankruptcy or
repudiation. EDII can be purchased only by
executives using their own money. An employer can,
though, give an employee a bonus in the amount of
the premium, provided there is no formal
agreement. EDII is available only to public
companies.

The second area of concern to a risk manager who
seeks to provide executive asset protection is the
reduction of estate taxes. When an individual's net
worth is in excess of $675,000, or when that of a
couple is in excess of $1.35 million, estate taxes are
triggered. Without a carefully constructed plan,
estate taxes can reduce an estate by as much as
55%. But by using estate planning, it is possible to
minimize taxes and probate complications and to
maximize beneficiaries' inheritance.

When he or she has some basic knowledge of
estate planning tools and the ability to recommend
advisers, a risk manager can be a valuable resource
for company executives.

There are four key players in the estate planning
process. One of the most important of these
individuals is the attorney, who drives the process
because of his or her knowledge about tax laws and
ability to develop wills, trusts and other legal
documents. The trust officer is essential for

managing assets both before and after the death of
the executive. Another key player is the accountant,
whose role is to monitor the change in the value of
the executive's assets. The insurance professional
also has an important function-identifying
insurance products that can help execute estate
plans.

Together, these players can help executives
determine the smartest way to own assets and
prepare to pay estate taxes. An executive's estate
plan should be re-evaluated every two to five years
in order to take into account new tax laws; increases
or decreases in total assets; and changes in his or her
personal life, such as marriage or the birth of
children.

There are two methods for effectively gaining
control over estate taxes-trusts and insurance
products.

Many types of trusts are available, each with
varying purposes and benefits. One type of trust
that is increasing in popularity is a charitable
remainder trust. When an individual donates assets
to a charitable trust, he or she realizes an immediate
tax deduction and receives income for a

predetermined number of years. At the individual's
death, the assets go to charity. And because the
charity sells the asset, there are no capital gains
taxes. In addition to these financial benefits,
charitable trusts also allow an individual to meet,
philanthropic goals.

While the provision of financial security to
surviving family members is the primary function of
a life insurance policy, a policy can also create
liquidity to pay for estate taxes. One example is an
irrevocable life insurance trust. In addition to

creating liquidity, the proceeds from an irrevocable
life insurance trust can be used to pay the potential
taxes on assets, preserving them for the next
generation.

Protection against kidnap, ransom and extortion
is the third area in which a risk manager must have
knowledge and resources. An executive traveling

Continued on next page
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abroad may be held up at gunpoint. The son or
daughter of a CEO may be in danger of being
kidnapped. A computer system may be threatened
by a virus, Product tampering may result in a
nationwide recall. These are situations in which risk

managers need to protect not only an executive's
assets but also his or her well-being.

Executives can be safeguarded from risks such as
these with either an individual or a corporate
kidnap, ransom and extortion insurance policy.
From a public relations standpoint, it is advisable
that corporate policies name all employees, not just
select individuals.

The policies cover not only the executives but
their families and the guests who stay in their

homes. Coverage is provided for a wide range of
losses, including ransom; legal expenses and
judgments; the replacement or repair of damaged,
destroyed or recalled goods; business interruption;
crisis response/public relations expenses; and lost
salary resulting from involuntary confinement.

There are benefits to the company as well as the
executive. For example, if an executive who had
been kidnapped were to conclude that the security
arrangements had been inadequate and he or she
were to sue the company, the policy would pay for
the associated costs.

These policies are purchased not only for financial
protection but also to marshal the vast resources
insurers maintain to prevent as well as to respond to
kidnap, ransom and extortion situations. These

resources include strong relationships with the
Central Intelligence Agency, the Federal Bureau of
Investigation, Interpol, negotiators, local and
international crisis management teams, and
consultants who can train staff members about

security procedures.
So, while protecting an executive's assets may not

be part of the formal job description of most risk
managers, they are involved in this area to some
extent. By arming themselves with knowledge and
resources in the areas covered, risk managers can
handle these responsibilities well. 

Jerry Dudek is vp-financiat services at Near North.

Insurance Brokerage Inc. in Chicago.

D&0 resource now available online
"D&0 MAPS"

By Warren Brockmeier
D&0 Publishing Co.
600 S. Stone Ave. 0

La Grange, Ill. 60525
708-588-0260

Subscription rates for the online publication vary.
For more information, visit www.dnomaps. com.

By GAVIN SOUTER

- sers of Warren Brockmeier's comprehensivedirectors and officers liability policy reference
work, "D&0 MAPS," who wish to free up some

room on their bookshelves will welcome the publication's
transfer to the Internet.

The policies and analyses that were formerly found in
four 3-1/2-inch thick volumes were transferred to the
Web last year. Now, instead of leafing through the 4,000-
page reference work to find detnilq on just about any of
the major D&0 policies on the market, users can navigate

the work through a series of clicks on the easy-to-use
Web site.

The Web site has three main areas. The first area is a

guide to D&0 markets that lists all the major insurers
offering D&0 liability coverage, The insurers are listed
by categories, such as pimary general, financial
institution, non-profit, health care and initial public
offerings.

While this area of the Web site is open to non-
subscribers, access to the other two areas is restricted to
subscribers only.

The second area sets out the provisions of typical D&0
policies, including application forms, coverage
agreements, coverage limitations and exclusions.

The third and largest area contains specific
information on each insurer, including: contact name,
number, address and e-mail; information on how to
access the insurer; how long it has been writing D&0
liability coverage; capacity; andthe types of accounts it
covers. This section also offers copies of the individual
policy forms and an analysis of the forms that identifies

both pros and cons.
Mr. Brockmeier developed "D&0 MAPS," which

stands for "market information, analysis of policies and
policy service," as a consultant at The Wyatt Co. When
Wyatt sold its riak management consulting unit to
Tillinghast-Towers Perrin in 1998, Mr. Brockmeier
exercised his option to buy the D&0 1VIAPS copyright.

The last hard-copy edition was published in July 1999.
All future editions will be published online.
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Gavin Souter is New York

bureau chieffor Business
Insurance.

Kansas court clarifies policy conversion rights
Atate law allowing a policyholder to convertan individual policy of life insurance

without disability or other supplemental
benefits" did not apply to a group accidental death
and dismemberment policy, according to the Court
of Appeals of Kansas.

Richard Stockham had been employed by the city
of Wichita, Kan., and was enrolled in two group
insurance policies provided by the city and issued
by Life Insurance Co. of North America. Mr.
Stockham quit his job May 3, 1996. By their terms,
the policies issued by LINA terminated on the next
premium date following termination of employment,
which was May 17, 1996. These policies allowed
conversion to an individual policy if the conversion
were accomplished within 31 days after group
coverage ended. The LINA policies were never
converted.

Mr. Stockham had begun employment with
Maude Carpenter Children's Home on April 30,
1996. He enrolled in MCCH's group insurance plan
and was issued a certificate of group insurance by
Advance Insurance Co., with an effective date of
June 1, 1996. Mr. Stockham died on May 29, 1996.
State law provides that a person covered under a
group life insurance policy is entitled, upon
termination of employment, to convert his or her
policy to an individual life insurance policy. In
addition, the law provides that if the person dies
during the period in which he or she was entitled to
convert to an individual policy, the amount of
insurance to which the individual would have been

entitled under the individual policy can be claimed
under the group policy, regardless of whether
application for the individual policy or payment of
the first premium had been made. Mr. Stockham's
wife and daughter sought to recover life insurance

i

LEGAL BRIEFS

proceeds from LINA. The trial court denied
recovery.

The appellate court said that it is clear that an
accidental death and dismemberment policy is not
the same as a life insurance policy. Thus, the court
concluded that an AD&D policy was not covered by
the state law that provides that an individual may
convert a life insurance policy. According to the
court, the state law permits conversion only of an
individual life insurance policy that has no
disability or other supplemental benefits.
Furthermore, the court said that the Advance policy
issued to Mr. Stockham, by its own terms, became
effective after his death. The trial court decision was
affirmed.

Stockham us. Life Ins. Co. OfNorth America.
Court Of Appeals of Kansas, June 9,2000 (BI/02/D.-
$10).

Bilateral arrangements OK in ERISA plans

Special offers made by an Employee Retirement
Income Security Act plan administrator to a firm's
employees do not change the contents of the plan
applicable to other employees, according to the 7th
U.S. Circuit Court of Appeals.

Cultor U.S. Inc. in 1996 acquired American
Xyrofin, a manufacturer of food additives, and
renamed the new subsidiary Cultor Food Science.
Later, Cultor Ltd., the parent of Cultor U.S., bought
another food additives group from Pfizer Inc. and
merged that business into CFS. As part of the
acquisition, Cultor promised Pfizer that it would

give Pfizer employees who joined CFS but later lost
their jobs, benefits tracking those of the severance-
payment plan that Pfizer maintained under ERISA.
At the end of March 1996, when CFS ended the
employment of former Xyrofin employee Violet
Velasco, it offered her a severance package that
included six weeks' pay as well as one additional
week's pay for each year she had been employed by
XYFofin. A few weeks later, CFS decided to
terminate Kenneth Sandstrom, who was Ms.
Velasco's supervisor. However, he was not offered a
severance package. Mr. Sandstrom filed suit under
ERISA, contending that the company's offer to Ms.
Velasco demonstrated that CFS had an "informal

plan for severance benefits" that also applied to
him. The trial court ruled against Mr. Sandstrom.

The appellate court ruled that written plans may
be altered only in writing. "Statements by plan
administrators, side agreements and
understandings, or even special offers made to many
of a firm's employees, do not change the contents of
the plan applicable to other employees, the court
said. Bilateral arrangements are compatible with
ERISA, the court said, and they do not modify the
plan applicable to other employees who did not
receive the offers. The trial court decision was

affirmed.

Sandstrom vs. Cuttor Food Science Inc., U.S.
Court of Appeals for the 7th Circuit, May 25. 2000
(BI/03/D:$10). Eli

These abstracts were prepared by Mayo H. Stiegler.
Copies of these decisions are avaitable. at $10 each, by
sending a check payable to Mayo H. Stiegter, to Busi-
ness Insurance 740 N. Rush St., Chicago, Itt 60611-2590.
Provide the listed number for each opinion ordered.
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Munich Reinsurance Co. is reorganiz-
ing its principal reinsurance unit, basing
the new structure solely on product lines.
The reorganization will replace Munich
Re's current system, which organizes the
Munich, Germany-based reinsurer's op-
erations both geographically and by busi-
ness lines. The change will reduce the
number of departments at Munich Re to
seven from 18....Following the recent an-
nouncement by troubled U.S. insurer Re-
liance Group Holdings Inc. that it had put
its London specialty lines and eommer-
cial insurance company subsidiary, Re-
liance National Insurance Co. (Europe)
Ltd., into runoff, Oldwick, N.J.-based
rating agency A.M. Best Co. affirmed its
D, or poor, financial strength rating on
Reliance National Insurance Co. (Eu-
rope). Best said that move was based on
its belief that the insurer's runoff will be

achieved in an orderly fashion. Best
added, though, that the low rating re-
flects the weak financial condition of the

parent and the growing likelihood of
more formal or restrictive oversight by
U.S. insurance regulators due to the non-
resolution of debt restructuring....Assur-
ances Generales de France S.A., the

Paris-based subsidiary of Munich, Ger-
many-based Allianz A.G. Holding, has
acquired the 51% of Westminster Insur-
ance Agencies Ltd. it did not already
own. Westminster, an aviation under-
writer that operates in the London mar-
ket under the name Westminster Aviation

Insurance Group, recorded premium vol-
ume of $94 million in 2000....Britain's
Health and Safety Commission has invit-
ed public comment on its draft code on
health and safety responsibilities for
company directors and board members of
public sector organizations. The main
features of the proposals include making
a board responsible for its organization's
health and safety performance, appoint-
ing one board member for health and
safety issues, ensuring that individual
board members recognize their personal
liabilities and responsibilities under
health and safety law and making sure
that all board decisions reflect the organi-
zation's health and safety policy....
Lloyd's of London broker London Special
Risks Ltd. has appointed Marlene Wald a
senior vp of Angel, its unit specializing in
employment practices liability insurance.
Ms. Wald, previously a vp and facultative
casualty manager at QBE Reinsurance
Corp., will be based in Angel's newly
opened New York office, where she will
focus on the expansion of Eastern U.S.
underwriting activities through the de-
velopment of key brokers and agents of
small to midsized commercial risks....

