
f

March 12, 2007

1 'fill./*.

sin s
INSURER SUES AMAZON

IN PATENT INFRINGEMENT

COVERAGE BATTLE / PAGE 3

In Brief
Hartford sells book

of medical stop-loss

The Hartford Financial Services

Group Inc. has agreed to sell its
medical stop-loss insurance
business to National Benefit

Resources Inc. The deal includes

about $200 million in stop-loss
premium volume that Hartford
currently provides to more than
800 self-funded employers. NBR
is a unit of UnitedHealth Group
Inc. and underwrites stop-loss
coverage. Terms were not
disclosed.

Express Scripts, CVS
battle for Caremark

The Federal Trade Commission is

seeking information from
Express Scripts Inc. just as the
pharmacy benefit manager is
trying to outbid drugstore chain
CVS Corp. to take over one of its
competitors. The request from
the federal agency that monitors

See IN BRIEF page 34
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Questions linger
over proposed
broker payments
Extm commissions

resemble contingents,
some critics say

By DAVE LENCKUS

The world's three largest brokerages
are not convinced that perfor-
mance-based supplemental com-
missions are any less problematical
than the contingent commissions
they are designed to replace, but the
fourth-largest intermediary has
embraced them.

A growing chorus of critics,
including Joseph Plumeri, chairman
and chief executive officer of Lon-

don-based Willis Group Ltd., is
questioning whether the kind of
supplemental commissions that
two insurers have proposed paying
brokers still may influence brokers
to consider their own interests over

their clients' when placing cover-
age.

Unlike contingent commissions,
which are not paid until brokers
reach certain volume or profit
thresholds with insurers, proposed
supplemental commissions would
compensate brokers based on their

past performance with insurers and
would be calculable for a buyer
before any coverage is placed.

Both Marsh Inc. and Aon Corp.
said they are still reviewing the
structure of the proposed commis-
sions. A spokesman for Chicago-
based Aon said: "We don't want to

do anything that could be perceived
as a conflict of interest by our
dients."

But, J. Patrick Gallagher, presi-
dent and CEO of Arthur J. Gallagher
& Co., says the brokerage has nego-
tiated supplemental commissions
with numerous insurers over the

past year and the fully disclosed
arrangements have not caused any
problems with clients.

Regarding whether those or simi-
lar performance-based commissions
could be perceived as potentially
influencing a broker's behavior, Mr.
Gallagher said: "All conflict of inter-
est is waived through disclosure, in
my opinion."

Mr. Gallagher and brokerage con-
sultants assert that supplemental
commissions are necessary to fairly
compensate brokers that provide
client services on behalf of insurers.

See COMMISSIONS page 33
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Illinois Gov. Rod Blagojevich is the third governor this year to propose reforms
aimed at reducing the number of uninsured.

Illinois joins bandwagon
on health care reform
Business groups slam plan to ecpand covemge

By JOANNE WOJCIK

SPRINGFIELD, 111.-Illinois Gov. Rod

Blagojevich last week became the
third governor in as many months
to propose sweeping health care
reform legislation to vastly reduce
the number of uninsured.

The Illinois governor's plan to
provide coverage to the state's 1.4
million uninsured residents resem-

bles earlier proposals in California
and Pennsylvania.

All the proposals, for example,
would boost the number of people

eligible for state health insurance
premium subsidies; create state
health insurance purchasing pools
to make it easier and less expensive
for the uninsured, and in some cas-
es, small employers, to obtain cov-
erage; and impose fees or assess-
ments on most employers-except
the smallest ones that do not offer

health insurance.

Gov. Blagojevich's proposal,
though, differs from the others in
several ways. Among other things,

See HEALTH CARE page 33

UnitedHealth completes $1.58 restatement
Move seen as key step to resolving options backdatingproblems, but some hurdles remain

By RUPAL PAREKH

MINNETONKA, Minn.-Embattled

health insurer UnitedHealth Group
Inc. is making headway in moving

5;7nT; Entire contents copyright © 2007 by Crain Communications Inc. All rights reserved.
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past its stock-option backdating
problems, though it's not out of the
woods, analysts say.

The company's completion last
week of a $1.5 billion restatement

INDEX

Advertiser Index

Business Resources

Commentary
End Page

International

Market Moves

Opinions

Professional MarketPlace

Stocks

33

28

30

35

29

27

8

28

34

was a big step toward recovery from
the backdating scandal that has
plagued the health insurer since last
year, they say. But, the prospect of
future legal battles-with federal
regulators as well as company share-
holders-still leaves a big question
mark.

Minnetonka, Minn.-based Unit-
edHealth's restatement consisted

largely of noncash charges to earn-
ings to fix errors in stock-based
compensation expenses over a 12-
year period ending Dec. 31, 2005.
The cumulative pretax effect of
those errors was a total of $1.53 bil-

lion-in line with the company's
December 2006 estimate of $1.5 bil-

lion to $1.7 billion.

The only cash payment the
company will record is approxi-
mately $100 million for additional
corporate income taxes due for his-
torical periods, and a charge of $55
million in the first quarter of 2007
for a settlement with the Internal

Revenue Service relating to employ-
ees who exercised certain options in
2006.

As part of the restatement, Unit-
edHealth posted higher 2006 earn-
ings; net income grew 35% to $4.16
billion from $3.08 billion in 2005,
which the company said in a state-

See UNITEDHEALTH page 32
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Wi- your capital continue to
support your hea-thcare strategy?

The healthcare sector enjoyed another year

of solid underwriting performance but new
pressures on capital adequacy are looming.
Rating agencies' changes to capital adequacy
models and exposure to broader systemic
losses create new challenges in this industry.

To meet these challenges, you'll need to
understand evolving capital requirements
and analyze available underwriting strategies
and capital options. To learn how to ensure
that your capital supports your healthcare
strategy, visit www.aon.com/ask.

Download our full perspective at
www.aon.com/ask
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World captive domiciles
profiled on B/.com
New this year, Business insur-
anc€s exclusive and comprehen-
sive database of captive domicile
information is available online.
Readers will find all the informa-

tion they are used to seeing in
print-including data on capital
and surplus, fees, taxes and laws-
at www.Businesslnsurance.com/
captives. For more information
about Bfs directories, go to
www.Businesslnsurance.com/
directories.

ONLINE EXECUTIVE FORUM™

Upcoming B/ webinar
to spotlight CDHPs
Join Meredith Baratz, vp-market
solution in New York for Definity
- Health Inc., and

1 other panelists
on March 20 as
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the free Online
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ForumTM

webcast "Mapping Consumer-
Driven Health Care." Register at
www.Businesslnsurance.com/
webinars for this free event.

QUESTIONS & ANSWERS

Deutsche Post exec finds

good fit with captives
Business insurance adds to its

series of in-depth interviews of
industry leaders with Bill
Fitzpatrick, vp-risk benefits,
corporate insurance and risk
management for Deutsche Post
World Net. See his interview on
page 26 as well as online at www.
Businesslnsurance.com/QandA.
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House likely to act on TRIA extension in April
Support growing for
expansion of losses
progmm would cover

By RUPAL PAREKH

SUNSET?: The
Bush administra-

tion remains

opposed to a per-
manent federal
terrorism back-

stop. Page 31.

NEW YORK-Congress should elimi-
nate the distinction between acts of

terrorism committed by foreign and
domestic terrorists under a renewed

federal terrorism insurance pro-
gram, witnesses said last
week at a hearing of the
House Financial Services

Subcommittee on Capital
Markets, Insurance and
Government Sponsored
Enterprises.

The field hearing, held
at New York City Hall
near the World Trade Center site,
came shortly after a Senate Banking,
Housing and Urban Affairs Com-
mittee hearing about the terrorism
backstop earlier this month (BI,

March 5).
Witnesses also stressed that the

bill should steer dear of temporary

Diabetes affects around

20.8 million U.S.

residents,

solutions, and institute a long-
term-if not permanent-program
to replace the backstop created by
the Terrorism Risk and Insurance

Act. TRIA was originally passed in
2002, extended for two years in
2005, and is set to expire on Dec.
31.

Meanwhile, House lawmakers
indicated last week that legislation
to extend-and likely expand-
TRIA could be ready as early as next
month.

In testimony, New York
Mayor Michael Bloomberg
said that TRIA should not
discern between acts of ter-
rorism carried out by for-
eign or domestic interests;
this distinction becomes

complicated when a

domestic group contains at
least one member from another

country, or maintains contact with
other terrorism groups, he said. He
noted the 2005 attacks on London's

mass transit system-carried out by
British citizens--as an example of
the type of event that would be
excluded under the current version

and another 54 million

are considered

prediabetic

Diabetes complicates
accommodation efforts
Nature of disease
muddles application
of ADA, FMLA

By JUDY GREENWALD

3 Employers with workers who suffer
from diabetes not only have poten-
tially daunting health care costs to
consider but a host of legal require-
ments with which they must com-
ply, including those raised by the
Americans with Disabilities Act and

the Family Medical Leave Act,
observers say.

An estimated 20.8 million U.S.

1 residents are diabetic, with 54 mil-
r lion considered prediabetic, accord-

ing to the U.S. Centers for Disease
i Control and Prevention. With

g about 1.5 million new cases diag-
2 nosed a year, diabetes is an issue

likely to confront employers more
frequently in the coming years.

Management at any given com-
pany likely is unaware in the vast
majority of cases if an employee is
diabetic "because they're simply
putting in a day's work and doing it
well," said John W. Griffin Jr., an
attorney with Marek, Griffin &
Knaupp in Victoria, Texas, who is
chairman of the American Diabetes
Assn.'s legal advocacy subcommit-
tee and a diabetic himself.

When the disease does become

an issue, two primary laws that
come into play are the ADA and the
FMLA (see story, page 32).

The ADA protects workers consid-
ered to have a physical or mental
impairment that substantially limits
one or more major life activities.
The law requires employers to make

See DIABETES page 32
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of TRIA if a similar attack occurred
in the United States.

In addition, terrorism coverage
for only conventional types of
weapons such as explosives is insuf-
ficient, and TRIA should be expand-
ed to respond to all possible kinds
of attacks, Mayor Bloomberg said.
"We must not only be prepared for
yesterday's attack," he said.

ZUMA PRESS

Sen. Charles Schumer, D-N.Y., in
his testimony outlined four major
points for lawmakers to consider in
drafting a new TRIA bill, including
that the new version should pro-
vide coverage for nuclear, biologi-
cal, chemical and radiological
threats (see box).

See TRIA page 31

Insurer sues Amazon

to restrict cove rage
Says it won't cover patent infringement losses

By MARK A. HOFMANN stonewalling, Amazon's intent is
clear-Amazon would rather take

IBM's property unlawfully than pay
for its use. This lawsuit seeks to stop
Amazon's taking of IBM's property
without payment."

Last month, IBM filed an amend-
ed suit that added a series of Ama-
zon domestic and international
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Online retailer Amazon.com is embroiled in a
patent infringement dispute with IBM.

TYLER, Texas-A patent infringe-
ment case involving two of the
world's most recognized compa-
nies-International Business

Machines Corp. and Amazon.com
Inc.-has now become an insurance

coverage dispute as well.
That's because earli-

er this month, New
York-based Atlantic

Mutual Insurance Co.

asked the U.S. District ' " -'
Court for the Eastern
District of Texas in #imma-*fa
Tyler to absolve it from ;Movies

Books, Music &

responsibility for cov-  aVHS
ering Amazon.com's ; Magak,es &

Newspapelslosses if it should be 1 14:sk

found responsible for I Te,wooks
infringing on a series of i Kt;Z{t°
patents on IBM tech-
nology. Atlantic Mutu-
al had issued three

commercial general liability policies
to Amazon.com during the late
19905 that Amazon sought to tap
for defense and other costs.

According to court papers, IBM
sued Amazon on Oct. 23, 2006, in
U.S. District Court for the Eastern
District of Texas in both the courts

in Lufkin and Tyler, alleging that
"Amazon has built its business

model on the use of IBM patents,
knowing its business was covered
by and infringing IBM's patents.
Amazon, moreover, has ignored
IBM's repeated demands that Ama-
zon either pay for the use of Ama-
zon's IBM's property or stop taking
the property for Amazon's own use.
Indeed, after four years of

subsidiaries as defendants.

The action seeks compensatory
damages for patent infringement,
lawyers' fees and court costs and
"increased damages of up to three
times the amount of compensatory
damages found."

On March 2, Atlantic Mutual
filed a complaint for declaratory
relief in the Tyler court. In its com-
plaint, Atlantic Mutual said that it
had issued three commercial gener-
al liability policies to Amazon.com
covering the periods May 15, 1997,
to May 15, 1998; May 15, 1998, to
May 15, 1999; and May 15, 1999 to
May 15, 2000. The policies held

See AMAZON page 34
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Cat bond activity spikes in 2006
Big hurricane losses
drive record year for
capital markets deals

By JUDY GREENWALD

A record total of $4.69 billion in

new catastrophe bonds were issued
in 2006, a 136% increase from
2005's record performance of $1.99
billion, a study shows.

The report, produced by New
York-based reinsurance intermedi-

ary Guy Carpenter & Co. L.L.C. and
affiliate MMC Securities Corp.,

notes that 20 transactions were

completed by 15 sponsors in 2006,
double the 10 completed in 2005.

Christopher McGhee, MMC
Securities managing director and
head of Guy Carpenter's invest-
ment banking specialty practice,
said in a statement that the growth
in the 2006 cat bond market was

driven by a tightening in capadty,
increased costs in the traditional
market and cat model changes, all
of which were the result of the 2004
and 2005 storms.

"Given the lack of U.S. hurricane
activity in 2006, it is unclear
whether the market momentum

REUTERS

Rates for catastrophe-exposed properties have not eased from the levels
reached after a series of hurricanes wreaked havoc in 2005.

Cat market still tight
despite added capacity
Though casualty mtes
continue to soften,
surplus lines execs say

By ROBERTO CENICEROS

INDIAN WELLS, Calif.-Some com-
mercial accounts renewing property
coverage in catastrophe-prone
regions in the United States have
seen increases in available capacity,
say surplus lines insurers and
wholesale brokers.

Although increased capacity
points to a slight easing of the post-
Hurricane Katrina crunch for wind-
and earthquake-exposed properties,
insurers are likely to remain very
selective in providing additional
capacity, say the brokers and insur-
ers attending the National Assn. of
Professional Surplus Lines Offices'
21st annual Mid-Year Educational
Workshop.

And prices for wind- and earth-
quake-exposed property have not
eased from their post-2005 levels
even though more capacity may
be available for some accounts,
NAPSLO members said.

On the casualty side, meanwhile,
the surplus lines industry is facing
growing competition from standard
insurers looking to write more busi-
ness-which points to continued
declines in casualty rates.

Some standard-market insurers,
who six months ago would only

write casualty business that pro-
duced at least $100,000, are now
writing accounts that generate as
little as $15,000 in annual premi-
ums, said Alan J. Kaufman, chair-
man, president and chief executive
officer for Bums & Wilcox Ltd., a
managing general agent and surplus
lines broker in Farmington Hills,
Mich.

Overall, insurance capacity
remains tight for coverage of catas-
trophe-exposed properties, NAPSLO
members said. The exposed values
are typically large and geographical-
ly concentrated and rating agencies
continue to demand that insurers
reduce their exposures or boost
their capital.

"For those reasons, brokers and
buyers probably should not expect
material changes in pricing trends,"
said David A. Jordan, senior vp and
chief operating officer for Risk Spe-
cialists Companies Inc., a surplus
lines brokerage that places coverage
for Lexington Insurance Co., a
Boston-based unit of American
International Group Inc.

Others disagree, induding some
buyers with policies that allow
them to cancel coverage midterm,
said Glenn Hargrove, president and
CEO of Crump Insurance Services
Inc. in Dallas. Buyers are taking
advantage of the ability to cancel
and planning to purchase new poli-
des at a lower rate before the next

See CAT LOSSES page 30

will continue into 2007," he said.
"What is clear, however, is that cap-
ital markets will continue to play an
increasingly important role in risk
transfer."

Since 1997, the first year in which
multiple transactions occurred, 89
catastrophe bonds have been
issued, with total risk limits of
$15.35 billion.

At year end, there was $8.48 bil-
lion of bond principal outstanding,
a 74% increase from 2005's year-
end total of $4.9 billion.

According to the report, 2006

See CAT BONDS page 31

BONDS BOOM

Risk capital in cat bonds by year; figures in millions of dollars
$5,000

4,000

3,nAn

2,OOO $1,991.1
51,729.8

$1,139.0 $1,219.5 .  $1142.8 
1,000 _$846.1 $984.8 - : $966.9

:633.0 -I Il

0,1 lili 11111Ht-lil

54,693.4

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Within any single year, takdowns from shelfojferings are consolidated and considered as
one tmnsaction.

Source: Guy Carpenter 6 Co. L.L.C. /MMC Securities Corp.

Calls for antitrust change get louder
Senate Judiciary chairman says insurer exemption permits abuses

By MARK A. HOFMANN

WASHINGTON-The chairman of
the Senate Judiciary Committee will
push ahead with his effort to strip
insurers of the limited immunity
from federal antitrust laws that they
currently enjoy under the McCar-
ran-Ferguson Act.

During a brief March 7 hearing
regarding the McCarran-Ferguson
Act, Judiciary Committee Chairman
Patrick Leahy, D-Vt., said the
"potential for insurance industry
abuse became clear on the Gulf
Coast in the wake of Hurricane Kat-
rina."

"The bottom line is, right now we
do not know what anti-competitive
acts insurers may be engaging in
because the antitrust immunity
insurers enjoy acts as a curtain that
hides their activity from federal

Sen. Leahy

.14.. zr. 1
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antitrust authorities," said Sen.
Leahy, who is among sponsors of
the Insurance Industry Competi-
tion Act that would repeal the limit-
ed antitrust exemption.

Witnesses, including Sen. Trent
Lott, R-Miss., told the committee of

what they regarded as unfair insurer
practices following Hurricane Katri-
na. Sen. Lott is cosponsoring the
antitrust exemption repeal bill.

But Marc Racicot, president of the
Washington-based American Insur-
ance Assn., told the committee that
repealing the exemption would
replace the current regulatory sys-
tem with "an uncertain system that
that adds another layer of federal
antitrust enforcement on top of the
state regulatory and antitrust struc-
ture."

The result would harm con-
sumers, Mr. Racicot said.

Some observers have said that the
loss of the limited exemption could
have a broad impact, reducing
insurers' ability to exchange infor-
mation and potentially preclude
them from moving into new lines
(BI, Feb. 26).

Starr committee clears Greenberg
Independent panel
sees no violanon in

estate asset sale

By RUPAL PAREKH

NEW YORK-C.V. Starr & Co. Chair-
man and Chief Executive Officer
Maurice R. Greenberg last week
was deared of wrongdoing by an
independent body investigating
accusations that he and other
executors of the estate of Cornelius
Vander Starr breached their fiducia-
ry duties in a decades-old sale of cer-
tain assets.