Britain's largest insurance company,
CGNU P.L.C., has announced that
Richard Harvey, currently its deputy
group chief executive officer, will become
group CEO on April 24, following the re-
tirement from the board of Bob Scott. The

planned succession is in line with policy
set out last February, when CGU P.L.C.
and Norwich Union P.L.C. announced

plans to merge....Entec U.K., an environ-
mental and engineering consultant, has
appointed Doug Scott as an associate di-
rector in the risk management group
based in its London office. Mr. Scott, a
chemical engineer, has specialist experi-
ence in risk management and loss preven-
tion in industries including energy. Mr.
Scott previously was a vp in the marine
and energy division of Marsh Ltd....
American International Group Inc. has
been licensed to sell commercial and per-
sonal lines property/casualty insurance in
India through its joint-venture company,
Tata AIG General Insurance Co. Ltd. The

company, based in Mumbai, will open
branches in Delhi, Chennai, Hyderabad,
Bangalore and Calcutta by the end of the
first quarter, an AIG statement said. It
will initially sell property, casualty, di-
rectors and officers liability, accident and
health, homeowners, and automobile in-
surance.

Dotcoms unaware of risks: Survey
By SARAH VEYSEY

As the risks associated with online busi-

nesses continue to emerge, a recent survey
of managers and legal department heads at
European dotcom companies has revealed
that many may be ignoring certain expo-
sures and, in some cases, inviting litigation.

A survey published this month by
Landwell, the legal consulting firm affiliat-
ed with London-based accounting firm
PricewaterhouseCoopers, revealed that
20% of European dotcoms are not worried
about any legal risks stemming from their
online activities, while nearly 90% of the
dotcoms are not concerned about their legal
responsibility for Web site content.

Landwell surveyed 400 managers of dot-
com companies based in the United King-

Perceived threats

Managers surveyed on risks to business continuity

82% Loss of information technology

62% Fire

59% Loss of skills

55% Loss of site

50% Damage to corporate
image/reputation

Source: Institute of Management

Firms need

contingency
plans: Study

By CAROLYN ALDRED

dom, the Netherlands, France and Ger-

many, as well as 100 heads of legal depart-
ments in business-to-business and busi-

ness-to-consumer online enterprises. The
survey was conducted jointly by Landwell
and PwC between July and October of last
year.

"Legal risk poses a real threat to Euro-
pean dotcoms-but, properly managed, the
legislative framework also represents an
opportunity to protect exciting business
models, develop a competitive edge and es-
tablish trust," the report's authors said. E-
commerce is governed by both European
Union and national law, which can give rise
to differences in countries' regulatory ap-
proaches. "E-business survival does not
hinge on technical capability-regulatory
awareness and legal risk control are essen-

Many businesses in the United Kingdom still have
inadequate contingency plans despite the fact that
fuel, flood and rail crises affected most companies last
year, according to a survey conducted this month by
the Institute of Management.

The London-based IM, a professional organization
representing 89,000 managers and 560 organizations,
interviewed 341 managers in the private and public
sectors between Jan. 3 and Jan. 12.

Nearly all managers surveyed-93%-admitted that
their businesses had been disrupted by a fuel crisis
last September that left nearly all U.K. gas stations
without fuel for days. The crisis developed as

See Plans nert page

tial elements of the security that underpins
all trust-based business relationships."

The multijurisdictional nature of the In-
ternet makes legal issues all the more perti-
nent for dotcom companies, according to
Landwell.

"E-business is, practically by definition,
multijurisdictional business. International
legal awareness should also be a priority-
but it is woefully inadequate," said the re-
port's authors.

"European dotcoms should be keenly
aware of regulation and legislation in their
overseas markets-if not aware of the rele-

vant laws in each jurisdiction where their
Web site is being accessed. Most dotcoms
believe their Web site is regularly accessed
in more than 10 overseas countries, but de-

See Online on next Page

Chubb makes offer
to take over Hiscox

LONDON-Chubb Corp. is mak-
ing a bid to acquire Hiscox P.L.C., a
leading insurer within Lloyd's of
London.

"We are in discussions with

Chubb, and they are continuing,"
said a spokeswoman for Hiscox in
London.

Warren, N.J.-based Chubb, which
confirmed that it has "made an ap-
proach" to Hiscox, already holds a
27.756 stake in the insurer. That

stake is currently Chubb's only in-
vestment in a Lloyd's syndicate.

No details of the offer were made

public. Hiscox would only say that
an announcement would be made

"in due course."

Hiscox underwrites a variety of
business at Lloyd's-including non-
marine property/casualty lines and
excess-of-loss reinsurance--via

composite syndicate 33. The syndi-
cate is forecasting a loss of approx-
imately £18 million for 1998-or
5% of its £360.4 million ($594.9
million) in underwriting capacity
for that year-which is the next to
close under Lloyd's three-year ac-
counting system. Hiscox's under-
writing capacity for 2001 is £360
million.

Rating agency Standard & Poor's
Ltd. in London indicated a positive
outlook for Hiscox in light of
Chubb's takeover offer. S&P placed
its BBB+ long-term counterparty
credit and insurer financial

strength ratings of Hiscox Insur-
ance Co. Ltd., the company's oper-
ating subsidiary, on CreditWatch
with positive implications.

"The CreditWatch action reflects

the potential benefit to (Hiscox In-
surance Co. Ltd.), in terms of capi-
talization and financial flexibility,
that being part of the Chubb Group
could confer," S&P said in a state-
ment.

S&P rates Chubb and its main

cperating entities AAA.
Hiscox's share price leapt last

Tuesday, after it publicly con-
firmed that it had received a

takeover offer from Chubb. Hiscox

shares on the London Stock Ex-

change closed at 222.5 pence ($3.25)
Tuesday, up 54.5% over the previ-
ous day's close. The insurer's stock
closed Thursday at 199 pence
($2.91)

Hiscox shares debuted on the

London Stock Exchange in July
1997.

Since its price hit an all-time
high of more than 250 pence ($3.66)
in mid-1998, Hiscox's stock has

been struggling. The price plum-
meted to an all-time low of 81

pence ($1.19) last March.
The share prices of other Lloyd's

quoted vehicles have also been suf-
fering in recent months, reflecting
concerns about the profitability of
the sector.

-By Sarah Veysey

Charges mulled in U.K. rail crash
By SARAH VEYSEY

LONDON-The British Transport Police and the Unit-
ed Kingdom's Health and Safety Executive might file
corporate manslaughter charges against senior executives
of Railtrack PLC., the United Kingdom's rail operator,
and its maintenance contractor, Balfour Beatty P.L.C., in
the wake of the Oct. 17, 2000, fatal crash at Hatfield,
Bedfordshire.

In its second report into the causes of the crash, the
HSE confirmed that a damaged rail was the cause of the
accident, which claimed four lives and injured more than
30 passengers (BI, Oct. 30,2000).

The driver of the train, a trainee under supervision at
the time, was exonerated of any responsibility for the
crash, in which the train derailed, causing some railears
to overturn.

In a press conference announcing the publication of the
report last week, the HSE confirmed that it was consider-
ing bringing corporate manslaughter charges. Under cur-
rent law, in order for a charge of manslaughter to be

See Hatfield on next page
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The Oct. 17, 2000, train crash at Hatfield, England, may result in criminal
charges of corporate manslaughter against executives of Railtrack P.L.C.
The crash killed four people.
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Plans premises England-based Business Continu- by testing the effectiveness of Assn of Insurance & Risk Man-
Yet despite the drastic impact 1ty Institute BCI lS a professional their plan on a regular basis, or- agers, based in London, BAE

these events have had on so many institute for business continuity ganizations can ensure it contin- SYSTEMS PLC, based in Farn-
Continued from prevzous page businesses, most have not put in professionals and one of the spon- ues to meet the needs of the busi- borough, England, Computer Ser-
protesters complaining about high place contingency plans should sors of the survey ness," said Mary Chapman, direc- vices & Software Assn , based in
fuel prices blockaded oil refiner- they occur again, according to the Even among those organizations tor general of the Institute of London, FM Global, based in
ies The fuel shortage meant sup- IM survey Only 45% of the man- that do make plans to safeguard Management London, Guardian iT Group
plies could not be delivered and agers reported having taken mea- against disasters, there lS Stlll The key perceived threats to the PLC, based in Surrey, the Loss
many employees struggled to get sures to teduce the impact of a fu- room for improvement, according continuity of business identified Prevention Council, which is part
to work ture fuel crisis, and Just 16% and to the IM survey by the managers surveyed wei e of the Building Research Estab-

Sixty-six percent of managers 23%, respectively, have thought Less than half of the organiza- • Loss of information technolo- lishment of Watford, and Marsh
said that theiI businesses wei e about preparing for additional tions questioned-49%-tested gy, cited by 82% of the managers Inc, based in London
also affected by the recent disrup- rail and flood problems, the sur- the effectiveness of their business surveyed Royal & SunAlliance Insurancetion of the United Kingdom's rail vey found continuity plans at least once a • Fire, 62% Group PLC, based in London,
network, after a major crash led Businesses are failing to learn yeai, and 40% neve tested their • Loss of skills, 59% and The Disaster Management
to safety checks and speed iesttic- the simple lesson of 'once bitten, plans at all Meanwhile, 48% of • Loss of site, 55% Forum, based in Reading, Eng-
tions on many lines Once again, twice shy ' Having been hit by a managers said that they did not • Damage to corporate image or land, also were sponsors of the
employees struggled to get to series of crippling crises during compare their plans against any reputation, 50% surveywork 2000, few have thought about sort of objective standards Although 59% of managers fear As part of a week_long campaign

Finally, 64% of managers le- what they will do should similai "By taking time to assess risk that a loss of skills would have a to highlight the importance of
ported that the unusual and heavy pr oblems strike again Business and plan in advance, companies significant effect on business per- business continuity, the group of
flooding that hit many areas of continuity management is a key can manage effectively if and formance, only 28% said their or- sponsors has also published a
the United Kingdom last fall had management discipline which all when disaster strikes What is es- ganizations had any plans to deal Business Guide to Continuity
disiupted their businesses Flood- organizations, small and laige, sential is that employees through- with this situation, the survey Management The guide is avail-
ing further increased employees' should incorporate into their out the organization take part in found able free of charge through the In-
and suppliers' travel problems, as business," said John Sharp, chief the planning and know how to act In addition to BCI, other spon- ternet, at 10 W W thebc: org or at
well as damaging many business executive officer of Worcester, when the worst happens Equally, sors of the survey Include the L010'LD bgcm co uk

Online had registered a trademark abroad The survey also revealed that many tially catastrophic htigation" the London-based company's staff
"There is minimal expenditure by dotcoms are failing to conform to Simon Walker, head of e-business RSA announced earher this month it

dotcoms on the protection of domain other national laws that pertam to at Landwell, said that dotcom com- was taking dlscipllnary actionContmued from premous page names, trademarks and patents in Web site content "About one-third of panies should become more aware of against a number of employees
spite this, the vast majortty (80%) op- their domestic markets," the report Web sites have failed to ensure that the benefits of legal rlsk manage- The insurer said that, in most cases,
erates Just one Web site flom their read About 40% of respondents have their Web sites conform with the law ment "Of course, there are signifi- this mvolved tempolary suspension,
home base " For example, laws on mvested less than 8,000 euros ($7,475) when it comes to hnklng with other cant risks foi those dotcoms that fail but in a mmonty of cases the conduct
electronic signatures and distance- on trademark protection, the survey Web sites and allowing people to post to pay attention to legal fundamen- had led to dismissal "We wish to
selling vary from country to country showed "In overseas markets, where tals," he said "At the same time, make it cleal that this action has not

Of the companies surveyed, about the nsks of Infringement are even these companies need to be aware of been taken lightly," RSA said in a
40% had not yet registered their do- hardeI to control, 82% of respondents , the real benefits that legal Insk man- statement "Contrary to some reports,
main name-the name used in a Web have spent nothing on patent protec- There are significant agement can provide-including the material revealed by our investi-
site address-outside their home lu- tion," the report's authors said "Al- risks for those dotcoms higher market valuations, better gallon is not confined to questionable
risdiction, which leaves such compa- though this is less surprising, it is by prospects of flotation, and enhanced cartoon adaptations, it is porno-nies open to mtellectual property in- no means clear that all relevant com- that fail to pay attention market reputation and brand mtegri- graphic and obscene and goes well
frlngement nsks panies have considered this issue to legal fundamentals,' ty " beyond anything that any reasonable

Dotcoms display a worrying de- Forty peicent have spent nothmg on
says Simon Walker. Meanwhile, a security ghtch and an person would describe as permissi-

gree of complacency Notwithstand- tradematk protectton " embarrassing e-mail scandal at two ble "
mg the minimal steps taken to secure The report also pointed out that U K -based companies in recent RSA said it had developed a pohcy
overseas trademark, patent and do- many respondents do not obtain legal weeks have highhghted yet agam the on acceptable use of e-mail with
mam name piotection. over 70% of advice on the international enforce- information on their own sites," said importance of risk management for trade unions in June 2000 and would
respondents are confident that they abihty of online contracts In Flance the report companies using the Internet ngorously enforce that policy
have dealt with the legal risks facing and Portugal, for example, contracts Almost 90% of respondents said U K insurance giant Royal & Meanwhile, earher this month,
their businesses abroad," the Ieport are not binding unless they are pre- they were not concerned about their Sunklhance Insurance Group PLC Cambndge, England-based UUNET,
said sented in the local language, the re- legal hablliry for Web site content received some unwanted press last an Internet service piovider, found it-

The survey revealed that many dot- port notes "It is therefore extraordi- "The legal framework lS rapidly month when it suspended a group of self unable to distribute e-mails for
com compames are faihng to protect nary that over 30% of respondents growing in complexity, and, in this employees after they were found to several days after being targeted by a
themselves agamst trademark in- fail to take advice on the internation- environment, it is essential for dot- have distnbuted obscene material via hacker More than 2,000 unsolicited
fringement Moie than 30% of those al enforeeabillty of theit online con- ccms to protect themselves against h- the company's e-mail system e-mails arrived m UUNET's system,
dotcoms surveyed had not registered tracts Moreover, one in five doteoms abilpty and kimit the consequences The U K tabloid press seized upon causing it to ciash A spokesman for
their trademark in their domestic attaches little or no importance to Breaches m secunty can irreparably the report that obscene Images of car- UUNET said that the company had
maiket or m other countnes And less hmiting their hability in international damage brand reputations-they can toon :haractel Bart Simpson had hired a team of specialists to help it
than half of the companies surveyed customer contiacts " also result in expensive and poten- been circulated via e-mail by some ot identify the culprit m

1 TJ...*,2-r. Ii,. ¤5?t _.- Hatfield
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Insurer wins
brought against a company, pros-
ecutors must establish that a

>sm=.ov=.'*™KlINED,$,1N510-'F<IC, pl,11315/631&V/, "controlling mind" of the compa- dinosaur' Case
ny was directly responsible for the
management failure that caused

. the accident Client won't have to pay damagesThe British Transport Police,
which conducted an investigation By DAMIEN TOMLINSON & Horticultural Society of

Where Benefit Buyers into the crash, said it had inter- South Australia from liabilityMind viewed several senior figures at ADELAIDE, Australia-An and reduced the total dam-

meet Benefit Sellers \v Railtrack and Balfour Beatty and Australian insurer has won ages and interest to $10 25

your that it is considering bringing a its appeal of a $31 23 million million Australian ($5 70 mil-
corporate manslaughter case Australian ($17 39 million) hon)

The Department of Environ- award in the de- The trial courtBusiness ment, Transport and the Regions strtction of a 40- r»-7 A · judge, Judge
has tuled out a public inquiry into ft high, 18-ton Robin Millhouse,
the crash, though A spokesman model dinosaur f - U in his 1999 find-

Advertise in B/'s for the DETR said the case for a in a 1985 fire ,/  ing, said theCPCU® CIC and IIA public inquiry "had not been Non-life insur- f \ large sum was tocandidates Products & made " er CIC Insurance 4 1 compensate the
i gitar8ntes,you'Illeam more m less time with "It is not normal to have a full- Ltd, now owned \ f model's ownerThe Bumhaih Syste,;4r YO@Toney back' Services blown inquiry aftei every acci- by Sydney, Aus- L,,5 14 / for the loss of po-Ray Burnham, Cpets, Cli, Cle, Aic. Ali, Arm. Au. Aa, Are

19 Evere,St 86nthb!ad)t{91 550 Guide dent,' the spokesman said tralia-based HIH L-v-' tential earnings
Call 1-8887BURNHAM Now! In a statement issued after HSE Insurance Ltd, from exhibiting

312-649-5340 report was published, Railtrack was originally the dinosaur in

said that it "continues to cooper- found to be responsible for the United States and having
ate with the HSE and the British paying 30% of the damage it appear in feature films

Need Dental Care? Transport Police in their ongoing But in an appellate decision CIC, based in Sydney, in-
inquiries into the accident at Hat- handed down in late Decem- sured the Royal AgriculturalBusiness field " The company said it ac-Check Out Our Dental Plans ber 2000, the full court of the & Horticultural Society of

Ins: j i. i i €e cepted that the condition of the South Australian Supreme South Australia ln 1985.
track was "wholly unacceptable" Court has excluded CIC's which leased the Royal Ade-

www.conceptdr.com and that lt had undertaken a re- client, the Royal Agricultural See Dinosaur on page 18
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Dinosaur
Continued from page 16
laide Showground where the di-
nosaur, with an estimated value of
$2.8 million ($1.6 million), was
destroyed on Sept. 26,1985 (BI,
Dec. 20, 1999).

Judge Millhouse determined
that the fire had been started by
workers using an oxyacetylene
welding torch to dismantle a pro-
tective steel tent around the di-
nosaur model. The tent was erect-

Professional

ed to shield the model after it had
been featured in the annual Royal
Adelaide Show.

The dinosaur model itself was
sheathed in a polyurethane skin,
which caught fire after it was ig-
nited by sparks from the welding
equipment.

Judge Millhouse awarded 30%
of costs against the society, 10%
against an uninsured scrap collec-
tor hired by the dinosaur's owner
to dismantle the exhibit, a total of
50% against two demolishers who
worked with the scrap collector,

and 10% against an uninsured
rigger employed by the demolish-
ers.

The demolishers had a public li-
ability insurance policy, but an
exclusion disallowed the use of a
crane.

Five defendants appealed the
decision, claiming it "defied log-
ic." One defendant, Jonathon
Foote, who operated the oxy-
acetylene welding torch, did not
appeal.

Appellate judges John Doyle,
Margaret Nyland and Brian Mar-

tin delivered their decision late
last month in favor of the defen-
dants.

CIC's lawyers persuaded the
court that the show society did
not owe any duty of care to the
model's owner. The judges said
that, while the fire occurred on
the society's property, the society
neither undertook a dangerous ac-
tivity nor gave their permission
for another party to do so.

"The harm, or the risk of
harm...did not arise in any way
from the state of the premises or

Marketplace -
HELP WANTED HELP WANTED

Excess Workers

Compensation Product
Leader

The Company

The Opportunity

The Rewards

To Apply

Employers Reinsurance Corporation,
headquartered in Overland Park, Kansas, is
one of the largest reinsurance organizations
in the world. We're looking for people who
will differentiate the company in the
unpredictable reinsurance environment
of the 21st Century; individuals who thrive
on exceeding expectations, anticipating
change, and responding to the challenges
of a fast-paced growth company.

ERC is actively seeking an Excess Workers
Compensation Product Leader.
Responsibilities will include: P&L
responsibility for the Excess Workers
Compensation Product line; determination
of overall pricing structure; establishment
of underwriting strategy and guidelines;
establishment of letters of authority and
Policy 5.0 procedures; account referrals; and
act as liaison to other ERC divisions.

The ideal candidate will possess a BA/BS
degree; minimum of 5 to 10 years in primary
or excess workers compensation underwriting
& marketing; previous pricing responsibilities
& experience; CPCU or IIA type coursework;
strong analytic skills & ability to make
data-driven strntegic decisions; and strong
leadership experience & experience working
in matrix environment.

Complementing these opportunities is an
impressive salary and benefit program and
an energetic, boundaryiess work environment
that fosters growth. If you're seeking a
challenge that makes a difference, ERC may
be the place for you!

When applying for the above position,
please send resume via e-mail to:
opportunities@gecareers.com (ASCII text
preferred) or mail to: GE, Suite #26,
RO. Box 549231, Waltham, MA 02454-9231.
Please refer to GECERC/242522/AN046 in
the subject line of your e-mail message or on
your cover letter. Pleax send teittonly no
attachments. An acknowledgment letter will
be sent to confinn receipt of your resume
into our electronic database. An Equal
Opportunity Employer.

e
ERC

A GE Capital Company

HELP WANTED HELP WANTED

ASSISTANT RISK MANAGER

Fleetwood Enterprises, Inc. is a national leader in the production of
motor homes, travel tAi ers, folding trailers and manufactured housing.
We employ over 17,000 associates at 50+ manufacturing centers in 15
states and one Canadian province. Our annual sales exceed $33 bilion.

We are seeking a goal-oriented, team-minded individual who can assist
our Rjsk Manager to produce improvements in our processes and cost
savings in our programs.You will supervise tie activities of our worker's
comp administrators and act as a liaison with our operating facilities, to
include conducting seminars and best practice reviews aimed at reduc-
ing injury frequencies and high cost allocations of worker's compensa-
tion claims.Vendor selection and property irsurance program adminis-
tration will also be part of your responsibilities.

Bachelor's degree (preferably a Business or Accounting major) required
along with 5+ years' expe-ience (includjng multi-state worker's compen-
sation exposure). ARM (Associate in Risk Management) and/or CPCU
<Chartered Property Casiatty Unden,nter) designations are necessary.
Must have excellent muki- evel communications skills and strong MS
Office proficiency.

We offer superior compensation, benefits and r·elocation plan including a
quarterly bonus pian tied to company profitability and individual perfo--
mance. Please send your resume to: Fleetwood Enterprises, inc.,
3125 Myers Street, Riverside, CA 92503 or email resume to:
vcolucci@fleetwood.com or fax resume to: (909) 351-3312.
We will respond immediately to the most qualified candidates. EEO
M/F/D/V

Real People Building American Dreams.
www. fleetwood.com

FLEETWOOD

Vice President 
International ¤evelopment
We are a full-service insurance property casualty
company located in the metropolitan New York area.
We have achieved significant success serving niche
industries in the United States and now wish to

expand our operations to a worldwide scope. The
individual who fills this role will be able to build a

network of international partners and infrastructure
to facilitate our entry into developed and developing
nations around the world.

The successful candidate will have at least 10 years
of experience in international insurance programs. A
knowledge of international project financing and an
understanding of issues associated with the licensing
of insurance companies throughout the world would
be helpful.

Excellent benefits, competitive salary commensurate
with experience.

Please respond to:

Business Insurance

Box 3151

740 North Rush Street

Chicago, Illinois 60611-2590

from activities conducted by per-
sons for whom the society was re-
sponsible," the judges said.

The appellate judges instead as-
signed liability to the scrap col-
lector, the demolishers and the
rigger. The judges awarded dam-
ages of $3.25 million Australian
($1.81 million) for the cost of re-
building the dinosaur and $5 mil-
lion Australian ($2.8 million) for
the loss of commercial opportuni-
ties. Interest of $2 million Aus-
tralian ($1.1 million) was also
awarded. m

To place vour ad, contact Irais Amleshi

Phone: (312) 649-5340
Fax: (312) 649-7937
E-Mail: iamleshi@crain.com

Bii:iness h,surimce, Classified Department,
740 N. Rush Street, Chicago, 11.60611-2590

Call for details on Blind Box

and Internet Advertising

HELP WANTED

INSURANCE

Growth oppo-tunities w/a progressive Ins.
Agency, competitive salary, good benefits,
congenial office atmosphere, 3 pos avail:

1 Comml Acct. Mgr. to Svc. Lrg accts.
1 Unit Manager to Svc sin/med acct.
1 Pen lines Acct Mgr. to Svc accts in
Greenwich Ofc.

Exp reg'd. Send resume & salary reg'ts
to: Anthony Raucci, Professional Risk
Managers, Inc. 2500 Westchester Avenue,
Purchase, NY 10577, Phone: 914-253-8400,
Fax: 914-253-8€50; araucci@prorisk.com

ADJUSTER
In an effort to continue our cost

containment efforts, we are searching for
a seasoned Property Casualty Adjoster
with field experience in a large insurance
company or Independent Adjusting firm.
Job duties will be to review the bills from
our Independent Adjusters and make fair
and reasonable conclusions to the bills.

Five to seven years experience is required.
Our company is conveniently located near
New York City. If interested please send
your resume to:

Business insurance

Box 3152, 740 North Rush Street
Chicago. IL 6061 1-2590

REQUEST FOR PROPOSAL

GROUP HEALTH QUOTES
for groups 10 to 50 lives

same day service
Call Charles

800-334-2234, ext. 2528
agents only

BUSINESS OPPORTUNITIES

BUSINESS
OPPORTUNITY

Successful Illinois Insurance

Holding Company seeks to
acquire an interest in an

Illinois retailer with a
current book of substandard

private passenger automobile
business. Company expanding
with current management team

in place. Rep#es wm be
he/d in strictest confidence.

Principals only.

Reply to:

Business Insurance, Box 3149
740 N. Rush Street

Chicago, IL 60611-2590

 Publishing February 5
Environmental Risks

Directory:

Environmental Risk Management Consultants

Closing: January 30

Looking for a candidate
to fill tile job?

When the most talented men and women in
the insurance industry want to make a move, they
turn to...

Business
Insurance®

Call: Irais Amleshi at 312-649-5340
for advertising details.