In 2005, then-New York Attorney
General Eliot Spitzer outlined the
allegations against Mr. Greenberg
and three other Starr estate execu-
tors in a 26-page report that focused
on three transactions done from
1969 to 1970.

In each transaction, Mr. Spitzer
alleged, the executors breached
their fiduciary duties to the Starr
estate-and to the New York-based

Starr Foundation-by selling assets

of the estate "for far less than their
actual value." Mr. Spitzer's report
stated that that the

executors improperly
enriched themselves

through the deals
and deprived Starr
Foundation of assets -*S

that would now be
worth more than $6

billion (BI, Dec. 19,
2005).

In addition, Mr.
Spitzer sent a letter to
Florence A. Davis,
president of the New
York-based charity
foundation that was Mr. Greenberg

formed by Mr. Starr,
urging her to take action regarding
the allegedly suspect transactions.

An independent Starr Foundation
committee commenced on Jan. 31,
2006, to investigate the attorney
general's daims.

Results of that review were pub-
lished in a 174-page report released
last week, which found that Mr.
Greenberg and the other executors
"acted in good faith and prudently

performed their duties, and that
there is no basis for the (attorney

general) report's con-
tention to the con-

trary."
Given the findings

of the review, "the
independent commit-
tee does not consider it

appropriate to pursue
the litigation remedies
suggested or to recon-
stitute the founda-
tion's board of direc-
tors or structure," the
report stated.

Mr. Spitzer had sug-
gested that the founda-
tion attempt to recover

its allegedly lost assets in court,
among other things.

A spokesman for New York Attor-
ney General Andrew Cuomo said,
"This office is not surprised that a
foundation controlled by Mr.
Greenberg has issued a report
attempting to absolve him of
wrongdoing."

Founded in 1955, Starr Founda-
tion has $3.3 billion in assets.
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GAO reports says
plans should receive
routine inspections

By DOUG HALONEN

WASHINGTON-Labor Department
investigators should conduct rou-
tine examinations to ensure pen-
sion plans are complying with fed-
eral regulations, according to a
report by the Government Account-
ability Office.

Currently, the Employee Benefits
Security Administration, the

Department of Labor's enforcement
agency, launches investigations
chiefly for complaints alleging
wrongdoing.

The GAO report, released Feb. 20,
recommended that EBSA supple-
ment its current enforcement pro-
gram with the same sort of routine
compliance examinations used by
other federal agencies, including
the Internal Revenue Service and

the Securities and Exchange Com-
mission.

According to the report, EBSA's
failure to roiitinely review the
books, records and internal controls
of benefit plans was "limiting its
ability to detect and deter viola-
tions." ,

Complicating EBSA's mission,
according to the GAO, is a lack of
staff. The enforcement agency has
385 investigators to oversee 3.2 mil-
lion benefits plans, a ratio of
1:8,000. The SEC, in comparison,
has 1,953 examiners and investiga-
tors to oversee 17,337 entities under
its jurisdiction, a 1:9 ratio, accord-
ing to the GAO.

"Given the ratio of employee
benefit plans to investigators,
EBSA's limited presence may create
an incentive for fiduciaries or plan
sponsors to take compliance light-
ly," the report said.

But in a Dec. 19, 2006, letter of
response attached to the GAO
report, Bradford P. Campbell, acting
assistant secretary of labor-who
reviewed the report before it was
released-said EBSA officials dis-

agreed that a compliance examina-
tion program would provide a big-
ger deterrent than the agency's
existing enforcement efforts.

Limited resources

"Given the size of the plan uni-
verse that the agency oversees rela-
tive to its number of investigators,
EBSA has focused its available

resources on investigations that we
believe will most likely result in the
deterrence, detection and correc-
tion of ERISA fiduciary violations,"
Mr. Campbell said.

Plan sponsors would also balk at a
new inspection program, according
to Eric Keller, an ERISA attorney
with Paul, Hastings, Janofsky &
Walker L.L.P., Washington. "Any
audit is not an event that a client

looks forward to," Mr. Keller said.
Along with conducting compli-

ance examinations, the GAO report
recommended EBSA "take appropri-
ate steps" to reduce the number of

investigators it is losing.
The report said 52, or 11.2%, c

2005, with 34 of those leaving t;
work outside the government. 1
said the attrition rate for investiga
tors for all other federal agencie
that same year was 5.296.

Also in its report, the GAO re(

a law to make it easier for the Labo

Department to waive civil penaltie
against plan fiduciaries for viole'
tions "in instances where doing d
would facilitate the restoration c

The enforcement agency has
385 investigators to oversee"
3.2 million benefits plans, a
ratio of 1:8,000. The SEC, in f
comparison, has 1,953
examiners and investigators ,
to oversee 17,337 entities

under its /*wt< a 1:9
ratio, according to the GAO. '

plan assets." ,
It also urged the EBSA to taki

additional steps to better coordinat,
enforcement efforts with the SEC. |

Among the impediments to EBS/
enforcement, according to thi
report, is that plan sponsors hav,
up to 285 days to file their annua
Form 5500 reports. Along witI
additional delays associated witl
department processing of the form,
and other factors, EBSA investiga
tors can be forced to rely on dat:
that's two or more years old.

"Because of these delays, fiducia
ries may have more time to misap'
propriate plan assets, causing ham
to participants for long period
before violations are identified," th,
report said.

GAO said the EBSA had mad,

some improvements in its enforce
ment program since 2002, wher'
the GAO last examined the agency'program for Congress.

"Yet despite these improvements'
EBSA's ability to protect plan partic'
ipants against the misuse of pensior'
plan assets is stilllimited because it:'
enforcement approach is not a:
comprehensive as those of othe
federal agencies and generalll
focuses only on what it derives frord
its investigations," GAO said. |

"While it has employed somi
proactive measures such as comput,
erized targeting of pension plar
documents, EBSA remains largel
reactive in its enforcemen
approach, thus potentially missins
opportunities to address problem:
before trends of non-complianci
are well established," according td
the report.

Doug Halonen is a reporter 102
Pensions & Investments, a sister publi
cation of Business Insurance.
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Yes, there's an Excess Casualty insurer that's as responsible as you are.

Of all the reasons Liberty International Underwriters has become a leading specialty lines insurer, what truly sets us apart

is our instinct to do the right thing. We meet your needs quickly, consistently, and responsibly. Together, we can provide the best

products for your clients. We don't just value our relationship with you. We work at it.

For specific information about the types of risk we write, visit libertyiu.com/excesscasualty. Liberty Mutual is rated A by A.M. Best.
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OPINIONS
Antitrust laws change '
won't solve daims woes
WE'RE NO FANS of paramount state insurance regulation, and we
haven't been big defenders of the McCarran-Ferguson Act that
grants states primary responsibility for insurance regulation. In fact,
we've supported the idea of an optional federal charter for insurers
and producers for years.

That said, we urge lawmakers who want to repeal McCarran-Fer-
guson's grant to insurers of limited immunity from federal antitrust
laws to proceed with extreme caution. While we can understand the
frustration their constituents along the Gulf Coast have felt about
how some daims stemming from Hurricane Katrina have been han-
dled, we're at a loss to see how repeal of McCarran-Ferguson would
improve that particular situation.

Sonne lawmakers

who favor repeal make
it clear that their ire is We urge lawmakers to
directed primarily at
large personal lines proceed with extreme
insurers. Yet repeal of
the limited exemption caution.
appears likely to harm
small, single-state or
regional insurers rather
than national companies. The result could be a greater concentra-
tion of market share among fewer insurers. It's hard to see how less
choice would work to consumers' advantage.

In fact, it's hard to see how a change in antitrust laws would
improve claims-handling practices. The primary argument for state
regulation is that states can enforce consumer protections more
effectively than any federal regulator could. Complaints about
claims-handling practices, or nonpayment of legitimate claims,
strike us as the ultimate insurance consumer protection issue rather
than a matter of antitrust law.

Repeal of McCarran-Ferguson is a fair issue for congressional
debate. The question of whether a 62-year-old law is the best way to
regulate insurance in an increasingly international marketplace
deserves consideration. But we believe that debate shouldn't be driv-
en by an issue that has little to do with the antitrust exemption.

Greater transparency
needed in pension fees
IT ISN'T OFrEN that we agree with Rep. George Miller, D-Calif., who
chairs the House Education and Labor Committee.

But in calling for greater transparency of defined contribution
plan fees paid by participants, Rep. Miller is right on target.

Participants have plowed tens of billions of dollars into these
plans, which are chiefly 401(10 plans. Yet, in many cases, employers
and plan administrators do not provide readily accessible informa-
tion in an easy-to-understand format showing how much of partic-
ipants' contribution dollars are going to pay for overhead, such as
fees charged by mutual fund providers.

As Rep. Miller puts it, because of weak disclosure rules, employees
aren't in a position to know how much they are paying in fees.

Just as bad, there are no standards that distinguish when a service
provider fee is reasonable and when it is excessive.

There is the temptation to say that this isn't a big deal as the dif-
ference in the fees from one mutual fund provider may be small. But
small differences in fees over a long period of time can result in big
differences in defined contribution plan account balances.

Rep. Miller noted a one percentage point difference in retirement
plan fees can reduce the size of an account balance by nearly 20%.

Defined contribution plan accounts belong to employees and
they have a right to know how much of their money is going to pay
for service providers. This is an area ripe for regulatory guidance and,
failing the prompt action of regulators, legislative intervention.

COMPARISONS
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Perspective articles guidelines
Business Insumnce accepts articles
from experts in commercial jnsur-
ance, risk management and employee
benefits management for publication
in its Perspectives section.

The section is intended to be a
forum for readers' opinions and a
forum for the discussion of technical

topics that do not lend themselves to
news stories.

Therefore, Perspectives articles
should take a point of view, offer
advice and/or explain a technical sub-
ject. They should not present case
studies or promotional information.

To submit an article for the Per-
spectives section:

Send us a letter describing the top-
ic you would like to address. Briefly
describe wha: you want to say in the
artide.

Write us

You will receive ftom us an
acceptance or a refusal of your article
idea.

If accepted, we w-11 respond with
comments and reques: the full article,
which generaily should be no more
than 800 words.n length.

All artides are to x accompanied
by a photograph of the author with a
brief biography.

We will notify you c f any ques-
tions we have about your article and
any substantial editing we think is
necessary.

All authors must assign the copy-
right on the article to EMiness Insur-
ance for publication.

To submit a Perspectives artide
query or to request more information,
send a note to help.Bousinessinsur-
mice.com.

Business lasurance ·*·elcomes letters to the editor. The section is intended zo he a foruir #cr neders' opinions
and contments. Wereservetheright toeditlettersfordarity orspace. Wewianet pubti,F intigr.ed letters.
Please send your ittiers to: Letters to the Editor, Business Insurance, 360 M. Mic,ligan An. Chicago, Ill.
60601-3806; fax: 112-280-3174, e-mail: rcoccia@busir.essinsurance.com

Online Poll at www.businessinsurance.com

Is the Congressional review of insurer claims paying practices
following Hurricane Katrina warranted?

74.20

NEXT WEEK'S POLL: lf the AfcCarmn-Ferguson Aa is repenies£
would commercial insumnce mtes increase, decrease, or star about
the same?
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On August 29,2005 we learned the true definition of risk. Since then, the
insurance industry has led the way in the effort to rebuild a major U.S. city -
New Orleans. And Business /nsurance has been there all along with comprehensive
coverage of the costliest hurricane in U.S. history.

Business /nsurance will bring that same depth and quality of coverage to the
2007 RIMS conference in New Orleans. Before, during and after RIMS, B/'s readers -
your clients and prospects - will rely on us for the news, information, data and analysis
they need about this important gathering of risk managers from around the world.
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Overview: Life insurers turning to  Triple X' facilities
CONTINUED FROM PREVIOUS PAGE

li fe insurance companies, which
entered the captive arena to form
so-called "Triple X" facilities.

Triple X captives, typically sever-
al times larger than the average cap-
tive, are being used to meet reserv·
ing requirements for universal lite
whole life and term life insurance

allowing the sponsors to remove
hundreds of millions of dollars of

reserve liability from their balance
sheets.

In Vermont alone, four Triple X
captives were licensed last year ard
fcur more insurers are discussing
formations, Mr. White said.

SEDGWICK
DETERT, MORAN & ARNC·L[,LLP

Captive growth is more than just
new facilities beinglaunched. It also
involves existing captives taking on
new business lines or increasing risk
retentions. For example, premiums
flo,¥ing through Three Rivers Insur-
ance Co., one of Vermont's oldest
captive insurance companies, near-
ly wipled over the past four years,
rising to about $94 million in 2006,
said Three Rivers President John
Wilson in Burlington.

Coverage expansion

Three Rivers, the captive insur-
ance subsidiary of Pittsburgh-based
aluminum giant Alcoa Inc., has
steadily added business. In 2003, it

began funding benefit risks of non-
U.S. employees, and in 2005 it
began reinsuring group term life
insurance coverage of U.S. employ-
ees. Last year, Three Rivers began
reinsuring certain personal lines
policies purchased by employees
and retirees from several major
commercial insurers.

Mr. Wilson described that last

expansion as a win for the captive
by bringing to it a line of business
that should be profitable and a win
for employees, who in many cases
are receiving coverage at a lower
cost with better terms and condi-

tions compared with what they
could obtain on their own.

Group captive executives say
their programs are growing despite
more competition in the traditional
market.

For example, Santa Cruz, Calif.-
based Nonprofits' Insurance

Alliance of California saw premium
volume and membership rise about
10% last year, said Pamela Davis,
president of NIAC, which has about
5,500 policyholders and $40 mil-
lion in premium volume.

"We grew-soft market notwith-
standing-rather significantly," said
Ms. Davis, who attributed the
growth to factors such as broad cov-
erage forms and superior claims
handling services.

AJSTIN BERMUDA• CH<AGO DALLAS HOUSTON LONDON LOS ANGELES NEW YORK NEWARK ORANGE COUNTY PARIS SAN FRANCISCO ZURICH

ATTORNEYS AT LAW

' Aftiliated office

The integrity of your business is critical to success When
that integrity Is challenged you can rely on Sedgwick With

the expertise of more than 360 attorneys working from 13
global offices we employ legal strategies that have

secured outstanding results for more than 70 years

Jmd i (,In

Sedgwick

SPOTLIGHT

COUNTING CAPTIVES

DOMICILE 2006 2005

Bermuda 989 987* 1

Cayman Islands 740 733 

Vermont 563 542 
British Virgin Islands 383* 380 !

Guernsey 381 382 1
f

Barbados 235 242 i

Luxembourg 208 208 !

Turks & Caicos Islands 169** 166** : 1

Isle of Man 161 165 
Hawaii 160 158

Dublin 154* 154* 4

South Carolina 146 122

Nevada 97 58

Arizona 74 53 |
District of Columbia 70 59

Singapore 60 60

Switzerland 48 48

New York 39 33

Utah 30 15

Bahamas 26 22

Labuan 26* 29* |

Montana 21 13

British Columbia 18 15 5

Georgia 17* 15 
Netherlands Antilles 17 16

Jersey 15 15

Malta 15 8

Gibraltar 14* 14* '

Mauritius 13* 13*

Kentucky 10 6 1

Colorado 8 9

Delaware 65 
U.S. Virgin Islands 6 9* 

' Panama 4 4* 
Illinois 3 3

Tennessee 33 1

Hong Kong 22 i

Arkansas 11,

Guam 1* 1

Kansas 1 1

Oklahoma 1 1

South Dakota 1 1

Maine 0 0

Puerto Rico 0 1

Rhode Island 0 0

»Bl Estimate **Excludes credit life insurers
For the complae mnking of captive domidles
worldwide. see www.Businessinsurance. com.
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Domiciles tweak laws

to increase appeal
Though D. C, Ireland
make major changes
to captive regulations

By RUPAL PAREKH

Domiciles worldwide in the past
year focused on fine-tuning laws
governing captives-to attract more
business and to bolster standards of
captive insurance regulation.

While there have been few major
overhauls of captive laws recently, a
few domiciles, notably the District
of Columbia and Ireland, made fair-
ly significant changes in 2006.

Elsewhere, moves to enhance cor
porate governance and tightening
compliance measures for captives
were common.

"Most of the domiciles are tweak

ing their statutes, rather than
changing them," said Thomas M
Jones, a partner in Chicago with the
law firm of McDermott Will &

Emery L.L.P. Mr. Jones specializes in
captive legal and tax issues.

The District of Columbia is a

domicile currently "at the forefront
of legislative change," with two sig
nificant captive bills now pending,
said Mr. Jones. "They are seeking to
get a competitive advantage by
offering a broader array of options
for structuring captives."

The first bill, known as the Cap
tive Insurance Company Amend
ment Act of 2007, would increase
the types of "inter-cell" transactions
that protected cell captive partici
pants can undertake while retaining
the protections normally afforded
by the facilities.

The effect of that bill, if enacted,
would be to permit two different
cell owners to provide each other
with loans or share some risks,
while remaining legally separate
when facing liabilities, said Dana
Sheppard, associate commissioner
with the District of Columbia's
Department of Insurance, Securities
and Banking. Additionally, the
measure would facilitate the trans

formation of cells into full-fledged
captives and captives becoming
cells, Mr. Sheppard said.

The second piece of legislation
authorizes securitization transac-

tions in hopes of encouraging the
formation of so-called reinsurance

"Triple X" captive facilities, which
offer a way for life insurers to form
reinsurance captives. Both bills were
signed by Washington Mayor Adri-
an M. Fenty late last year and are
awaiting approval by the U.S.
Congress, which must sign off on
such measures.

The Vermont's Department of
Banking, Insurance, Securities and
Health Care Administration is also

in the process of drafting legislation
to, among other things, facilitate
captive involvement in securitiza-
tion arrangements, according to
Kevin Moriarty, assistant general
counsel for the department in
Montpelier.

Another onshore domicile trying
to get a bigger share of the captive
market is Montana, where regula-
tors have drafted legislation to
divert 10% of all captive prernjum
taxes into a fund to be used by the
state auditor's office--which ads as
Montana's insurance and captive
regulator-to market the domidle.

See LEGISLATION page 15

LARGEST MANAGERS OF BERMUDA CAPTIVES
Ranked by gross premium volume, in millions Jfdollars
Manager

Marsh Management Services (Bermudal Etd.
Aon Insurance Managers (Bermuda) Ltd.
International Advisory Services Ltd.

Cedar Management Ltd.

JLT Risk Solutions Management (Bermuda) Ltd.

Liberty Mutual Management (Bermuda) Ltd.
Beecher Carlson (Bermuda)

USA Risk Group (Bermuda) Ltd.

Quest Management Services Ltd.

Source: Bl survey

FLEXIBILITY AND CONTROL

1 a€

c le

e' a ou A w dei e e *inlit>kand.control ou,UiSi*Efited
o e n mo -e, 90 to www.discover-re.ca. Or-call 860.284.2759·

Unbundled ART: captives/deductibles/sirs/fronts

A St. Paul Travelers business

$8,900.0

4,100.0

3,486.0

1,103.4

1,077.8

1,000.0

941.0

579.4

490.0

Premium volume

2006 2005

$7,150.0

5,2000

2,8240

1,055.6

1.1300

1,000.0

1,800.0

446.6

450.0

BUS|neSS InSUranCe March 12,2007113

285

284

183

t4

47

21

26

3

92

Captives
2006 2005

COME TOGETHER.