More Classifieds Online!

Visit www.businessinsurance.coIn



Black lung
previously ineligible claims that numerous medical experts, while current claims acceptance rates of several federal statutes, including
had been denied or were never an individual miner could not af- 5% to 10% will increase to 25% to the Fifth Amendment of the U S

made because the inJuries could ford to do that 35% for future claims As a result, Constitution

Contmued#om page 1 not be causally linked to coal dust In addition, the new regulations loss costs for benefits, which have They also are challenging the
pass onto customers already bur- exposure," according to the Boca "also help the victim by placing a direct impact on policyholders' federal agency for allegedly ex-
dened by high utility bills Raton, Fla -based NCCI, an infor- more emphasis on his or her treat- premiums, are expected to increase ceeding its statutory authority,

In addition, the new regulations mation and rate advisory organi- ing physician's opinion and by in- 230% to 540%, according to Barry failing to observe required proce-
outlaw workers comp msurers' use -  serting language that confirms the I Llewellyn, the NCCI's senior di- dire and crafting regulations "un-
of a 16-year-old NCCI endorse- UMWA's long-held contention visional executive for regulatory supported by substantial evidence
ment that insurers attached to 1he NCCI estimates that that black lung disease does services in Hoboken, N J The and unwarranted by the facts in
policies The Labor Department the new rules will force progress as the victim ages," ac- NCCI is currently preparing new the record," according to the com-
contends the clause unfairly limit- cording to a union statement filings for rate increases in several plaint
ed insurers' liability for black lung insurers to increase The mining association, howev- states where insurers underwrite The mining association and in-
claims (see related story) As a re- reserves retroactively by er, maintains that "the new regu- black lung-related risks surers believe that seeking an in-
:ult of this change, coal mme oper- lations will not streamline or expe- Other regulatory provisions also junction offers the best opportuni-
ators may ask their insurers to $230 million to $560 million. dite the claims process as the de- impose a new 90-day deadline on ty for halting implementation Of
check whether any claims were in- partment contends On the con- coal mine operators and their in- the new black lung regulations,
appropriately denied during that trary, the rules will cause delays in surers to document fully any de- Mr Jackson said Trying to lobby
penod zation the claims process" because of the mal of responsibility for a claim Congress to exercise its authority

The Labor Department's new The NCCI estimates that insur- increased number of claims that There had been no comparable under the Congressional Review
black lung regulations went into ers will have to increase reserves will be filed, said Bobby Jackson, deadline previously, Mr DeMarce Act-a strategy the National Assn
effect Jan 19, 30 days after the retroactively by $230 million to the association's vp-human re- said of Manufacturers lS employing in
187-page package of regulations $560 million for new or reopened sources Therefore, deserving In their lawsuit, the mining asso- an attempt to overturn the new
was published m the Federal Reg- black lung claims filed under poll- claimants will be denied a speedy ciation and a few insurers are ask- federal ergonomics rules-is not
ister The regulations update the cies providing coverage between award of benefits, accordng to the Ing a federal court to "declare that realistic, he said That is because
Coal Mine Health and Safety Act 1973 and 1999 "Even insurers that association the challenged regulations are ar- Congress would likely be distract-
Df 1969 never wrote policies covering Because of these and other bitrary, capricious, an abuse of ed by the ergonomics rule, which

The federal black lung program black lung benefits could still face changes, the NCCI estimates that discretion and unlawful" under has more widespread impact m
provides nearly $460 million annu- a share of retroactive liabilities of
ally in monetary and medical ben- $70 million to $170 million
efits to about 81,000 claimants and through participation in the Na-
their survivors Those claimants tional Workers Compensation
worked primanly in underground Reinsurance Pool," accordmg to an Insurer liability broadened
coal mines in the Appalachian re- NCCI analysis The pool-to which
gion of the southeastern United most workers comp insurers be- Labor Department nullifies NCCI black lung endorsement
States and in some western states long-is an NCCI-administered

The new regulations expand the mechanism for reinsurmg many Coal mine operators may want ing their files, though, neither the The situation "raises questions
definition of black lung disease, or state assigned rlsk plans to contact their workers compen- NCCI nor the Labor Department that need to be addressed," said
pneumoconiosis, from one that was The negative impact of the lia- sation insurers to find out what, could find wntten verification of Mark E Solomons, an attorney
"quite brief" to one that codified bilities on the pool is the main rea- if any, federal black lung claims that approval The NCCI's wlth Arter & Hadden LLC who
the results of about 25 years of liti- son Old Republic Insurance Co of the insurers may have rejected record-retention policy, which is representing coal mine opera-
gation, said James DeMarce, direc- Greensburg, Pa, is a plaintiff in under a policy endorsement that has, until now, required the de- tors and insurers in a lawsuit
tor of the federal division on Coal the lawsuit From 1974 to 1995, the has limited insurers' liability for struction of correspondence that Still, Mr Solomons estimates that
Mine Workers' Compensation msurer was the principal servicing more than 16 years was more than 10 years old, con- few, if any, claims may be in-

"Miners who get sick should be carruer for about 24,000 claims The 1984 endorsement, which tnbuted to the problem volved

compensated, but this law goes be- filed under the act was prepared by the Boca Raton, According to Labor Depart- Meanwhile, Daniel Barry, di-
yond that," said Mark E Other portions of the new regu- Fla -based National Council on ment officials, the 1984 endorse- rector of government affairs for
Solomons, an attorney with Arter lations are designed to streamline Compensation Insurance, was ment "limits an insurer's liability the New York-based Risk & In-
& Hadden LLP in Washington the benefit determination process, widely used by insurers until lt for claims that are based on em- surance Management Society
rhe new law "over-includes according to the Labor Depart- recently was outlawed by the ployment that ended before an Inc, urged that such records be
cigarette smoking-related illnesses ment U S Department of Labor as part operator first obtained msurance maintained "It is troubling that
in this program," said Mr The United Mine Workers of of new regulations updating the to secure its liability under the endorsements going back years
Solomons, who is the lead attorney America-which descnbes the new Black Lung Benefits Act These act " In addition, the endorse- could simply be niillified because
representing the mining associa- rules as a "modest" step forward- regulations went into effect Jan ment "limits an msurer's liability government records can't be
hon, insurers and others in their says the primary way the regula- 19 for claims that are approved as a found and industry records have
quest for an inlunction halting the tion will ease the process for black The issue arose m 1997 during a result of amendments" to the act been purged," he said
new regulations That lawsuit was lung claimants is by limiting to regulatory draftmg session, when "I expect that coal mine opera- The NCCI agrees and is review-
filed last month in the U S Dis- two the number of medical reports NCCI spokesmen told Labor De- tors will want to talk with insur- ing its record-retention policy,
trict Court for the District of each side can present on a disputed partment officials that the 1984 ers about the impact of the en- said Charles Tenser, regulatory
Columbia issue There had been no limit pre- endorsement had previously been dorsement," said Bill Raney counsel "We don't want this to

As a result, the new regulations viously and a coal company could approved in writing by Labor De- president of the West Virginia happen agam," he said
create "retroactive liability for afford to present testimony from partment officials After search- Coal Assn m Charleston, W Va -By Meg Fletcher

DeSimone safe, came under criticism from "substandard " Mr DeSimone today It lS Up to us to identify brokers
speakers at last year's IUMI meet- said service is improving as the younger people who have an in- Remarking on his election as the
ing because of the number of acci- competitive marine market condi- terest m the business and to bring first American president of IUMI,

Continued from page 3 dents that have occurred involv- tions wane them along and train them " Mr DeSimone said he viewed the

Those issues cover a "pretty ing certified vessels (BI, Oct 9, "Lately, companies have pro- That means recruiting at U S change as the continuation of a
broad sweep," he noted "To begin 2000) vided a high level of service," he maritime schools, an approach new attitude that has developed at
with, the one thing everyone Mr DeSimone said that, "for said "When you're in a competi- that has been successful, Mr De- the organization The fact that,
wants is safer vessels That's a the most part, the major societies tive market, service sometimes Simone noted Hiring college until now, no American has led
big issue-to minimize the num- do a credible lob " He added, graduates with insurance-related the group had a lot to do with "in-
ber of substandard vessels " Such however, that "there are a sur- degrees also brings new talent ternal politics," he explained

ships, Mr DeSimone explained, prisingly large number of classifi- 'There is a lot more pressure into the industry, he said .There was a concern that lf

often are operated by undercapi- cation societies," many of which Today's underwriters are find- members of the larger markets be-
talized owners and are poorly do not have the needed expertise to irnprove (hull) rates, and | ing particular challenges in the came president, they would exert
maintained The International Assn of Clas- think we will see rates hull market Rates for the cover- undue Influence over the others

Hazardous cargo is another sification Societies has a small age "have not moved m the way That's no longer the case My pre-
problem for the marine industry, membership, Mr Desimone move up in 2001; says people thought they should have decessor (Georg Mehl, former
Mr DeSimone pointed out IUMI pointed out, "and even within that Richard DeSimone. by now," Mr DeSimone said chairman of Wurttembergische
is working to ensure that danger- group, only a small number dis- "That segment has not been par- A G of Stuttgart, Germany) was
ous cargo is properly handled, he tinguish themselves " He noted ticularly profitable in the last from the German market, and that
said "We have made a number of that the classification societies couple of years " is a large market They have de-
efforts to identify hazardous ma- grew out of the insurance industry takes a back seat to price But One reason for the sluggish cided to look for the best-quali-
terials and make sure they don't and that the two have "drifted those with a high level of service growth of hull business has to do fied person, regardless of the mar-
cause fires," for example, he ex- farther apart than they should see it as a competitive advantage " with the number of multiyear ket "
plained There probably is an opportunity As is the case with classification policies that have yet to come up Mr DeSimone will preside over

IUMI also is involved in efforts for the two to get more aligned " societies, it is unfair to paint all for renewal, he said "We're also the IUMI meeting this fall in
to make the U S fishing industry While he said there lS room for underwriters with the same brush, seeing a changing reinsurance Genoa, Italy, with the theme of
safer, Mr DeSimone said "It's the improvement at the societies, Mr Mr DeSimone said While he ac- market, which will add costs to "partners in commerce," he said
highest-hazard profession in the DeSimone stressed that the re- knowledged that some insurers' our operation and will have to be "We are going to re-emphasize the
U S, and specific work is being sponsibility for determining underwriting skills have atro- passed along There is a lot more relationship that marine under-
done to identify issues there " which vessels are the best risks phied during the prolonged soft pressure to improve rates, and I writers have with their customers

IUMI hopes to strengthen ltS doesn't lie solely with those orga- market, St Paul and others have think we will see rates move up m and their role in the overall trade
commitment to safety through ties nizations "It's good business to consistently provided underwrit- 2001 " picture "
it has established with other in- make sure you are involved with ing expertise and professional ser- Cargo rates also have been de- Regarding the future of the ma-
ternational organizations, such as good vessel operators, charter op- vices, he said pressed in recent years, Mr DeSi- rine market, Mr DeSimone de-
the Belgium-based Comite Mar- erators" and others in the marine One challenge the market faces mone noted "It's not at all cut of clared that, "personally, I'm an
dime International and the Inter- industry, he suggested is finding new talent, Mr DeSi- the realm of possibility that we optimist We've come through
national Assn of Classification Marine underwriters also came mone pointed out "No qaestion will get some improvement" in some difficult times World trade
Societies, said Mr DeSimone under fire at last year's meeting about lt-the reason this business cargo rates this year, as long as lS up and world economies are

Classification societies, which because, as one insurer charged, evolved was to sustain trade and underwriters "behave as profes- strong Competent companies will
inspect ships and certify them as the service they provided was commerce. and the same is tiue sionals" and work closelv with survive " m
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Data each patient These profiles are pating health plan, who then
updated daily as information transmits lt to the patient's prima- BHCAG tempt to achieve greater efficiency

for health care providers The carecomes in from the data souices, ry physician For example, whenCont;nued from page 3 systems were designed so providersMr Blanksteen said And each day the system receives a lab result Contnued from page 3 would receive more money if theyhandled bettei, he explained Re- the system examines each pa- showing a patient with high founding member, Wells Fargo, was became more efficient-creating anducing these mistakes and provid- tient's records to see if any cholesterol but not a later entry very painful to us, ' she said. Incentive to find Innovative ways toing optimal care for every patient changes have occurred and any indicating a claim made for a To address these concerns, treat patients But this didn't hap-would not only produce better problems with the patient nave cholesterol-lowering drug, a trig- BHCAG is spinning off two new or- pen, the consultants contendoutcomes and healthier patients arisen ger goes off and the system sends ganizations with specific missionsbut also would reduce costs, he I m not sure they changed physi-
said It's designed to get the right out a recommendation that the pa- In addition, it will starta driveto in- cian behavior,"Ms McCarthy said

clinical resource involved and to tlent receive a cholesterol-lower- crease enrollment in its care systems "I'm not sure they changed patientThe goal of the ActiveHealth create upfront treatment strate- ing drug If no response to the sug- in the hope that more numbers w111 behavior "
system is to detect potential large- gies," Mernll Lynch's Mr Reifert gestion is received, a second rec- provide added clout and wul better Rather than getting patients tocost cases It will also detect when said ommendation goes out
patients are taking dangerous position the organlzation to change thlnk of themselves as consumers of
combinations of drugs or when pa- So far, the system, which Mr the health care system health care every trme they visited aBlanksteen says keeps track oftients are not given diugs they "We need volume to drive the be- physician, the care systems simply

Reducing mistakes and several million patients, has been havior," Ms Pare saidneed for a given condition The made them consumers once a yeai-well received by employers, pa-system looks at the patient's total providing optimal care tients and physicians To increase enrollment, BHCAG is when they chose a provider group
medical profile and tries to deter- reaching out to small and midsize each year It also charged a low co-
mine any problems that exist and would produce better "Most doctors, when they re- employers, she said A new company payment for doctor visits A high co-
what is not being done for the pa- outcomes and cut costs, ceive one of these recommenda- formed to accomplish this, Patient payment would force patients to
tient, he said Many times a physi- Lions, Just respond fantastically," Choice Health Care Inc, wall oversee shop for value, much like shoppingsays Charles Blanksteen. Mr Blanksteen said
cian cannot take such a compre- the care systems and offer the care- for other goods or services, the con-
hensive look because patients of- One concern that Merrill Lynch sstem product in a fully insured sultants said
ten see more than one doctor And had was protecting the privacy of form that is better suited to smaller "In the end, it should not be about

its employees This has been re- and midsize employers In addition, selecting a health plan It should befrequently, patients don't tell one "It's about getting the Job done solved because the computerized Patient Choice will be able to cus- about selecting a physician," Mrdoctor the treatment they are re- right the first time," he added
ceiving from another, said Mr system eliminates any identifying tomize the plan to fit various em- Kuhn said
Blanksteen The system contains certain information when it receives the ployers' needs Ms Pare said Patient Ms Pare agrees that the group hastriggers that go off when it en- data and simply assigns each pa- Choice is expected to be operational not succeeded in this area, primarilyTo accomplish this, the data counters red flags Once a trigger tient a number Once a recommen- and accept employers by the middle because it has lacked the size neces-management system gathers infor- shows up, the system compares it dation goes out, the plans trans- of this year The organization is also sary to get providers to changemation from drug claims, lab re- with an updated set of best prae- late the patient number to a pa- planning to expand its care system "We don't deliver enough peoplesults that show the actual test re- tices The best practices are con- tient name model to Portland, Ore, and Denver to the care systems to alter their be-sults rather than just cost data, as stantly updated from the latest The system has worked well for BCHAG has formed a non-profit havior,"she saidwell as claims data that shows medical literature, Mr Blanksteen MeiT111 Lynch, Mr Reifert said unit called HealthFront Inc and m-procedures performed along with said But Ms Fenwick notes that in

diagnostic codes and nurses' notes Since 1995 the company has seen a fused it with a $1 milhon grant as some areas, physicians have made
The result is a recommendation per-capita drop in the number of seed money HealthFront's goal is to changes She noted that many keptThe system then compiles this for what care the patient should large claims, those costing over improve health care q Jallty and de- longer office hours and opened oninformation sent in through the receive, or what can be done to $50,000 Plus, those large claims velop new consumer tools, such as Saturdays to accommodate patientsInternet-from medical labs, correct any problems

pharmacies, benefit managets and are costing less And employees patient: quallty surveys It is current- wishes
This recommendation is sent to and management have responded ly ln ltS start-up phase and looking The lack of people in its care sys-others-and creates a profile for the medical director of the partici- positively to the system m for an executive director tems has hurt BHCAG's efforts, said

The company hopes the moves George Halvorson, president and

Battling workplace drug use
will counter the flagging energy of CEO of HealthPartners, a managed
some BHCAG members care company based in Minneapohs

"I think we got complacent We In the past few years, HealthPart-
got comfortable with where we had ners has lured away some BHCAG
come," Ms Pare said

Employers confronting the costs of chemical dependency members, Including Wells Fargo
The changes wlll allow BHCAG to "To maintain credibility with

focus on its ongmal mission of drw- providers, they would need to ln-
By MICHAEL PRINCE ing up quallty and improving the re- crease market share," he saidchemical dependency substance-- worker three hours of pay for two lationship between patients and But the employer group will sue-alcohol-is socially acceptable and hours of productivity," he said providers, said Laurie Fenwick, vice ceed in attracting small and nudsizeNEW YORK-Although chemi- m many places socially expected, To address the issue, Mr Hafer chalrwoman of BHCAG and manag- employers only if its new product iscal dependency is an insidlous prob- said Mr Hafer As a result, he said, recommends that every employer er of employee benefits for Minneso- priced attractively, Mr Halvorsonlem in the workplace, sappmg both employers often dismiss alcohol establlsh an employee assistance ta Lire Insurance Co in St Paul, said Small employers won't buy themoney and time from employers, problems by workers or accept it as program An EAP-an employer-

most companies refuse to confront normal Minn Minnesota Life has been a product based on BHCAG's philoso-
sponsored program that provides BHCAG member since 1993

the problem and instead do very ht- phy, they Mll buy based on pnce, he
counseling and referrals to assist "It lets us get back to the big pie- saidtle about it

. employees in the identification and
There is a silent killer In our , ture," she said The members can Despite its lack of total success,

midst," said Fred Hafer, chairman, Chemical dependency resolution of pensonal problems, m- now address "why were these em- Ms MeCarthy said that BHCAG has
cluding substance abuse-is a great

president and CEO of GPU Inc, a reveals itself in the ployers coming together to talk helped improve the health care sys-
way to help employees deal with all

utillty holding company based m about health care in the first place," tem in Minnesota "They have been
workplace as a types of pressure and problems they she added

Momstown, N J "It's costing so a driving force in the market," sheexpenence, he said
much that we can't afford to ignore performance problem,' In particular, Ms Pare noted that said

Employers also can create pro-
tkns problem," he said the organization began to look at it- And although it has not completed

says Fred Hafer. grams that focus on rehabilitation
Mr Hafer made his remarks last self as ]ust another health plan, a its mission, Mr Kuhn still gives

of workers with chemical depen-
week at The 2001 Employer Health view that must change BHCAG high marks for its bold at-

dency problems, he said
Care Conference, held in New York Changing this view of the organi- tempt to tame the health care sys-

For example, m 1999 GPU start-
and sponsored by The Conference zation "is the biggest issue they tem

Mr Hafer said that when he first ed a new program that puts all em-
Board struggle with," said Marcia Mc- Ms Fenwick said the recent

started talking about the issue 13 ployees suspected of substance Carthy, health care practice leader changes are part of the organiza-One in three people's lives is af- years ago, after becoming a trustee abuse Into a professional rehabilita- at William M Mercer Inc in Min- tion's evolution and more changesfected by chemical dependency, Mr of an substance abuse rehabilitation tion program, with the employee re» neapolis Ms McCarthy was previ- may take place in the future "WeHafer said Those affected include facility, most employers did not ceiving full pay dunng the rehab pe- ously involved with BCHAG when do not feel that how the group looksnot only chemically dependent peo- want to address the problem within rtod she was a benefit strategist with right now is the end-all," she said,ple but also their spouses, other their workforce In recent years, Another way to approach the Target Corp, a BHCAG memberfamily membens and co-workers adding, "Who knows what it willthough, that has changed and more problem is for supervisors to treat One observer said BHCAG has look hke two years from now?" mThe problem adds tens of bilhons and more employers are wlllng to pelformance problems of chemical- never fulfilled its potential "In the
of dollars to the costs of doing bust- talk about the problem and ways to ly dependent employees just as they end, they didn't create a market-ness, dnving up the pnces of virtu- address it would any other work-mlated prob- place," said Greg Kuhn, nationalally all goods and services, he said Unfortunately, the bumness com- lem, as long as the employee is not health care practice leader for ADV ERTISE R

The cost of chemical dependency munlty has not yet done enough obviously intoxicated in the work- UNIFI Network m St Lows
is staggenng, according to Mr about it, he said, despite the huge place, Mr Hafer said By domg thts, The group's origmal goal was toHafer The direct and indirect costs burden and costs it places on them managers wlll no longer create ex- form a marketplace between con-of alcohol and drug abuse are an es- "Chemical dependency reveals it- cuses for these employees, he said

INDEX
sumers and health care providers

tunated $100 bilhon annually, he self In the workplace as a perfor- Such excuses ignore the problem "But, in the end, they created healthsud For example, alcohohsm alone mance problem," he said Issue of January 29and turn managers into enablers, he
results in 500 million lost workclays plans just like any other health

Chemically dependent employees said If it'S subsequently revealed plans," he said ADVERTISER PAGE #

each year, he noted account for an estimated 10% of the that a performance problem stems One significant problem that AAO 16Mr Hafer also cited U S Depart- worker population These workers from chemical dependency, then the BHCAG has worked under is simply
ment of Health and Human Ser- are late for work about three times employee should be placed m the Burnham Systems 16keeping itself together, he said, be-vices estimates that drug and alco- as often as their peers, are five tilnes EAP program, he said cause different employers have dlf- Bustness Insurance 14,17hoI use costs taxpayers $276 bilhon more hkely to file a workers comp Whatever path employers choose, ferent goals Also, as members of theannually m preventable health care claim, am 2 5 times as hkely to have Mr Hafer said that domg nothing is group merge with other companies,

Carvill America Inc 6

costs, extra law enforcement, car an absence from work m excess of not a viable ophon they move in and out of the group CNA RSKCo 24crashes, crime and lost productivity seven days, and are 3 6 times more "It's much more expensive to ig- and break up its leadership
Alcohol alone, accordmg to the hkely to have on-the-job accidents, nore this problem than it is to recog- Ms Fenwick also acknowledged

Fireman's Fund McGee 9

HHS, costs the country more than Mr Hafer noted In addition, these nize this issue and do something
$99 bilhon annually this problem exists, saying that as First State Management Group 4

workers function at only two-thtrds about it affumatively," he said BHCAG grew, lt became harder forA key challenge of addressing this of their potential, he added None of us can afford the grow- XI, Re
all the members to agree on an issue 7

problem is that use of the leading "It's not good economiestopay a ing costofdoing nothing,"he said One aspect of the BHCAG's ap- Zurich US 5

proach to health care was an at-



Outages cause they typically require physi- Mr Pettegrew said
cal damage to the policyholder's "Whether you look at it from an

The winter of property, said Mark Nimmo, se- enterprise risk management view-
Continued from page 1 nior vp at broker Sullivan Curtis point or not, the issue of risk can-
which California recently deregu- Monroe m Irvine, Calif They also not be addressed adequately by in-
lated its electricity market in com- generally require an interruption surance," he said "We need to

my discontent bination with a scarcity of elec- of at least 12 hours, he added have a real system that will oper-
tricity (BI, Jan 15) Officials have Boiler and machinery coverage ate in the event of physical calami-
warned that rolling power outages added to property policies may ty, which includes power disrup-
are possible in Southern and have an off-premises power pro- tion "It's been a very cold winter so far, hasn't it?
Northern California When the vision," but that requires physical Westaff's Walnut Creek office

Quite a bit colder and much snowier than the mild winters electricity runs out, officials have damage to the power provider's already has suffered one recent
you've all enjoyed in recent years Frost in Florida, flurries in spread outages over several loca- property, not merely the Inability blackout that lasted about an hour
Louisiana, unrelentlng ice m Chicago and foot after foot of tions, so they typically do not last to deliver adequate power, Mr because of the current power cri-
snow in Buffalo The coldest November and December ever in for more than an hour or so in any Nimmo explained Sls

the contiguous Umted States There's also the problem of one area Coverage could come into play, The topic has been on risk man-
soaring heating fuel costs and that electricity crisis in At LucasFilm Ltd, the only in- however, under certain all-risk agers minds, said Deborah Luthi,
California surance coverage that might be property insurance policies if, for director of risk management and

triggered by power-related prob- example, electronic equipment is benefits for University of Califor-Meteorologists are searchmg for answers to whether this
lems would be for damage to com- damaged during a power surge, he nia at Davis Ms Luthi partici-frigid weather is truly an anomaly or part of some cycle longer
puter data caused by a surge of said pates in an informal group of riskthan memory They're looking for geological clues in coral electricity after power is restored As for contingency plans, some mangers that meets regularly in

reefs, checking ice core samples and figuratively sticking their after an outage, said Sue Boucke, risk managers are relying on the Sacramento area They had
finger in the let stream Is it El Nino? La Nina? Greenhouse risk manager for the San Rafael, planned to discuss e-commerce is-
emissions? Sunspotsp Calif, company sues at an upcoming meeting But