DISCOVEREI

272

272
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LARGEST MANAGERS IN SINGLE DOMICILE BY PREMIUMS
Ranked by premium volume at year-end 2006 in millions of dollar ,

Marsh Management Services (Bermuda) Ltd. $8,900 ,

Marsh Management Services Inc. (Vermont)

Aon Insurance Managers (Vermont) Inc.

Aon Insurance Managers (Bermuda) Ltd.

International Advisory Services Ltd.

- Source: BI survey

$5,000

$4,200

$4.100

 LARGEST MANAGERS IN SINGLE DOMICILE BY CAPTIVES
1 Ranked by captives managed at year-end 2006

1 Marsh Management Services (Bermuda) Ltd. 289

-

Aon Insurance Managers (Bermuda) Ltd.

Aon Insurance Managers (Guernsey) Ltd.

1 Marsh Management Services Inc. (Vermont)

$3,486 Aon Insurance Managers (Vermont) Inc.

, Source: BI survey
-3 1

284

214

203 

192

SPOTLIGHT

LARGEST PROTECTED CELL MANAGERS
Ranked by cell companies managed

Aon Captive Services Group 48

Marsh-Captive Management Services

HSBC Insurance Management

JLT Risk Solutions Management

Willis Management

Source: BI survey

Ranking

Largest captive managers worldwide
Ranked by captives managed worldwide in 2006

Rank Company/Address

1 Aon Captive Services Group
38/39 Fitzwilliam Square,

Dublin, 2 Ireland

2 Marsh-Captive Management ServicesP.O. Box HM 1826,
Hamilton, HM HX Bermuda

13 Willis Management
1 Lawson Lane, Suite 410,

Burlington, Vt. 05401

114 USA Risk Group
P.O. Box 306,

Montpelier, Vt. 05601

5 International Advisory Services Ltd.44 Church St.,

Hamilton, HM 12 Bermuda

HSBC Insurance Management
8 Canada Square, Level 16,
London, E14 5HO England

Beecher Carlson Holdings Inc.
2002 Summit Blvd., Suite 925,

Atlanta, Ga. 30319

Quest Management Services Ltd.
Skandia International House,

16 Church St., P.O. Box HM 2062,
Hamilton, HM HX Bermuda

AIG Insurance Management Services
175 Water St.,

New York, N.Y. 10038

AMS Insurance Management Services Ltd.

£10 Sea Meadow House, P.O. Box 116,
Road Town, Tortola,

British Virgin Islands

Source: 8/ survey
Researched by Kevin Edison and Karen Tucker

Phone/Fax/Web site

353-1-676-2911
Fax: 353-1-696-2744

www.aon.com

441-292-4402

Fax: 441-297-9780
www.marsh.com

802-658-9466
Fax: 802-658-5520

www.williscaptives.com

800-872-7475

Fax: 802-229-6280
www.usarisk.com

441-295-3688

Fax: 441-295-2584
www.ias.bm

44-207-991-0273

Fax: 44-207-991-4640

www.insurancemanagement.hsbc.com

404-460-1400
Fax: 404-450-1435

www.beechercarlson.com

441-295-2185
Fax: 441-292-1143

www.questgroup.bm

212-458-3451
Fax: 212-458-3434

www.aigcaptives.com

284-494-4078
Fax: 284-494-8589

www.amsbvi.com

CaptivesParent
2006

CaptivesCaptives
Domiciles formed in Total staff2005

2006
Principal officer

Aon Corp. 1,386 1.352 29 70 463 Stephen Cross,
CEO

Marsh & McLennan Andrew D. Carr,
1,120 1,103 31 73 422 chairmanCos. Inc.

-captive management practice

Willis Group
James Girardin,247 240 17 25 113Holdings Ltd.

executive vp

209 177 7 12 48 Gary Osborne,
president

194 183 3 13 105 David Ezekiel,

president/managing director

HSBC Holdings
Peter Walker,

P.LC.
168 146 7 25 68

chief executive

94 93 10 7 61 Tom Golub,
CEO

92 80 1 1 16 Nicholas S. Dove,
president/principal

American

Paul Obolensky,International Group 91 98 10 13 47
Inc. president

AMS Group 88 76 2 0 10 Derek Lloyd,
director/insurance manager

Visit www.businessinsurance.com tor more information and to access the full searchable Directory of Captive Managers.
Business /nsurance now offers the option to purchase the entire online directory as an Excel file or as a PDF.

33

24

18

17 ,
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Legislation: Domiciles opt
to tweak existing statutes

CONTINUED FROM PAGE 13

S.B. 161 would help Montana
compete with other captive dorni-
ciles and bring Montana "to where
we can finally get out and start pro-
moting ourselves like Vermont and
other states," said John Huth, cap-
tive insurance coordinator in the
auditor's office in Helena. The Mon-
tana Captive Insurance Assn. has
endorsed the legislation.

In South Carolina, state Sen. Ger-
ald Malloy, D-Darlington County,
introduced S.B. 0509 late last

month. The legislation would allow
captives domiciled in South Caroll-
na to write primary workers com-
pensation coverage.

Currently, South Carolina allows
captives to write workers comp rein-
surance or to cover the deductible

on large-deductible workers comp
plans, said a spokeswoman for the
South Carolina Department of
Insurance.

Other captive domiciles differ in
their treatment of workers comp
coverage. In Vermont, for example,
captives cannot write direct cover-
age, but they can write excess work-
ers comp policies, according to Mr.
Moriarty. In Eontrast, Hawaii allows
captives domiciled there to write
direct coverage or reinsure workers
comp policies.

European, ohore domiciles
In Europe, regulators in Ireland

last year were the first out of the
blocks to implement the European
Union's reinsurance directive,
which requires reinsurance captives

 to meet minimum guaranty fund
requirements.

Under the new rules, Ireland-
based reinsurance captives must
adhere to a minimum guaranty
fund of €1 million ($1.3 million)

Ireland gets
new regulators
Dublin-based captives are
subject to a new lineup of
regulators this year.

Frank Brosnan-former

deputy head of nonlife insur-
ance supervision at the Irish
Financial Services Regulatory
Authority-held regulatory
authority over captives in the
domicile until his move last

year to a position in banking
supervision at IFSRA.

The role of deputy head of
the IFSRA's insurance supervi-
sion department has now been
split into two separate posi-
tions. Mike Frazer is responsi-
ble for all reinsurance matters,
while Andrew Mawdsley over-
sees insurance-related regula-
tory activities.

Messrs. Frazer and Mawds-

ley report to Patrick Brady,
who was appointed head of
insurance supervision at the
If:SRA last May.

-By Michael Bradford

and meet solvency requirements
tied to premiums and claims.

Regulators in Dublin-in light of
an increasing shift to a risk-based
regulatory approach under the
E.U.'s coming Solvency II direc-
tive-are, however, easing some
restrictions on certain direct-writing
captives, which may eventually be
applied to reinsurance captives as
well.

"For lines that are deemed to be

very low-risk, we are prepared to

See LEGISLATION next page

LARGEST MANAGERS OF CAYMAN CAPTIVES
Ranked by gross premium volume, in millions of dollars

Manager

Marsh Management Services (Cayman) Ltd.
Aon Insurance Managers (Cayman) Ltd.

Kensington Management Group Ltd.
HSBC Financial Services (Cayman) Ltd.

Willis Management (Cayman) Ltd.
USA Risk Group (Cayman) Ltd.

Global Captive Management Ltd.
Artex Risk Solutions (Cayman) Ltd.*

Strategic Risk Solutions (Cayman) Ltd.
Beecher Carlson (Cayman)

*Formerly Fair Winds Captive Management (Cayman) Ltd.
Source: BI survey

J

Premium volume

2006 2005

$1,925.0 $1,940.0

1,690.0 1,600.0

827.0 779.0

778.0 602.0

751.6 825.0

476.2 308.0

400.0 421.7

102.0 92.5

42.7 9.3

18.7 42.5

The Umbrella Hall of Fame.

Population: 1
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The 33,000 people ofTravelers proudly welcome back their classic icon.
Complete with a brand-new stock symbol (TRV) and a new official name: The Travelers Companies, inc.

TRAVELERSJ

2006

183

134

28

102

35

44

83

14

16

9

Captives
2005

186

127

29

93

32

38

79

12

5

9

©2007 The Travelers Companies, Inc. All rights reserved.
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LARGEST MANAGERS OF VERMONT CAPTIVES
Ranked by gross premium volume in millions of dollars

Manager

Marsh Management Services Inc.

Aon Insuranze Managers (Vermont) Inc.

USA Risk Gnup of Vermont Inc.

Willis Manacement (Vermont) Ltd.

58&T Captive Management Co.

AIG Insurance Management Services Inc.

Strategic Risk Solutions (Vermont) Ltd.

HSBC Insurence Management (USA)

Beecher Callson (Vermont)

Artex Risk Solutions Inc. (Vermont)*

*Formerly Arhur 1. Gallagher Captive Services (Vermont)
Source: BI survey

Pre

2006

55,000.0

4,200.0

552.9

530.3

408.6

231.9

139.9

55.0

53.1

51.0

mium volume

2005

$4,300.0

3,900.0

526.5

546.0

407.0

552.4

106.6

20.0

108.0

24.5

2006

1,3

194

36

38

18

33

22

4

8

1

Captives
2005

196

178

33

35

19

32

25

2

8

1

SPOTLIGHT

Legislation: Domiciles opt
to tweak existing statutes

CONTIAUED FROM REVIOUS PAG E

look at tne required solvency mr-
gin there," said Andrew Mawds-ey,
co-deputy head of Ireland's Insu--
ance Supervision Department.

Meanwhile, the Isle of Mar. _s
expected to pass legislation this >rar
to allow the formation of incorFO-
rated cel companies. ICC's-the
first one to write insurance -des

recently approved in Guernsey in
February-are similar to protected
cell companies, but offer added pto-
tection b membe entities in the

2 '< .

Acordia, the national insurance brokerage distinguished by its personal
approach to customer care, has teamed up with Wells Fargo, known for its
wealth of financial products, to form Wells Fargo Insurance Services.

Find out what all this means to you. Visit our Web site at wellsfargois.com.

Commercial Insurance • Employee Benefits • Personal Lines • Administrative Services •

Wells Fargo Insurance Services

Excess & Surplus Lhes • Industry Specialties • Reinsurance • In·ernational Coverage

event a cell collapses
Several domiciles hi-e enhanced

corporate governance ard complf-
ance regulations for cap.ive insur-
ers.

In Switzerland, a new directive
issued by the Fedeal Off.ce of Pr_-
vate Insurance that went into effect
Jan. 1 requires insurers, including
reinsurance captives, to ceate a sys-
tem, if one is not iz pla.e, to ensure
proper corporate governance proce-
dures are followed. Under The new

rule, insurers must outline Ftocesses
for monitoring and asse,sing their
exposures through a risk manage-
ment program and interal con-
trols.

The British Virgin -slands alsc has
added directives to strengthen zorr--
pliance for captives donaic_led there.

"They want to irsure that all the
proper records and information are
being kept on island by the man-
agers," and have rp:ently begun
performing informal inspections of
captive managers' off: crs to ensure
this compliance, said Stuart
Grayston, president of offshore
operations in Bermide tor captive
manager USA Risk Gwup which
manages more than 60 cap-ives in
the BVI.

"It might be overkill" for some
of the smaller captive managers,
said Mr. Grayston, Jut ' we don·t
have any pi-oblem ·¥ith it. It just

Continued on next Tage
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adds a few dollars to our costs, but
other than that, I think it's a good
thing."

While the Cayman Islands did
not make any specific changes to its
captive statute, last year it conduct-
ed-for the first time in 25 years-a
comprehensive review of the insur-
ance law, according to the Cayman
Islands Monetary Authority.

"We are really excited about the
prospect of an all-encompassing
new law," said Morag Nicol, deputy
head of the insurance supervision
division of the Cayman Islands
Monetary Authority. "It will pro-
vide considerable transparency"
and "provide further detail and
clarity regarding what's expected"
from companies in the domicile,
she said.

Bermuda last year added provi-
sions to its insurance law through
the Insurance Amendment Act of

2006, but those changes have
had little affect on the captive sec-
tor, according to the island's regula-
tor, the Bermuda Monetary Author-
ity, in a statement released last
month.

"There are no real impacts on the
Class 1, 2, and even 3 as far as leg
islative requirements are con
cemed...(regulators) are really con
centrating on the Class 45," or the
large commercial sector, which has
seen a boom in startup reinsurance
companies, said USA Risk Group's
Mr. Grayston.

At some point, however, Bermu
da will need to work to improve reg
ulation of segregated account com
panies, because current law requires
regulation of a SAC overall, but not
each of individual cells, said Philip
A. Barnes, managing director of Aon
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Insurance Managers (Bermuda) Ltd.
who is also president of the
Bermuda Insurance Management
Assn.

On a global scale, the Intema-
tional Assn. of Insurance Supervi-
son continues its review of intema-

tional standards for supervision of
captives, which it plans to distribute
to insurance regulators around the
world.

"The fact that the IAIS has

engaged key captive jurisdictions to
produce a captive guidance paper
regarding captive supervision...is
very encouraging," said Jeremy
Cox, supervisor of insurance at the
BMA, in a statement.

Roberto Ceniceros and Michael
Bradford contributed to this report.

LARGEST MANAGERS OF GUERNSEY CAPTIVES
Ranked by gross premium volume, in millions of dollars

Manager

Aon Insurance Managers (Guernsey) Ltd.

Marsh Management Services (Guernsey) Ltd.

Willis Management (Guernsey) Ltd.

Heath Lambert Insurance Management (Guernsey) Ltd.

JLT Risk Solutions (Guernsey) Ltd.

Source: BI survey

$3,000.0

1,089.0

415.2

Business Insurance March 12, 2007 117

Premium volume

2006 2005

150.0

58.0

2006

3,000.0 214

806.0 61

390.0 48

222.0

147.0

t

Innovation in captive financial services.
Bank of Bermuda's Captive Insurance Group is a team of experts
dedicated solely to the specific needs of the captive industry.

We've assembled a team that has years of experience crafting
financial solutions for captives, and we've brought together
the many financial products and services you asked for in one
seamless package

Bermuda's premier bank is proud to provide this dedicated service
in the world's largest domicile of captive insurance companies
and managers. We're prouder still to extend our historic focus on
Relationship Banking to include the specialised needs of captives.

Call 441 299 5355

Visit www.bankofbermuda.com

Email captive@bob.hsbc.com

20

We look forward to demonstrating the numerous ways we can
streamline your financial transactions through a relationship with
Bank of Bermuda's dedicated Captive Insurance Group.

Innovation under sail

When the Bermuda Sloop was invented during the seventeenth
century, it revolutionised seafaring with its speed and agility.
Its rigging went on to become the prototype for most modern
sailing yachts around the world. Today, the 'Spirit of Bermuda'
is reintroducing Bermuda's youth to the teamwork, skill and the
excitement of ocean sailing aboard this magnificent craft.

Bank of Bermuda CA
Member HSBC Group

19

Captives
2005

203

67

51

19

17
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Several states grapple
with captive efforts
Legislation introduced
but has yet to win
lawmakers' approval

By ROBERTO CENICEROS

Efforts are proceeding slowly for
three states that announced their

intentions early last year to become
new captive domiciles.

Lawmakers or regulators in Con-
necticut, Ohio and New Jersey
revealed plans in 2006 to push
legislation that would give their
states the authority to license cap
tives.

While those efforts continue,
observers of the U.S. captive indus
try said recently that they have not
heard of any other states looking to
host captives.

Legislation to make New Jersey a
captive domidle remained, as
of late last month, in the state
Assembly Financial Institutions and
Insurance Committee. The

legislation was introduced in that
committee in January 2006 by
Assemblyman Neil Cohen, D
Union. The assemblyman chairs the
committee.

The bill "is not dead, but it's
not moving real quick," said
Richard Stokes, regional manager of
the Trenton, NJ., office of the Prop
erty Casualty Insurers Assn. of
America.

Assemblyman Cohen did not
return calls seeking comment.

Mr. Stokes noted that in New Jer
sey, bills have two years to be adopt
ed or expire. So legislators have
until the end of this year to act on
Assemblyman Cohen's legislation.

In Connecticut, state Sen. Joseph
Crisco, D-Hamden, has revived
efforts to pass a captive bill. Sen
Crisco, chairman of Connecticut's
Insurance and Real Estate Commit

tee, originally introduced legislation
in February 2006 that would make
the state a captive domicile.

The Senate approved his bill a
month after its introduction, but it
expired before Connecticut's

Assembly approved it.
Then this January, Sen. Crisco

revived the effort by introducing
S.B. 60 in his committee.

Although Sen. Crisco's office did
not return calls for comment, the
language of the bill reveals that it
would establish a division responsi
ble for regulating captives within
Connecticut's Insurance Depart
ment.

As of late last month, S.B. 60 had
not passed out of the committee
where it was introduced, but a pub
lic hearing regarding the bill was
held last month.

Efforts also continue in Ohio

Last year, the state's former director
of the Department of Insurance,
Ann Womer Benjamin, said her
department was drafting captive
legislation.

That effort failed to produce a cap-
tive bill, though, and Ohio's current
insurance director, Mary Jo Hudson,
who began serving in the post on

Jan. 8, is still reviewing the idea and
cannot yet say whether she would
support such an effort, said a
spokesman for the insurance direc-
tor.

But state Sen. Steve Stivers, R-
Columbus, plans to introduce a cap-
tive bill, perhaps before the end of
March, a spokesman for the senator
said.

"The senator is very interested in
getting this done in Ohio," the
spokesman said.

L_

LARGEST MANAGERS OF BARBADOS CAPTIVES
Ranked by gross premium volume in millbns of dollars

Manager

Marsh Management Services {Barbados) Ltd.

Aon Insurance Managers (Barbados) Ltd.

IAS (Barbados) Ltd.

Tiwner Risk Management Ltd.

innovative Captive Strategies (Barbados),Ltd.

Meadowbrook Risk Management Ltd.

American International Management Co (Barbados) Ltd.

Saurce: BI survey

$

Best Worldwide Properly Insurer: by G/oba/Anance•magazine. ©26:4 - 2007 Fac-0-y Vlutual Insurance Company. Al rights rE smved.
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$1,100.0

366.7

307.0

246.9

22.0

8.4

4.5

Premium volume

2006 2005

$1,000.0

260.0

215.0

232.7

N/A

8.5

11.6

2006

29

47

10

17

2

3
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2005

33

46

10
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Self-insurance grows for catastrophe-exposed properties
Additional capacity
may ease pressure
on limits, deduaibles

By SALLY ROBERTS

More employers are self-insuring
their U.S. coastal property risks, but
not necessarily because they want
to.

Following the record hurricane
seasons in 2004 and 2005, substan-
tial rate increases and reductions in

insurance capacity for catastrophe-
exposed property risks have forced

buyers to assume more risk.
Whether that increased risk reten-

tion takes the form of higher
deductibles, lower limits or other
changes to terms and conditions,
policyholders are not able to trans-
fer as much risk as they could two
years ago, brokers, consultants and
risk managers say.

As a result, buyers are looking at
captive insurance to soften the blow
and some are turning to quota-
share arrangements within layered
programs to save on premiums, bro-
kers say.

New property catastrophe capaci-
ty coming into the market, howev-

er, should provide some relief for
buyers and could ultimately result
in more affordable risk transfer,
property experts say.

And for most buyers with coastal
property exposures, that would be
welcome news.

"The '04 and '05 season has left

us with breathtaking deductibles
that have been foisted upon us by
the insurance companies. Although
there is capacity out there, they
want to make sure the insured has a

lot of skin in the game." said John
Phelps, director of risk management
for Blue Cross & Blue Shield of Flori-
da Inc., which is based in Jack-

sonville, and also has offices in Fort
Lauderdale and Miami.

Mr. Phelps said although the
health insurer's windstorm

deductible went from 2% of proper-
ty value per location to 5% in 2005,
and its aggregate windstorm
deductible went from $1 million to
$1.75 million in 2005, there was
"no sense of urgency" to establish a
captive to handle it. "We can han-
dle it through our balance sheet at
the current time. But it's always an
alternative out there and the more
we're asked to retain in both the
property and liability lines, the
more we think about it," he said.

When properly installed, this clever

device shuts off gas at the first

sign of an earthquake. It's this kind

of insight that FM Global's 1,500

full-time engineers give you. And

it's that specialized knowledge

that prevents billions of dollars in

commercial property from slipping

through the cracks. Maybe that's

why FM Global was named "Best

Worldwide Property Insurer"

by Global Finance magazine.

When a single shut-down

can cost your company millions

of dollars in lost revenue, jobs

and shareholder value, you should

ask yourself: What price are we

willing to pay for not having the

most effective property protection?

Visit fmglobal.com to learn more.
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Pmtecting the value
business creates

"Certainly the dramatic increases
in pricing and dramatic reduction
in capacity for that coverage has led
clients to rethink their risk-taking
willingness," said Ed Koral, senior
manager-actuarial and insurance
solutions for Deloitte Consulting
L.L.P. in New York. "These are peo-
ple who have not recently had to
make risk retention decisions for

this type of risk, and now the mar-
ket is forcing them to rethink and
they are retaining more risk."

Necessity not strategy
Indeed, "last year was really the

first year that people started taking
meaningful plugs of capacity on a
self-insured basis," said Alexandra
S. Glickman, area vice chairman
for Arthur J. Gallagher Risk Man-
agement Services in Glendale,
Calif. "It, however, was more of a
case of self-insuring as a necessity
rather than anything that was a
pure strategy."

But in those cases where buyers
are strategically turning to captives
to self-insure their coastal property
risks, they are not looking to self-
insure the entire exposure, Ms.
Glickman said. "They're using it to

See SELF-INSURANCE page 21

Data takes

driver's seat
With limited capacity available
to insure coastal property risks,
buyers with the best story to
tell are most likely to obtain
coverage, according to a broker
and a consultant.

"Underwriters are very, very
fixated on information," said
Alexandra S. Glickman, area
vice chairman for ArthurJ. Gal-
lagher Risk Management Ser-
vices in Glendale, Calif. "Now
more than ever, insurance
companies are really delineat-
ing between clients. They want
to know not just what the asset
looks like, but they are very
interested in the operating
strategy of the company."

"If you have a very good sto-
ry to tell and you can back it up
with third-party support, that's
really what the underwriters
want to know; do you really
have a handle on your own
exposures?" Ms. Glickman
said.

"Make sure to do your home-
work from a cat model perspec-
tive and get a better picture of
how likely you are to have that
type of event," said Ed Koral,
senior manager-actuarial and
insurance solutions for Deloitte
Consulting LL.P. in New York.
"There is a limited amount of

capacity to offer up to insur-
ance buyers, and underwriters
will offer that up to the people
who make the best presenta-
tion of their risks."

-By Sally Roberts
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Ranking

Largest captive domiciles
Ranked by number ofcaptives

Rank Domicile 2006 2005 Regulator/Address Phone/Fax/Web site

Bermuda Monetary Authority
43 Victoria St.,

Hamilton, HM 12 Bermuda

Cayman Islands Monetary Authority
733 Elizabethan Square,

George Town, Grand Cayman KYl-1001 B.W.1.

Vermont Department of Banking,
Insurance, Securities and Health Care

Administration

89 Main St., Drawer 20,
Montpelier, Vt. 05620-3101

Financial Services Commission
383* 380 P.O. Box 418. Road Town,

Tortola, British Virgin Islands

Bermuda 989 987*

Cayman Islands 740

Vermont 563 542

4 British VirginIslands

Guernsey 381

sarbados 235

Luxembourg 208

A

1 Turks & Calcos
169** 166**Islands

Isle of Man 161 165

10 Hawal 160

Guernsey Financial Services Commission
382 La Plaiderie Chambers. La Plaiderie,

St. Peter Port, Guernsey GY11WG
Channel Islands

242 Ministry of Finance and Economic Affairs
Bridgetown, Barbados

208 Commissariat aux Assurances

7 Blvd. Royal, L-2449 Luxembourg

Financial Services Commission
Harry E. Francis Building, Pond St.,

P.O. Box 173,

Grand Turk, Turks & Caicos Islands

Isle of Man Insurance and Pensions Authority
HSBC House, Ridgeway St..
Douglas, 1M1 lER Isle of Man

State of Hawaii, Department of Commerce
158 & Consumer Affairs Insurance Division

335 Merchant St., P.O. Box 3614,
Honolulu, Hawaii 96811-3614

441-295-5278;
fax: 441-278-0289

www.bma.bm

345-949-7089;
fax: 345-949-2532

1

4

Capital & surplus

$120,000 for Class 1 (single-parent insuring only
risks of parent and affiliates); $250,000 for

Class 2 (group/association deriving no more than
20% of net premiums from unrelated

companies); $1 million for Class 3 (more than
20% from unrelated companies)

Contact

Jeremy E. Cox,
supervisor of insurance

$120,000 for Class B license (most single-parent,
M. Nicol,P/C captives); $240,000 if writing long-term

coverages; $360,000 if writing both long-term head-insurance supervision;
and general business insurance@cimoney.com.ky

$250,000 for single-parent; $500,000 for
802-828-3304; industrial insured or sponsored; $750,000 for

fax: 802-828-3460 association captives; $1 million for risk retention
www.vermontcaptives.info groups. Approved letters of credit can be used

toward capitalization

284-494-4190

44-148-171-2706;
fax: 44-148-171-2010

246-426-3815;
fax: 246-436-2699

352-226-911;
fax: 352-226-910

649-946-2791;
fax: 649-946-2821

44-162-464-6000;
fax: 44-162-464-6001

www.gov.im/ipa

808-586-0981

$100,000 for P/C captives writing up to
$500,000 in net premiums; $250,000 for

life/health captives

Minimum is £100,000 ($195,910)

$125,000

€1.2 million ($1.6 million)

Leonard D. Crouse,
deputy commissioner-

captive division

Michael Oliver,

director-insurance;
oliverm@bvifsc.vg

Alan Fleming,
director-insurance;

insdiv@gfsc.gg

Carlos Belgrave,
supervisor-insurance;

sofi@caribsurf. com

Victor Rod, '
insurance commissioner;
commassu@commassu.lu '

Albert P. Smith,$100,000 for general insurers: $180,000 for life
insurers. Subject to review of business plan superintendent of insurance:

asmith_fsc@tciway.tc

£500,000 ($979,550) for long-term; £150,000
($293,865) for general; £100,000 ($195,910) for
reinsurance; £50,000 ($97,955) for restricted

David A. Vick,
chief executive/insurance

supervisor; ipa@gov.im

Minimum requirements vary by type of captive; Craig Watanabe,

additional requirements determined on a case- captive insurance

by-case basis administrator;

captiveins@dcca.hawaii.gov

Visit www.businessinsurance.com for more information and to access the full searchable Directory of Captive Domiciles.
Business /nsurance now offers the option to purchase the entire online directory as an Excel file or as a PDF.



SPOTLIGHT

Self-insurance
CONTINUED FROM PAGE 19

take small (chunks) of capacity so
that the layer pricing doesn't get
completely thrown off track," she
said. "That's the smartest way to
approach it, because the last thing
you want to do is bankrupt a cap-
tive because you then have to
reload it."

Joe Siech, executive managing
director of Beecher Carlson in

Atlanta, said he's seeing clients "use
their captive to quota share parts of
layers to achieve premium reduc-
tions that aren't readily available by
taking higher deductibles."

"In this market, there's not a lot
of credit for taking higher reten-
tions because underwriters need to

get a certain price per million to
feed their (catastrophe) models and
new capital requirements," he said.
So rather than go from, say, a
$500,000 to a $5 million deductible
to try to save on premium, buyers
are turning to their captives with
quota-share arrangements.

But captives are not necessary for
such a strategy, according to Gal-
lagher's Ms. Glickman.

She recommends "vertical quota-
share" arrangements to those
clients that are having difficulties
in securing property coverage, have
the financial wherewithal to absorb
more risk and do not have loan
covenants on their properties.

Under this type of self-insured
arrangement, buyers assume a cer-
tain amount, such as 10%, of every
layer of coverage above the
deductible, similar to coinsurance,
she said.

So if a risk manager needed to
secure $100 million of wind cover-

age, the most the buyer would have
to pay out in a $100 million loss
would be 10% or $10 million, she

said. Buyers "participate like any
other insurer on those layers."

A captive is not necessary unless
the insured wants to charge back
the premium to a third party, she
said.

According to Mr. Siech, while
captives have benefits and should
be "explored," they are "not for
everybody." A lot of clients, he said,
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: Buyers review options
end up having lender requirements
that dictate whether they need a
certain level of insurer security in
place, which can be "a bit problem-
atic using a captive" because few are
rated by rating agencies. In those
cases, a fronting insurer would be
required and "by the time you get a
front and pay fronting costs, it's
going to be more expensive at the
end of the day."

Long-term view
At the same time, Mr. Siech said,

buyers need to take a long-term
view when they become an active
risk participant within a coastal
property captive arrangement.

"Unlike a lot of casualty risks that
have a lot predictability around
them, property risks just don' t have
that," he said.

Brokers are optimistic, however,
that buyers soon will see some relief
in coastal property pricing as new
capacity has come into the market.

"Most clients with exposure there
don't want to self-insure anymore,
but they're being forced to," said Jill
Dalton, managing director for
Marsh Inc.'s property practice in
New York. "We're hoping that in
2007 we're going to see some relief
in that because of the light (2006)
storm season and new capacity
coming into the market."

choices. Over forty years ago, Old Republic Risk Management helped

pioneer the alternative risk market by developing captive reinsured programs along with the

concept of unbundling. This approach lets you manage the type, and level, of services that
meet your company's distinct needs. You control how much you spend, and select the vendor
best suited to meet your needs. We help coordinate your choices and provide a seamless,

integrated insurance program.

We know this is important to you.

111** **
M *

i OLD REPUBLIC
* Risk Management, Inc.

lili'***

www.orrm.com
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SIESKO PARTNERS,LLC
Innovative Solutions for Business and Financial Services

Services

· Self Insurance Risk Consulting
· Claim/Case Consultation

· Major Claim/Case Strategy Advice

· Evaluation of Coverage

· Expert Opinions

· Regulatory Compliance Advice
· Private Equity Assessment

156 West 56th Street, Suite 1202, New York, NY 10019
Phone: (212)920-8390, Fax: (212)542-3163

www.SieskoPartners.com

OLD REPUBUC INSURANCE COMPANY FINANCIAL RATINGS

AM. Best A+X(Superior). Moody•s Aa2(Excellent), Standard & Poor'$ AA(Excellent)
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SOUTHWEST CAPTIVES

Captive statute enacted

New captives licensed in 2006

Total captives at year-end 2006

Licensed, active captives at year-end 2006
Pure captives

Risk retention groups

Rent-a-captives

Association captives

Branch captives

Cell captives

Agency captives

Industry group captives

Source. State insurance departments

Arizona

2001

23

74

73

48

18

0

2

0

1

3

1

iii I

Nevada

1999

37

97

90

53

24

1

10

1

1

0

0

DAD D

In Vermont, when the sun sets at the end of the work day, it sets on a state committed
to delivering some of the most knowledgeable captive experts in the world, a flexible
regulatory environment, and a responsive, proactive government. Which is why you'll
see the real beauty of doing business in Vermont is not only in our sunsets, but in our
commitment to set a higher standard of service. Find out today how much Vermont can
bring to your captive insurance company by visiting us at: www.vermontcaptive.com

Utah

2003

16

30

30

29

1

0

0

0

0

0

0

SPOTLIGHT

Southwest domiciles

expand at rapid pace
Arizona, Nevada,

Umh growth mtes
exceed competition

By DAVE LENCKUS

More than 150 years after writer
John Soule and newspaperman
Horace Greeley advised America's
young men to "go west," their
advice is not lost on today's new
captive insurer owners.

Camel's Hump, Vermont

,«.VERMONT
www.Vermont Captive.com

Boasting captive laws modeled
after that of pre-eminent U.S.
captive domicile Vermont, respect-
ed regulators, relatively easy accessi-
bility and various vacation attrac-
tions, the 2006 captive growth rates
of the newest domiciles in the Unit-
ed States-Arizona, Nevada and
Utah-far exceeded Vermont's.

Indeed, Nevada last year licensed
nearly as many captives as Ver-
mont, even though Vermont's cap-
tive base is roughly six times bigger
than Nevada's. ,

While the three southwest

domidles share high growth rates,
they are markedly different in.
other respects, captive managers
and regulators note. For some cap-
tive owners, one or more of
those differences and possibly their
relatively recent emergence as
domiciles could be the tipping
point in their decisions about
where to locate, captive managers
say.

Combined, the 193 licensed and
active captives in Nevada, Arizona
and Utah at year-end 2006 amount-
ed to about one-third of the 563 in

Vermont. Nevada had the largest
number of the trio-90-followed

by Arizona with 73 and Utah with
30.

Captive regulators in the three
Southwest domiciles acknowledge
that they do not expect their respec-
tive jurisdictions to catch up--as
measured by total number of active
captives-with Vermont anytime
soon.

But growth rate is another matter,
they say. Vermont licensed 37 new
captives last year for a growth rate
of less than 10%. The growth rates
in each of the three Southwest

domiciles, however, approached or
exceeded 50%, with Nevada licens-
ing 35 new captives, Arizona 23 and
Utah 16.

There is a spirit of competition
among many of the regulators,
though they characterize it as
friendly and insist that a captive
owner's decision on where to locate

is far less important than the fact
that captive owners have alternative
risk financing options.

Regarding that spirit and the pos-
sible impact on Vermont's captive
industry, Len Crouse, Vermont's
deputy commissioner of insurance
and its top captive regulator, said:
"I'm not so concerned about num-

bers anymore. Our numbers are
good."

Besides, he said, Vermont still
attracts the largest captive owners,

The numbers are important in
Nevada, however. Not only does
Cliff King, chief administrator-cap-
tive programs in the state's Insur-
ance Division in Carson City, pro-
mote the state's attractions as a cap-
tive domicile but so does Insurance

Commissioner Alice A. Molasky-
Arman, who meets with every
prospective captive owner consider-
ing establishing a captive in the
state.

"I enjoy it," Ms. Molasky-Arman
said. Perhaps more importantly, the

Continued on next page
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commissioner said she has a respon-
sibility to understand who wants to
set up a captive in Nevada.

Prospective captive owners love
that attention, said Robert Vogel, vp
of Carson City, Nev.-based captive
manager Pro Group Captive Man-
agement Services Inc., a division of
Pro Group Management Inc., the
state's largest captive manager with
44 captives under management as
of last month.

Meanwhile, the Insurance Divi-
sion's efforts have caught the atten-
tion of the state's Economic Devel-

opment Commission, which has
loined the division and the Nevada
Captive Insurance Assn. in promot-
ing the state.

Arizona's top captive regulator,
however, says the domicile is not
competing with any other for cap-
live business. The Arizona Insur-

mce Department is "just fulfilling a
need of consumers and the public,"
iaid Rod Morris, captive insurance
idministrator in Phoenix.

"Therefore, whether we approve
new licenses is immaterial to
is-other than it's nice to be

considered a desirable domicile,"
said Mr, Morris, who previously
held executive positions at the
U.S. Overseas Private Investment

Corp. and the CNA Risk Manage-
ment Services unit of CNA Financial

Corp.
Instead, the Phoenix-based Ali-

zona Captive Insurance Assn. has

taken the lead in promoting Ari-
zona as a captive domicile, said
Judie Harrington-Carlisle, executive
director.

In Utah, Don Spann, the Insur-
ance Department's first captive
insurance director, credits captive
growth in the state largely to the
Salt Lake City-based Utah Captive
Assn., captive managers and bro-
kers.

Mr. Spann said he joined the
Utah department last October after
a 30-year tenure in the Tennessee
Insurance Department because of
the governor's, Legislature's and top
insurance regulators' support for
the captive industry.

For example, the state's 2003 cap-
tive law was modified in 2005 to

eliminate the captive premium tax,
Mr. Spann said.

That and the captive fee structure
makes Utah one of the lowest-cost

domiciles in the United States, said
Jonathan S. Soules, a Salt Lake City-
based vp with captive manager
Marsh USA Risk & Insurance Ser-

vices Inc. and president of the Utah
Captive Assn.

Equally important as domicile
alternatives for captive owners is
proper and consistent regulation,
captive managers and regulators
say.

After all, "if something goes
wrong, it'11 reflect on everybody in
the business," Mr. Crouse said.

Jon Harkavy, an Arlington,

See SOUTHWEST next page
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OTHER ART FORMS

WHEN: NOVEMBER 5-7,2007
WHERE: FAIRMONT SCOTTSDALE PRINCESS I SCOTTSDALE, ARIZONA

WWW.WORLDCAPTIVEFORUM.COM

The World Captive Forum features sessions in basic, advanced and employee benefits topics
there is something for everyone!

REGISTER EARLY AND SAVE
go to www.worldcaptiveforum.com or call

(952) 928-4659 today to reserve your place!

EXHIBIT AND SPONSORSHIP OPPORTUNITIES AVAILABLE!

Visit www.worldcaptiveforum.com for more information.

V2

Qet TOWERS
PERRIN

GROUP OF COMPANIES

SURE,
we place your
insurance too.

Risk Strategies Company offers sophisticated risk
management advice to middle market and national
accounts alike. In addition to market access and policy
placement, our senior-level experts offer a full spectrum
of risk financing, analytical, and industry-specific
services. Looking for a broker that offers more?
Check that off your list.

Visit www.risk-strategies.com to learn more.