It's a mystery to some, but not to me I, Punxsutawney Phil, Although LucasFilm has not in- 'The issue of risk group participants requested that
warned you this would happen a year ago curred such losses, lt possibly the e-commerce discussion be

Remember me nowp The hairy little fellow with the overbite? would have coverage for that risk cannot be addressed postponed to share Ideas on

I put a curse on you all on Feb 2,2000, and now the groundhog under a property and business in- adequately by preparmg for potential blackouts
terruption policy with a power in- At U C -Davis, Ms Luthi partic-has come hpme to roost, or however the saying goes You w11 terruption clause :hat covers de- insurance,' says Jeffrey ipates in an emergency prepared-contmue to be chilled, buned under snow and at the mercy of struction of data, she said Ms

rollung blackouts unless the insurance industry comes through W. Pettegrew. ness group that is just now starting
Boucke noted, however, that the to address the issue on campus, she

for me before Feb 2, 2001 Only then wall I lift the curse coverage requires the policyholder said "This lS something we could
Last year, I warned the insurance industry that unless I got to take action to limit potential face that would be a total shut-

cut in on some of that excess capital I kept dannage preparations already in place for down of the campus "
heanng about, I was puttmg my paw down LucasFilm took such a step last other troubles that could stall pro- One issue that has come up at

and refusing to come out of my hole (BI, week after the local ut:ility compa- duction-such as earthquakes-to preparedness meetings at Sacra-
Feb 7,2000) For years now, the Insurance ny warned it there was a very high cope with the outages mento, Calif -based Sutter Heath

industry-especially that new breed of possibility of a blackout, Ms Walnut Creek, Calif -based lS assuring the company has plenty
Boucke said As a precaution, the Westaff, for example, already has of diesel fuel stored for operatingproperty cat compames-has been
company saved its computer data, a backup generator nearly the size hospital emergency generators,profiting from my early wmtry weather sent employees home and closed of a truck to power its headquar- said Mike Evans, vp and nsk man-

forecasts You know how it works I come
its offices out of concern that em- ters during an emergency, said Jef- ager for the health systems compa-

out of my den on Feb 2 and if I see my ployees could fail down stairs or frey W Pettegrew, vp of risk man- ny that operates several hospitals
shadow, it means six more weeks of suffer other injuries in a dark agement and insurance The com- That issue has been a topic in
winter, if I don't see it, sprlng is near building Yet the blackout never pany also has a parallel computer meetings Mr Evans participates in

After my slncere offers to settle were happened center in a neighboring state, well along with staff from Sutter's safe-
. Risk managers are lust starting out of the way of any California ty and engineering departmentsrejected, I hired a cousin of mine to

to ponder what other potential in- earthquake fault lines or electrici- The group wants to assure Sut-represent me in my claim (I bet you didn't
know that groundhogs are part of the rodent family) We bled surance losses may result from ty woes ter facilities do not run out of

outages, said Kathy Guthormsen, In the event a catastrophe diesel, if necessary, at a time whensult m federal court, seeking an Injunction against further
risk manager for Autodesk Inc a strikes Westaff's Walnut Creek of- a power emergency may make itGroundhog Day activities unless I received an unspecified software developer m San Rafael, fice, a team of workers would rush harder to obtain more

amount of compensatory and pumtive damages for the Cahf to the alternative computer site to Hospitals are required by law to
Insurance industry's failure to share in the profits derived from So far Ms Guthormsen's prepa- continue operations from there have emergency generators But
my art rations have focused on assisting a Those preparations are necessary hospitals are also considered es-

Instead of commg to the table, insurers decided to play company disaster recovery team because Westaff's business lS to sential services that electricity
hardball, banding together to file a countersuit My request for assure the company has a genera- provide temporary employees to providers have promised to spare
an injunction was demed, and I was dragged unwillingly out of tor as an alternative power source, client companies nationwide To from blackouts Sutter's adminis-
my warm, cozy hole in a stump to stare at my shadow

she said do so, Westaff relies on its comput- trative offices can survive a black-
Even though my case is still in the courts, the past 12 months So far, no clients have called ers to process tens of thousands of out, especially with computer data

seeking coverage for outage-relat- time cards and paychecks daily for backup procedures that alreadyhave been a little rough for me As a result, I'm wllmg to come ed losses because none may be temporary workers, Mr Pettegre N are routine, Mr Evans saidback to the negotiating table and hft the curse But my new available, said a spokesman for explained "Nobody iS taking any extraor-
offer stands only until dawn, Feb 2 San Francisco-based USI Insur- If the temporary workers don't dinary measures right at the mo-

Why have I abandoned my hard-nosed htigation strategy? ance Services get paid quickly-daily in some ment," he said "We are just trying
Frankly, I don't need the grief after what I went through m Business interruption policies cases-they won't work and West- to Identify what problems we may
2000 are not likely to be triggered be- aff could soon be out of business, have if they come up " m

For starters, the IPO for my e-commerce venture--
mygroundhog com-fell through last March As a result, I had

interest in three for-profit sub- after it was introduced Less thanto lay off a lot of woodland creatures, who were a httle angry
that their stock options were now worthless

Funds sidiaries, including a 52% stake in a week later, the state Senate
Pinnacle Risk Management Ser- Business, Labor and EconomicA few months later, I broke out in a mysterious rash, after Continued from page 2 vices, acquired in 1997 Pinnacle Development Committee ap-

eating corn chips that I suspect contained some of that its workers compensation Cover- is a third party administra:or proved it
StarLink genetically modified corn age needs, including insurance for with offices in Utah and at least Mr Summerhays said he ex-

Then my original lawsuit agamst the Insurers got thrown out employees in Colorado, Iaaho, seven other Western and South- pects the bill will become law He
of federal court on the grounds that state court was the proper Montana and Nevada western states contends that the legislation has a
forum for my suit It turns out my attorney was sleeping during Associated formerly purchased WCF also owns Indianapo.is- "very limited scope "
the oral arguments and missed a few things But given the U S insurance from a national writer, based Advantage Workers Com- It's not opening offices all over

Supreme Court's recent ruling allowing lawyers to snooze, my but left iast year when it felt it pensation Insurance Co , whien it Timbuktu and trying to sell insur-
was receiving rate increases to acquired in 1998 Advantage has a ance around the world," he said ofchances of getting a retnal m federal court are sllm
make up for losses in California's certificate of authority to write the legislationTo top it all off, I did not get a PlayStation2 for Christmas market, Mr Denning said workers compensation business in But insurers see things differ-You may ask what a burrowing rodent needs with one of those "Any time we can introduce an 42 states ently The WCF iS positioning it-

high-end game boxes, but if you were cooped up in a stump all additional insurer risk managers Through ltS TPA subsidianes, self to provide coverage to em-
year you would soon understand are going to support it," he said WCF currently can provide man- ployers throughout the Western

So while I believe I stll have an excellent case to brmg to a There is always a need for an ad- aged care, claims handling and United States and has the poten-
state court, I'm m a mood to settle and lift the curse I am ditional point of view and the fi- case management services to self- tial to become a national insurer,

nancial backing to provide thatwdling to drop my claim for compensatory and punitive insured employers outside of said Mark E Webb, vp-state af-
damages In exchange, I'll accept insurance stock options Ever The WCF, like other workers Utah, Mr Summerhays said It fairs in Sacramento, Calif, for the

since the tech sector went in the tank, you guys look golden compensation funds throughout can also provide those services to American Insurance Assn While
the United States, originally be- other state funds H B 59 would limit the WCF toI'll await word from your lawyers But if this offer is relected, gan as a state entity to provide a H B 59, sponsored by state Rep providing coverage to employerslet me give you a tip better buy a snowblower before they run workers comp market of last re- Kevin S Garn, R-Layton, the serviced by Pinnacle, Pinnacle isOut
sort In 1998, though, it gained au- House majority leader, would al- not limited in its potential expan-
tonomy and became a "quasi- low WCF to provide coverage to mon, he said So Pinnacle is free to

Punxsutawney Phd and hts attorneys can be reached at pubhc' corporation, making it a self-insured customers-including participate in growth strategies
phzl@mygroundhog com Edttor PauE D Winston's commentary nonprofit mutual insurance com- ones based outside Utah-of its aimed at bringing more customers
unU return m a fortn:ght He can be reached at pwtnston@crain pany Pinnacle TPA subsidiary that to WCF, Mr Webb said
com Wnile it continues to serve the wish to buy insurance The bill Insurers contend this represents

public as the market of last resort, passed the state House of Repre- unfair competition because as an
Sep Funrif ng nprt nnne
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Hub bring Hub's staff to approximate- committed to invest at least $35
UPDATES

ly 1,500, Mr Hughes said million in the Kaye transaction
Kaye fits so nicely because Overall, observers are positive

Continued from page 1 we'I e very focused on program about the deal, saying it puts Hub Ruling on Oregon RRGs stands
in 1999, its first venture into the business," Mr Hughes said "It's on the map in the U S market and WASHINGTON-The U S Supreme Court thls month dechned to re-U S marketplace Hub completed Just a terrific combination "

offers another alternative to risk view, and thus let stand, a federal appeals court decision that Omgon lawits second U S deal last July, with Bruce D Guthart, chairman, managers who are looking for discnminates against rlsk retention groupsthe purchase of Boston-based C J president and CEO of Kaye, more choice among insurance bro- Under an Oregon financial responsibility law, auto dealers and distnbu-McCarthy Insurance Agency Inc , agreed "It Just made a lot of kers tom that buy reimbursement coverage for vehicle service contracts must dowhich had roughly $12 million in sense," Mr Guthart said "I think consolidation, from
brokerage revenues, according to so from "authorized" msurers To be authonzed, an insurer must be a

"I hke the concept and the bum- what I've heard from other risk member of a state guaranty association But, according to the federal Riska Hub press release ness plan of Hub I look at it as a managers and from my own expe- Retenbon Act, RRGs cannot be members of guaranty associationsUnder terms of the proposed win in so many ways It's a win for rience, has not hurt anyone," not- Last year, a 9th US Cirruit Courtof Appeals panel unammously ruledKaye deal, Hub will pay $14 in both companies' shareholders, it'S ed Roger Andrews, president of that Oregon's financial responsibility law violated the Risk Retentton Act,cash and convertible debentures a win for our employees and it's a the Risk & Insurance Management which limits state regulation of RRGs (BI, June 12, 2000)per Kaye share According to win for our clients/" said Mr Society Inc
Kaye's latest proxy statement Guthart, who noted that, due to "Certainly, having another
filed with the Securities and Ex- large broker, particularly if Hub Regulator's allies boycott meeting
change Commission, as of April 1, moves like it says it wants to, SANTA PE, N M -Two New Meaco officials who oppose their state2000, Kaye had 8,463,354 shares With the Kaye acquisition, would provide another choice for
of common stock outstanding At cornmmsion's decision to place top state msurance regulator Don J

, risk managers We do like to have$14 per share, the purchase price Hub will become another Letherer on paid administrative leave pending disciplinary action boy-
alternatives," said Mr Andrews, col:ted last Tuesday's commission discussion on Mr Iktherer's fatewould be approximately $118 5 alternative for North who is general counsel and diree- Lynda M Loveloy and Herb H Hughes, two of five elected members ofmillion, though the true figure ls tor of risk management for E D

likely higher, because that esti- American buyers,' says the New Mexico Pubhe Regulation Commission, which oversees the state's
Bullard Co in Provo, Utah E D

mate does not include the value of Bruce D. Guthart. Insurance Division, boycotted the closed-door discussion to show their
Bullard's broker is C J MeCarthy

any outstanding stock options support for Mr Iktherer Mr Letherer is the Insurance Division Supertn-
"It's a great fit for Hub," said tendent

As of last Friday, Kaye's stock John Waller, a managing director
was trading at $12 41 Ms Loveloy said that Mr Hughes' and her own attendance at the meet-

of Chicago-based Cochran, Caro- ]ng would not have benefited Mr Letherer, because the three other com-The deal, announced last week, Hub's size, the broket "will be- nia Securities LLC which ad- missioners had "almady made up their minds" to oust the supenntendentis subject to various regulatory come another alternative for vised Hub on the tIansaction 'It The three commissioners who attended the meettng did not return callsapprovals Appioximately 55% 0 North American buyers " needed to expand its presence in Ms Loveloy said the commission likely would take achon on Mr Lether-Kaye's shaieholders already have Upon completion of the merger, the U S This deal puts them on er's fate Jan 30, at the commission's next scheduled meeting The commis-approved the deal and have giant- Mr Guthart will become presi- the map from a financial market mon appointed Mr Letherer as Insurance Division supenntendent in Octo-ed Hub an irrevocable option to dent of Hub's U S operations standpoint, from an insurance ber 1999 and, by law, may fire him only for causepurchase their shares in the event Unlike other bioker consolida- market standpoint and from an Commismon Chief of Staff John B Hiatt did not specify any reasons forthat the acquisition is not com- tms, Hub seeks to acquire firms insurance buyer standpoint," he first askmg forMr Letherer's resignation ina Jan 91etter and then inform-pleted with more than $10 million in rev- said
Established w 1952, Kaye has enue, a clear history of success 1ng the supenntendent in a Jan 161etter of the commission's vote to relieve

Timothy J Cunningham, a prin- him of his duties Mr Hiatt has assumed Mr Letherer's duttes dunng themade a name for itself with ltS and a key management team that cipal with INSIGHT Management intenm, an Insurance Division employee saidlarge program niche In addition Intends to stay with the company, Consultants in Chicago, agrees Ms Loveloy and Mr Letherer's attorney contend that the commission'sto its retail operations, Kaye also explained Mr Hughes This lS a very meaningful and action is a grab for power that the commission lacks under state statuteowns two underwriting compa- Hub's business strategy is to let significant transaction It clearly and that Mr Letherer refused to relinquish They said the 2-year-old com-nies, Old Lyme Insuiance Co of acquned brokers remain indepen- puts Hub on the map in the US" mission, which the Legislature created to oversee a half-dozen state agen-Rhode Island Inc , and Old Lyme dent and entrepreneurial, as op- Mark Lefenfeld of Austin, cies, does not have the same degree of author:tty over the Insurance DivisionInsurance Co Inc in Hamilton, posed to being integrated into one Texas-based Lefenfeld Consulting that it has over the other agencies
Bermuda According to Kaye's company, and to give those bro- Inc noted that the deal also "ap-
1999 10-K filing, approximately kers access to new products, ser- pears to be a wonderful answer to
41% of Kaye's program business vices, expertise and capital to Kaye, which was running into the IRS reviewing Transit records
is placed with its two insurance grow their business issue of how lt was going to re-
affiliates JEFFERSON CITY, Mo -Federal authonties have requested records

Another differentiating factor is main competitive in the long term from the Transit Casualty Co receivership, and a former recelvershlp em-Mr Hughes noted that Hub in- that Hub has the financial back- on its own As part of Hub, Kaye ployee has appeared before a federal grand Jury in Kansas City, Motends to grow and expand the two ing of Toronto-based Fairfax Fi- could do better than what it could Internal Revenue Sernce agents have requested Transit records andinsurers and make them available nancial Holdings Ltd, which do on its own " were specifically interested in the records of checks issued by the receiver-to underwrite risks placed with owns approximately 40% of Hub's Agency management consul- ship, said James Owen, a lawyer representrng Transit with McCarthy,othei Hub offices outstanding shares In fact, it was tants point out, however, that Leonard, Kaemmerer, Owen, Lamlan & McG over:n in St LouisThe purchase of Kaye would Fairfax President and CEO V with a presence in only six states, After not*lng Cole County ClrcUlt Judge Byron Kinder, who overseesadd a Hub presence in four states Prem Watsa who came up with Hub still needs to expand geo- the receivership, Mr Owen asked the Mlssom Insurance Div,mon to pro-California, Connecticut, New the Idea of establishing Hub in the graphically in the United States vide whatever information invesbgators requestedYork and Rhode Island Hub cur- first place (BI, Sept 6, 1999) They note :hat Hub's challenge Mr Owen also said it is his understanding that a former Transit receiver-I ently has U S operations in Illi- Fairfax, which made an initial going forward will be finding ship employee has appeared before a grand ]UIy He said he does not knownois and Massachusetts The addi- $55 million Canadian ($364 mil- good deals that meet its size re- the identaty of the former employee, and Mr Owen and Judge Kinder bothtion of Kaye's 344 employees will lion) investment in the broker, has quirement m said they know nothing about the purpose of the federal Inquiry oreven
whether its focus is the Transit receivership

Funds
Meanwhile, Transit has approved a distnbubon to claimants of roughly

when it sought to create MEMIC can attract top insurance .ndustry $145 nullion, brmging the total distributed to date to about $690 milllon, or
Indemnity Co to WIlte woikers talent, said Mr Leonard He lS 60 cents on the dollar for allowed claims from corponate claimants and 70
compensation policies in neigh- also a past president of AASCIF, cents on the dollar for a small number of individual claimants Allowed

Continued from previous page boI ing New Hampshire the state fund association claims to date total $1 13 bilhon, Mr Owen saidinsuier of last resort, the WCF re- They waged a very aggressive Good employees are not drawn The receiveiship ultimately expects tohavepaddaunants a total of $12ceives federal income tax-exemp- campaign to keep us out of New to companies that do not giow, bilhon by the time the estate closes, he said How much on the dollar tinshon, Mi Webb pointed out "If Hampshire,' Mr Leonard said and MEMIC has definite plans to figure represents w11 depend on the final total of allowed claims The Mis-this were a regular insurance com- FiI st, they lobbied Maine lawmak- expand into other neighboring Soull court has seta March 15 cutoffdate for the remaming claimspany, that would seem to be a rea- ers and then insurance regulators states he added The cost of administenng the reeivership since Transit's 1985 insolven-
sonable and prudent growth in New Hampshire Although op- With the stock market perform- cy will total about $340 milhon by the time the estate is wound up, Mrpath," Mr Webb said "But it's not ponents argued that MEMIC pos- ing badly and interest rates down, Owen said
a Iegulai insuiance company " sesses unfair advantages, Mr diversification into other states

State tunds expanding across Leonaid said lt does not receive provides compensation funds with
their home-state borders, 01 into favorable tax status and operates a way to earn returns on their pol- Briefly noted
other lines of coverage, compete like any othel insuier However, leyholder surplus, Mr Summer- Reliance Group Holdings Inc. is stll working wlth regulatons to formu-,on an "unlevel playing field," the AIA, in opposing MEMIC's ex- hays said late a reorganization plan, the troubled Insurer announced last week Sep-agieed Paul Mattera, senior vp pansion into New Hampshire, ar- We need to deploy our surplus arately, Rehance won the continuance until Jan 30 of a nestraming orderand chief public affairs officer foi gued that MEMIC amassed a $120 like any other carrier," he said on bdhonam mvestor Carl Icahn's tender offer for $40 milhon of RehanceLibeity Mutual Insuiance Co in million surplus in part because lt "As prudent managers, we need to debt The Financial Accounting Standards Board voted last week toBoston Such funds were created is subject to a different rate ap- maximize our investment in- eliminate the pooling method of accounting for busmess combmations, in-to provide covetage in a single proval plocess than are other in- come " cludlng mergers and acquisitions FASB plans to issue a final statement mstate to entities the private market surers He e>.pects other compensation June, after which the purchase method of accounting wlll be required forcould not insure Therefore, they In the end, MEMIC's opponents funds will follow a similar path of all business combinations Both methods have been used m the insurance
receive favorable tax status and "lost, lost badly and got creamed," pnvatizing and expanding beyond industry P. Richard Hackenburg has been named president and chief ex-often other advantages, such as Mr Leonard said theiI state bordei s ecutlve officer of Wlms North Amenca Inc 's St Louis office Mr Hacken-
exemptions from state regulations MEMIC also provides coverage For those companies to be vi- burg returns to Wilhs after spending the past three years with vanous unltsgovernlng msuret mvestments, he in otha states through a fronting able over the long haul, they have of XL Capital Ltd Before loming XL, Mr Hackenburg served as presidentnoted arrangement By using paper pro- to do the same thing any prudent and chief operating officer of Willts' Advanced Risk Management ServicesInsurer political opposition to vided by Fairfield Insurance Co , insurance company would dc," he division and chairman of Wilhs Risk Solubons' North Amencan opera-residual market writers expanding MEMIC writes about $5 million in said tions The Supreme Court agreed to review the right of employer-provid-beyond then home states can be annual premiums for Maine em- That strategy might make sense ed health plans to sue to recover benefits from participants who receiveintense, said John Leonard, piesl- ployers who have expanded their when the insurance market 15 Sta- payment for the same health care services from a third party Both the tnaldent and CEO of Maine Employers business into other states, Mr ble, the AIA's Mr Webb said But Judge and the 9th U S Circuit Court of Appeals had ruled in Great-WestMutual Insurance Co MEMIC 15 a Leonard said Fairfield, based in he questions whether lt lS appro- L,fe & Annutty Insurance Co us Janette Knudson that plans had no suchprivate company created in 1993 Stamford, Conn, is a unit of Gen- priate public policy, because the nght of subrogatton under the Employee Rebrement Income Security Actas the insurer of last resort for eral Reinsurance Corp, which strategy essentially turns state
Maine businesses This is the second time in recent months the high court has agreed to reviewreinsures MEMIC's business funds Into the same kind of entity such a case, but the earlier case, Reynolds Metats Co vs Robert Elas, wasIt encountered lierce opposition Such growth is essential to that they wei e created to serve as settled before the justices heard arguments m the matter
from the AIA and Liberty Mutual MEMIC and other funds so they a hedge against

------i--i.
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 CAT LOSSES LIGHT IN 2000 fnsurers sus- market in 1997 The Madison, N.J -based ago, came to an end last Tuesday Under state ness, marks Boston-based Liberty Mutual's
tamed lighter-than-average catastrophe losses company, which exhausted ttS law, Louisiana policyholders have one year to ftrst venture in con-
in 2000, the Property Claim Services unit of the insurance coverage in early ftle property damage claims Acting Louisiana tinental Europe
Insurance Services Office Inc reported last litigation related to the Insurance Commissioner Robert Wooley an- The unit, which will
week In fact, 2000's estimated $43 billion in diet drugs, has taken nounced last Monday that he had determined, be renamed Liberty
catastrophe claims was the second lowest in charges totaling $12 25 m response to a request by the New Orleans Seguros, had gross
the past 10 years The year was noteworthy m billtonto cover litigation City Council, that the Insurance Department premiums of $74 2 HE
that insurers managed to escape significant costs. AHP removed the has no authority to extend the deadhne or alter miltion m the first
hurricane losses· No major storms made land- two drugs from the mar- the terms of a contract between an insurer and nine months of ARTFORD
fall m the continental United States last year ket when studies mdicated policyholder, provided that contract complies 2000 The sale also FINANCIAL SERVICES

According to New York-based PCS, insurers they caused heart valve dam- with state law The haistorm pounded the area marks Hartford's
paid about 14 million claims stemming from age in users The company settled a class-ac- on Jan 23,2000, requiting extensive repairs to exit from the Euro-
24 catastrophes last year PCS deftnes a catas- tion suit over the drugs in 1999 valued at homes, businesses and vehicles As of last pean msurance market, but the insurer still has
trophe as an event that causes at least $25 md- $375 bilhon and took a $475 billion charge week, five insurers, representing 60% of the reinsurance offices in several European cities
lion in insured property damage and affects a to cover the costs of the settlement along with Louisiana's property and automobile insurance Hartford, Conn -based Hartford will now fo-
signiflcant number of policyholders and msur- all suits brought by people who elected not to market, had reported a total of 42,203 home- cus its international operations on asset accu-
ers Texas suffered the most-about $1.2 bil- participate in the settlement AHP now says the owners claims The hve said they had received mulation business m Latin America and Asia, a
hon-m terms of catastrophe losses Louisiana additional money will be enough to cover the a total of 37,513 auto claims The insurers are company statement said
ranked second, with $523 million, and South costs of all future suits Involving the two drugs, Allstate Corp., Farm Bureau Mutual Insurance
Carolina, third, with $204 milhon in insured noting that 80% of the suits brought by people Co, Progressive Insurance Co, State Farm  BRIEFLY NOTED Robert J. Genader, formerly
property losses who opted out of the class-action settlement Group and USAA Group vice chairman of financial guarantee insurer

have been settled The charge will force Amert- Ambac Financial Group Inc , has been promot-
I ST.PAUL PROm£ REVENUES RISE The St paul can Home to post a $901 million loss for the  SAFECO PROFITS DOWN SAFECO Corp re- ed to the post of president and chief operating
Cos Inc has reported both top- and bottom- year after taxes The company said no future ported $114 6 milhon in net Income for 2000, officer Mr Genader was also named a mem-
Ime growth for 2000 Total revenues for the St charges are anticipated a 546% declme from 1999. Operating in- berof the board of directors of the New York-
Paul, Minn -based Insurer were $8 61 bilhon in come, excluding realized gams from mvest- based insurer In addition, Chief Financial Ofh-
2000, a 13 7% Increase from 1999, net income I GALLAGHER POSTS GAINS Arthur J Gal- ments, totaled $24 2 million-an 862% drop cer Frank J Bivona, formerly executive vp, has
rose 19 1% to $993 5 million Aftertax operat- lagher & Co posted total revenues of nearly been promoted to the post of vice

ing earnings dipped $740 6 milhon in 2000, a 12 8% increase over SAFECO® chairman. . Robert W. Patin has been named