K
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Solutions at Work
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Southwest: Arizona, Nevada, Utah expanding at a rapid pace
CONTINUED FROM PAGE 23

Va.-based vp and the general coun-
sel for captive manager Risk Services
L.L.C., which is an approved captive
manager in all three Southwest
domiciles, noted that both Col-
orado and Delaware were viewed as

strong domiciles shortly after enact-

ing their captive laws in 1972 and
1984, respectively. But regulator
changes in both domiciles led to a
waning commitment to captive
growth, he said.

The regulators in both Nevada
and Arizona are fair, straight-
forward and predictable and recog-
nize that traditional and captive

The -Higk D Es 61
Domicile.

insurers must be regulated different-
ly, Mr. Harkavy said. Risk Services
does not yet manage a captive in
Utah.

Arizona's decision not to market
itself, however, might raise ques-
tions among some captive owners
about whether its current commit-

ment to the captive industry will
continue under a future commis-

sioner, he said.
But Nancy Gray, the Burlington,

Vt.-based executive director-North
America for Aon Insurance Man-

agers USA Inc., an Aon Corp. unit
that manages 22 captives in Ari-

zona, said the state "has demon-

strated its commitment to the cap-
tive marketplace."

The Insurance Department's
decision not to market the state

"doesn't matter," Ms. Gray said.
"What we're looking for is how
they're going to regulate captives
once they're there."

Mr. Morris says the Arizona
Department's commitment is
demonstrated by the fact that
counting traditional insurers
it regulates more insurance
companies than any other major
captive domicile. In doing so,

analysis functions in house, he not-
ed.

Nevada's Insurance Division out-

sources many of those functions,
but Pro Group's Mr. Vogel said that
also can be an advantage to captive
owners. "I like outside eyes, because
they're not beholden to anyone,"
and outside experts often "will have
a lot more expertise" in their field,
he said.

Nevada's commitment to the

captive industry is demonstrated by

Continued next page

Southwest attracts wide variety of captives
Nevada, Arizona and Utah have
attracted mainly single-parent
captives, but Nevada also has 24
active risk retention groups, com-
pared with 18 in Arizona and one
in Utah, according to regulators
and state captive insurance asso-
ciations.

The domiciles have attracted a

wide variety of captive owners,
induding manufacturers, build-
ing contractors, real estate devel-
opers, automobile dealers, physi-
cians, lawyers, nursing homes

and, in Nevada, casinos.
Headquarters for Nevada's

captive owners dot the U.S. map
from New York to San Francisco.

Arizona has attracted not only
captive owners from across the
country but also three or four
owners whose captives previous-
ly were licensed in other U.S.
states and about eight that
had been chartered in offshore

domiciles. Many of Utah's cap-
tive sponsors are local business-
es.

 PREMIUMFINANCING
'ISPECIALISTSNationwide Expertise, Local Service

The risks covered in the cap-
tives vary just as widely: general
liability; property; workers com-
pensation; longshoremen and
harbor workers; professional
liability, including medical
malpractice liability; construc-
tion defects; directors and offi-
cers liability; cargo; and earth-
quake. In Utah, however, work-
ers comp only can be reinsured
through a captive and not writ-
ten directly.

By Dave Lenckus

PFS is pleased to announce our recent acquisition
of MEPCO Insurance Premium Financing & the
opening of our newest branch in CHICAGO

At PFS we believe people do business with people.
Our clients can continue to capitalize on PFS' national

expertise and enjoy the benefit of local service.

For more information please visit our website...
www.premiumfinance.com
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one captive law change and anoth-
er that is in the works, both of
which are designed to ease unneces-
sary financial burdens for captive
owners, according to the state's reg-
ulators and captive managers (see
related story).

Nevada also generally completes
the licensing process for risk reten-
tion groups in 30 to 60 days, while
most domiciles take three to six

months, Aon Insurance's Ms. Gray
said.

Meanwhile, Aon Insurance is
looking at Utah to distinguish
itself from both Nevada, the
largest of the three domiciles, and
Arizona, which like Utah, does
not impose premium taxes on cap-
tives.

But Fred Turner, president of
Irvine, Calif.-based Active Captive
Management L.L.C., which operates
captive manager Utah Captive
Managers L.L.C. in Salt Lake City,
said Utah has some advantages over
Arizona. Utah Captive Managers
has 20 captives under management
in Utah and two more under devel-

opment

For example, he noted that Utah
requires only three captive board
directois, while Arizona law
requires five.

Mr. Turner also said that while

the Arizona Insurance Department
responds quickly, he has encoun-
tered delays in dealing with that
state's Corporation Commission,
which also has to sign off on captive
formation paperwork. The delays
led one captive owner to select Utah
over Arizona as its domicile, Mr.
Turner said.

Arizona's Mr. Morris acknowl-
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edged that the Corporation Ccm-
mission did get backlogged in late
2005 and early 2006, but he said
that problem has since been recti-
fied.

Ms. Gray said she has not
encountered that problem. She also
said that Arizona's board-member

requirement is not an issue for any
Aon Insurance client.

Overall, regulators in Arizona,
Nevada and Utah and captive man-
agers in the domiciles say they
expect to see more captive owners
stream into the Southwest in the
future.

None of the domiciles will indi-

vidually catch up with Vermont,
Mr. Vogel predicted. "But when you
look at all three, that might be pos-
sible as a region."
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Nevada considers modifying captive laws
Nevada insurance regulators
supported a 2005 captive law
.hange and want state lawmakers
-0 make another modification

Ais year to ease what they say
are unnecessary financial bur-
dens on owners of captive insur-
ers.

Nevada lawmakers in 2005

lowered the premium tax and
fees on risk retention groups
ticensed in other states that write

business for Nevada policyhold-
ers.

The 3.5% premium tax, which
was reduced to 2%, especially dis-
couraged the groups from form-
ing in Nevada because Nevada-
licensed RRGs had faced retalia-

tory taxes in other states in
which they wrote coverage.
Many states impose such penal-
ties.

This year, Nevada regulators
hope to shepherd through the
Legislature a bill that would
change the captive law's capital
and surplus requirennent to an

aggregate amount.
Currently, cal?tives must meet

separate requirements for capital
and surplus. That requirement
has tripped up some captives that
were more than adequately
funded in total but did not have

their funds appropriately delin-
eated under the current require-
ments, said Cliff King, chief
administrator-captive programs
for the Nevada Insurance Divi-

sion.

-By Dave Lenckus
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Questions
Answers

Delivery giant sees captives as a good fit worldwide
Bill Fitzpatrick, vp-risk benefits,
corporate insurance and risk man-
agement for German delivery giant
Deutsche Post World Net, operates
two Laptives that /i,nd bene#ts for
more than 125,000 employees
throtighout Europe and 80 coun-
tries outside the continent. Bonn,
Germimy-based Deutsche Post
acquired a majority stake in DHL
Global in 2002 and the captive
programs cover employees at
Deutsche Post and DHL locations.

Mr. Fitzpatrick, who joined the
globd delivery company last June,
after spending 16 years with Amer-
ican International Group Inc. as
director-multinational accounts in
London, is considering expanding
the use of the captives into areas
such as voluntary benefits. He
recently spoke with Business Insur-
ance Europe Senior Reporter
Michael Bradford about how
Deutsche Post uses the captives
and whytheyare a good fit forthe
company's units throughout the
world.

OL How many captives does Deutsche
PDSt OWn?

We have silx captives. For the
employee benefits programs, there
are two-DP Re in Luxembourg
and Marias Falls in Bermuda,
which is by the far the largest cap-
tive. The other four were acquired
when Deutsche Post bought com-
panies.

0. How large gre the captives?

In Luxembourg, the benefits busi-
ness we have is life, disability, acci-
dent and medical coverages in DP
Re. It also provides some reinsur-
ance for our captive in Bermuda.
Gross premium is €13.6 million
($17.9 million] per year and that
will exceed €15 million ($19.8 mil-
hon) in 20(37. It covers around
50,000 to 60,000 employees, pretty
much everything on the continent.
7hat's 15 countries.

The Bermuda captive, Marias
Falls, provides Iife, medical and dis-
ability and some accident coverage.
Benefits premiums are up around
€30 million ($39.6 million) per
year. That one primarily covers

INSURE

everything outside of Europe-
locations in 80-plus countries.

0. How much do the local operations
save iy funding benefits through the
captives as opposed to using the tra-
ditional market?

Twenty-five percent is the type of
savings we see over the commercial
market.

Q. Where does that savings come
from?

From the removal of the brokerage
commission, paying premiums in
advance and eliminating the profit
to insurance companies. In terms
of benefits it brings to DHL entities,
they receive the same or better cov-
er at 20% to 25% less than would
be purchased at the commercial
level with service levels that meet
or exceed the local standards. A

win-win for all, I would say.

0. Apart from cost savings, what are
the reasons for operating a captive to
fund benefits, as opposed to using the
tradi.ional market?

REINSURE

fEDWARDS.
NGELL
fALMER
DODGEup

There are a handful of advantages
that we see. We're coming in with
a 25% savings to the local entities.
We're also able to put in contractu-
al conditions that normally would
be excluded. Most local policies
have a standard set of exclusions
that may or may not fit the needs
of the accouni being written. We
can adjust these provisions to fit
the needs of DPWN.

For example, most life policies
exclude a claim if the individual is

not a fare-paying passenger. With
the numerous planes that DHL has
in the air at any given moment,
this type of exclusion could result
in the nonpayment of a claim for a
DHL employee trying to get from
one location to another, but not
actively on duty.

The captive can also consider the
payment of a questionable claim
that would normally be declined
under the provisions of a contract
written at the local level. If we

decide to pay it, we can, even if it is
outside the guise of the contract.

We can advise our local offices of

their insurance costs for the year
and they can budget appropriately.
The first thing we do is come in

and simplify administration; it is a
very simple plan from an adminis-
trative standpoint.

Q. How are you considering expanding
the captive? What new uses do you
have in mind?

We are taking a real hard look at
voluntary benefits. We are starting
to see those benefits on the

increase and we are looking at dif-

MORE QUESTION & ANSWERS #om

leading industry experts can be found at
www.Businesslnsurance.com/OandA

ferent uses for our captives for vol-
untary benefits. We also are look-
ing at whether there is an opportu-
nity for pension benefits in the
captives. And we are wondering if
there are opportunities, where we
have customers who need cover-

age, to provide them with cover-
age.

We will continue to grow the
programs. It's been a great deal for
the DHL entities in terms of bring-
ing cover to their workforce.

At Edwards Angell Palmer & Dodge LLP
we dedicate ourselves to our clients'
success. When making an important
acquisition, arbitrating a reinsurance
dispute, defending a major coverage
action, or complying with complex
regulations, having us on your side can
make all the difference.

When it comes to

Insurance and Reinsurance,
we know your business.

Edwards Angell Palmer & Dodge LLP is a leading
national law firm with clients from around the

world. We provide full service, highly experienced
representation to the financial services, private
equity and venture capital, and technology sectors.

EDWARDS
ANGELL
PALMER&
DODGE LLP
www. eapdlaw. com

BOSTON, MA 61Z439.4444 PROVIDENCE, RI 401.274.9200
HARTFORD, CT 860.525.5065 SHORT HILLS, NJ 973.376.7700
NEWPORT, RI 401.849.7800 STAMFORD, CT 203.975.7505

NEW YORK, NY 212.308.4411 WILMINGTON, DE 302.rZ7770

LONDON, UK 011 44.20.7743.0909 (representative office)
AND OTHER LOCATIONS IN THE UNITED STATES



Market
Moves

JnumProvident Corp.
ebrands as Unum Group

:HATTANOOGA, Tenn.-UnumProv-

ient Corp. has changed its name to
Jnum Group as part of a larger
ebranding effort focusing on the
:hattanooga, Tenn.-based organi-
ation's group benefits capabilities.

While the parent has changed its
noniker, Unum said in a statement
hat the names of its insurance sub-

idiaries-Unum Life Insurance Co.

,f America, Provident Life & Acci-
lent Insurance Co., Paul Revere Life
nsurance Co. and Colonial Life &

iccident Insurance Co.-remain

he same.

Unum insures 25 million people
n the United States and the United

angdom.

:ooper Gay renames
.eadenhall Insurance

(EW YORK-London-based Cooper
Yay (Holdings) Ltd. has renamed
.eadenhall Insurance Brokers Inc.,

ts U.S. specialty wholesale broker-
ige, as Cooper Gay Risk Services
nc.

The name change is intended to
nore closely align the New York-
)ased arm with the brand of its par
nt insurance and reinsurance inter

nediary that also operates at
.loyd's of London, Cooper Gay said
n a statement.

Cooper Gay Risk Services is led by
vianaging Director Emma Garner.

All Risks Ltd. opens
Nash., Fla. branches
IUNT VALLEY, Md.-All Risks Ltd

ias opened branches to service the
;eattle and Orlando, Fla., areas, the
tunt Valley, Md., wholesale insur
Ince broker and managing general
ident announced.

The Redmond, Wash., office is
ed by Branch Manager Jason Fergu
on, and will handle brokerage and
-ontract binding business.
' Contact information is: 18300

4.E. Union Hill Road, Suite 286,
ledmond, Wash., 98052; Phone
166-598-9047; Fax: 425-882-6977.

The Lake Mary, Fla., office is led
iy Underwriter Liz Henderson, who
ias focused on commercial lines,
)roperty/casualty underwriting and
narketing management.

The office is at 801 International

arkway, Fifth Floor, Lake Mary,
:la., 32746; Phone: 407-562-1420,
:ax: 470-562-1725.

)neBeacon specialty arm
argets public entities
JOSTON-OneBeacon Insurance

3roup has formed a public entity
irm, OneBeacon Government Risk
lolutions.

Josette Kiel is leading the new
init, the second formed since
aoston-based OneBeacon's initial

6ublic offering in November. The
first was OneBeacon's Accident &

Health Group. Ms. Kiel can be
reached at 210-807-0691 or

/kie/@onebeacon.com.
OneBeacon Government Risk

Solutions will offer property/ casual-
ty products for governmental enti-
ties.

U.S. Risk purchases
E.M. Morrow in California

OAKLAND, Calif.-U.S. Risk Insur-

ance Group Inc. has purchased E.M.
Morrow Insurance General Agency
Inc. and made the Oakland, Calif.,

operation a subsidiary of U.S. Risk
of California Inc., the Dallas-based
specialty lines underwriting manag-
er and wholesale broker said.

Morrow Principal David Barkley
and existing management at the
agency will continue operating
Morrow and expand U.S. Risk's

presence in California.
The purchase price was not dis-

closed.

Burns & Wilcox makes

Chicago-area move
DOWNERS GROVE, 111.-Burns &

Wilcox Ltd. has expanded its Chica-
go-area operation and moved from
Lombard to Downers Grove, Ill., the
Farmington Hills, Mich.-based spe-
cialty insurance wholesaler, under-
writer and managing general agent
said.

This is its 13th office to expand in
the past year in addition to opening
four new offices, Burns & Wilcox
said in a statement.

The new office's contact informa-

tion is: 3010 Highland Parkway,

Suite 650, Downers Grove, Ill.,
60515; Phone: 630-874-1100; Fax:
630-795-0296.

Electronic exchange
expands operations
ST. CHARLES, 111.-MarketScout

Corp., a Dallas-based electronic
insurance exchange specializing in
property/casualty products, has
expanded to the Chicago area.

The new office will focus on per-
sonal lines, workers compensation
and "tough" liability placements,
the company said in a statement.

Co-leaders of the office are Kandy
Taccki and Suzanne Dettmann,

both personal lines underwriting
manager.

Contact information is: 40W222

1
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LaFox Road, Suite Q2, St. Charles,
Ill., 60175; Phone: 630-377-9460

(Ms. Taccki) or 9430 (Ms.
Dettmann); Fax: 630-377-9435.

TO SUBMIT ITEMS

B/'s new Market Moves column reports
on activities by insurance industry
companies and related entities.
Personnel changes appear in Comings
& Goings, while Products & Services
reports on new product offerings.
Please send Market Moves news to:

Charmain Benton, Business Insurance,

360 N. Michigan Ave., Chicago, 111.
60601-3806; cbenton@businessinsur-
ance.com. P&5 and C&G items should

be sent to Joe Walker at

jwalker@businessinsurance.com.

Join Business Insurance Senior Editor Joanne Wojcik on March 20,2007, along with our expert
panel, for a webinar devoted to analyzing how well consumer-driven health plans are working.

Consumer-driven health plans are the newest weapon in many
employers' arsenals in the war against runaway health care
COSS.

Attend this Online Executive ForumTM for an in-depth discussion
of how various types of consumer-driven health plans operate
and whether they are helping employers save money by
making employees better health care consumers Hear the
viewpoints of expert panelists. and ask questions during this
live event.

Panelists Include:

• Meredith Baratz. VP Marketing Solutions, Definity
Health, New York

• Jim Dwyer. VP Global Benefits, American Express Co.,
New York

• Mark Snyder. Director of Benefits, Owens Coming
Corp., Toledo, OH

· Jay Savan. Principal, Towers Perrin, Dallas, TX

QUESTIONS TO BE ADDRESSED:

• How should plan and premium contributions be
structured to encourage enrollment?

· What are some of the more effective educational

componeng being used?

· How do HRAs compare with HS/%7
· How do employers convert from HIVs to HS/\s

under the new federal regulation?

SAVE THE DATE:

Tuesday, March 20,2007
TIME: 11:00 EDT / 8:00 PDT

WHO SHOULD ATTEND:

• Employee Benefit Executives & HR Professionals
• Senior Corporate Management & Employers
• Health Insurers, Brokers & Consultants

• Regulators

Bls Online Executive Forum™ webinars, developed by our editorial staff. are highly informative online
events where noted panelists and respected business leaders come together with Bls editors
to discuss the most pressing issues in this live interactive format. Register now for this free webinar.

-"

www. Businessinsurance.com/Webinars
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HELP WANTED

Xtreme Opportunity!
SAIA

Insurance/Benefit Manager
Saia Enc., one of the nation's premier re-
gional LTL transportation providers has an
immediate opening for a corporate Insur-
ance/Benefit Manager at its Houma, LA Of-
fice.

Postion reports to the Director of Insur-
ance and Benefits and is responsible for
management and administration of em-
ployee benefits plan, workers compensa-
tion and other non-auto insurance lines.

RequiEenents: minimum of 5 years insur-
ance and benefit administration at the
management level. Bachelor's degree in
Health Care services, Benefit Plan Manage-
men-, Employee Benefits or similar degree.
Computer literate.

Ideal candidate has excellent interpersonal
skills and background the exhibits record
of dedication. commitment and strong per-
formaice. Able to multi task while working
independently or within the scope of our
fast paced Human Resources team.