' shghtly m 2000, how- the company's 1999 revenues. Net earnings for chief executive officer of the CNA Life and

ever. to $6255 mil- the 12-month period  - CNA Healthcare & Benehts unlts of Chicago-

Thestkul lion, a 1.7% decrease endlng Dec 31 from 1999 For the fourth quarter, the insurer based CNA Financial Corp Previously, Mr
from the prior year were nearly reported a 77 1 % dechne in net income, to Patm was chairman and CEO of the Insurance
St. Paul attributed the $878 million, up $10 2 million It posted a $96 mtlhon operat- holding company Washington National
decline largely to an 24 9% over ing loss for the period, compared to a $30.6 Corp The New York State Insurance De-
increase in the effec- 1999's net earn- million profit for the same period a year ago. partment has flned health insurer Kaiser Perma-

tive tax rate for 2000, and noted that pretax ings For the fourth SAFECO's largest operating umt, the Property nente $1 milhon for violations of New York's
operating earnings for the year Increased 5 8% quarter of 2000, total revenues for the broker & Casualty Cos., posted a $105 4 mllhon pre- "prompt payment" regulations, which impose
to $845 9 mllhon St Paul's net written premi- were up 15 5% over the same period in 1999, tax operating loss for the year, excluding real- a 45-day deadhne for claims payments or a 30-
ums increased 15.1% over last year's level, to to nearly $208 5 million Fourth-quarter net ized gains from investments, compared with a day deadline for denial of claims or a request
$588 billion For the quarter ending Dec 31, earnings were nearly $24 0 million in 2000, a $51 8 million profit in 1999. Fourth-quarter for more information. The flne also relates to
St Paul had $15 billion m net written proper- 26 7% Increase from 1999's fourth-quarter net underwriting losses totaled $149 1 milhon, a accounting and Investment approval regulation
ty/liabdity premiums, a 29% mcrease over the earnings Michael J Cloherty, executive vp of 30 4% worsening from the same period in violations Kaiser, which had operated m New
same period in 1999 The company's overall Itasca, Ill.-based Gallagher, said m a statement, 1999 Citing adverse weather conditions and a York through its Community Health Plans
property/liability insurance combined ratio "The momentum continues in the insurance surety loss, SAFECO said earlier this month unit, exited the region w 1999 m

dropped to 104 8% m 2000 from 107 9% in marketplace toward higher premium rates that it would report an operational loss for the
1999, and the commercial lines group's com- across alllines of coverage, contributing to m- fourth quarter of 2000 Il. To get breakmg news as It occurs, vimt Busi-
bined ratio dropped to 93 9% from 110 6% creased commissions and growth m risk man- ness insurance's Iree online Updates at www.

agement opportunities  HARTFORD SELLS SPANISH UNIT The Hart- businessinsurance.com. All otthe material m the

 FEN-PHEN SUITS PROMPT Blli CHARGE Amen ford Financial Services Group Inc has sold ltS For The Record column, as well as other content
can Home Products Corp has taken an addi- I STORM CLAIMS DEABLINE PASSES A glut of subsidiary m Bilbao, Spam, to Liberty Mutual in this week's issue, is generated from daily

tional charge of $7 50 bdlion to cover future le- insurance claims that has amounted to around Insurance Co for an undisclosed sum The news postings that appeared on the Web site in
gal costs associated with its sale of Redux and $500 million, the result of a hailstorm that purchase of the unit, which does both personal the Brevious week.
Pondimin, two diet drugs removed from the swept through the New Orleans area a year and small and medium-sized commercial busi

Find daily coverage on Corporate Risk, Employee Benefit and Managed Health Care News at www.businessinsurance.com

B/Industry Stock Report JAN. 22, 2001, THROUGH JAN. 26,2001

Weekly Year to date Year to date Weekly Year to date <ear to date Weekly Year to date Yeartodate

BROKERS Price % change % change High Low VoHOOO) Pnce % change % change High Low Vol (000) Pnce % change %change High Low Vol (000)

Aon Corp NYS 3388 265 109 4275 20 69 4249 Harleys.ille Group ADO 2538 -0.73 1325 3.)63 1163 115 Zenith National Ins NYS 2919 286 464 2988 18.75 66

Brown & Broun NYS 34.88 649 436 3588 1563 150 HSB Group Inc NYS 3875 000 000 4063 21 50 0 INSURERS/REINSUAERS AVERAGE 4.07 251

Clark Bardes Holdings NDQ 1138 520 1235 1788 850 17 HCC Insurance Holdings NYS 2306 424 1439 27.19 1094 753

E W Blanch Holdings Inc: NYS 1325 275 2401 6200 1300 486 ING Groep N V NYS 7669 532 429 8394 4681 689 HEALTH MAINTENANCE ORGANIZATIONS

Gallagher Anhur J & Co NYS 2506 1392 21 22 3425 1153 2390 PC Holdings Ud N[)0 2250 286 714 2288 975 376

Hilb Rogal & Hamlion NYS 3413 215 14.42 42 13 25 63 388 Haaord Finance) Se,vices NYS 62.13 530 1204 8000 2938 6657

Kaye Group Inc NDO 1241 5754 6008 1250 500 894 John Hancock Anancial Services NYS 3488 4.89 731 3E 25 1344 7068 Aetna Inc NYS 3919 1019 457 4269 3294 2791

Marsh & McLennan NYS 106 25 699 9 19 13569 70 50 8157 LaSalle Re Holdings Ltd NYS 1888 000 000 1938 1088 0 Health Net Inc NYS 21 88 972 1647 2694 7.63 2909

BROKERS AVERAGE 1334 1.52 NfS 4469 883 555 5638 2263 3621 Humana Inc NYS 1250 1364 1803 1581 4.75 4025
Lincoln Nat,onal

NYS 1656 799 475 23 13 1000 131 Oxford Health Plans N[)0 3375 1538 1456 4275 1206 12453

INSURERS/REINSURERS
MAIC Holdings Inc

Mariel Corp NYS 16750 260 746 8325 11150 75 Paificare Health Sys NDO 2250 3953 5000 7231 9 81 8629

MBM insurance Group NYS 6894 1141 700 75.19 3631 3182 Sierra Health Services NYS 504 723 32 e 825 244 501

ACE Ltd NYS 3844 808 943 4394 1406 5315 Meadmbook Insur Group NYS 663 702 1846 838 394 20 Unted Heal*Group NYS 5981 1600 255 6344 23.19 9867

Accel International Corp NDO 020 1304 8264 1.13 0.10 0 Mett_lfe NYS 3288 584 -6.07 3663 1425 15415 We[Ipotnt Health Networks NYS 9881 11.18 1426 12150 5694 3641

Acceptance Insurance Cos NYS 538 000 238 694 275 51 Mutual Risk Mgmt Ud NYS 1338 647 1193 2375 1231 1579 HMOs AVERAGE 16.10 240

AEGON N V NYS 3850 694 709 49.13 3150 714 Navigators Group NDO 1338 288 047 14.13 863 89

AFLAC Inc NYS 6200 937 1411 7494 3356 6266 NYMagtc Inc NYS 1781 104 663 1925 1225 2 ALLCOMPANIES 11.17 454

Al#nerica Fgwlcial Corp NYS 6075 253 1621 7425 3506 1158 Ohio Casualty Corp NOO 1094 542 938 1788 6.13 962

Allstate Corp NYS 37.88 899 1306 44.75 17.19 12905 Old Republic Inn NYS 2844 808 11.13 3206 1063 2196

Arnbac Anancial Group NYS 5425 1527 497 5831 2591 5561 Panner Re Ud NYS 5000 -037 1803 6250 2838 4417

Arnencan Financial Group NYS 2638 848 -071 2900 1838 1077 Penn-Amenca Group Inc Mrs 788 328 328 975 663 9

Anler,can General NYS 76.75 302 583 8344 45 63 4344 PMA Capital Corp NDO 1794 1 71 399 2006 15.19 60

Amencan Intl Group NYS 87.75 4.31 1097 10375 5238 25308 Ph,ladelph,a Cons Holding N[)0 2675 288 1336 31.25 14.13 222

Allencan Safety Insurance NYS 650 612 6.12 738 325 165 PXRE Corp NYS 1725 415 222 1756 11.75 313 Bi Insurance Index
Argonaut Group N[)0 19.75 194 695 21.25 1444 153 ReliaStar Ananc,al Corp NfS 5394 000 000 5394 2375 0

AXA-UAP Group NYS 6838 389 -4.79 8150 58 25 1386 Rena,ssanceRe Holdings Ltd NYS 7400 1004 -551 81 50 35 88 567

Baldwin & Lyons Inc NDO 2475 -876 645 2875 1525 13 RLI Corp INYS 45.75 339 238 4600 2625 95 2,850

Berkley W R Corp NDO 3669 361 2225 4763 1400 2891 St Paul Cos NYS 4831 721 1105 5700 2131 7840 2,800
Berllshre Hathaway Inc NYS 6720000 =059 -535 7460000 4080000 1 SCOR NYS 4850 131 -348 53.75 3838 42

2,750 1.LI16 21j--
Capitol Transamenca Corp NAS 1231 000 101 1325 938 107 SAFECO Corp NDO 2425 430 2624 3588 1800 5525

Chubb Corp NYS 7356 710 1496 9025 43 25 5249 SCPIE Holdings Inc NYS 2406 079 1.85 3694 1831 NA 2,700

CIGNACorp NYS 121 25 1073 435 13675 6075 4241 Sibils Bruce Group NDO 088 4000 5556 269 053 55 2,650
Clncinnall F,winat Corp NYS 3694 225 -664 4331 2619 2587 Selective Ins Group N[)C) 2288 -343 567 2588 1463 140

Ct,group NYS 55.19 149 808 5913 35 34 68054 Tolgo Manne & Fire NDO 5031 537 1173 6100 4500 127 2.600

CNA Anancial Corp NYS 3494 164 -984 4194 24 56 935 Torchmark Corp NYS 3575 752 -699 4119 1875 1753 2.550

CNA Surety NYS 13.13 000 7.89 1494 1038 99 Trarsatjantic Holdings NYS 9969 006 584 107.06 6875 68
2,500

EMC Insurance Group Inc NDO 11.75 693 000 1313 681 16 Trer·Mck Group Inc NYS 2450 051 1.26 2713 1200 446

ESG Re Limted NDO 231 000 2542 700 172 24 Unico Amer=Corp N[)0 613 000 426 788 450 2 2,450

Enhance Ananctal Servlces NYS 1306 11.76 1538 1700 8.63 1507 United Fire & Casualty NDO 2300 920 1646 2331 1550 14 2.400
Everest Reinsurance NYS 6200 553 1344 74.75 20.69 2283 UNMn N[)0 3781 1.85 692 4194 27.19 302

2.350

t
Fremnnt General Corp NYS 238 1163 1556 963 150 685 UNUM Corp NYS 2950 2010 9.77 3194 1194 7166

Fronber Insurance Group NYS 0.16 2500 6667 369 006 2772 Vesta Insurance Co HYS 675 270 3333 788 3 44 664 12n 12/8 12nS 12/29 la 1/12 lr19 1/26

Gainsco Inc NYS 394 862 5000 638 219 180 XL Capital Ltd NYS 7963 673 -88- 8925 3900 2605
Base=100 on Dec 29,1978

Top advancing issues Kaye Group Inc, Selbels Bruce Group, PacifiCare Health Systems k Leading dediners Accel International Corp, Fremont General Corp, Balchmn & Lyons Inc Most active Issue Cmgroup The B/Index Increased 42%,the Dow Jones 30 Industnals went up 0 7%, the S&P 500
rose 0 9%, and the NYSE Composite Increased 1 4% Average P/IE Brokers, 21 6, insurers/reinsurers, 288, and HMOs, 15 5

Source CNET investor (investor cnet com) Boulder, Colo
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WonderwhyyourRisk Service Provider hasn't
mentioned their 30 ton driver simulator?
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Because onlyRSKCohas one.

t

Not every Risk Service Provider can actually·

drive up to your company and give your

employees a lesson in safety. Only RSKCo has

a driver simulator that lets up to eight people

who drive for you simultaneously get safety

traimng And the more they learn, the more

you gmn We have a lot of unique solutions

that can help your companv minimize your

nks And if a olution tor your problem

coesn't currently exist, we'l create one This

continued quest is Juu ore more wdy we set

.urselves apart lo find out more abour how we

. c.n help your company, call 1877 222 2165

<% RSKC
DIFFERENT For good reason