Saia offers a competitive salary and excel-
lent benefits, including 40lk with company
match, health plan, life ins. and disability.
Qualified applicants should fill out an online
appication at by selecting the Employment
Application link at the Career Info tab:

www.saia.com

HELP WANTED HELP WANTED

i.. I -

(888) RMA-SearchWRMA INFO@RMAINC.COM

WWW.RMAINC.COMRICHARD MEYERS & ASSOCIATES, NC

TALENT ACQUISITION TALENT MANAGEMENT
· Executive Search · Executive Coaching
· On-Boarding  · Leadership Development
· Contract Labor · Culture Assessment
· Salary & Comp Surveys · CompetencyModels

Risk · Brokerage · Sales · Safety · Claims · Underwriting
Loss Control · RMIS/HRIS · Finance · Human Resources
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BUSINESS RESOURCES
EDUCATION & TRAINING

.® AIC, ARM, IIA,C PC U CLU/ChFC, and
CIC candidates

YOU'll pass. YOU'll learn more faster.
And. you l! love The Burnham System

or your money back. Guaranteed!
Call 1-888-BURNHAM Now!

vww.BurrhamSystem.com
19 Ever/, St., Southbridge. MA 01550

BULLSEYE!
Hit your target audience in Brs

BUSINESS RESOURCES
Call 312-649=5340 for details.

.

EDUCATION

Florida <0&+1

University tE:>'*./851· ®

offers an online master's degree
in Risk Management and Insur-
ance. This affordable and flex -

ble program can be completed
via Internet access from any lo-
cation. For more information on
the May 2007 sequence, visit

www.cob.isu.edu/grad

PARTNERSHIP

Establish a presence
in the DC area

Need a managing partner -0 market
your services?
WE ARE:

• A benefits consulting/brokerage co.
• Licensed in DC, VA, & MD
• Certfied by SBA as SDB/8A company
• On he GSA / MOBIS schedele
• Prown business model mar*eted to

government contractors of $30
million+ in revenue

Interested companies only please
contact Tarek A-K at 703-917-5420

or email Tarek@BCATeam.com
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Some things just work
better in color.

Like your PROFESSIONAL MARKS-PLACE ad
in Business insurance Contact Tha
Vasilakis at 312-649-5340.

REINSURANCE

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

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

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

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

REQUEST FOR PROPOSALS

NOTICE TO PROSPECTIVE
PROPOSERS

RFP 07-02

EMPLOYEE ASSISTANCE
PROGRAM (EAP)

The Santa Clara Valley Transportatiot
Authority (VTA) seeks proposals fron
qualified firms to perform all work neces
sary to provide Employee Assistance Pro
gram (EAP) services including assess
ment, crisis intervention, short-tern
counseling, referrals for longer terry
treatment and referral follow-up for VTK
employees and their eligible dependents.
Parties interested in obtaining a copy o
this Request for Proposals may do so M
accessing the VTA website a

www.VTA.org and clicking on Procure
ment (preferred method). Requests for 2
hard copy of the RFP may be e-mailed tc
michael.galbo@vta.org or may be faxed tc
(408) 955-9729. Please include the fol
lowing information
- Name and Address of Firm
- Contact Person

- Telephone AND Fax Numbers
- Ref: Request For Proposal (RFP) 07-02
A pre-proposal conference is scheoulec
for Thursday, March 15, 2007 at 10:0(
AM, in Building A, Conference Room A106
3331 N. First Street, San Jose, CA.
Proposals are due by close of business, or
April 5,2007.

Need to publish /Il
a Legal Notice /

or RFP 0

Call Tina at (312) 649-5340

RIMS is just around the corner
and Business #nsurance will once again publish four special
issues devoted to coverage of the RIMS 2007
Annual Conference & Exhibition.

April 16
RIMS Conference &

New Orleans Preview

Ad Closing: April 10

May 7
RIMS Conference - News

Ad Closing: May 1

April 30
30th Annual Risk Manager of the Year®

Ad Closing: April 24

May 14
RIMS Conference = Trends &

Developments
Ad Closing: May 8
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E.U. commissioner mulls

introducing mass torts
Collective redress suits not class actions: Aide

By RICK MITCHELL

BRUSSELS, Belgium-The new Euro-

pean Commissioner for consumer
affairs is mulling a consumer protec-
tion system that could bring a form
of class actions to European law.

Though the Commissioner's
office declines to use the term "class

actions," Bulgarian European Com-
missioner Meglena Kuneva said in a
speech earlier this
month to the Euro-

pean Consumer *
Consultative Group
that she is "in favor

of considering pos-
sible action on col-

lective redress, both
for competition
infringements and,
for example, small  +
claims."

As Ms. Kuneva

noted in her confir-

mation hearings

before the European
Ms. Kuneva

Parliament last year,
some member states

already have, to varying degrees,
"mechanisms of collective redress,"
and others are considering intro-
ducing such mechanisms.

A spokeswoman for Ms. Kuneva
said the commissioner's proposals
did not amount to the introduction

of class actions, though she did not
explain the difference between class
actions and the form of "collective

redress" favored by Ms. Kuneva.
"It's collective redress against

' companies that sell or provide
defective merchandise or services.

It's not the same thing as class
: actions," she said.

The spokeswoman said the com-
missioner planned to make a formal
announcement on March 13, and
would explain more when she pre-
sents a research study on the subject
later in the month in Strasbourg,
France.

Ms. Kuneva, who took office in
November, has said collective
actions could be part of her larger

plan to revamp E.U. consumer pro-
tection rules to improve cross-bor-
der sales and the reliability of Inter-
net shopping, purchases of second-
hand goods, financial services and
car rental, among other things.

The commissioner's proposals
already are piquing the interest of
risk managers in Europe.

"It does sound like class actions,"
said Marie-Gemma Dequae, presi-

dent of the Federa-

tion of European
Risk Management
Assns. and group risk
manager for Nether-
lands-based metals

company N.V.

Bekaert S.A.

"However, we

don't yet know
enough about (the
commissioner's)
plans to comment"
more fully, Ms.
Dequae said.

REUTERS The commission-

er's plan sounds sim-
ilar to a recently

aborted consumer rights bill that
would have introduced class actions

in France (BI, Feb. 7), said Michel
Yarhi, president of France's risk
management group, the Associa-
tion pour le Management des
Risques et des Assurances de l'En-
treprise. "It sounds like the same
idea," he said.

Mr. Yarhi, who is also group
insurance manager at Societe
Ganarale, said he is not worried by
the prospect of a European con-
sumer law but hopes for a common
approach between French and Euro-
pean legislation. Certain candidates
in France's current presidential
campaign have supported the idea
of class actions.

"It would be a very bad situation
if there were antagonism between a
European approach and the French
approach," he said.

"In any case, the European law
would have to be transposed into
French law," Mr. Yarhi said.
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Norway eyes insurer commission ba
Broker compensation
would be limited

to buyer paymen8
By ADRIAN LADBURY

OSI.O, Norway-Norwegian insur-
ance brokers would be banned from

taking commissions from insurance
companies next year, under rules
the government is expected to
introduce.

Norway's neighbors Denmark
and Finland have already removed
the potential for conflicts of interest
caused by brokers' acceptance of
income from both insurers and buy-
ers, through recently adopted rules.

Brokers in Norway and Sweden,
however, are currently only subject
to voluntary codes of conduct,
drawn up by their national insur-
ance associations, that prevent
them from accepting payment from
both parties.

Norwegian insurance profession-
als say that the code of conduct had
worked well since its introduction

four years ago.
But the discovery of cases of bro-

kers taking payments from both
buyers and insurers in the munici-
pal insurance market had, in part,
prompted the Norwegian finance
ministry to decide that tougher
action was required, experts said.

"The proposal has been made on
the basis of doubts that have been
raised about insurance brokers'

independence, because they can
receive commissions from the

insurance companies. The draft leg-
islation entailing a ban on commis-
sions from insurance companies is
given to prevent further doubts
being raised," explained Hanne

Myre, head of the
pensions and insur- .fs.

ance section at '8 1

Kredittilsynet, the
Financial Supervi-
sory Authority of 44 1/ft,111,flf "
Norway.

A government- mij H " 11 It I
appointed commit- , 7 ans
tee published its
proposals for 

amendments to the

relevant insurance

legislation at the
ISTOCKPHOTO

end of last year and
Norway's government in Oslo is considering a ban on

the consultation
brokers taking commissions from insurance companies.

period will end in
mid-April.

Observers said there are likely to adjust and (the brokers) will have
be few objections to the proposals problems with implementation,"
and that it is probable the law will he said.

be changed as early as January. Ronald Berg, former consultant
The proposed ban currently with Tillinghast, a unit of Towers

excludes reinsurance, marine and Perrin, in Sweden, welcomed the

energy, and aviation business effort in Norway.
because the application of such "This is definitely a good devel-
rules to these international lines opment and one we have been
would place local buyers and insur- arguing for for many years. Brokers
ers at a competitive disadvantage, have two hats and it's now up to
said the experts. them to decide for whom they are

It is thought likely, though, that performing the services," he said.
pressure will build to eventually Mr. Berg, who is now retired, said
include these lines. that buyers will have to improve the

Olav Vannebo, director of the way they purchase coverage
Norwegian Insurance Assn., said because of the changes along with
that brokers were "quite angry" the brokers who will have to change
with the association when it origi- their "attitudes."

nally launched the voluntary code "It is good news for buyers, bro-
of conduct, but said that they kers and insurance companies
accepted that, theoretically, they because they know where they
should be paid by their customers. stand," he said.

Insurance buyers "are asking the Mr. Berg agreed that the Norwe-
brokers to find the best solution and gian rules could act as a catalyst in
they should pay them. They have other countries.

been playing along and I think that "I'm sure it will happen in Swe-
(the brokers) generally say that it's den. I'm sure it will spread further
the right thing to do. It is not con- and the European Union will be the
venient for us, because we have to same. The stone is rolling," he said.

Merchant ship total losses decrease
By MICHAEL BRADFORD

NEW YORK-Improved design and
enhanced safety regulations have
helped bring total losses of mer-
chant ships sharply lower over the
past seven years, according to the
International Union of Marine

Insurance.

But over the same period, partial
losses have climbed more than

200%, IUMI said.

There were 67 total losses of ships
larger than 500 gross tons in 2006,
recently released IUMI statistics
show. In 2000, there were 140 such
losses.

The highest number of total loss-
es in a single year was 182 during
the 19904 according to IUMI.

The drop in total losses is a result
of "better designed and more robust
ships being built," Deirdre Little-
field, IUMI's New York-based presi-
dent, said in a statement.

"More stringent inspections and
surveys demanded by insurers, clas-
sification societies, flag states and
the port state control regime,
enhanced safety and maintenance
regulations introduced by the Inter-
national Maritime Organization
and other bodies, and the huge
advances in technology and com-

munications" are helping lower
losses, she said.

As total losses have fallen, partial
losses have soared, reaching 685 last
year, IUMI statistics showed.

The increase in partial losses can
be blamed partly on neglect of safe-
ty and maintenance by vessel
owners rushing to cash in on "the
highly profitable levels of maritime
trade," Simon Beale, a Lloyd's
of London marine underwriter

and member of the IUMI execu-

tive committee, said in the state-
ment.

The statistics are available at

www.iumi.com.

For a FREE subscripiton

visit www.BIEurope.com/subscribe
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Commentary

Stopping the madness
about college hoops
As many of you probably know,
there's a crisis lurking for your
business later this week. An event

possessed of such dire economic
possibilities it's amazing that we
haven't yet found a way to miti-
gate its risk.

In fact, I haven't seen the same
level of hand wringing this year
over the dreaded annual impact
of March Madness-the NCAA

men's basketball tournament.

You might recall that preceding
last year's Big Dance there were
numerous analyses of the threat
the tournament posed to busi-
ness productivity, particularly
during the first-round games
played Thursday and Friday.

Perhaps the single biggest fear
factor ratcheting up last year's
level of angst was the news of
CBS Sports' plan to make cover-
age of early round games avail-
able free online.

Avian flu had nothing on CBS
last March as the basis for pan-
icky pronouncements about the
billions in productivity that
could be sucked from the U.S.

economy.

Why the March Madness on
Demand offering was dearly des-
tined to bring U.S. business to its
knees, as once-productive work-
ers infected by the
prospect of following
tournament action on

their computers were sud-
denly turned into some
sort of hoops-crazed zom-
bie army.

We were warned that-

stricken oblivious to the

need to process those pur-
chase orders for the Kalamazoo

office or get the Steadman con-
tract out by 5-the basketball-
watching horde would not only
destroy businesses' earnings, it
also would bring employers' IT
systems crashing down around
companies' ruined balance sheets
as roundball junkies got their fix
via company computers.

Oh, the humanity.
Reading some of the accounts

of impending disaster as the tour-
nament approached, you could
swear you heard faint strains of
"Nearer, My God, to Thee."

Curiously, I don't recall seeing
any follow-up coverage of the
catastrophe, which makes me
think there was just a touch of
hyperbole in the discussion of
the financial chaos the online

tournament coverage would pro-
voke.

Well, this year offers another
opportunity to measure the
extent of the damage: CBS again
is offering free online broadcasts,
bigger and better than ever!

CBS Sports says last year's
online coverage produced 19 mil-
lion video streams and 5 million

site visits. This year, CBS has dou-
bled its bandwidth to accommo-

date an anticipated increase in

RODD
ZOLKOS

Senior Editor Rodd Zolkos
can be reached at:

rzolkos@businessinmmnce.com

demand.

Among other things, this
year's version of MMOD will also
offer a video player that's 50%
larger than last year's, and
streaming audio of Westwood
One radio broadcasts of the first

56 games of this year's touma-
ment over the MMOD player.

And, of course, to ensure that
this year's online tournament
coverage from CBS remains the
threat to our economic vitality
that last year's was, the 2007 ver-

Avian flu had nothing on CBS
last March as the basis for

panickv pronouncements.

sion will once again indude a
"boss button" that allows basket-

ball fans to switch the image on
their monitor from basketball to

a benign looking spreadsheet
with a single keystroke, should
you-know-who happen by.

Accepting the reality that not
every employer will see the
NCAA tournament and accom-

panying office pools as a staff
team-building exercise, CBS does
provide instructions on the
MMOD site to block the broad-

casts from your computer net-
work.

I guess new technology has
always prompted some fears, so
maybe last year's Cassandras were
to be expected. And maybe the
lack of panic pieces as the open-
ing tipoff of this year's touma-
ment draws near demonstrates a

growing acceptance of the Inter-
net, and a mounting recognition
that the productivity it might
cost from time to time is more

than offset in the overall produc-
tivity increases it's spurred and
the new business opportunities
it's made possible.

Or maybe it's something else.
Maybe it's all just been overshad-
owed by the Great Daylight Saw
ing Time Crisis of 2007.

Capacity: More coverage choices likely
CONTINUED FROM PAGE 4

hurricane season, he said.
"They are hoping that there is

going to be (a price reduction) and
you know, (the price is) not going to
go up," said Mr. Hargrove.

He said he believes the market is

returning to a healthier state and
pricing likely will improve as capaci-
ty eases, especially for upper layers of
coverage.

Curt Ross, president of Colemont
Insurance Brokers of Georgia L.L.C.
in Atlanta, said the market is under-
going a correction with buyers likely
to see a few more choices when pur-
chasing coverage this year.

But he, too, expects insurers to
be very selective in releasing capaci-
ty, and doing so only in cases
where insurers find favorable condi-

tions or want to accommodate a top
producer.

Don't expect price reductions,
however, Mr. Ross said. Should 2007
bring damaging storms, he said that
would shape availability of property
cat insurance.

Recently, Mr. Ross said he has
seen additional coverage obtained
by school boards in Mississippi and
an account with a commercial build-

ing in Palm Beach, Fla. But such
examples remain few, brokers say,
because mid-year renewals for cat-
exposed properties start mainly in
the second quarter of the year.

Even so, several NAPSLO atten-
dees said they expect capacity to
continue to ease because of events
such as Florida. Gov. Charlie Crist
signing legislation last month to
add up to $17 billion in state-
backed reinsurance capacity to
the Florida Hurricane Catastrophe
Fund and Citizens Property Insur-
ance Co.

NAPSLO members said they
expect that will drive private-sector
reinsurers to move capacity to other
parts of the Gulf Coast and Califor-
nia, easing conditions there.

Purchasing conditions for reinsur-
ance have also improved substantial-
ly from last year when reinsurers
were making up for storm losses.

In July, when Scottsdale Insurance
Co. renewed its reinsurance treaties

for catastrophe-exposed property
policies, it saw its price rise 200% to
30096-depending on the layer, said
Gary L. Tiepelman, Scottsdale's
senior vp of underwriting.

Scottsdale also had to double its

retention and "we were not unique,"
Mr. Tiepelman said.

But insurers that renewed their

treaties in January, 2007, saw
increases in the 15% to 20% range,
said Mr. Tiepelman and other
NAPSLO members.

Sidecar participation is receding
By ROBERTO CENICEROS

INDIAN WELLS, Calif.-Hedge fund
money that backed a surge in rein-
surance vehicles known as sidecars

is "returning to Wall Street," a pan-
el of speakers told members of the
National Assn. of Professional Sur-

plus Lines Offices Inc.
The property/casualty industry is

not producing adequate returns to
satisfy today's sidecar investors,
speakers told NAPSLO's Mid-Year
Educational Workshop.

Additionally, primary insurers
have adjusted their portfolios, mak-
ing it possible for traditional rein-
surance to satisfy their needs, the
speakers said.

"There is a consensus in the

industry now that the utilization of
sidecars is done. They are just
gone," said Paul Goodwin, senior
vp of direct treaty for Munich Rein-
surance America Inc. in Princeton,
NJ.

Sidecars are special-purpose rein-
surance vehicles that enjoyed par-
ticularly strong growth last year to
fund much-needed capacity for
catastrophe risks.

Other panelists agreed that side-
car capacity is receding.

"I see a lot of that hedge fund
money going the other way now,"
said Thomas F. Leonhardt, senior vp
for Towers Perrin in Chicago. "The
utilization of that capacity is no
longer necessary to sustain the
capacity needs."

Furthermore, exiting sidecar
capital isn't flowing to other proper-
ty/casualty needs such as terrorism
risk coverage, Mr. Leonhardt said.

But sidecar participation in P/C
insurance is not entirely over, even
though interest in using the alterna-
tive risk transfer vehicles has
waned, said Glenn Hargrove, presi-
dent and chief executive officer for

Crump Insurance Services Inc. in
Dallas.

Crump, which is owned by a pri-
vate equity group that funds side-
cars, can use its relationship with its
parent to arrange reinsurance for
specialty program business when a
primary insurer is uncomfortable
assuming the entire risk, said Mr.
Hargrove, who was not part of the
panel but did attend the NAPSLO
meeting.

"We would be able to offer that as

another alternative in order to get
deals done," Mr. Hargrove said.

Wholesale brokers regularly use

NAPSLO meeting draws 650
While surplus lines insurers and
wholesale brokers attending the
National Assn. of Professional

Surplus Lines Office Inc.'s Mid-
Year Educational Workshop
described 2006 as a "phenome-
nal year" for their industry, sev-
eral expressed nervousness
about softening market condi-
tions during 2007.

A softening market is good for
policyholders, but the reverse is
true for insurers that thrive

when risks struggle to find cov-
erage.

In response to increased com-
petition from standard market
insurers, though, NAPSLO mem-

bers said their companies are
launching several new prod-
ucts-such as legal liability for
warehouse operators and real
estate developers or evacuation
expense coverage for higher
education entities-that also is

good for insurance purchasers.
About 650 people attended

the NAPSLO Mid-Year Educa-
tional Workshop held March 1-
3 in Indian Wells, Calif.

NAPSLO's annual convention
will be held Oct. 3-6 in New
Orleans. For more information
contact Kansas City, Mo.-based
NAPSLO at 816-741-3910.

-By Roberto Ceniceros

their industry relations to find rein-
surance capacity for coverage
arrangements they are negotiating
with primary insurers, he added.

Meanwhile, some primary insur-
ers say they won't need sidecar
capacity to carry out their business
plans this year.

Wholesale specialty insurance
underwriter RSUI Group Inc., for
example, expects to obtain enough
traditional reinsurance to match its

risk appetite for 2007, said David E.
Leonard, RSUI Group Inc.'s Atlanta-
based executive vp.

That was not-the case in 2006, "so
it's a good change of events that we
have been able to put together the
reinsurance to support our business
plans," Mr. Leonard said.

The insurance industry was reel-
ing last year from hurricane losses
in 2005. Simultaneously, rating
agencies demanded that insurers
increase their capital or reduce their
risks as catastrophe modeling com-
panies revamped their systems,
which showed that insurers had
greater exposure than previously
thought, the speakers said.

"Exposures more than doubled
just by flipping the switch and
changing the model, and that drove,
(insurance) companies that were
buying $400 million in catastrophe
cover, based on a projection of a pri-
or version model, to now need $800
million," Towers Perrin's Mr. Leon-
hardt said.

That created a temporary discon-
nect between available capital and
the industry's new perception of
catastrophe risk, the panelists said.
Pricing increased and hedge funds
sensed they could fill the gap with
sidecars.

However, the P/C insurance
industry still produced a 14% return
on equity in 2006.

"Our view has always been that
the sidecar money was driven by
what they perceived to be very high
returns, and I don't think they per-
ceive 14% to be very high returns,"
RSUI's Mr. Leonard said.

Sidecar investors are looking for ,
returns of at least 20% to 25%, the
panelists said.



TRIA: Hearing stresses long-term solution
CONTINUED FROM PAGE 3

Congress should also consider
permitting tax-deferred reserving
for underwriters to create a dedicat-

ed pool of capital for terrorism
insurance, said Eric Dinallo, acting
New York state insurance superin-
tendent.

Robert W. Ferguson, chairman of
Swiss Re America Holding Corp. in
Armonk, N.Y., urged lawmakers to
 include coverage for group life

insurance in the extension of the

federal backstop.
Meanwhile, some lawmakers at

the hearing indicated that exten-
sion legislation is a priority.

"We're committed to extending
TRIA this year," said Rep. Deborah
Pryce, R-Ohio, a subcommittee
nnennber.

Rep. Carolyn Maloney, D-N.Y.,
meanwhile, noted that lawmakers

are looking drafting a new TRIA bill
as early as April.

White House opposes
permanent backstop
WASHINGTON-The Bush fund. "It's totally inappropri-
administration is willing to ate," Mr. Hubbard said. Many
work with Congress regarding of the property insurance prob-
the federal government's role in lems experienced in the post-
guaranteeing terrorism insur- Hurricane Katrina Gulf Coast

ance, but remains committed to are "self-inflicted," as state

the eventual elimination of the insurance regulators have held
terrorism insurance backstop rates artificially low, he said.
program, says one of the presi- The private sector cannot
dent's key economicadvisers. compete against the govern-

"The president believes in the ment when rates are subsidized,

long run, TRIA is not needed," he said. "We think this is a

said Allan Hubbard, director of problem that should be dealt
the White House's National with at the state level" and state

Economic Council, referring to officials should bear in mind

the Terrorism Risk Insurance the implications of subsidiza-
Act that created the backstop in tion.

2002. Regarding possible federal
The terrorism backstop was insurance regulation, "We very

one of a series of much believe in

insurance issues  the state insur-
Mr. Hubbard dis-  ance system." Yet,
cussed last week "we wish it were

during an address
'6fZ? „„ 04  easier to sell from

to the annual .....49 401 state to state," he
Insurance Reform I 4 said.

Summit in Wash- "You can tell

ington, sponsored l'In punting," he
by the Networks ___ ' added.

speaker,

An earlier sum-

1 University. la House Financial

In general, "we AP PHOTOS Services Commit-

4 should be very 'We should be very tee Chairman Bar-

) careful about get- ney Frank, D-
T ting the federal careful about , Mass., declined to

dnmt insr- getting the federal mitment for or

make a firm com-

ance," he said. government against federal

> Regarding the insurance regula-
terrorism insurance involved in tion.

backstop, the ad- insurance.' Rep. Frank said
ministration thinks good arguments

> insurers should Allan Hubbard, exist for uniformi-

i take higher de- National Economic ty, and having
ductibles and make Council multiple state reg-

higher copayments ulations can result

> before tapping the in inefficiencies.

program, Mr. Hub- But he stressed

bard said. that any federal system to regu-
The administration also late insurers must contain sig-

believes the program should nificant consumer protections
not be expanded, he said. to be acceptable.

j The White House is not Rep. Frank said he would
declaring that the terrorism support a federal role in insur-
backstop, which is scheduled ance regulation "as long as they
to expire on Dec. 31, be elimi- hit a pretty high level" of
nated "immediately," but Mr. what's already being done by

 Hubbard stressed that the the states in terms of consumer
5 administration believes it protection. That will be the
, should be eliminated eventual- context in which Congress will

ly. debate the idea of an optional
He was more adamant federal charter for insurers, he

regarding proposals to create a said.

natural catastrophe insurance -By Mark A. Hofmann

In addition, at a separate event
last week, Rep. Barney Frank, D-
Mass., said that the House would

vote next month on extending the
backstop program.

During a keynote address at
the annual Insurance Reform Sum-

mit in Washington held by the
Networks Financial Institute at

Indiana State University, Rep.
Frank noted that the extended pro-
gram would be expanded to cover
group life insurance. In addition, it
would cover both domestic- and

foreign-initiated acts of terrorism,
he said.

Others who testified at the sub-

committee hearing in New York
included: Donald J. Bailey, chief
executive officer of Willis North

America; Edmund F. Kelly, chair-
man, president and CEO of Liberty
Mutual Group Inc.; Warren Heck,
president and CEO of Greater New
York Mutual Insurance Co.; and

representatives of World Trade Cen-
ter Properties L.L.C. and S.L. Green
Realty Corp.

Mark A. Ho#nann contributed to this
story.
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Cat bond: Record total

of $4.69 billion issued
CONTINUED FROM PAGE 4

marked the first time that U.S. hur-

ricane risk was the most securitized

peril, accounting for $2.29 billion in
risk capital, followed by U.S. earth-
quake at $2.23 billion.

In addition, Australian typhoon
and earthquake, Mexican earth-
quake and U.S. tornado and
hail were all securitized for the first

time.

There was also an expansion of
the risk profile of the catastrophe
bond market, according to the
report. While Standard & Poor's
Corp.'s BB rating or equivalent
remained the staple, there was also
a notable increase in the number of

B-rated and unrated issuances, and

the first AA-rated catastrophe bond
was issued as well.

The report also discussed the
increase of securitization in non-

bond fonn, including sidecars and
industry loss warranties. According
to the report, there were 11 sidecar
transactions in 2006, which raised a

total of $2.91 billion in debt and

equity capital.
The report, "The Catastrophe

Bond Market at Year-End 2006, Rip-
ples into Waves," is available at
www.guycarp.com.
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Diabetes: Employers must accommodate UnitedHealth: Restatement
CONTINUED FROM PAGE 3 selves an inlection or to eat food to that a policy based on the individu-

control their blood sugar when it is al "is tough m this age, when we resolves accounting issues
a reasonable accommodation to a in violation of normal workplace want everything to be oblectlve,
worker's disability unless it imposes rules, said Ruth Colker, a law profes- he said. CONTINUED FROM PAGE 1 equate," and senior management
"undue hardship" on business oper- sor at the Michael E Montz College Frank Alvarez, an employer attor-
ations "failed to ensure that option grant-

of Law at Ohio State University m ney Mth Jackson Lewis L L P. m ment was partly due to a boost m ing practlces were appropnate."
A diabetic also is protected under Columbus, Ohio, White Plains, N Y agreed. "It revenues stemming from its 2005 The practice of so-called backdat-the ADA even if the person is not requires an individualized assess- acquisition of PacifiCare Health Sys- ing involves turning back the clockdisabled, but is treated as disabled

by his or her employer, such as 'If the employee requests ment and it's all going to tum on tems Inc to deliberately grant stock options
the type of Job the person has, how "Becoming current in our finan- on the most favorable date for abeing refused a job solely because of controlled the diabetes is and the cial fllings is a significant step for- recipient, to boost the value of thethe diabetes an accommodation, the nature of the accommodation that ward for UnitedHealth Group, and option.

Complicabng the legal issues sur- they might need "
rounding ADA is a lack of consisten- employer should take it it comes as the board and the com- As part of its 10-K filing, United-

Part of this process involves pany have advanced substantial Health noted that lt has ..fullycy among courts as to when a work- "obtaining objective medical evi- improvements in our governance remediated" its previously reporteder could be considered disabled Vir- seriously.' dence and input," Mr Alvarez said. processes and administrative busi- material weakness in internal con-tually identical sets of facts can lead
Ryan K Buchanan, A decision "cannot be based solely ness practices," said Stephen J. trol as of Dec. 31, 2005, relating toto opposing court decisions, say on (the employer's) lay opinion Hemsley, UnitedHealth's president stock option plan administrationobservers. Helms Mulliss & Wicker PLLC

about an individual's capabilities." and chief executive officer, in a and accounting for and disclosureEmployers can ask a worker ques-  - Mr Alvarez added, though, that statement Mr. Hemsley succeeded for stock option grants.tions or require a medical exam if by engaging in an interactive, good longtime company head Dr
there is a legitimate reason to sus- "We are pleased to have resolved

faith dialogue with an employee, William McGuire following his the bnancial reporting and control-,pect diabetes may be affecting the "If the employee requests an employers "may be better able to departure in the wake of an inde- related issues stemming solely from,
worker's ability to do the job, accommodation, the employer anticipate the operational chal- pendent review that found evi- historic stock option programs ",
according to the Equal Employment should take it seriously" and honor lenges that they have and work out dence of backdating of stock option said Mike Mikan, UnitedHealth's
Opportunity Commission, the fed- the request if it is feasible, said Ryan a mutually agreeable accommoda- grants at UnitedHealth (BI, Oct. 23, chief financial officer, in the state-
eral agency that enforces the ADA's K. Buchanan, an attorney with tion that helps everyone " 2006)
employment provisions ment. "We have used this process to'

Helms Mulliss & Wicker P L L.C. in None of these problems is insur- That report, conducted by a spe- create a stronger enterpnse in allThe employer can also ask ques- Charlotte, N.C mountable, say observers cial committee of UnitedHealth's aspects of administration, including
tions if there are safety concerns "Employers are charged with Santa Monica, Calif.-based solo board of directors and its indepen- our governance, control environ-
that pose a "direct threat" to the making a reasonable accommoda- attorney and diabetic Knss Halpem dent counsel, Wilmer Cutler Picker- ment and commitment to modern,
employee or others, according to tion that allows an employee to remembers his first Job with a major ing Hale & Dorr L L P., focused on corporate social responsibility.the EEOC complete the task that is central to law firm. "I was temfied to tell my 29 distinct option grants made by

But employees are not required to the Job, and diabetes is difficult in employer" and said nothing about the company from 1994 through Going forwardL
reveal their medical background, that regard, because the symptoms being a diabetic during the inter- 2006, comprising nearly 85% of the "It's a big first step ..they needed
and diabetes frequently comes to vary from person to person, so what view process. options issued by UnitedHealth to get the statements current andthe employer's attention only when is a reasonable accommodation for "But once I got the job, I told during that period, resolve the accounting issues," relat-
the worker requests accommoda- one person with diabetes may not them," said Mr Halpern "They Among other things, the report ed to its historical stock option pro-tion. be reasonable for another person," were fine with it, and it was no big said that the measurement dates gram, said Stephen Zaharuk, vp and The issue typically arises when an Mr. Buchanan said deal at all, and I think most employ- used by the company for most of senior analyst for Moody's Investorsemployee asks for breaks to test As a result, a blanket policy"may ers who are smart would handle it the 29 options grants "were not cor- Service Inc. in New York. "Now 
their insulin levels, to give them- lead to problems," despite the fact the same way." rect, and many of these grants were they can move on with running the 1

likely backdated," and option business "
grants made to newly hired employ- Becoming current in their finan-
ees and employees receiving pro- cial filings will permit UnitedHealth

Sporadic leave hard to manage under FMLA motions "were backdated as a mat- to go back to things it could not do 1
ter of policy." The report also said before, for example, "deploying 
UnitedHealth's internal controls

related to ophon grants were "mad- See UNITEDHEALTH next pageObservers say the primary prob- day here or a day there, or maybe of Portland Ore.-based Crispin 1

lem associated with diabetes and even part of a day here or part of Employment Lawyers, who pri-
the Family and Medical Leave a day there " manly represents plamtiffs *I've
Act is intermittent leave A frequently related problem caught more than a few employ-

Under FMLA, an employee at is that the need to take time off ers violating FMLA on intermit- UNITEDHEALTH UNDER FIRE
an organization with at least 50 because of diabetes is unforesee- tent leave simply because they
workers can take up to 12 weeks able, and the employee can give failed to keep records. They sim-
of unpaid job-protected leave a as short a notice of the need for ply put down absences" and

• MARCH 2006: The first of several company's annual proxy
shareholder derivative actions are statements.year for several specific reasons, leave as is practical under the cir- then say the employee was fired filed against certain current andone of which is recovery from a cumstances. "This results often for excessive absenteeism former officers and directors of • JUNE 2006: The company

medical condition Mr Crispin said if he can UnitedHealth in the U.S. District receives a civil investigative 1

Employers must permit 'Most of the time, prove that even one of those Court for the District of Minnesota. demand from Minnesota's attorney
employees to take intermittent absences should have been cov- That action has since been general requesting documents from 4
FMLA leave m increments that
are the smallest time penod the diabetic patients are ered by the FMLA, "then they've consolidated with six other actions, January 1997 onward concerning

violated the law and I can win and the amended complaint alleges executive compensation and stock
employer uses m its payroll sys-

able to adjust and to that case pretty easily " that defendants breached their option practices. UnitedHealth files
tem to account for absences. Employers sometimes mistak- fiduciary duties to the company, a motion for a protective order,

Because of the nature of the were unjustly enriched and violated whichis denied by the trial court.
disease, diabetic employees may manage their diabetes enly believe that eligibility for 1

FMLA requires a minimum the securities laws in connection

need relatively brief penods of • OCTOBER 2006: The company

without taking FMLA three-day penod of mcapacity, with the company's historic stock
time off, which creates schedul- releases an independent report

when in fact that is not required option practices. %

ing problems for employers, say examining historical stock options c
leave: for chronic serious health condi-

• APRIL 2006: The company practices, and makes a series ofobservers
tions including diabetes, said announces an informal Inquiry by management changes, among them

Frank Alvarez, an employer John W Griffin, Loring N. Spolter, a Fort Laud- the SEC relating to the company's Dr. William W. McGuire steps down
attorney with Jackson Lewis

Marek, Griffin & Knaupp erdale, Fla -based solo attorney. stock option practices. as president and chief executive
L.L P in White Plains, N.Y, said However, John W Gnffin Jr, officer, to be succeeded by 1

FMLA "becomes a particular I an attorney with Marek, Griffin • MAY 2006: UnitedHealth receives Stephen J. Hemsley.
challenge for employers when & Knaupp in Victoria, Texas, said a subpoena from the U.S. Attorney
diabetic employees need inter- he has not found FMLA to be an for the Southern District of New • DECEMBER 2006: UnitedHealth

mittent leave because they are m unscheduled, unplanned issue in about 20 years of repre- York requesting documents from receives a formal order of

having episodic-type bouts of absences, and employers have senting diabetics, 1999 onward relating to the investigation from the Securities

diabetic problems-either their great difficulty managing their "Most of the time diabetic granting of stock options, as well and Exchange Commission.
as a request from the Internalblood sugar becomes uncon- operations when they have little patients are able to adjust and to • MARCH 2007: The company 4

Revenue Service for documentstrolled, or they have other relat- notice of an individual's absence manage their diabetes without from 2003 onward relating to stock completes the financial
ed health conditions-because from work," Mr Alvarez said. taking FMLA leave," Mr Griffin restatement process and reportsoptions and other compensation forit's not under control and they Careful recordkeeping is said 2006 earnings.certain executive officers in the f

may need to be out for work a important, said Craig A Crispin, -By Judy Greenwald
1Source Company reports
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Health care: Legislation faces opposition HOW STATE HEALTH INSURANCE REFORM PROPOSALS AFFECT EMPLOYERS

CONTINUED FROM PAGE 1 Indeed, a federal appeals court m sioIled speech to the General
LAWS: PROPOSALS:

January ruled that a 2006 Maryland Assembly stating the case for his MARYLAND: Annual assessment equal CALIFORNIA: Annual assessment equal
it calls for a secondary source of law, which required any employer proposal. to 8% of payroll on employers with to 4% of payroll on employers that do

funding to pay for an expansion of m the state that did not spend at
"That's not belittling the cause, 10,000 or more employees in the state not offer health coverage and have

:overage through a tax on business- least 8% of payroll on health care to but no one likes the idea of new tax- that do not offer health coverage and least 10 employees.
:s' gross receipts as well as a reinsur- pay the difference to a state fund, es," the IMA spokesman said "It spend at least 8% of payroll on those PENNSYLVANIA: Annual assessment

ance program to provide an incen- was pre-empted by ERISA. seems to have landed m the Gener- benefits.*
equal to 3% of payroll on employers

tive for insurers to offer affordable, On the other hand, the Mas- al Assembly with a thud " MASSACHUSETTS: Annual assessment with 50 or more employees that do not
guaranteed-issue coverage sachusetts law has not been chal- A pay-or-play mandate also up to $295 per employee imposed on offer coverage The employer

The proposed employer assess- lenged, possibly because the assess- would create an administrative employers with at least 11 employees assessment excludes the first 50
ments also vary In California, ment-for those that would be nightmare for many Illinois that do not offer health Insurance. employees.

under Gov Arnold Schwarzeneg- affected-is relatively small, said employers whose workers come VERMONT: Annual assessment of $365 ILLINOIS: Annual assessment equal to
ger's plan, employers with at least J D. Piro, an attorney in the Nor- from neighboring states, observed per employee imposed on employers 3% of payroll on employers with 10 or
10 employees that do not offer walk, Conn, office of Hewitt Associ- Larry Boress, president of the Mid- with nine or more employees that do more employees that do not offer
health insurance would pay an ates Inc west Business Group on Health, a not offer health coverage. The health coverage and spend the
innual assessment of 4% of payroll "Most employers aren't paying coalition of employers based in employer assessment excludes the first equivalent of 4% of payroll on those
n Pennsylvania, Gov. Ed Rendell it," Mr. Piro said refemng to the Chicago. eight employees. benefits.

has proposed an annual assessment Massachusetts assessment "In Illinois, there are a number of *Overturned by a federal appeals court which ruled the statute ts pre-empted by the Employee
of 3% of payroll on employers with All three proposals face an uphill bi-state communities, and employ- Rettrement Income Secunty Act
50 or more employees that do not battle to win enactment, some say ers would have to go through the
)ffer coverage. In California, for example, "I've hassle of paying tax for certain
6 By contrast, Gov Blagolevich is heard the governor is having trou- employees, but not for others," Mr. affordable coverage available," said Health, a consortium of large,
iroposing a 3% payroll tax on ble because there are no Republican Boress. Steve Wolak, vp of public policy national employers based in Wash-
?mployers with 10 or more employ- lawmakers wilhng to support 100% In a statement, Illinois Chamber at the National Business Group on ington
es that do not spend an amount of his proposal," said Amy Bergner, of Commerce President and Chief
Equal to at least 4% of payroll on a principal with Mercer Human Executive Officer Doug Whitley
ealth care benefits Resource Consulting in Washing- called the governor's proposal "a
' The three proposals, none of ton. reckless and irresponsible affront to Commissions: Contingent
which has been formally intro- In Illinois, the Democratic gover- every employer and worker in Ilh-
luced as legislation, have triggered nor's proposal has ignited stiff nois" by eliminating jobs and forc-
,ignificant opposition from the opposition from some employer ing businesses to leave the state. replacement criticized
ousiness community, whose mem- groups. Moreover, "moving more people
bers are most concerned about the "What's going on in Illinois has Into taxpayer-provided health care
employer assessments done more to bring the business is not prudent for long-term public CONTINUED FROM PAGE 1 based on a broker's past perfor-

Additionally, legal experts say the community together than anything policy," Mr Whitley's statement mance and must be disclosed to

assessments might run afoul of else," said a spokesman for the Illi- said. "Government-run programs Contlngent commissions are not insurance buyers before a place-
the federal Employee Retirement nois Manufacturers' Assn., which stymie innovallon and flexibility illegal, and the arrangement contln- med 8 completed However, he
[ncome Security Act, which pre- announced its opposition to a man- This plan does not address quality ues to be used throughout the said he would not issue a blanket
empts state laws and rules that date or new tax on business even of care, rising health care costs industry pass to "every supplemental plan
relate to employee benefit plans before the governor gave an impas- or how expansion of subsidized But their image has been severely that could be devised"

health care may disrupt the system tarnished in the wake of client- Meanwhile, the New York Insur-
for those who already have insur- steering and bid-rigging investiga- ance Department is "actively study-

Boosting state pension plans
ance tions by state attorneys general that ing the iSSUes presented by both

The governor's proposal was ensnared several large brokers contingent commissions and sup-
characterized as "the largest tax and insurers. Authorities charged plemental commissions," a depart-

Addressing another pressing tems, bnnglng funding ratios to increase in the history of Illinois" that brokers based their account ment spokesman said.
benefits-related issue, Illinois approximately 83%. by the Springfield, Ill, office of the placement deasions on how the Willis' Mr Plumen and some rlsk
Gov. Rod Blagolevich has pro- The plans currently are only National Federation of Independent placements would maximize their managers are not convinced that
posed selling bonds and leasing 60 5% funded, with more than Business, a national organization contingent commissions rather supplemental commissions are sub-
the state lottery, with the pro- $40 billion in accrued unfunded comprised primarily of small than what would best serve their stantially different than contingent
ceeds of both transactions pension liabilities employers, and the "largest tax hike clients commissions.

shonng up the state's under- The governor's plan also calls in history on the people of Illinois As a result of the investigations, "I can't tell the difference,

funded pension plans for state for restructuring the pension by the IMA. the four largest brokers agreed to frankly, between that and a contin-
employees and public school systems' statutory funding Others say even if the Illinois pro- abandon contingent commissions gent," Mr Plumen said dunng a
teachers mechanism and boosting annu- posal were enacted, implementa- Several Insurers also agreed to either presentation last week at the Assn

The pension obhgation bonds al funding requirements to ulti- tion could be difficult. abandon or limit the use of contin- of Insurance and Fmancial Analysts'
and lottery-leasing revenues mately achieve 90% funding m "It's an easy political rhetorical gent commissions.
would put about $26 billion into 2040 device. It makes it look hke they're The agreements have wiped out See CONTINGENTS next page

the flagging state retirement sys- -By Joanne Wolcik doing something. But, m reality, more than $ 1 billion of combined
they're going to find out the mar- annual revenue for the world's four
ketplace is not going to make largest brokers, and several brokers ADVERTISER

and insurers have been trying to
develop a replacement compensa-

UnitedHealth: Legal issues still remain tion system since then
Since December, insurers Chubb

INDEX
Corp. of Warren, NJ., and Travelers Issue of March 12

CONTINUED FROM PREVIOUS PAGE of cash they would have to use to The SEC's enforcement division Cos Inc of St. Paul, Minn., have ADVERTISER PAGE #

pay the IRS for underreportlng tax- in December 2006 notified United- developed new supplemental Acordia 16

AIG 36

1
capital back into the business," or es," he said "That amount turned Health of a formal investigation commission arrangements that pro- Aon Corporation 2

engage in mergers and acquisitions, out to be $100 million the mar- into the company's historic stock vide brokers fixed compensation Bermuda Insurance Development
noted Carl McDonald, an analyst ket's expectation was that it would options practices, and the company based on the brokers' prior perfor-
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Commissions: Replacement for contingents debated
CONTINUED FROM PREVIOUS PAGE

conference in Boca Raton, Fla.,
according to a recording provided
by Willis.

Unless the commission formuias
he has seen are modified or he
comes to understand them better,
Mr. Plumeri said he will not accept
them.

Mr. Plumeri, though, said Willis is
not swearing off supplemental com-
pensation paid by insurers.

Some risk managers say any per-
formance-based compensation
arrangements between brokers and

News
. Brief

CONTINUED FROM PAGE 1

antitrust issues comes just days af:er
Express Scripts raised its iffer for
Caremark Rx Inc. to $26.3 billion. CVS
matched the offer. CVS shareholders
are to vote on the deal March 15,
followed by Caremark shareholders
March 16. In submitting its sweetened
offer for Caremark, Express Scripts
said that it expected to receive a
"second request" from tte FTC but
that it should pass muste-.

Premera scraps bid
to become public
Premera Blue Cross said it will end its

effort to become a publicly tradec,
for-profit corporation by withdraring
an appeal to Washington's Supreme
Court. Premera said the move came

largely in response to opoosition from
Washington's medical community. In
2002, nonprofit Premera sought Io
convert to a public comfany, but
Washington Insurance Commissicner
Mike Kreidler denied the request. An
appeals court ruled against the health
plan last year, leading to the Supreme
Court appeal.

House, Senate differ
on mental health parity
Mental health care benefits parit,
legislation introduced in the House
last week takes a different course

than a bill approved last month ty a
Senate panel, poter.tiall) setting the
stage for a future battl€ between the
two congressional branches. Beth
bills would require grouo health zare
plans to provide the same cost-

insurers present inherent conflict-
of-interest problems for risk man-
agers.

"The new framework of the com-
missions is not different from con-

tingent commissions enough to
remove the inherent conflict of

interest," because the broker perfor-
mance element of the arrangement
is still designed to influence broker
behavior, said Beaumont Vance,
senior enterprise risk manager for
Sun Microsystems Inc. of Broom-
field, Colo.

"If brokers aren't influenced, then
why would insurers do it?" he asked.

sharing requirements for mental
health care services as they do for
other medical conditions, and both

I would exempt some employers. But
, differences exist in proposed pre-

emption of state laws, among other
, issues.

Insured cat losses
total $168 in 2006
Developing countries with little
insurance penetration bore the brunt
of natural and man-made

catastrophes in 2006, according to a
study by Swiss Reinsurance Co. Of
the $48 billion in economic losses
caused by natural catastrophes last
year, one-third-$15.9 billion-was
covered by insurance, notes Swiss
Re's latest sigma study.

Equity firm merges
TPAs Gates, Attenta
Third-party claims management
providers Frank Gates Cos. and
Attenta have merged in a deal that
gives a majority ownership stake to
private equity firm KRG Capital
Partners L.L.C. along with minority
stakes to the combined company's
senior management. In 2006, total
revenues amounted to $88 million for
Gates and $23 million for Attenta,
according to a spokeswoman.

HCA expands sharing
of cost information

Hospital chain HCA Inc. is sharing out-
of-pocket cost information with
patients prior to admission. Initially,
HCA provided out-of-pocket cost
ranges for 22 of the most common
procedures administered at its 10
Dallas-area hospitals. HCA expanded
the program last week to include 15
additional hospitals in San Antonio
and Austin, Texas. The pricing
program will be available at a11165
HCA hospitals in 20 states by the end
of June, a company spokesman said.

Mr. Vance compared the arrange-
ment to allowing one's attorney to
accept a form of remuneration from
an opposing party.

Sheila Small, assistant vp-risk
management and insurance at New
York-based Verizon Communica-

tions Inc., said performance-based
supplemental commissions would
put brokers "back in a place they
don't want to be."

"Any type of arrangement that
could be perceived as attracting a
broker to one carrier more than to

another carrier is not good. That's
the bottom line," said Ms. Small.

Janice Ochenkowski, vp of the
New York-based Risk & Insurance

Management Society Inc., said she is
"very puzzled" by the commission
vehicle that Chubb and Travelers

have developed and their unwilling-
ness to divulge their commission
formulas. In an environment of
"transparency and open disdosure,"
their approach appears to be "a step
backward."

But Ms. Ochenkowski, who also is
a managing director at Chicago-
based Jones Lang LaSalle Inc., said,
ultimately, she does not need to
know the formulas. She said she

needs her broker to disclose only the
amount of commission her account

generates and how big a piece it is of
the broker's overall supplemental
commission revenue.

De*nding commissions
Supplemental commissions

already are in use at Gallagher and
have not created a stir among the
broker's dients, Mr. Gallagher said.

Over the past year, Gallagher has
negotiated such commissions with
25 insurers-including Chubb and
Travelers, he said. The commissions
have replaced "some, not 100%" of
the nearly $30 million of contingent

commissions Gallagher has lost, Mr.
Gallagher said.

While attorneys general have
approved of brokers receiving remu-
neration for the services they pro-
vide insurers, if a client is not happy
with the commission, it is "nego-
tiable," he said. "As long as they're
willing to pay me a decent wage to
do my business, I'm happy."

Two agency consultants agree
that supplemental commissions
should not alarm risk managers and
suggested that any discomfort risk
managers might have with them
could be allayed by demanding full
disclosure, negotiating a fee arrange-
ment or changing brokers.

Timothy J. Cunningham, a part-
ner with OPTIS Partners L.L.C. in

Chicago, described supplemental
commissions as being "like a contin-
gent in a different wrapper."

But neither commission is "evil,"
and risk managers' criticism of them
now is "disingenuous" because they
knew their brokers were receiving
that compensation, he said.

John Wicher, a principal with
John Wicher & Associates Inc. of
San Francisco, does not agree that
supplemental commissions based
on a broker's past relationship with
an insurer is anything like a contin-
gent commission.

He also said varying supplemental
commissions would not influence

an account representative's behav-
ior because the market is too com-

petitive to risk losing an account
over minor differences between the
commissions.

Although that kind of behavior
did occur at Marsh, Mr. Wicher said
the difference is that some Marsh

employees were engaged in outright
illegal behavior-not just placing
coverage only for a small additional
amount of commission.

Amazon: Coverage dispute
CONTINUED FROM PAGE 3

that Atlantic "will pay those sums
that the insured becomes legally
obligated to pay as damages because
of 'personal injury' or 'advertising
injury' to which this insurance
applies. We will have the right and
duty to defend any 'suit' seeking
those damages."

According to the Atlantic Mutual
filing, Amazon notified its insurer
of the IBM suits. But Atlantic

holds that it is not obligated to pro-
vide a defense or to indemnify Ama-
zon because in part, "the IBM suits

.A

do not and cannot seek damages
caused by an offense during
Atlantic's policy period." Although
the policy covers copyright infringe-
ment under the advertising injury,
it says nothing about patent
infringement.

Atlantic Mutual asks the court to

hold that it is not obligated to
defend or indemnify Amazon.com
in the IBM action, for court costs or
whatever other relief the court
would provide.

Attorneys for the parties did not
return calls for comment by publica-
tion time.
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Flippin out
for flippin' off
his flippin'
boss. He's not

flippin' happy
A Los Angeles Department of Water and
Power employee, who was caught nap-
ping in a hammock suspended under his
city-owned truck-and then gave a super-
visor the finger when he was awakened-
was rightfully fired, a state appellate
court has ruled.

The March 1 decision by the California
Court of Appeal in Los Angeles in Ken-
neth Flippin vs. Los Angeles City Board of
Civi/ Service Commissioners overturned a

lower court ruling that the board should
reconsider Mr. Flippin's ter-

mination.

According to the
opinion, a dispatcher

and a supervisor-
acting on a

complaint
called in

to the

depart-
ment in

April 2003-
approached Mr.

Flippin, who was
sleeping soundly in

the hammock and

could be heard snoring.
After his named was called

loudly, "Respondent woke up and ges-
tured at the two men by raising his mid-
dle finger," says the decision.

Later, when the dispatcher told the
worker to remove the plastic container
containing the hammock, which was
affixed to the truck, Mr. Flippin replied,
"You should rattle." When asked what he

meant, Mr. Flippin replied, "You're a
snake."

The department terminated the 16-
year worker's employment on grounds
that he was sleeping while on duty in
public view, was insubordinate and "had
engaged in misconduct seriously reflect-
ing on the City of Los Angeles and its

f employees."
Among the appeals court's findings, it

) noted that Los Angeles departmental
rules state that sleeping on the job is
grounds for dismissal even if it is a first
offense.
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California Sen. Sheila Kuehl, D-Santa Monica, once a sitcom actor, has
introduced single-payer health care legislation a third time. Former
actor and Gov. Arnold Schwarzenegger vetoed the previous bill last year.

Ex-actor vs. ex-actor
in single-payer effort
Will Dobie Gillis' true love prevail
over "The Terminator" in attempting
to solve California's health care
conundrum?

Calling GOP California Gov.
Arnold Schwarzenegger's health
reform proposal a I 'F·*»6,9' ,

giveaway to
insurers, Sen. S
Sheila Kuehl, D- ,=
Santa Monica, *
has introduced (111
single-payer legis- &6.
lation for the 55 ,.L
third time in the -' 11

State Assembly. Ms. Gilroy

Like the gover-
nor, Ms. Kuehl broke into California's
political scene after an acting career
in which her most memorable por-
trayal was that of the intelligent but
homely Zelda Gilroy, Dobie Gillis'
wanna-be girlfriend in the 1959-63
sitcom.

As many baby boomers may recall,
each episode of "The Many Loves of

Sensitive and easily
insulted cavemen who

have been made famous 0in GEICO's advertising -
could be the basis of a

new TV show that ABC

is considering.

1 --,/'/,-./

Dobie Gillis" usually concluded with
Dobie making a philosophical obser-
vation while sitting by a reproduc-
tion of Auguste Rodin's "The
Thinker," with actor Dwayne Hick-
man mimicking the sculpture's pen-

sive pose.
5*

Although Zelda
2, 6.f - relentlessly pur-
1-, ] " sued Dobie in the

1 + original series, she
succeeded only in
confusing him
with her intellec-

i q

U 4 ' tual banter. By the
Mr. Terminator 1977 "Whatever

Happened to
Dobie Gillis," however, Zelda and Gillis
had married and had a teenage son. By
comparison, Mr. Schwarzenegger's
onscreen characters have generally had
more brawn than brains.

In their post-acting years, the gov-
ernor spurned Ms. Kuehl's most
recent single-payer effort with a veto
last year.

Convicted
thief to lose
pension
to restitution

Crime victims can get restitution
for their losses by tapping their
assailant's pension funds, says the
9th U.S. Court of Appeals in a
divided opinion.

The issue in the Feb. 22 decision

by the San Francisco court in United
States vs. Raymond P. Novak was
how the Employee Retirement
Income Security Act of 1974, which
protects employee's pension funds,
can be reconciled with the Manda-

tory Victims Restitution Act of
1996, which governs the payment
of restitution to crime victims.

In upholding an earlier ruling by
a panel of the appeals court, the
full court said in its 10-5 ruling
that "crime restitution orders can

be enforced by garnishing retire-
ment funds, but with the funds
only payable when the defendant
has a current, unilateral right to
receive payments under the terms
of the retirement plan."

The case involves Mr. Novak

and former wife Norma Ortega
Nance, who from 1995 to 1999
engaged in a scheme to steal tele-
phone equipment from Glendale,
Calif.-based Nestle Food Co.,
resell the equipment and pocket
the proceeds. Ms. Nance, a Nestle
employee, had access to the equip-
ment, which she passed along to
Mr. Novak to sell. The scheme cost

Nestle more than $3.3 million,
court records state.

Mr. Novak was sentenced to 24

months in prison and three years
supervised release in connection
with the scheme. The government
moved to garnish the pension of
Mr. Novak, who worked from 1990
to 2003 at May Department Stores
Co., a unit of Cincinnati-based
Federated Department Stores.

The appeals court returned the
case to the district court to deter-

mine whether, based on the terms
of May's retirement plans, the gov-
ernment has to wait until Mr.

Novak reaches retirement age to
garnish the retirement funds.

Mr. Novak will turn 65 in 2012.

Cavemen pitchmen so popular
even a network thinks prime time
GEICO's insulted cavemen have

reason to cheer-they may be going
prime time.

ABC is exploring development of
a TV series based on the insurer's

popular characters featured in some
of its commercials.

Tentatively titled "Cavemen," the
pilot-one of hundreds currently
being shopped around TV net-
works-will focus on three, thir-
tysomething prehistoric characters
battling prejudice on a daily basis in
modern day Atlanta, according to a

source familiar with the situation.

The pilot, which had neither
script nor cast, will be shot by May,
which is when the networks con-
vene to hammer out the 2007/2008
schedule, the source said.

At this point, GEICO has no cre-
ative control over the potential
show, but it would receive a royalty
payment for the use of the charac-
ters should the show get picked up,
the source said.

GEICO introduced its cavemen in

spots in 2005, initially to promote

its Web site, in which they appear
insulted by a pitchman who claims
the insurer's Web site is so easy to
use "even a caveman can do it."

Ted Ward, GEICO's vp-market-
ing, said the TV show is "one of
many" ideas the insurer is exploring
for its cavemen characters.

The cavemen have been seen

recently at the Academy Awards,
playing golf with TV football ana-
lyst Phil Simms in a Super Bowl
pregame show and online at
www. cavemanscrib.com, he said.



42'

*A
h

0 0.

4

- -5

1 0 1,1

AIG
1


